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Transcript of FirstGroup’s Preliminary results presentation to analysts 
Wednesday, 11 May 2011 

Tim O’Toole, Chief Executive of FirstGroup plc: Good morning and thank you 

for joining us to review our full year results. When I last met with you, I had been 
in post for all of two days and shared with you my impressions of the Group. You 
may recall, I said it was a solid company with good prospects for growth and the 
capacity to generate cash sufficient to pay down debts and meet our dividend 
commitments. I think if you look at our performance over the last six months, it 
validates those impressions which I want to expand on with you today. 

Now, as is our practice, Jeff will take you through the detailed numbers and then 
I will return for a somewhat more expansive view of each of the businesses in 
detail. But in introducing Jeff, let me first just touch on the highlights. I think 
FirstGroup enjoys a very logical and attractive portfolio of companies, really 
unmatched in its diversity and breadth across the public transport market in the 
UK and in the US as well. We have five market leading companies. Four of them 
had very, very good years. You consider, UK Bus had record earnings. UK Rail, 
very strong passenger growth, giving us very strong cashflows. We are also 
selected, as you know, as one of the finalists for the West Coast Main Line 
bidding competition. We also snagged another Train Operator of the Year. I think 
all this taken together points out the competence we have in the area and the 
promise for the future. 

Transit division, record revenues, record profits Greyhound division, profits up 
50% for the year, but more important, as I'll explain in more detail, in the recovery 
plan that I reviewed with you last November, solid evidence of progress in every 
single element of that plan and we'll go through that. Only the Student division 
disappointed and we'll go through that performance in detail but the point I would 
like to make to you is notwithstanding Student's disappointing performance, the 
strength and diversity of the Group still allowed us to hit all of our cash 
generation targets. We were able to pay down debt exactly at the rate advertised 
six months ago, in fact slightly better and we have more than enough firepower to 
support our dividend commitment. 

So we are quite comfortable reiterating and affirming our views and our goals 
going forward and with that I'll turn it over to Jeff and then I will come back.  

I should perhaps mention the charges in the highlights. We are at the same time 
reporting some extraordinary charges. They are driven by independent events 
and Jeff will take you through them in detail but when you put those together, 
they even further clear the way forward for us. The first charge is associated with 
First Great Western. We are determined to continue our performance and 
operation of First Great Western. We are going to run it to the end of the current 
franchise period to a successful conclusion and we hope to be able to bid for the 
second next franchise, the much longer franchise and we think we have a 
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compelling case to make. We actually think that the smartest decision in 
furtherance of that aim is not to take up our option to extend the current franchise 
for an additional three years. We think this is a smart decision for two reasons. 
Number one, it's in our immediate commercial interests when you look at the 
terms of that option but the second is we also think it allows us to maximise the 
bidding value of our incumbency when you look at the massive amount of work 
coming forward for First Great Western and I'll go into that in more detail. 

Having made that decision, however, we have to recognise some accelerated 
depreciation charges and they make up the bulk of this charge.  

The second thing is we do have to take a charge to recognise costs which are 
required to put our Student business in a better position going forward. We've 
talked through the year about the very tough market conditions we have faced 
with Student. These tough conditions are not the predicate for this charge. 
Instead, those tough market conditions really stripped away industry leading 
margins that have revealed shortcomings in the operation of that business. I think 
we just have to face the facts, make changes and move on, moving that business 
back to a leadership position in that industry. 

Finally, we are taking a charge to recognise an onerous contract in our Transit 
division. This is a contract that's actually dragged earnings down now for a while. 
We have a bad contract with the US military to provide services at their base in 
Diego Garcia in the middle of the Indian Ocean. Because of security reasons, 
we're not allowed to control that management directly and come to grips with it; 
we have to work to a proxy board, over whom we also have very little control. 
Our attempts to come to an agreement with the proxy board as to the best way 
forward have come to nought and so we've decided to face facts and move on 
and that's what we're doing with this charge.  

I think when you put all of this together, in addition to my bullish outlook about the 
company on an ongoing basis, I think these charges will help clear the way 
forward and I think you will see that in the numbers that Jeff reviews with you. 
So, Jeff, I ask you now to go through that. 

Jeff Carr, Finance Director: Good morning, ladies and gentlemen and thank 
you Tim.  

I'm going to start by looking at the key financial highlights of the business before 
we start going through, obviously, the detail by division and also some detail on 
the one-off charges that Tim's just mentioned. 

Overall our performance has been in line with expectations, as Tim mentioned. 
Earnings per share growth at 5.9% and strong cash generation has resulted in 
net debt to EBITDA being reduced from 3 times in March of last year to 2.5 times 
in March this year. 
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Total operating profit is up 2% to £457 million and this is mainly as a result of 
lower fuel costs but also as a result of strong performance in the four divisions 
that Tim has outlined. That said, we clearly recognise a disappointing 
performance in our Student division.  

We've made good progress in the year in terms of working capital, which has 
improved versus last year by £124 million, helping to drive a 23% increase in 
cash generated by operations, which is up to £744 million.  

Our headline cash number, that's cash available to reduce debt, increased 
significantly to £210 million, and that's slightly ahead of our target, resulting in a 
reduction of net debt to under £2 billion. 

Dividend cover has been maintained at 1.9 times and it's the strength of the 
cashflow and the resilience of the earnings that underpins our dividend policy. 

Moving on to a summary of the results, here we can see total Group revenues 
were up 2.7% to just over £6.4 billion. At constant currency that was a slightly 
lower growth rate of 1.1%. 

Absolute EBITDA has grown by 1.9% to £778 million and margins have remained 
over 12%, broadly in line with last year. 

As we bring down the debt, we're seeing reductions in our interest charges, 
which were down 3.9 % to £182 million and adjusted profit before tax increased 
5.9%. 

We can see the one-off charges totalled £105 million in the full year and that's 
before tax. The tax charge on adjusted profits was based on an effective rate of 
22% and I expect the effective tax rate for 2012 to remain in the range of 
between 22 to 24%.  

So there's a tax credit of £41 million related to the one-off items resulting, as you 
can see, in the total tax charge for the year of £17 million, compared to £31 
million last year. 

Earnings per share, as we've mentioned, increased by 5.9% to 41.2 pence per 
share and the Board is proposing a final dividend of 15 pence, up 7.1% versus 
last year. 

Moving on, it's going to be important that I go through the one-off charges in 
some detail and I'm going to break those out over the course of the next two or 
three slides.  

The total amount, as we've mentioned is £105 million and it's made up of the 
three charges that Tim highlighted, plus the Network Rail claim that was taken in 
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the first half of the year. Firstly, we have the contract provision for First Great 
Western amounting to £60 million, resulting from the accelerated depreciation 
charges on heavy maintenance and the MTU engine overhaul programme which 
is currently underway. 

Secondly, we've taken a charge of £40 million, or $61 million, to implement the 
First Student recovery plan. This is needed to strengthen the business to ensure 
it's in shape to benefit from its position as market leader and the recovery 
programme provides a clear path for us to fully unlock the potential of First 
Student. 

