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Analysis of bus onergling cosis % 3

Drivers payroll 46

Fuel 9
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PCV depreciation

Other payroil 7 )
Other 14

Total bus operating costs  £43%m

Analysis of bus revanne %

On-bus 61
S-t;asoﬁs : - 12
Concessions 11
Tenders 8
Other 8
Total £516m

Passenger juurneys by dhvision ¥

Wales and South West 17
Midlands and South East 2
North of England 33
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“Total joﬁmeys 677m

Filoet nix by ype %

Double deck 39
Single deck 19
Midi 1
Mini 26
Coaches 5

8,800

Total fleet (number)
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Formed in 1995, FurstBus is now the UKs largest operator of
bus services, with a 22% market share. It employs more than
22,000 people and operates 8,800 buses. Its strategy 1s to increase
the efficiency and profitability of its core bus business; to grow by
acquiring operations in urban areas in the UK; to seek further
opportunities to invest in rail; and to enter international markets
after thorough evaluation.

FirstBus is a major rail operator. It was awarded the seven-year

Great Eastern Railway franchise in January 1997 and has a 24-5%

interest in the Great Western and North Western Trains franchises.

The Group’s long term success will come from organic growth
based on providing good quality, reliable and cost-effective public
transport. FirstBus is therefore committed to continued investment

and constant improvement in customer service.
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Chairman’s statement

T am pleased to report another year of rapid
progress, building on the very solid
foundation put in place last ycar. We have
increased profitability and acquired further
businesses in urban areas, including our first
major company in London. We have
expanded our presence in the rail industry —
although our core business remains local bus
operations in the UK. We have tailored our
management structure to support further
growth and expansion of the business, and
enter our third year with a strong
management team focused on a clear

Group strategy.

Financial results

Pre-tax profits rose 83% to £59-3m before
bus and rail restructuring costs of £10m and
other exceptional items. In June 1995 we set
a target of raising operating profit margins
in the original FirstBus companies to 15%
by March 1997. We have beaten this target
comfortably, as margins were 15-5% for the
financial year. The overall bus group margin
ended the year at 15:2%. Rail turned in a
good performance with a £1-4m
contribution from Great Western Holdings
(GWH) and a promising operating profit
from Great Eastern Railway after only three

months’ ownership.

Dividend
Your board recommends a final dividend of
3-7p per share, making a total for the year of

5-5p net per share, an increase of 10%.

Bus group

We entered the London market by acquiring
CentreWest in March 1997. London is a
growth market and has become more
attractive with the change to net cost
contracts, which provide the opportunity to
reap the benefit of higher ridership.
CentreWest is a well managed and profitable
business but will gain from our purchasing
power and economies of scale especially
when tendering for services requiring new,
high specification vehicles.

The acquisition supports our international
aspirations by providing an opportunity to
gain additional experience in tendered
markets similar to those found in
continental Europe. It also gives us valuable
exposure to a large and exciting PFI project,
the Croydon Tramlink. CentreWest is a 20%
sharcholder in Tramtrack Croydon — the
consortium formed to design, build and
maintain it on a 99-year concession from
London Transport — and also has a 30-year
operating contract.

The acquisition of Greater Manchester
Buses and Strathclyde Buses in Spring 1996
added greatly to the quality of our earnings.

In September 1996 the Office of Fair
Trading referred our Strathclyde acquisition
to the MMC. In January 1997 the then
Corporate and Consumer Affairs Minister,
John Taylor MP, announced that we would
be required to divest our Falkirk-based
Midland Bluebird subsidiary and part of our
Strathclyde operations. However, there has
been a material change to this market since
the MMC inquiry. We consider this
development provides grounds for a review
by the current Minister and intend to

discuss the matter with him.




Rail

We tendered for rail franchises during the
privatisation process and won the Great
Eastern Railway franchise for seven years
from January 1997. We moved quickly to
manage this business, helped by our
involvement in the industry over the
preceding 12 months. We also tendered for
rail franchises as a 24-5% partner with Great
Western Holdings and in March 1997 the
franchise for North West Regional Railways
was awarded to GWH. Should any further
franchises become available in the future, for
whatcver reason, we will be both cager and

well placed to take them on.

International

Since taking the strategic decision to
expand internationally, more than a

year ago, we have been thoroughly
researching the opportunities, especially in
continental Europe.

A European acquisition would require a
long term view, as bus operations are still
largely under state or municipal ownership
and profit margins will be lower than in the
UK for some years to come. Some countries
arc already developing tendering systems
and we expect these to become more
widespread for three reasons: an EU
directive on procurement will influence local
government decisions on publicly tendering
services such as transport; convergence for
EMU will impose stricter budgetary controls
on local government; and it will become
increasingly clear that high levels of
investment in new vehicles, cnvironmental
protection and staff training will require
higher levels of profitability. With our wide
experience of privatisation, we intend to be
an early entrant into these markets — but

only at the right price.

Board and staff
Two executive directors have recently
changed their roles: Robbie Duncan takes
over responsibility for the whole of our UK
bus operations, supported by five divisional
directors who have been appeinted to
strengthen the UK team. Graeme Varley
moves to head a new International
Division, reflecting the importance placed
on overseas expansion.

John Woolley retired from the board on
4 June 1997. John was Engineering Director
from the formation of FirstBus and was
previously with Badgerline. The board would
like to pay tribute to his considerable
contribution to the business over the years and
wish him well in his retirement. We would
also like to thank Bob Barclay for his sound
advice over his time as Employce Director.
In his place, we welcomed Jean Weatherhead
in December. Jean is employed at Lowland,
where she is also an Employee Director,

Gordon Mills, Technical Director of
FirstBus, recently left the Group and I would
like to recognisc here his part in its success.

The progress we have made in the past
two years would not have been possible
without the dedication and energy of our
staff. I should like to thank them all for
their contribution, and to welcome those
who joined us as a result of acquisitions

during the year.

iFirstBus has an outstanding record of
investment - not only in expanding the
business but in vehicles, depots,
environmental protection, safety, information
systems and, importantly, in employees.