Finally, within the overall strength of the First Transit business, we had the poor 
performing services contract relating to the Diego Garcia contract that Tim 
mentioned. The contract is loss making and is likely to remain so during the 
remaining duration of its life. Therefore, we've taken a write-off of £5 million of 
associated goodwill and provided for the projected losses at the end of its life. 

I'm going to go on and talk in a bit more detail about First Great Western and 
Student on the next two slides. 

First Great Western, basically as a result of the change in the Government last 
year and subsequent statements on franchise terms, it now appears unlikely that 
the commercial terms related to the three year extension period from March 2013 
to March 2016 can be renegotiated. That was our prior assumption. As Tim 
mentioned, we'll therefore run the franchise to the end of the current term, 
meeting all our obligations under the agreement with the franchise period now 
ending in March 2013. Due to the new franchise end date, we'll accelerate the 
depreciation related to heavy maintenance and the MTU engine overhaul 
programme resulted in projected losses for the year 2011/12 and 2012/13 of £11 
million and £49 million respectively and it's the provision for these losses which 
gives rise to the charge.  

I would like to stress that despite these charges First Great Western will remain 
cash neutral over the remaining two years of the agreement and there's no 
impact in our Group cashflows from the accelerated depreciation and no impact 
on our deleveraging plan. 

Looking at the Student plan in a little bit more detail, it's clear that the Student 
business has not performed well during this year. In response, we've taken 
several steps to ensure that the business is stabilised in the short term and 
strengthened with a sustainable competitive advantage in the longer term. To 
help this, we've laid out the plan to address the cost base in several areas. First, 
we need to right size the bus fleet. While we continue to cascade buses across 
various contracts to maximise utilisation and minimise capital expenditure, 
however, in the current market we've taken the decision to write down the asset 
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value of a number of our older buses and this represents $33 million of the 
provision. 

Next we will be implementing a restructuring programme which will streamline 
our back office functions and align our business to best serve the needs of our 
customers. This will mainly involve severance charges, with the amount coming 
to $12 million. Additionally, we've increased the provision for loss making 
contracts within our portfolio by an additional $9 million and, finally, we've 
implemented detailed programmes to ensure that we improve the efficiency of 
our labour and engineering costs. The variation in practices of lack of standards 
means that we currently operate with tremendous variations in unit costs across 
our 600 locations and this programme will enable us to implement best practice 
across the Group and create a more flexible cost base. Overall we expect the 
results of the recovery plan to deliver annualised savings in excess of $65 
million. 

I'm now going to go back to talk about the underlying operating performance of 
the business and this chart just maps the overall performance from March 2010 
of £450 million operating profit to March 2011 of £457 million. Clearly you can 
see the Student performance down £53 million, but it's a tribute to the resilience 
of the Group that the overall profit increase has been achieved with the other four 
divisions showing good progress. Transit, as you can see, up £4 million, 
Greyhound £60 million, UK Bus £24 million and UK Rail £21 million. 

So going through each of the divisions very briefly in turn, starting with First 
Student. First Student revenues, as you can see, were down 2.5% to just under 
$2.5 billion and, as we've discussed, the margins fell from 11% in March 2010 to 
8.1% with an operating profit of just over $200 million. I'm going to go through a 
detailed variance analysis on the next page in terms of the causes of that margin 
decline, but before I do that, I just want to update you on the status of the current 
bid year. 

Last year, as we've said, significantly more contracts went out to bid than is 
normal. This was mainly the result of the pressure on school boards as they 
sought to adapt to budget cuts and this resulted in a higher than normal churn of 
contracts, that's to say more lost contracts, more new contracts coming into the 
business and when contracts did go out to the market the bidding was very 
competitive, to the extent that it didn't always make good commercial sense. 

So we've approached the new bid season with a new outlook and a new team 
and we are making good progress. We've implemented a detailed retention 
strategy and we're seeing significant improvements in retention rates. In fact, 
across the market I would like to comment that fewer contracts generally are 
coming out to bid and the market does appear more stable than it was last year.  
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From a bidding perspective, I expect to see little change in the overall bus 
numbers as we go through to the end of the bid season. However, it remains a 
little too early to read the movement in organic gains or losses. Just to recap, in 
2010 we saw an overall market contraction of about 2% as a result of organic 
route losses and I think it would be reasonable to assume that this trend would 
continue based on what we're hearing from the school boards in the States in the 
coming school year. 

I'm going back to look at the variances based on the margin decline and we did 
commit to give a detailed breakdown of this as we discussed this earlier in the 
year. First of all, as a result of the contract change due to a lower margin of the 
new business relative to the pre bid margins on the loss business, we saw a 
0.6% decline in margin. Additionally, moving across the page, we've seen the 
impact of lower levels of charter business and organic route losses resulting in a 
0.8% decline in margin. 

Moving on to cost improvement projects, this contributed to a 1.2% improvement 
in margin, mostly from procurement projects and labour savings related to our 
FOCUS programme. However, overall cost improvements fell short of 
expectations and we did not offset the overall cost inflation of 2.3%. 

Finally, as we've mentioned in the fourth quarter, the impact of weather lost 
school days resulted in a further 0.4% margin decline. Really, this is 
disappointing performance, but I believe the recovery plan outlined will address 
the cost base and limit any ongoing margin pressures. 

Moving on, you can see that our Transit business has performed significantly 
better, with revenue growth of 3.4% for the full year and if we look at the growth 
of our core business, excluding First Support Services, the annual run rate was 
running over 5%.  

EBITDA and operating profit margins both improved slightly and total operating 
profits of $89.5 million was 6% ahead of last year. 

Greyhound revenues also grew up 2.2% to $985 million and following an 
encouraging fourth quarter we continue to see growth in the new financial year. 

Operating profits grew by 57% to $62 million and margins were up to 6.3%, 
driven by lower fuel costs and improving performance in Canada where in the 
prior year we reported that we had losses of around $20 million. These were 
reduced to $7 million in the current year, 2011, and we have an expectation of 
break even in 2012 for Canada. 

The UK Bus business generated excellent profits. Profits were up 19.4% to 
£148.8 million with margins over 13%. The improvement in margins was partly 
due to lower fuel costs but also as a result of £40 million of delivered cost 
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initiatives within the bus division. During the year, like-for-like passenger 
revenues were steady, with growth of 1.4% and as we look forward we will 
continue to push to improve operating efficiency while moving the commercial 
emphasis in the division towards passenger volume growth. 

UK Rail has performed exceptionally well with cost initiatives delivering some £50 
million, which, combined with the strong passenger revenue, resulted in a 23% 
increase in operating profits to £109 million. The improvement in profits has been 
achieved despite the fact that the premium increased significantly in the First 
Capital Connect and First Great Western to the sum of about £120 million in the 
year. 

You can see, looking at passenger revenue growth by TOC that the passenger 
revenue, the like-for-like passenger revenues, showed good growth across all of 
our operating companies and the total like-for-like growth in the year was 5.3%. 
This is an ongoing trend and the trend continued with the fourth quarter like-for-
like revenues being up 6.6% versus the prior year, albeit that is helped by 
obviously the regulated fare increases that we saw in January. 