Trevor Smallwood
Executive Chatrman
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Chairman's statement

continied

Outlook

We now have 2 new Labour government.
Transport and the environment have been
linked and made a high priority. In addition,
the new Road Traffic Reduction Act
requires local highway authorities to set
targets for reducing road traffic or cutting
the rate of growth.

We will maintain dialogue with the
relevant ministries to ensure that the
industry is well understood and its interests
well served. Government-backed promotion
of public transport, coupled with increasing
attention to customer needs in both the bus
and rail industries, will improve the
environment and relieve congestion in our
cities. Increased use of public transport will
enable us to increase investment, to the
further benefit of travellers.

The current year has started well. In the
first two months the Group has turned in a
satisfactory trading performance although
the residual effects of the disruption in
central Manchester and our determination
to defend our market in Strathelyde are
discernible in local trading results.

FirstBus already has an outstanding record
of investment - not only in expanding the
business but in vehicles, depots,
environmental protection, safety,
information systcms and, importantly, in
employees. We will continue to invest to
improve the business and to translate the
many opportunities available to us into good

returns for our shareholders.

A St
P

Trevor Smallwood

Executive Chairman

\\-9




Trading - UK bus

Developing the Group in finc with our
stated strategy has enabled us to cxceed the
profitability target that we set ourselves two
years ago. Strong, devolved management has
delivered higher operating margins.

The Group’s strength also lies in the
geographical spread and quality of its
portfolio: it is ne accident that some 70% of
our operations are on high frequency routes
in densely populated urban arcas. Qur size
has enabled us to withstand adverse trading
conditions at local level as well as the impact
at Group level of the annual increase in fuel
duty and higher fuel prices.

Excluding acquisitions since the formation
of FirstBus, bus company operating margins
rose in all divisions to give a 15-5% margin
overall. Net Group margins including Great
Eastern and after central costs were 13:4%,
up from 12+1%. Passenger journeys totalled
677m, up 43% on last year. We achieved
organic growth as a result of service
initiatives in many areas but the bulk of the

increase resulted from acquisitions.

Competition

The UK bus market remains competitive.
We welcome this challenge and the benefits
it brings to consumers. However, whilst
some competitors focus on gaining market
share alone — aided by very low barriers to
entry — we remain convinced that the greater
challenge to the industry is to develop the
market and grow the passenger base by

taking market share from the car.

FirstBus Annug! Report 1857 | 5

Chief Executive’s review

Investment - acquisitions
The Group made three major acquisitions
during the year and several smaller ones.

Greater Manchester Buses, with turnover
of £65m, joined the Group in early April
1996. Tt suffered a serious setback from the
IRA bomb in the city centre in June.
However, most of the services had been
reinstated by March 1997 and we have cven
been able to improve the route network —
although bus travel has still not returned to
its former level. We are now working in
partnership with the local transport policy
team of architects and planners to ensure
that bus access and priority form an integral
part of the city’s regeneration. We have
invested over £10m in new vehicles and
refurbishment to improve the fleet,
rebranding buses with a smart new livery.

Strathclyde Buses, with an anpualised
turnover of over £90m, became part of
FirstBus in June 1996. We arc investing
£21m in new vchicles over two years to
upgrade the fleet and have also rebranded
services as Greater Glasgow and Kelvin with
a new livery.

Engineering management has been
strengthened to overcome serious difficultics
in this area and to implement a rigorous

mainttcnance programrme.

- .Our commitment to constant fmprevement is
part of a mission to make buses the
preferred form of urban transport. Qur
stuccess will be everyone's gain.:'zwz

Moir Lockhead
Greup Chief Exeative
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Chief Executive’s review

One of CentreWest's
Routemasters -
essential for tendering
in Centraf London

%Yo help FirstBus give better service,

we're asking passengers what they
really want from a bus operator.
This is one of the biggest projects
of fts kind in the UK. 77

Petra van der Hejjden
Associate Director,
Nevwork Research Lid

continued

We have also formed a Quality Bus
Partnership with Glasgow City
Council and Strathclyde Passenger

Transport Executive, the first of its

kind in Scotland. Real time
information has been installed on
one cornidor and passenger numbers
grew by 6% in the first six months.

Enhancements to the network are
under way and we also launched new low-
floor express routes in Drumchapel, Newton
Mearns and Cumbernauld in May 1997.
We were delighted to welcome
CentreWest to the FirstBus Group in
March 1997. This is a company with a
strong management team that has built up a
business with annualised turnover of £60m.
It operates tendered services for London
Transport in west, central and south-east
London and commercial services in
Buckinghamshire and Berkshire under the
name of Beeline. CentreWest’s involvement
in the Croydon Tramlink project, scheduled
to start operations in late 1999, 1s another
exciting opportunity.
CentreWest has 2,000 employees and

some 730 buses including 50 Routemasters,

which are over 30 years old but a

Richard Burton,
Adexandra,
Matthew and
Hugo Fisher
P{.'jseﬂgfr:

prerequisite for tendering in the regulated
Central London market. This market has
developed over the past few years from gross
cost tendering, where a set price was paid to
operators, to net cost contracts where
operators take more of the commercial risk
but can also gain from increased revenue if
they improve services. London Transport’s
quality ambitions coincide with ours: new
vehicles are often required when retendering,
real time information has been installed in
many areas, and LT is funding improvements
to vehicles’ environmental standards to
improve air quality.

Among the year’s smaller acquisitions,
Portsmouth Transit, acquired in April 1996,
has been combined with another South
Coast operation, People’s Provincial, to form
Provincial Bus with total turnover of £13m.
Trading is now improving in line with
enhancements to the network and
mmvestment in new buscs.

The 50 municipally owned vehicles and
80 staff of Great Yarmouth Transporrt,
acquired in October 1996, have been
successfully integrated with Eastern
Counties’ own Great Yarmouth operations

under the Blue Bus identity.




Investment - staff

FirstBus put a further 5% of pre-tax profits
aside for distribution as shares to employees
in 1996/97. We believe this promotes an
interest in how the business operates and
fosters better customer service. Senior
management also participate in a serics of
employee roadshows each year to explain the
Group’s progress.