Now, I'd just like to move on and talk about the cashflow in a little bit more detail. 
Clearly cash has been a key priority during the year and I'm pleased to report a 
strong performance with cash generated by operations and that's the second line 
down, the second grey line down. The cash generated by operations up 23% 
from £605 million last year to £744 million. One of the key drivers of this has 
been the big improvement in working capital, £124 million ahead of last year and 
during the year we've improved in key areas such as our Student and Transit 
receivables and UK Bus payables. This is good progress and we can continue to 
show improvement in working capital management, albeit probably at a lower 
rate next year. 

From the funds generated, our capital expenditure has been increased by £57 
million as we look to invest in our fleet and maintain the average fleet age. Gross 
capital expenditure before asset disposal and the format of asset disposal in this 
number, totalled £280 million in the year. 

After dividends and the proceeds from the disposal of GB Railfreight, the net 
cashflow was £210 million, so as I've said, slightly ahead of our target and up 
54% from last year.  

The strong cashflow has resulted in a reduction of net debt to below £2 billion, as 
we've mentioned and the net debt to EBITDA ratio has hit 2.5 times, as we've 
projected. This chart shows a good performance over the last couple of years 
and due to the highly cash generative nature of the business, I'm confident that 
we'll continue to generate significant net cash and reduce our leverage. Our 
target for 2011/12 is to deliver a net cash inflow of £150 million. 
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Before I hand back to Tim, let me just re-emphasise the strong financial platform 
we've established from which we'll continue to build the business. In December 
we finalised the refinancing of our committed bank facility, with a £1.4 billion new 
five year facility. Our cash generation remains strong and our leverage continues 
to reduce. We remain on target to achieve our targeted credit rating. It's the 
combination of the cashflow – the strength of the cashflow – and the resilience of 
earnings with dividend cover remaining at 1.9 times which underpins the dividend 
policy.  

So thank you, I will now hand back to Tim. 

Tim: Thank you, Jeff. So much of that impressive performance on working 

capital is down to Jeff's leadership; he's really doing a fantastic job. 

As I reflect on my first six months, I'm driven more and more to the conclusion 
that this really is a great business and I say that because we have great people 
with expertise, but we have unrivalled scale in our businesses and we've got 
great diversity and we have obvious upsides. We have obvious upsides because 
of the change we can bring within the company to the management of these 
businesses. But we also have upsides just by virtue of the industry we're in and 
it's because this is an industry that inevitably will face growth, notwithstanding the 
pain we see in our school bus business as a result of the contraction in municipal 
finance and notwithstanding the possible pain we'll see as a result of our 
reduction in reduction of subsidies to the passengers in this country, still the long 
term trends in these businesses have to be growth because in this world of ever 
increasing urban concentration, when you get ever increasing congestion but the 
need to still produce growth and prosperity, the growth and needs of businesses 
almost becomes a necessary condition. You can see this most directly in rail, 
where capacity is constrained most immediately. Notwithstanding the current 
economic environment, growth just keeps coming. Why? Well, what's the 
alternative? Our job is to take advantage of this opportunity efficiently and that 
means generating predictable levels of cashflow while pursuing and developing 
our opportunities to make sure that our capital appetite doesn't get out of phase 
with our returns. One of the reasons why I always start out by saying this is a 
solid company is because that's the test and that's the test we keep passing and 
that's the test we passed this year. 

We do have big challenges but our priorities are very, very clear. We've got to 
execute the Student recovery plan. We have to first stabilise and ultimately 
restore our margins by cutting expenses because if you are going to prevail in 
tough market conditions the company has to get low. 

We also have to capture the scale that's available to us so that we can move this 
company forward even in difficult market conditions. 
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The second thing we have to do is take our leadership position in rail and our 
unrivalled expertise and make sure we roll that into the next franchising period. 

You have heard that we've already been selected as one of the finalists in the 
West Coast Main Line. These opportunities will come fast and furious and we 
have to make sure we take advantage of them and protect our market position. 

Finally, we need growth. We have to drive growth, continue to drive it in Transit, 
Greyhound, but also UK Bus. We think there's great opportunity and as long as 
we do this while still generating cash, we are going to continue to pass that test 
and I think with that kind of overarching formulation, I would like to take you 
through each of the businesses in more detail. 

So we'll start with Student. Student was undeniably a disappointment and quite 
frankly they disappointed against even diminished expectations and this was very 
painful for of all of us. We talked to you through the year about the very tough 
market conditions we faced with Student. It was a year of unprecedented churn. 
We lost more buses than we usually do. The buses we took from our 
competitors, we took at lower margins. The buses we held on to in bids, we held 
on them in lower margins and even in the retained bus business there was 
constant pressure on our margins because of the churn in that business as 
school districts cut services and consolidated routes in an attempt to deal with 
their budget problems. We struggled with this throughout the whole year and the 
churn at individual locations and it wasn't really until December that we were 
finally seeing numbers that met our expectations and we thought we had finally 
achieved some semblance of stability but when we got into January, the latter 
half, and all through February and we were just pounded with the bad weather, 
quite frankly our expenses got away from us in too many places. This happened 
principally in New England, parts of the Midwest and in an area in our western 
region we call the Northlands. That's what happened to us but that's not an 
excuse and that's not an explanation. Indeed, these tough market conditions 
should have been a great opportunity to us. We should have been exploiting the 
advantages of our scale that smaller companies don't have. We should have 
been bottom fishing this whole year, picking off companies that didn't have our 
advantages but that wasn't the case. When we saw what was happening in 
February we dispatched a team to First Student to take the business apart, 
uncover the facts from which we could develop a plan to bring this business 
back. That work is far enough along that we can see our way forward. 

My interpretation of what happened here is this: FirstGroup bought industry 
leading margins but it grew to rely on them and in relying on them it didn't really 
complete all the work it should have in terms of driving efficiencies and capturing 
the benefits of scale. In many respects, some of the work of the big merger was 
left undone and the current management was not left with the tools and certainly 
didn't have the institutional discipline to deal with the market conditions that it 
faced. We have to do what was left undone. We have to strip out a layer of 
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management, we have to simplify management, we have to capture the benefits 
of scale, that capability that should be available to us by standardising practices. 
The only encouraging thing of having to go through this hard work is as we talked 
to the local contract managers and told them about the kinds of changes that we 
are going to have to bring forward, it’s been met with absolute relief. They've 
been looking for this kind of clarity in their business and it’s what leads us to 
believe we can bring forward this change management without massive 
disruption. 

Now, as we face facts and we change this business and put it on a better footing, 
we do have to keep in mind that First Student has enormous advantages still. It 
starts with our industry leading GPS-based bus management system FOCUS 
which we've talked to you about before. In the modern world it's no longer a 
choice where a business either goes for lowest cost or it goes for differentiation, 
you need them both and we're convinced, as we've said to you before, the 
FOCUS will be a long term differentiator for us. 

Another positive is that we were really encouraged to see that in our nationwide 
customer service survey we've improved markedly this year, so we don't think we 
face a customer service or local relationship issue here. Quite the contrary, the 
marks are up across the country and local relations seem to be very good. 