The bus industry has pledged to tram 60%
of its workforce to NVQ standard by 2000.
We are well on track with this, together
with extensive training on customer service.
Our graduate trainee programme got off to
an excellent start with an initial intake of
three recruits and three more expected this
year. Several subsidiaries achieved Investors

in People awards this year.

Investment - vehicles

We introduced 542 new vehicles during the
year at a cost of £45m. In November 1996
we announced an £80m order for over 900
new high specification buses. This level of
expenditure on new vehicles is likely to

continue for some years as we upgrade and

John McCormick
Managing Director,
Strashelyde Buses
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change the mix of the fleet to increase

operational flexibility.

The new single decks and TR
midibuses will all have low floors | Dividend
growth

and kneeling suspension for casy ( ) )
pcnce pcr shar¢ net

95 % 97

-~/

access. The single decks will

have air suspension, double-

glazing and improved lighting,
The specifications for interior
colours, lighting and seating are the result of

extensive customer rescarch.

Investment ~ property

We continued to make good use of our

property portfolie, financing investment of

sore £6m in new depots largely from the

sale of surplus property. A new depot

provides the opportunity to review the

location, match capacity for the area and

increase efficiency through better design. We

can provide better facilities for staff and

apply the latest thinking on environmental

concerns such as fuel storage, waste disposal, : Quality Parmerships with local
authorities — giving us bus lanes and
junction priorities « are helping us

make real itmprovements in joumey
times and reliability.

bus washes and soundproofing.

In April 1996 we opened Cherry Row
depot in Leeds. In December we opened a
major depot for 175 vehicles in Huddersfield

Chris Bell

Diriver, Eastern National

Michaet Honan

Management accountant
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Great Eastern’s new
livery was unveiled in
April 1997

% FirstBus regards new buses as an
investment in customer satisfactien.
Their specifications are among the
highest we've seen in terms of
comfort and ease of access.” /

David Quainton
Sales Director, Plaxton (coachbuilders)

continted

financed by the sale of the existing depot for
a non-food retailing development. This is a
model for future schemes as we pursue

7 ~ our strategy of investing in
modern facilities for long
term growth. Modernising the
Basildon depot has allowed us to transfer
the Brentwood maintenance facilities and
sell the vacated site to Sainsbury’s for a new
town centre store. Work has also begun on
what will be our largest new depot, on a six-
acre site in Bradford close to the bus station,

for completion in September 1997.

Transport integration
There has been much discussion in the past
year about the difficulty of interchange
between different modes of travel.
Interchanging is inherently time consuming
and a direct journey is always best but, with
bus and rail both now in private ownership
there is a real incentive to remove barriers.
Co-ordination between our Eastern
Counties subsidiary, Anglia Railways and
Norfolk County Council now enables rail
travellers to purchase a single rate add-on

bus fare at their originating station for

through travel on Eastern Counties buses
into Norwich and Great Yarmouth.
Eastern National and Great Eastern
Railway have set up railway station links
following the redevelopment of Braintree
station, and in March they announced
improved links to Clacton railway station
and the town. Through ticketing involving
Thamesway, LTS Rail and London
Underground, which could make
commuting easier as well as benefiting
passengers financially, is now possible in an
initiative centred on Benfleet station —
used by some 4,000 commuters daily.
There 1s still much scope for innovation

and service improvements.

Service enhancement

We cannot meet customers’ quality and
value for money expectations unless we
understand what they want. One of our
most exciting projects, started at the end of
the last financial year, is an extensive
customer satisfaction benchmarling survey.
Each operating company will receive a
rating bascd on a series of key indicators

which will be monitored over time through

% As services improve, more people
will use them - which will mean less
traffic and less pollution. ”

Penny Haslam

Passenger




telephone interviews. This research should
improve our competitive position and
benefit customers and employees alike.

The development of contractual and
informal Quality Partnerships with local
authorities this year has been very
encouraging. Local authorities have
contributed a range of enhancements
including adjusting pavement heights to
accommodate low-floor buses, introducing
high visibility markings for bus lanes and
stops, and installing more sophisticated
traffic light priorities. In turn, we have
provided new, low-floor buses and well
trained staff.

Many of the larger cities have made
significant advances in the past year. The
Lecds guided busway, a venture with the
city council and West Yorkshire PTE, has
brought passenger growth of over 40%; 2
third phase of the guideway opened in April
1997, further enhancing the reliability and
ridership of this service. A fourth phase is
planned.

Potentially one of the most promising

initiatives to foster passenger growth is the

Mohammed Igbal
Traffe controller

partnership in Greater Manchester between
the PTE, PTA, city council and

the bus operators’ association. Adjusted
. basic earnings
Some £3-5m has been set aside g
per share
for new bus facilities for the centre (pcncc)

of Manchester and the partnership

will have a large role to play in the

£63m scheme to regenerate and
replan the city centre following the
bomb.

Many other innovative schemes like
these are being developed across our
operating areas.

I have no doubt that alliances betwcen bus
companies, city and county councils and
passenger transport authorities are the way
to enhance the quality and use of public
transport and regenerate the passenger base.
They will improve bus companies’
profitability and therefore investment while
benefiting passengers as volume growth
replaces fare growth and as the costs of
congestion are reduced. The wider
community benefits, too, from noise
reduction and better air quality.

The quality of passenger information is

FirsiBus Annual Report 1997 | 9

= {.Who needs low-floor buses? We do.

Try lugging two children, a week’s
pping and 2 pushchair on board
in a hurry, and you'll know why!’

Rose, Poppy and Judith Eagle

Passengers
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Low-floor buses like
this are part of our
contribution to Quaiity
Partnerships with local
authorities

% SWe already carry 43,000
commuters a day — and as we add
more services we're aiming to carry
a lot more.

John Mann, platform assistant
Suc Haarley, fickes collector
Great Eastern Ratlway

continued

also important, and we are sharing best
practice across the Group. Access to
information may be simple, like
our enhanced retail and
information outlet in
Huddersfield town centre and
our new Travel Shop in Halifax. Or it can
be high-tech, such as timetables on the
Internet or the Automatic Vehicle Locators
which supply real time information in
Aberdeen.