Finally, there is this issue of scale. When you look at this industry, there just isn't 
anyone else that compares to us. If you look at this industry and the growth rates 
of the various companies it will be decades before anyone is in our position. This 
prize is there for the taking for us. We just have to get this company on the right 
footing and then use this scale to exploit our market position and I think we can.  

Luckily, our other four decisions which performed very well have much more 
positive stories, so let's turn first to Transit. If you were here in November and 
recall, this was the business I spoke of so fondly and it continues to do well, it 
continues to grow, continues to grab market share and there's enormous promise 
here which we're illustrating with these charts because these are showing market 
size and it's very small slivers of the amount of market we have. We're the 
largest company in these markets, or the second largest by just a whisker, and 
yet you can see the potential that's still here. Now, normally you wouldn't want to 
draw attention to this level of potential, but the fact of the matter is we have a 
company that has now a turnover of well in excess of $1 billion and we enjoy the 
top management team. If anybody wants to come after us, they will have a hard 
time catching up. It's a very entrepreneurial business. As I said before, it involves 
the outsourcing of fixed route, paratransit operations, shuttle services, we 
operate call centres, it's fleet maintenance, it's fleet services, it's transit 
management services and when you have this level of dynamism you will make 
mistakes and we did with the Diego Garcia contract. Around ten other contracts 
are like that where we have to work through a proxy board, fortunately they are 
all profitable. This isn't an area we will be developing but luckily, as these charts 
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show, there's plenty of opportunity and just in recent weeks we closed on seven 
more fleet maintenance contracts; these aren't little fleets, I'm talking 250 to 750 
vehicles. We have two extensions on our Fort McMurray business that I talked to 
you about last time and our shuttle business on universities keeps growing; we've 
just got a very high profile assignment, we took the shuttle business at Yale 
University in New Haven, Connecticut. 

So this is a business that has great growth prospects and I have every 
opportunity to continue to stand in front of you in future periods, rattling off the 
successes that they've achieved. 

Turning to Greyhound, again, as we said, very strong increase of profits, 
admittedly against weak comps, but the real story here, I think, is the fact that the 
transformation programme I reviewed with you in November and remember I said 
it was absolutely comprehensive, it's the terminals, it's the fleet, it's the network 
itself. There's hard evidence of progress in all of those areas. I'll start with 
terminals. We've finally been introducing free standing ticket kiosks and it's a big 
step forward in this business in our major terminals which is reducing our costs of 
sale. But we've also made real progress in right sizing our terminals. I talked to 
you about that last time. I'm pleased to be able to announce that we're closing on 
the sale of our Washington DC terminal for around $50 million and we're going to 
move our operations over to Union Station. Here's a situation where we're freeing 
up cash and we're improving the offer to the public because we're moving their 
boarding over to an intermodal terminal and those of you who know Washington 
know it's one of the most beautiful in the world. 

Now, admittedly few of our opportunities are this fantastic and as big an obvious 
win, but I think do think this shows real progress in the fact that we're not just 
sitting back and providing the service out of the legacy terminals, we are driving 
this forward. 

Similarly, in our fleet we are delivering a virtually new fleet very economically 
through our refurbishment programme that I talked to you about. We've 
completed over 100 buses; we are going to do another 200. It's these buses that 
are changing the brand, you're starting to see them in New York and Chicago, on 
I95 and I think people are seeing the new Greyhound. 

Finally, it's in the network in many ways we have the most dramatic news. Jeff 
already mentioned we broke the log jam in Canada so we can now work with the 
provincial authorities to rationalise that network in the same way we've done in 
the United States and you've seen the impact that will have on our finances. But 
we've also grafted the BoltBus business model on to Greyhound with the 
introduction of Greyhound Express and I mentioned this to you when I spoke in 
November but I think in many ways this is the most meaningful news because it 
gives you a glimpse of the future. 
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You have heard other companies talk about they want to enter the coach or bus 
market in the United States and what's happening is a much higher quality 
product is being brought forward on point to point business. No company has 
been as successful at this initiative as we have with the BoltBus but the fact is no 
company has the leverage to really exploit this like Greyhound can, because 
Greyhound is not some $20 million start up, it's a billion dollar business with a 
nationwide network that's concentrated on high volume corridors. So what that 
means is when Greyhound takes Greyhound Express and adds it to its base 
network on a regional basis, in other words when it starts delivering the same 
kind of point to point product on its regional networks, it has the inherent 
advantage of being able to feed volume from its intercity network on to the point 
to point business. No other business has this advantage, no other business can 
build the sustainable balanced flows the way Greyhound can and to replicate 
what Greyhound has would take unimaginable amounts of capital. This is why we 
think Greyhound wins this race in the long run. This is a team that's already 
made these tough decisions about their business model and they are now finally 
seeing it paying off. They still face very tough business conditions in the US but 
with the rise in petrol prices, the modal shift is going their way. We are cautiously 
optimistic about Greyhound in the near term, even. 

Turning, then, to UK Bus, as Jeff mentioned it had a great year, but I did talk to 
you when I was here before that I did think that the cost discipline of this 
business has to be complemented with more growth. When you look at our 
operations comparing them to competitors, the competitors seem to grow more. 
Some of those comparisons are inapposite because of geography and size; 
we're so big. But the fact of the matter is the comparisons are so consistent I do 
think you have to take notice of it. And I said the thing we're going to have to do 
is we're going to have to improve our partnership working at a local level, we're 
going to have to make commitments to service, we're going to have to get into 
the ticketing area, making sure we're offering ticketing products of obvious 
appeal to the travelling public. I think my sincerity in making change has been 
seen and acknowledged, even, in the bus industry by the way it's reacted to 
appointment of Giles Fearnley as the head of this business. Giles has an 
impeccable record of growing rail and bus companies, pursuing these very goals 
I've just outlined. We have a huge enterprise and you only initiate change 
deliberately, but the fact of the matter is I think over time you are going to see 
that Giles will drive growth in our bus business far beyond what the market 
expects. 

To make sure Giles has the tools to get this done, you might notice we 
announced a £160 million, 953 new bus order, which a lot of this stuff will be 
going to supporting the Olympics but then spread all over the country and we will 
also be shortly announcing some initiatives in ticketing that we hope will leapfrog 
this industry's halting steps in this area. Having worked at TfL I have no problem 
in pointing out that we have completely outshone the rail and bus companies with 
our conversion of the public to smart ticketing. I mean, the one thing that 
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everyone would agree is that from a travel perspective, the one thing that 
improved the quality of life in London was the Oyster card. Now TfL is moving on 
to the next generation of smart ticketing. We're going to join that move and we're 
convinced over the long term we are going to be able to deliver a ticketing 
product that will be embraced every bit as much as Oyster on our bus network 
but also on our rail network using the same back office. So we're very 
encouraged by the future in bus and I think as you are exposed more and more 
to Giles you will have the same confidence we have. 

That takes us finally to rail, which again had a very strong year. Rail obviously 
faces a lot of change, it's a business that's a major inflection point and we are not 
so foolish as to minimise the risks and challenges that represents. But amidst all 
the sturm and drang about who are going to be the new bidders and these new 
franchise rules, will you really be able to play and what's going to happen next? I 
think you have to start with one very basic observation and it's this: you ought to 
be in businesses you are good at. We know the rail business; we're very, very 
good at it. If you look at our franchises, ScotRail and TransPennine Express, 
both of them have snagged top Transport Operator of the Year twice within the 
last five years. TPE is really a poster child for how to run a successful enterprise 
by bringing intelligent investment and innovation. Look at the dramatic increase 
in passenger growth from 13 to 24 million, way beyond anyone's projection and 
let me tell you, these aren't commuters who might plead that they have no 
choice, this is the leisure market, 60% of these travellers are leisure travellers. 
Vernon Baker, the MD there, and his team have done a fantastic job. FirstGroup 
is a company that, when it faced difficulties, as it did on First Great Western 
some years ago, comes to grips with it and brings these companies back, facing 
up to the problems and I think this level of performance isn't lost on our 
stakeholders. 

That takes me to the great challenges First Great Western faces. First Great 
Western is really a good news story, especially from the Government's 
perspective. They are bringing forward all this investment and they deserve a lot 
of credit for it, but all of this investment is going to represent challenge and work 
to the working railway and the operator. When you consider the scale of it it's 
really mind boggling, only comparable to what's happening on the Tube, really, 
probably more work that than you've seen on that railway since Brunel. We talk 
about the Reading rebuilding project and people think that's well on its way, it's 
probably almost resolved. In fact, there's an enormous amount of work yet to go. 
They have to build flyovers, add new platforms at Reading, rearrange the tracks, 
build a £100 million depot on the other side of the station. The amount of work is 
stunning. On top of that, the Government announces the electrification of Great 
Western. On top of that, Network Rail announces they are going to resignal the 
Main Line. Then on top of that, we hear that we're going to be lucky enough to 
get the introduction of a whole new fleet of trains and, on top of that, no major 
railway will be as affected as First Great Western will be by the building of 
Crossrail.  
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So all of this work is going to require the best partnership working, ingenuity and 
skill that we've displayed in handling Network Rail's Christmas blockade and we 
think that task is going to pale in comparison to this body of work. This is why we 
think not taking up this option for the extension is the right move. So we said it's 
the right commercial decision but it's also right for the passengers and we think 
for our opportunity long term that the railway that takes the public through most of 
this change is also the railway that gets the benefit in the long term and we think 
we can make the case, better now than ever, that our incumbency puts us in the 
best position to get this next longer franchise and that's the case we hope to 
make to Government. 

In addition to this opportunity, we are pursuing other things in rail that gives us 
confidence in our competence and how we're perceived. I've already mentioned 
our qualifying for the West Coast Main Line but we're also working with Network 
Rail to deliver the McNulty efficiencies on the ground now. We're going to use 
ScotRail as our test case and we're thinking when the two of us come together 
we can show what can be done. We're also working with Network Rail and the 
Government to deliver this massive increase in capacity on the Thameslink 
project. I think when that capacity goes forward, you're going to see First Capital 
Connect's reputation rise, just as First Great Western's did when that railway was 
recovered. 

So you see, we think we still have an awful lot to offer in the rail sphere and we 
think rail still has an awful lot to offer our shareholders on a long term basis. 

So that takes me to the summary. I think you can see that four out of five 
companies have done very well. It's a mark of our strength and diversity that their 
performance was able to offset the poor performance from Student and there's a 
plan in place to deal with Student and while we're not projecting that things are 
going to get easier and rosier in that market any time soon, we do have a way 
forward and as a result of all of this, we're quite comfortable reiterating our debt 
reduction, dividend and cash targets as we go forward and I personally have 
even greater confidence in this company where we stand now and with that, we 
will be more than happy to take questions, thank you.  

Question: Damian Brewer from Royal Bank of Canada. Two sets of questions. 
First of all, looking at the Greyhound performance, it looks as though if you strip 
out the change in the Canadian losses, effectively about 50% in your change in 
revenue's dropped down to the bottom line. Is that the kind of operating leverage 
we should expect to see going forward or is there anything special in the 
numbers for this year that would maybe mean we get a dampened performance? 

Secondly, I guess the key question, given the size of the business, EPS growth, 
the dividend, the cash generation and debt reduction do seem to hinge on the 
outlook for the school bus business. Can you give us some idea of what the 
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distribution of the different terms look like there? Are they quite bunched up or 
are there some real outliers in some parts of the business? 

Secondly, on school bus, the $65 million of cost savings, is that something that 
you expect to keep or do you think that will be competed away as you rebid 
contracts and in particular, given the lower margin contracts you have and the 
duration of contracts, how long does the mixed effect of the rebased contracts 
run through the business?  

Finally, I notice the 2013/14 in the goodwill assessments; you seem to be 
predicting from an accountancy angle that school bus margins will be back at 
historical levels. Is that realistic? I mean, it seems like this is a capital intensive 
industry. It looks like you cover your costs to capital round about 7-8% margins in 
this business. Why would school bus not go the way the contract logistics and 
other outsourced businesses have gone, which is basically marginal returns to 
the costs to the capital? What brings your margins back up to the higher level 
and makes you different? 

Jeff: Shall I start with Greyhound? There's quite a lot in there, Damian, thank 

you. I think we've set Greyhound up now so that it's well positioned to benefit as 
we grow the top line and see that leverage drop through to improve operating 
performance. To some degree it depends on what we invest back in the business 
in terms of growth, but I think those sorts of levels of improvement you should 
expect, absolutely. 

Tim: I would add to that, however, to temper it just slightly, is that the margins on 
your point to point business and this is true of the industry generally, not just 
Greyhound Express or Greyhound it's not as great as intercity business. 

Jeff: Let me cover the £65 million as well, because what we've said is we need 
to generate these sorts of savings and we need to go through this recovery plan 
to stabilise margins. That's the initial phase of this project and that leads on to 
your next question about 13/14 and what we've put in about the goodwill. 
However, we do see, regardless of the economic environment, we do see 
significant operating opportunities to improve our performance. If you look at the 
600 locations we operate in and look at how we manage our engineering and our 
labour costs and just look at where best in class is internally, we know we have a 
lot of scope to improve our own performance and it's that internal expectation 
that gives us the confidence that we can return margins to double digits and to 
the historic levels and we feel we can do that without a reliance on a market 
upswing. Obviously I don't believe the market is going to be maintained at the 
levels of difficulty that it's currently at, but we believe there's opportunity enough 
within the business to return to those sorts of margins, based on our own 
performance and based on the improvements we see within the business. It's 
going to take some time and that's why we're talking about next year being 
stabilised but we do believe the opportunity is there. 
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I don't believe I quite understood your second question about school bus and the 
distribution.  

Question: Damian Brewer. First of all, I think there's a distribution (several 

inaudible words) as the benchmark, but I guess given the wider context, it’s a 
capital intensive transport business and when you look at the wider sphere, it's a 
7% margin businesses, why should school buses go back to the 11-12% margin 
when you have the school board where the pressure looks like it's going to 
continue. The school boards look at your numbers, the pressure on pricing is 
surely going to continue. How do you generate that gap on the margins above 
your cost of capital?  