Environment
FirstBus aims to be an industry leader in
environmental matters but we are aware that
there are no easy or quick answers. We were
pleased to be able to sponsor Transport
2000’s launch, with the Department of
Transport and London First, of a Green
Commuter Rescurce Pack giving employers
practical advice on how to change staff
travel-to-work habits and reduce car trips.
We are already actively involved n
promaoting such schemes with employers in
several locations.

The year brought two important new air
pollution control measures: the Euro 2

engine specification and the requirement to

use low sulphur diesel from October 1996.
The Euro 3 specification will come into
force in about 2000, provisionally planned to
cut carbon monoxide emissions alone from
4-( to 2-0 grammes/kilowatt hour. All these
measures apply only to new buses: no
retrofitting will be required.

We have continued to use our GasBus in
Bristol and a further six full size, low-floor
CNG buses were introduced into
Northampton in June 1997 in an initiative
with Northampton County Council and the
Borough Council.

The GasBus has been joined this year by a
project to develop a Hybrid Bus, in a joint
initiative with Hampshire County Council
and Provincial in Portsmouth supported by
ENTRANCE funding from the EU. The
vehicle being developed is a Mercedes-Benz
609D with an engine management system
and an integrated belt-drive electric motor.
This will combine the advantages of
conventional fuel with the option of fully
electric or diesel-electric in the city centre

and diesel-only for more open locations.

Christine Thompson
Cleamer

Grace Allum

Passenger




We are trialling ultra low sulphur fuel at
one depot in Glasgow. This form of fuel is
more expensive, although the lower increase
in fuel duty, announced last November, for
ultra low sulphur fuels was a step in the
right direction. LT is funding the price
difference for some buses running in
London, along with the cost of catalytic
converters. This has been so successful that
even the oldest vehicles in CentreWest’s
fleet, the Routemasters, have been brought
up to Euro 2 standard.

In Bristol, with European ELGAR
funding, the City Council and our
subsidiary City Line are testing roadside
messages on air quality which advise
motorists when to use the Park and Ride.
This programme is accompanied by a

limited road pricing scheme trial.
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Rail
We tendered for several
train operating

<>

Great Western

franchises during the
privatisation process,
winning Great Eastern

Railway (GER) from January 1997. GER

operates mainly commuter services from

Great Western has
leased two extra high
speed trains and added
several new services

Southend, Colchester, Ipswich, Harwich
and Chelmsford in addition to inner
suburban services from Shenficld and Gidea
Park. Tt carries some 43,000 commuters to
Liverpool Street daily. It is a modern, all
electric multiple unit railway and full
modernisation of track and signalling by
Railtrack will be completed by late 1997.
GER will turn a government subsidy of
£29m in 1997/98 year into a payment to
government of £9-5m in the seventh and
final year of the franchise. A cost reduction
programme already under way is designed to
remove some 15-20% of variable costs over

the early years of the franchise through

- The two biggest improvements?
Indicator boards that telf you how
long you've got to wait ~ and extra
services, so you don't have to wait
50 Iong!f .

measures such as productivity improvements

and restructuring of engineering and

Winsome Carrell
Pasienger

Linda McNeish

Driwver instructor
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Chief Executive’s review
continued

on-train staff. To increase revenue we are

planning to introduce new services, improve
operational performance,
launch customer service
initiatives and invest £9-2m in
stations and information.

In June 1997 we introduced

new Sunday services to Ipswich
and Harwich and additional peak
hour trains to Ipswich. Service

Well designed, punctuality is already good but will
accessible
information for

passengers is a priority

be further improved and we will
provide better information for
passengers, with help points at all stations.
Service improvements planned for 1998
include increasing the frequency of fast
trains between Southend and London,
doubling services to outer suburban
stations and increasing inner suburban
services by half.
Improvements to stations will include
increased security, a customer services
& Improving services and vehicles centre, better disabled access and general
really does make a difference -

over time we've increased passenger refurbishment. At the larger stations we will
numbers by 25% in Bristo). * . . .

provide additional car parking and secure
Bob Holland

Managing Director; Brisrol Ommibus 12€1L1tIES for bicycles. We are confident that

we can further improve an already well run
railway and enhance profitability over the
period of the franchise.

Our 24-5% investment in Great Western
Holdings from February 1996 has proved
sound both financially and in terms of
increasing our understanding of rail
operations. Great Western "Trains had a very
successful year: a 7% increase in passenger
numbers, coupled with a reduction in
operating costs, resulted in an increased
contribution of £1-4m. The £50m fleet
upgrade is on target for completion next
year and two additional high speed trains
have been leased to cope with an cxpanded
summer timetable involving seven additional
weekday services.

In March 1997 Great Western Holdings
won the North West Regional Railways
franchise, which covers local services in
Greater Manchester and throughout north-
west England.

Enhanced profitability on the railways in
the longer term can only come from
increased passenger travel. This will require

us to focus on the frequency and quality of

> {.Park and Ride is quicker and
less stressful than driving inte
work — and I'm up to speed with
the news by the time | get
there.

James Fisher
Passenger




services and access to information. We must
also fully exploit the potential synergies
between our railway interests, and between

our rail and bus services.

Community
During the year we announced five-year
funding for a Chair in Transport
Management at the Robert Gordon
University in Aberdeen.

We also became a Patron Company
sponsor of the Outward Bound organisation
and this year we sponsored 30 young people

on Qutward Bound courses.

Looking forward
The current year has begun well and we are
moving 2head confidently. We are actively
seeking acquisition opportunities overseas,
but have no intention of acting precipitately:
we will only contemplate acquisitions which,
after thorough evaluation, we believe we can
develop profitably into the next century.
Our expansion strategy is based not only
on acquisitions but on solid and sustained
organic growth. We continue to demonstrate

that high quality, reliable services quickly

Grace Sandhu
Cash office assistant
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generate growth in passenger numbers. Qur
commitment to investment
and to constant
improvement in custorner
service 1s part of a mission
to make buses the preferred
form of urban transport,

THE PATRON’S
CoMramy

and to foster a steady

transfer of passenger traffic
We sponsored 30

young people on
Outward Bound
courses this year

from private cars to public transport. Our

success will be everyone’s gain.