Jeff: I think we generate that gap by leveraging our market leadership position 
and maximising our own efficiency within that business. We've historically shown 
that we can operate at those levels. I think the industry needs to make over time 
the industry in general needs to make a decent return on its costs to capital and I 
feel confident we can operate at a premium to the overall market. 

Tim: Premium on margin, because of course we are competing on price, not 

margin, so if we can take advantage of that scale, we can hold it. 

Jeff: You asked about EPS and dividend, I hope that we've shown during the 
course of the presentation the cash generation and the resilience of the EPS, the 
earnings in the course of this year where we've run into significant headwinds on 
Student demonstrates that we can and will sustain the dividend policy that we've 
talked about. 

Shall we move on?  

Question: Edward Stanford from Oriel Securities. Forgive me if I haven't read 

this in the statement, but could you tell me what the cash element of the 
exceptionals is and, secondly, perhaps one for Tim: in terms of now having been 
in the business for six months, do you feel there are opportunities to slim the 
portfolio with underperforming businesses or are there areas of the business that 
you feel the Group should no longer be in, economically speaking?  

Jeff: Let me cover the cash question first because basically a large element of all 
three of the charges are non cash and really don't affect our expectations in 
terms of deleveraging and our cash plans. Going through them very quickly, the 
First Great Western is largely depreciation and it's accelerating the depreciation 
through to the end of 2013 and taking that charge now. That's the majority of 
that. So that's very much cash neutral to our expectations. 

The Student plan, certainly $33 million of that is related to asset write-offs and it's 
related to accelerated depreciation. 



 
 

17 
 

The rest of it, there are some cash elements of it, but that's a relatively small 
amount and it's an amount certainly an extra day or so off DSL will fund that and 
that's the target we have. 

On Diego Garcia, it's two elements to the provision. First there was a goodwill 
write-off, which is obviously non cash, that was £5 million and the provision for 
the onerous contract is spread over five years so it's really not a cash event as 
such. It's a small loss over five years taken out. 

So all in all, those three charges don't affect our expectation in term of cash 
generation and leverage.  

Tim: We'll continue to look at the portfolio; we are actively looking at it. You saw 

we sold GB Railfreight in the past year, I think that we may have some 
opportunities like that, but not larger. You saw in our results that we sold our bus 
business in Kings Lynn here in the UK, so we will continue to tighten up round 
the edges. There are some pieces of property we are looking at right now in the 
portfolio but, as I say, it's fairly small. 

I have no hesitation in saying that if I had the opportunity I would have sold the 
services business in Transit but that wasn't on the cards. Because I just don't 
think you should be in a business you can't control and directly be absolutely 
accountable for. We're lucky in that these businesses are profitable but it's not a 
business that I favour. But we'll continue to look at every element of the portfolio 
and make sure it's as tight and value producing as possible.  

Question: Joe Spooner from RBS. Just two quick questions: Firstly, on the First 

Great Western decision, was that an amicable agreement with the DfT in terms 
of implications for the other discussions around the TransPennine Express and 
also the West Coast? Presumably there's no black mark against your name in 
those discussions and also just on the cashflow target, presumably that's on the 
same basis as before, before any disposal of acquisitions and dividends.  

Tim: As far as our relationship with DfT, they'll speak for themselves and we 

would invite that, but we've been working with them in absolute transparency. I 
think I'm fairly confident in saying that they're comfortable with our decision, they 
understand it, and that they would be supportive of our coming to bid for a 
second franchise and it's this decision, because it makes perfect sense to them 
and actually it's to their benefit because in coming out with this decision, we're 
giving them more time to plan their refranchising bid. It has absolutely no 
negative implications for our other businesses and, if anything, we would like to 
think that it's improving our standing in that field.  

Jeff: In terms of the cashflow targets, that's an absolute target based on what 

we're planning so it includes basically everything, including all of the disposals or 
something but they're not substantial. So if there's anything substantial we'll 
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announce that and we'll tell you whether that's incremental or not to those 
targets. But obviously, yes, it's after dividend and it's based on cash available to 
pay down debt.  

Question: Peter Hyde from Liberum. Can I just pick up on that point? I'm sure 
there's a good explanation but net debt came down £330-odd million in the year 
and you are talking about it coming down £150 million in the current year. That 
seems not that large to me and I just wondered whether you could talk a bit more 
explicitly about, say, capex, working capital, because I think you said it's going to 
improve but I don't know how much by and if you do sell the Washington 
terminal, is that included in the £150 million or not?  

Then as a second question, I don't know if you can give us any phasing of the 
$65 million benefits over time. I take the point that margins are going to come 
back by 2014 but what's your time phasing for that $65 million?  

Thirdly, while I've got the microphone, I am interested in Greyhound. When you 
talked, Tim, about the benefit of Greyhound and how you can feed passenger on 
to the point to point business, I wonder if you can elaborate a bit more on how 
you see that happening because I think that's pretty key in terms of you shifting 
your business a bit. Thanks. 

Jeff: In terms of the net debt, the debt reduction this year included £210 million 

of free cash and a foreign exchange benefit in terms of the translation of the 
debts from dollars to pounds of £120 million, so we are not forecasting that 
foreign exchange benefit but the comparative is £210 million to £150 million. The 
£210 million included a very strong working capital performance. I haven't given 
guidance but I don't expect it to be as strong next year. Then you get into a sort 
of comparable year on year numbers and, quite frankly, £150 million had gone 
back to about where we were this year. If we generate £150 million and put that 
into your numbers, you will see that generates I'm not giving guidance here but 
even with no growth in EBITDA that brings our leverage down into the sort of 
range we are comfortable with and capital expenditure I would expect to go up a 
little bit next year. Our gross capex this year was £280 million and that's before 
some asset disposal. I expect it will be a bit more than that next year, which is 
one of the reasons why we're being a bit more cautious about the total debt 
reduction. 

The phasing of the $65 million, some of it will be fairly immediate, so 
redundancies and so forth will have a fairly immediate effect. The change to the 
depreciation profile will be immediate, obviously. 

The key areas which are going to take longer to implement are the efficiency 
programmes in terms of labour and engineering and we should start seeing 
improvements quickly but I think it's going to be a one, two year programme 
before we see the full benefits of those coming through. 
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Tim: On Greyhound, they run a massive intercity network nationwide and the 
way that network functions, people are getting on and off a single bus that goes 
through many, many stops and you have a new niche emerging where you have 
the higher quality service bus, WiFi enabled, more seating capacity, but it goes 
point to point, so you are not stopping at each one of these and it's attracting 
some expansion in the market. So some people are getting on that bus that 
wouldn't get on a traditional Greyhound bus. You see that a lot on the east coast; 
you know, I have neighbours in Philadelphia who take a BoltBus to the theatre 
and these people have never been on a bus before. 