Ve iyt

Moir Lockhead
Group Chief Executive

/' SWTs Country Shuttle is the first
coach service in Britain that carries
hicycles ~ let's hope there'll be
many more to follow! - ¢

Gavin Watts

Pascenger




.
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Directors and advisers

Photographed left to right
Andrew Higginson

Rill Foreman

Martin Gilbers

Jean Wearherbead
Graeme Varley

Robbie Duncan

Torty Osbaldiston

Trevor Smaltweod

Moir Lockbend

Trevor Smallwood OBE

Executive Chairman

Before his appointment as Executive Chairman
of FirstBus he was Managing Director of
Badgerline Group for nine years. In this capacity
he led the management and employee buy-out of
Badgerline from the National Bus Company in
1986. He joined the bus industry in 1966 as a
management trainee. He was elected President
of the Confederation of Passenger Transport in
1994. In 1995 he was awarded the OBE for
SCrViCCS to the passenger transport industry.

Age 49,

Moir Lockhead OBE

Deputy Chatrman and Group Chief Executive
Executive Chairman of the GRT Bus Group
PLC from 1989, having led an employee buy-
out, He joined Grampian Regional Transport as
General Manager in 1985, having started his
career as an engineering traince in 1960. Director
of Grampian Enterprise Limited since 1993. He

is also non-executive Chairman of ASCo, a

North Sea logistics company. In 1996 he was
awarded the OBE for services to the bus industry
and he is the 1997 President of the Confederation
of Passenger Transport. Age 52.

Robbie Duncan CA

Director UK Bus

Appointed Director UK Bus in April 1997 after
two years as Regional Director North. He was
previously Group Managing Director of GRT
Bus Group PLC, which he joined in 1986 as
Finance Director. He initially qualified as a
chartered accountant with Coopers and Lybrand,
where he worked overseas for four years and in

industry for five years. Age 47.

Bill Foreman CA

Non-executive; Chairman of the Audit Committee 1
Commercial Director at Vickers for nine years.
Before this he was Director of Finance from
1973, having joined the company in 1970. He
opted for early retirement in 1991 but remains
Chairman of the Vickers Pension Fund Trustees.
He is also 2 non-executive director of several
other companies, including Chloride Group

PLC and Ricardo Group PLC. Age 61.

Martin Gilbert CA

Non-executive 14

Chief Executive of Aberdeen Trust
Management PLC and Chairman of its
operating subsidiartes. He was appointed to the
board of GRT Bus Group PLC at the time of
the management buy-out in 1989, He is a
chartered accountant. Age 41.
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Andrew Higginson FCMA Graeme Varley
Non-executive; Charrman of the Remuneration
Committee FF

Group Finance Director of The Burton Group

Director International Development
Regional Director South, UK Bus Division until
his appointment to International Development in

ple, he was appointed to the board of the Apri] 1997. He was Group Managing Director of

Badgerline Group before its flotation in 1993.
He was formerly Group Finance Director of
Laura Ashley Holdings plc, having started his
career at Unilever and Guinness. He is currently
Chairman of the Economic Affairs Committee
of the British Retail Consortium and a member
of the Hundred Group of Finance Directors.
Age 39.

Tony Osbaldiston FCA

Group Finance Director

Joined the Badgerline Group as Finance Director
in February 1995. He was previously Finance
Director of Volvo Car UK Limited, where he also
had responsibility for the asset leasing subsidiary
and the information technology and parts
divisions. Before joining Volvo he was Finance
Director of the Max Factor UK Group. He
qualified as a chartered accountant with Coopers
and Lybrand. Age 44.

Jean Weatherhead

Non-executive Employee Director £

Employee Director of Lowland Omnibuses since
February 1995, She joined Lowland in 1986 and
is Office Supervisor at the Berwick-on-Tweed
office. Age 60.

Badgerline Group from 1993, having been

appointed to the board in 1989 as Group

Exccutive (Buses). Before that he was Managing

Director of City Line from 1983, having joincd
the National Bus Company in 1969 as a senior

management trainee. Age 50.

David Ward ACA
Secretary

+ Member of the Audit Committee

# Member of the Remuneration Committee

Corporate brokers
Cazenove &9 Co.

12 Tokenhouse Yard
London Eczr 7an

HSBC James Capel & Co. Ltd
Thames Exchange

10 Queen Street Place
London Ec4r 180

Merchant bankers
Lazard Brothers & Co., Ltd
21 Moorfields

London Ec2p 26T

Principal bankers
Midland Bank ple
Poultry

London gczp 2Bx

Auditors

KPMG Audit Pl

15 Pembroke Road
Clifton, Bristol 8sS 3BG

Solicitors

Burges Salmon

Narrow Quay House
Narrow Quay, Prince Street
Bristol Bs1 4an

Paull & Williamsons
Investment House

6 Union Road
Aberdeen agio 1pg

Slaughter and May
35 Basinghall Street
Londen Ecav spe
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Financial review

Shareholder return and dividends

In 1996/97, adjusted basic earnings per
share rose to 14-4p, an increase of 30%
when measured on the same basis.

The board has recommended a final
dividend of 3-7p giving a total dividend of
5-5p (5-0p) net per share, an increase of
109%. The dividend is covered 2-2 times,
before the one-off tax credit. Our dividend
policy reflects the beard’s confidence in its
ability to deliver strong operating cash
flows to fund both dividend growth and
the capiral investments which we plan.

The share price traded in the range of
144p to 246p during the year. At a year
end share price of 224p, the market

capitalisation was £702m.

Cash flow and investment in the business
Strong cash generation (operating profit
before ESOP and one-off costs, plus
depreciation) of £101-7m maintained
liquidity levels capable of supporting a
substantial investment programme.
Total capital investment amounted to
£60-7m. This included £44-6m for 542

L€ The Group’s financial strength
lies in its highly dependable
cash flows.