As Greyhound puts in the Greyhound Express product, which is really the 
BoltBus product, and it puts it in a corridor that lies alongside that, it will move 
some passengers, three, four, five passengers on to that bus, which helps cover 
the nut of what it used to cover to have a balanced flow. So what happens with 
people is they introduce these new services and they announce, "I'm going to run 
point to point between these points," and they quickly realise they don't know the 
economics of a balanced flow to keep it up on a regular basis, so you end up 
having a press release but in fact the bus moves on Friday and Sunday nights 
and that's about it. Here with Greyhound, because with our sales channel and the 
natural ability to channel some flow right on to that point to point service, whether 
it's an intercity bus that goes to Chicago and someone gets on our point to point 
bus that goes to Milwaukee or whatever it is, we have an inherent advantage 
over the competitor in establishing that lane and that's what we saw when we 
introduced Greyhound Express in Chicago. 

Question: Naa Aku Addo from SMBC. I first wanted to commend you on the 

move to Union Station because I've taken the Greyhound from Philadelphia to 
DC and I appreciate the move, but I wanted to ask about First Great Western. 
First of all, with the new franchise terms and the new franchises, if you were to 
win the bid plans, are you thinking of investing new rolling stock on Great 
Western? 

Secondly, with UK Bus, given that for the industry as a whole the growth rates 
are not that significant, 1 to 2%, where do you expect the growth in UK Bus to 
come from and, finally, on Student, I know this has been mentioned before but I 
was wondering have you modified your growth assumptions for the goodwill 
calculations for Student and if not, when do you expect the growth rate from 
Student to return to what you have in your goodwill calculations? 

Tim: As for rail we generally invest in rolling stock in some form or other in 
bringing forward our plans, you saw that in TPE something like a £260 million 
investment in rolling stock and that's fairly typical and I think you will continue to 
see that with the new franchises as well. I don't think that's anything unusual. I 
think on UK Bus if you look at our current numbers and the cut back in mileages 
and our reduction in some services, that if we employed some of the tactics of 
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our competitors and go for more volume growth and considering the size of our 
enterprise, 1 or 2% further growth is a very nice number. 

Jeff: Just on the goodwill, let me just comment. I think the key factor is margins; 

we need to return margins to where they were. That's going to be the key test on 
goodwill. I think the business is ready, will be ready at some stage in the future to 
continue to grow but growth is not the key objective of our Student business at 
the moment. The key objective of our Student business at the moment is to get 
the margins back to where we need to be and then we will look at growth 
opportunities. I think the market will return to growth. At the moment I see it as a 
contracting market, 1 to 2% a year coming down through organic losses, but I 
think growth is a secondary objective behind margin improvement at the moment.  

Question: Gerald Khoo from Arbuthnot Securities. Three questions: Firstly, on 

UK Bus you talked a lot about the opportunity to chase volume growth. 
Presumably that really does reflect deregulated bus. What are your views on 
London? 

Secondly, on TransPennine Express, obviously you are still in talks with the DfT 
and I understand you may not want to say too much, but what are the risks of 
further one-offs if you and the DfT can't agree an extension to extend that 
franchise and finally on West Coast, what do you anticipate the bid cost being? 

Jeff: The first one was about volume growth.  

Tim: I emphasise we will not be chasing volume growth, I think we will just be 
using maybe some more dynamic solutions to improve our profitability, rather 
than just cutting mileage to protect revenue per mile. 

London, I think, will be fairly stable, actually, at least until the other side of the 
Olympics and if you look at the grant that TfL enjoys, that's what you see. I think 
we don't have a lot of change forecast from what we said to you last time in that 
we're very happy with our business in the west, it's a very healthy business, there 
are still challenges in the east. We have enjoyed some big contract wins in the 
east that have helped the profitability of those depots but we aren't done with our 
work there. But to be straight with you, our current focus, especially in the east, is 
on the Olympics. We're the Olympic bus company. We are going to drive that 
and make sure that's a big success, but beyond that time horizon there will still 
have to be some rationalisation in the east of London.  

Jeff: Just on TPE, I think when you look at our other rail franchises, the First 
Great Western situation is unique in term of we had the option and it was always 
planned that we would extend to 2016. We don't have that option on any of our 
other franchises; it's generally a Government option. First Great Western is fairly 
unique. So I would not anticipate, if we were to hit the end of any of other 
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franchises, that we would be in that situation of having to take any particular one-
off charges of that nature. 

In terms of the West Coast, of course, too much. About average? What do we 
say is average, seven figures? Low single digit millions? Two to five, depending 
on the complexity, but it's of that order of magnitude in terms of the rail bid costs. 

Tim: The only good news is that about half of that you would save in subsequent 

bids. The amount of work you have to do can be rolled over and used in 
subsequent bids. 

Jeff: So we'd better push on to other questions and we will try and get round 
everyone.  

Question: Paul Hickman from Peel Hunt. Two questions, actually. Firstly, was 

there an information management element at First Student and, if so, what action 
are you specifically taking on it and, secondly, National Express recently reported 
increased interest in conversions from school boards and are you seeing 
anything similar? 

Tim: I'm not sure what you mean by information provision.  

Question: What I mean is for instance, Tim, you mentioned that in December 
you thought that you had cracked the issue and in January you found that wasn't 
the case.  

Tim: Well, certainly there was a lack of recognition soon enough of the problem 
and I think it would be disingenuous to say otherwise because we did think, for 
example, that our bad numbers that we were seeing in September and October 
were down to start up costs. Because of the enormous churn and the giant new 
contracts that we were starting up, we thought that must be it and management 
took comfort in that as an explanation. So, yes, there was definitely a delay in 
recognition of the problem. There's no other way to say that. 

Jeff: I think on conversions we are seeing a pipeline of interest but we are not 
seeing any significant movement and I think we've certainly seen one or two 
conversion contracts, they tend to be small. We are not aware of what the six are 
that National Express has but I suspect they must be quite small ones. Certainly 
we are aware of two or three of them but we're not fully aware of what the other 
ones are. 

Tim: We're in all the same markets, we talk to the same people, we're lobbying 
the same politicians. I guess our read on the situation is somewhat more 
cautious, that's all. 
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Jeff: There hasn't been any of any significance in the same way, for example, 
Detroit, which was quite a big conversion last year. There hasn't been anything of 
that significance in the market. They are fairly small conversions. 

Question: John Lawson, Investec. Just a couple of questions: One relates to 
Transit, you obviously flagged earlier the write down in the contract there but you 
mentioned ten other like situations that are currently profitable. I wonder if you 
can give us an idea of the size of those businesses collectively because I 
assume they are the areas you don't want to be in in the future.  

Secondly, I know the competition authorities came out with this holding statement 
last Friday and everyone seemed to think it was no big deal but I wonder if, 
having looked at it in a bit more detail, where you think it could have an impact on 
you -- I'm not trying to double guess -- on going forward? 

Tim: As to the first one, Jeff will correct me, but Diego Garcia is way larger than 
any other. I think the whole book of business is not a lot bigger than that again. 

Jeff: Yeah, Diego Garcia is probably close to being the size of the ten other ones 

combined. The other ten are probably in the region of $50, $60 million revenue 
and I think we have a fairly good degree of confidence in the operating 
performance of those ones since they are fixed contracts. Diego Garcia was 
rebid in 2007 and that's what's created the uncertainty, the economics of the 
rebidding and because of the proxy board we are as a company not really able to 
get involved in that bidding process, so that's created problems specifically on 
Diego Garcia. 

Tim: The Competition Commission, as you know, the report is over 600 pages 
and most of the great concerns and draconian remedies based on whatever 
evidence that nobody knew what they would come up with aren't in evidence. So 
the big issue was that there was no barking, there is no suggestion of depot 
sales or price controls or all the rest of it. It's obviously something we have to 
continue to watch and we will be continuing to participate in because it's not done 
yet and the last thing I want is to make too big a deal of it, but right now we do 
not see it having much of an impact on the business going forward.  

Question: Douglas McNeill, Charles Stanley. Tim, you mentioned the idea of 
Oyster card style smart ticketing in the UK Bus network. How should we think 
about the amount of investment that will take and over what sort of timescale and 
I wonder, secondly, if I may, should we be surprised that there's no conclusion to 
your discussions with the Department on TransPennine? I'm just conscious that 
the end of that franchise is fast approaching. 

Tim: As we move into smart ticketing it will take some additional investment but 

it's not a huge amount. I mean, we're talking £10-20 million as we see as we roll 
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it out. A lot of this investment will be coming from other partners who are going to 
enjoy the benefits of this as well. 

With regard to TPE, the Government have a lot to do, which is a problem, how 
there's been a contraction in that department. They've got this huge amount of 
work in front of them. Our engagement on TPE is very active in going forward 
and we're quite happy with the way the conversation is going right now, but I just 
think they have a lot to do.  

Question: Jaime Rowbotham, Morgan Stanley. Three questions, please, two on 

school bus, one on the balance sheet. On school bus firstly, another quote from 
one of your peers, National Express, they were talking about organic growth on 
existing school bus contracts in their March quarter. You've been experiencing 
declines; I just wondered if there was any view on why there seems to be such a 
difference on something that should be more to do with industry trends than 
individual operators? 

The second question is just probably for Tim. I was interested in your comments 
on the Laidlaw integration process perhaps not being completed or done 
properly. As you integrate, as FirstGroup integrated Laidlaw, as I understood it, 
there was an attempt to find synergies, to strip out costs. Today you are talking 
about further cost savings to deliver further benefits. Are you confident that 
stripping more cost out of this business is the right approach? Is there an extent 
to which you might need to put some costs back in post that Laidlaw integration 
process?  

The third one, Jeff, on the balance sheet, on the March update, you talked about 
two times net debt to EBITDA as possibly somewhere you might like to steer the 
Group towards. I can see your guidance on cashflow, clearly you will have views 
on where EBITDA goes. Is there a timeframe over which you would like to steer 
the Group to twice net debt to EBITDA? Thanks. 

Tim: As for growth in the organic side, we hope National Express is right, but any 

statement on organic growth is a projection, it requires real prescience because 
until the school boards assess their routes, you can win a contract but you have 
no idea what's going to happen with organic whether it's growing or declining and 
that will happen much later in the year. So would that they are correct and we're 
just been conservative. 

As far as my views on the Laidlaw acquisition, I'm sure the synergies were 
captured but it appears to me the best I can recreate it is it was the one-off, we 
can get rid of one of those, we can get rid of this. What is nowhere in evidence is 
someone then said, "All right, what we really need to do is put together an 
integrated management plan." Think about it. What is the advantage of this size 
because it's basically a local business and it's an intensely local business, so the 
advantage of size is capability. We repair more buses than anyone else. We 
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operate more depots than everyone else. Every one of those units of work we 
should know more about than anyone else and when we walk into a new depot 
that we buy, this is the system you put in place but that's not what we have out 
there on the property. We have Laidlaw ways of doing things and we have 
legacies of First Student and Ryder ways of doing things and while there have 
been certain systems put in place in terms of data gathering it's largely been 
layered on top, resented and isn't executed very efficiently. It's about capturing 
that capability that I think saves you money and it's not about going around and 
shooting every tenth person. That's not what this is about. This is about taking 
advantage of the scale we have and running the business the way you no doubt 
assumed it has been run. 

Jeff: Just on the balance sheet, Jamie, hopefully I said in March in the next 12 to 
24 months, the timeframe we would expect, assuming nothing changed in terms 
of plans, in terms of capital and so forth, to be able to get to a target leverage 
where we feel comfortable operating at, which is around two times. That kind of 
meets our optimum costs to capital. It's a level we've operated at before and it's a 
level we feel comfortable with. I don't think it's critical that we're exactly at that 
point. I think it's a range, roundabout that area and then you get the choices of 
what you want to do in terms of capital versus dividend versus investment and 
cash business but that's a general guideline that we have of where we'd like to 
get to over the next two years or so. 

Question: Geoff van Klaveren from Deutsche Bank. Tim, from a strategic point 

of view, does it matter that FirstGroup is not in continental Europe? Is that an 
area you would like to get into or would you prefer to stay in the English speaking 
countries?  

Secondly, can you clarify: I'm not clear on BoltBus and Greyhound Express, 
there seem to be some overlapping routes now, I want to be clear on the growth 
strategy of those two. Is it just branding difference? 

Tim: We're not looking to get into continental Europe right now. Obviously, we 

don't want to be in this kind of position and say never but our imperatives right 
now are to focus on these businesses. Number one, as I said, our priorities are to 
bring back Student and to execute the growth in the other businesses in the way 
I outlined, so that's where we are. 

As far as the BoltBus versus Greyhound Express, you understand BoltBus is a 
partnership between us and Peter Pan and it's a specific pool operation that 
complements Peter Pan's and Greyhound's operations within the corridor. This is 
now about taking that business model and moving it to Greyhound Express and 
you wouldn't want to just say, "Oh, okay, Bolt works so let's turn that into a billion 
dollar business," because who wants to spend that money? We're much better 
off taking the Greyhound that's there and leveraging that. That's where the real 
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upside is. So it's really about this whole reformation effort to the Greyhound 
brand over time. 

Jeff: Just to add, we do see quite different ridership on Bolt and Greyhound. 

They do appeal to fairly different consumer groups and obviously the challenge is 
to bring more Bolt riders into Greyhound, for example, but they are quite 
separate and complementary. 

Question: Just to clarify my earlier question, when I was asking about 
investment in rolling stock, I was wondering whether you plan to own rolling stock 
because one of the objectives from DfT about longer franchises was to 
encourage operators to own rolling stock or introduce competition to the 
ROSCOs and they were mentioning things like residual value guarantees at one 
point, so is that something you would consider, actually owning the rolling stock? 

Tim: Well, whether we finance them through some other party or use a ROSCO, 
at the end of the day the bill to us will be the same. We are anxious to see other 
initiatives come forward and we are working with some people to think that 
through. You have touched on a very important issue and that is how residual 
value will be handled and whether it will be handled by a Section 54 guarantee or 
whether it will be handled by the Government handicapping the value that will be 
transferred to the subsequent owner because obviously the rolling stock will have 
a longer life than the term of the franchise. No one knows the answers to that yet 
and we won't until we see the way the first bidding plays out. I think this is largely 
going to continue to be a category of assets that are financed by others and we 
pay the running bill. 

Jeff: Shall we just about wrap up? 

Tim: Thank you very much for taking the time.  