Tony Osbaldiston

Group Finance Director

new vehicles. This figure also includes
£6-4m which was spent at Strathclyde just
before completion of the acquisition.
£11-3m was spent on depots and other
plant and equipment. At 31 March 1997,
the average age of the fleet was 9-3 years.
Board approved commitments for new
vehicles at the year end stood at £60m for
1997/98 and £35m for 1998/99.

Capital investment on information
technology to develop management
information and financial systems
amounted to £2-6m. Subsidiaries now use
common financial reporting and
consolidation software and further large
projects on payroll and personnel systemns
began in 1996/97. Over half the Group has
implemented an integrated accounting and
engineering system with the remainder
scheduled for 1997/98. The core business
systems arc cxpected to be year 2000
compliant by March 1998.

Margin enhancement - bus operations
The margin enhancement programme in the
bus operations delivered the anticipated
profit improvement. The original FirstBus
companies achieved an operating profit
margin of 15-5%, exceeding the promised
15-0% target, which is regarded as a
mintmum return consistent with the
necessary high levels of investment.
Including companies acquired since the
formation of FirstBus the total bus group
operating margin was 15-2%. Costs
remained under control but the fuel element
mncreased to 9% of operating costs as a result
of the annual duty increase.

Total restructuring costs were £10-0m.
This included £3-4m to complete the
margin improvement in the original

FirstBus companies and the balance related




to companies acquired during the year.
Greater Manchester accounted for £1-6m,
Strathclyde £2:5m, Portsmouth £0-4m and
Great Eastern £2:1m. The main elements
were £2-1m to buy out inefficient conditions
of employment, £4-3m for redundancy,
£0-6m for carly retirement and £1-9m to
bring local liveries into line with the
FurstBus identity. In 1997/98 the
acquisitions of CentreWest and GER will
give rise to one-off costs of up to £1m and

£3m respectively.

Great Eastern Railway
FirstBus was awarded the Great Eastern
Railway franchise in December 1996 and
operations began on 5 January 1997,
Turnover for the three months included
passenger revenues of £33-2m which, after
the OPRAF subsidy of £5-8m, resulted in an
operating profit of £1:8m. Good early
progress in reorganising of the business led
to £2-1m of restructuring costs in the period.
The first three months’ results benefited

strongly from favourable receipts under the

Divisional results

Year to 31 March 1997

performance regime. Consequently, at this
early stage, the operating margin of 5-3%
cannot be regarded as an accurate indicator
for the future.

The board is confident that the expected
levels of profitability will be achieved. The
grant for 1997/98 will be £29:0m, reducing
by 52% to £14-Om in 1998/99 and
becoming a payment to OPRAF of £9-5m
in 2003/04, the final year. In accordance
with the franchise plan the Group is
investing £%2m mainly on improving

stations and customer information.

Interest

Net interest payable was £13-1m (£9-7m).
This was covered 4-9 times by profit before
interest, Cash generation covered interest
7-8 times, almost double the minimum
caver required by our bankmg covenants.
The increase in the interest charge over
1995/96 reflects the rise in the average net
debt resulting from the Greater Manchester

and Strathclyde Buses acquisitions.

Year to 31 March 1996
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Operating  Operating Operating Operating
"Turnover profitt  marginf  Tumnover profirtt  margint

£m £m % £m £m %

Wiales and South West 96-8 14-0 14:5 93-6 12-7 136
Midlands and South East 114-6 166 14-5 110-4 14-5 13-1
North of England 886 14-7 166 85-9 10-6 12-3
Scotland 60-6 10-7 17-7 60-0 9-8 16-3
Original FirstBus 3606 56-0 15-5 349-9 476 13-6
Acquisitions since merger 155-2 222 14-3 3-4 03 88
Total bus operations 515-8 78-2 15-2 353-3 47-9 13-6
Great Eastern Railway 341 1-8 5-3 - - -

Other # 1:6 (6:3) 30 (4-7)

FirstBus Group 551-5 737 13-4 3563 432 12-1

+ Bgfbre ESOP and restructuring and other ex:fptionm’ o5t
F Central managemend, Group iq/brmﬂiien !etbnofogy and ether Grotzp items
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Financial review

continued

Employee Share Ownetship Plan (ESOP}

The board’s decision to appropriate 5% of
pre-tax profit to the FirstBus ESOP will
result in a charge of £2-7m (£1-2m) which will

be shared among some 17,500 employces.

Taxation

The Group’s policy is to continue to provide
for deferred tax on timing differences except
to the extent that it is probable that an
actual liability will not erystallise. Following
the major acquisitions in Manchester,
Strathclyde and London, capital expenditure
plans for new buses are at a level where the
deferred tax provision for capital allowances
would continue to grow, under full
provisioning, with little likelihood of this
liability crystallising.

Consequently, as regards the differences
between capital allowances and depreciation,
the board decided to apply partial
provisioning with effect from 1 April 1996.
The profit and loss account includes a one-
off £9-6m deferred tax provision release
which is excluded from the calculation of
adjusted basic earnings per share. Before this
release, the tax charge of £13-5m represents
an effective rate of 26-5%. Had the previous
basis been applied the tax charge would have
been £12-5m higher.

It is estimated that, using the partial
provistoning method, the adjusted basic
earnings per share for 1995/96 would have
been 11-1p per share. Accordingly, the
adjusted basic earnings per share of 14-4p

represents a comparable increase of 30%.

Acquisitions
The acquisitions of Greater Manchester
Buses, Strathclyde Buses and Portsmouth

Transit were completed in the first half-year.

The Great Eastern Railway franchise was

acquired in fanuary 1997 and the acquisition
of CentreWest was completed in the last
week of the financial year. The purchase
price of all acquisitions, including acquired
debt, was £216:2m of which £167-7m was
funded by the issue of new shares. Goodwill
written off in the year amounted to
£184-2m, takang the total goodwill written
off to £280-7m.

For the acquisition of the Great Eastern
Railway, OPRAF required a performance
bond of £9-5m and further capital of £9-5m,

of which £0-5m was subscribed in cash.

Balance sheet and funding

Net assets of £58-:3m at the year end
reflected the high level of goodwill written
off. The Group’s 24-5% equity interest in
GWH is held in the balance sheet on an
equity accounting basis at £0-9m net of
goodwill written off. The directors believe
that this mnterest is worth considerably more.

The board’s view remains that the Group’s
financial strength lics in its highly
dependable cash flows rather than the
balance sheet, which does not adequately
reflect this worth. This view is also
acknowledged in cur banking covenants,
which are largely based on cash flow and
which provide substantial headroom for the
Group’s requirements.

A new five-year £150m revolving credit
facility was put in place with 10 leading
banks in October 1996. This is unsccured
and priced at 45 basis points over LIBOR.
At 31 March 1997, net debt amounted to
£168-1m with 75% at fixed and semi-
variable interest rates.

The Group has limtted the impact of
potential interest rate rises by capping £50m

of debt at 7% for the next three years.




Analysis of net debt Semi-

Fowed variable Variable Total

£ £m £m £m

Cash and current asset investments — - 121 12-1
Train season ticket bonded cash - - 29-2 292
HP and finance leases (53:7) - (97-6) (151-3)
Loan notes (8-8) (13-7) {35-6) (58-1)
Interest rate cap (50-0) - 50-0 -
Total (112:5) (137  (41-9) (168-1)
Property

The Group’s policy is to dispose of surplus
property and to re-invest the cash in new
depots. In the year, cash proceeds totalled
£4-9m from the sale of the Huddersfield and
Brentwood depots and accounted for most of
the realised gain of £1-7m. In April 1997, the
sale of King House, Leeds, generated £2-3m.

Accounting standards and policies
The Group has adopted FRS 1 (revised)
regarding cash flow statements.

The accounts include receipt of financial
support from OPRAF for the first time. The
accounting standard is to include this within
either turnover or operating costs and
FirstBus has chosen the latter. Unti] an
industry-wide approach becomes apparent
the treatment of this item may differ from
other rail operators.

As FirstBus is an acquisitive company, the
treatment of goodwill does have a significant
impact on the Group’s accounts. An
exposure draft (FRED 12) has aiready been
issued on this subject and is expected to
develop into an accounting standard which
will bring the UK into line with

international accounting practice.

5 .

Tony Osbaldiston
Group Finance Director
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Corporate governance

Compliance

The company has complied with all the
recommendations of the Code of Best Practice
issued by the Committee on the financial aspects

of corporatc governance throughout the year.

Audit Committee

The members of the Audit Committee are sct out
on pages 14 and 15. The Committee, which deals
with financial reperting, internal controls and
accounting matters, meets at least twice a year.

Remuneraticn Committee
The members of the Remuneration Committee
are set out on pages 14 and 15 and their report Is

on pages 22 to 25.

The board of directors and internal financial control
The board of directors has overall responsibility
for the Group’s system of internal financial
control. This is in place to safeguard the assets,
maintain proper accounting records and to ensure
that financial information used within the
business or for publication is reliable.

The beard holds regular meetings and
reccives reports on key areas including bus and
train operations, engineering and finance. A
formal schedule of matters is rescrved for it, to
provide control over strategic, financial, and
organisational matters. The board has
introduced an organisational structure with
formally defined lines of responsibility and
delegation of authority. Implementation of the
system of internal control throughout the
Group is delegated to executive directors and
operational management.

On behalf of the board, the Audit Committee
monitors the effectiveness of these controls
through regular reviews of the work of the
Group’s internal andit department. It also reviews
the financial statements at half year and year end.
The Group has a commitment to best practice in
external reporting. The nature and scope of the
Group’s external audit is monitored and regular
meetings are held with the external auditors.

The system of financial control is designed to

provide reasonable assurance on the timely

recognition and appropriate resolution of

matters of concern. However, no system can

provide absolute assurance against material

misstatement or loss. The key clements of the
system are as follows:

* dearly defined responsibilities for boards of divectors
and management teams of bus and train operating
subsidiaries;

- standard financial reporting infrastructure,
accounting pelicies and comprehensive budgeting,

Jorecasting and reporting systems;

+ annual budgets and long term business plans for all
operating units identifying key risks and
opportumnities;

- review of subsidiary budgets and forecasts by Group

Jinance and at least ene member of the board. Board

review of final submissions;

weekly monitoring of key business performarce
tndicators, including cash flow, and monthly
menitoring of performance against plans and
budgers;

detailed appraisal, approval and review of the

capital expenditure programme;

an internal audit department which monitors and
reviews key business processes and financial

controls;

self-assessment through questionnaires to measure
and assess the principal financial controls. For
companies acquired during the year guestionnaires
are completed under the supervision of internal
audit; and

an Audit Committee which approves audit plans

»

and deals with significant control issues raised by

internal or external andit.

The board has reviewed the effectiveness of the
FirstBus system of internal financial control

operating in the year.

Going concern

After making enquiries, the directors have a
reasonable expectation that the company and the
Group have adequate resources to continue in
operational existence for the foreseeable future.
For this reason, they continue to adept the going

concern basis in preparing the accounts.




In addition to our audit of the accounts, we have
reviewed the directors’ statement on page 20 on
the company’s compliance with the paragraphs of
the Cadbury Code of Best Practice specified for
our review by the London Stock Exchange and
their adoption of the going concern basis in
preparing the accounts. The objective of our
review is to draw attention to non-compliance
with Listing Rules 12-43(j) and 12:43().

Basis of opinion

We carried out our review in accordance with
guidance issued by the Auditing Practices Board.
That guidance does not require us to perform any
additional work necessary to, and we do not,
express a scparate opinion on the effectiveness of
either the Group’s system of internal financial
control or the company’s corporate governance
procedures, or on the ability of the Group to

continue in operational existence.
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Review report
by KPMG Audit Plc

lo F'!rSfBIJSP[f o mrpomfegovemame matters

Opinion

With respect to the directors’ statements on
internal financial control and going concern on
page 20, in our opinion the directors have
provided the disclosures required by the Listing
Rules and such statements are not inconststent
with the information of which we are aware from
our audit work on the accounts.

Based on enquiry of certain directors and
officers of the company, and examination of
relevant documents, in our opinion, the
directors’ statement on page 20 appropriately
reflects the company’s compliance with the
other paragraphs of the Code specified for our
review by the Listing Rules.

L(PMQ bﬂ)(i) ¥ PlL

KPMG Audit Ple
Chartered Accountants

9 Junc 1997
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Remuneration Committee’s report

This report by the Remuneration Committee,
on behalf of the board, contains the
information required by the London Stock
Exchange Listing Rules. Throughout the year,
the company has complied with section A of
the best practice provisions annexed to those
Rules and full consideration has been given to
the matters set out in section B of these best

practice provisions.

Composition of the Committee

The Remuneration Committee is chaired by
Andrew Higginson and the other current
members are Bill Foreman, Martin Gilbert
and Jean Weatherhead, all non-executive
directors. Robert Barclay also served on the
Committee before his retirement. The
Committee is responsible for the
determination of remuneration policy for
executive directors. The non-executive
directors have ne personal financial interest
(other than as shareholders) in the matters 1o
be decided, no potential conflict of interest
arising from cross directorship and no day-to-
day involvement in the running of the
business. They do not hold any share options,
nor participate in any share schemes or
pension schemes. Employee non-executive
directors, presently Jean Weatherhcad and
formerly Robert Barclay, are fully entitled as
employees to participate in the FirstBus share
option schemes, receive shares under the
FirstBus Employee Share Ownership Plan
{ESOP) and become members of their
employing company’s pension schemc.

The remuneration for each non-executive
director is determined by the board as a
whole. In addition to a salary or fee, which
they receive in connection with board and
board committee meetings and, where
relevant, for additional services such as
chairing a board committee, all expenses
incurred in connection with these meetings
and other expenses in furtherance of their
duties are reimbursed.

The non-executive directors do not have

formal service contracts but have written terms

of appointment. Their appointments are

initially for three years and end on 31 July 1998
{except in the case of Jean Weatherhead, which
ends on 31 December 1999). Their
appointments are subject to early termination
{without compensation) if they are not

re-appointed at Annual General Meetings.

Remuneration policy

The policy of the Committee 1s determined by
the Group's aim to atiract, motivate and retain
high calibre cxecutives by rewarding them with
competitive salary and benefit packages linked
with both business and individual performance.
The packages are reviewed each year by the
Committee to ensure that they continue to be
consistent with the Group’s strategic and
financial objectives.

Salary and benefit packages are established
by reference to remuneration practices in other
companies of comparable size and in them for
their executives of comparable status,
responsibility and skills. The Committee seeks
professional advice in carrying out such reviews.

Executive directors are encouraged to accept
a limited number of non-executive
directorships, recognising that this is an
effective way to broaden knowledge and
expertise. However, under the terms of their
service contracts, all such appointments need
formal board approval. Fees for such
appointments may be retained unless the
appointment is in connection with FirstBus
business, in which case any fec must be

remitted to the company.

Directors’ remuneration

Details of each individual director’s
remuneration for the year ended 31 March
1997 and their salarics/fees for the forthcoming
year are given on the page opposite.




Directors' remuneration
Crrrent
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ansal Annual Benefits
wloryfie salary Bowus  inkind  Pension Ve Tord  Totl
799798 1996/97  1996/97  1996/97  1996/97 1996497  1996/97  1995/96
008 LO00 £000  L000  L000  £000 A0 £OGD
Executive divectors
T Smallwood 55 150 45 12 6 - 213 94
M Lockhead 155 150 45 11 4 - 210 88
JA Osbaldiston 135 130 39 8 62* - 239 128
RA Duncan 120 100 30 9 2 - 141 74
GGT Varley 105 100 30 9 4 - 143 77
V] Woolley - 85 26 6 3 - 120 64
C Smith - 5 - - - 5 128
Former director - - - - - - - 188
Non-executive directors
CW Foreman 19 - - - - 18 18 16
M]J Gilbert 18 - - - - 17 17 13
AT Higginson 19 - - - - 18 18 15
M] Weatherhead 9 - - - - 2 2 -
RW Barclay - - - - - 8 8 6
735 720 215 55 81 63 1,134 891

* Includes backdating to February 1995

Salaries

The basic salary of each exccutive director is
reviewed annually before 1 April for the
forthcoming year. In common with most Group
employees executive dircctors may participate in
Inland Revenue profit related pay schemes,
which link a proportion of salary to the
profitability of the employing Group company.
The salary levels in 1995/96 predated the merger
and were increased for 1996/97 1o reflect the size
of the enlarged Group, which adjustment had
been deferred until the success of the merger was
self evident. The salaries of the Chairman and
Chief Executive are still considered to be below

present comrmensurate market levels.

Performance related bonus

A performance related bonus scheme for
executive directors was introduced for 1996/97.
The performance targets are established by the
non-executive directors and are linked to the

Group achieving specific objectives. Bonuses are
not pensionable. For 1996/97 a bonus of 30% of
basic salary was awarded by the Committee on

the basis that the Group achieved a profit before
taxation of more than £50m. For 1997/98
payment of the bonus will be on the basis of
actua] performance compared to the approved
Group budget. The level of bonus varies on a
sliding scale, with no bonus payable if results are
below 95% of budget and a maximum bonus of
40% of basic salary, payable if the results exceed
budget by 5% or more.

The Committee considers that the
introduction of a long term performance share
plan would benefit both shareholders and senior
management. Accordingly, the board is putting a
proposal to the sharcholders to introduce such a
scheme. Full details of the proposed scheme are
included within the notice of the Annual
General Meeting, Essentially this scheme would
enable the executive directors to be awarded
shares linked to both their basic salary and the

performance of the FirstBus plc shares in
relation to the FTSE 250.

Other benefits

Executive directors are eligible for a range




i
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Remuneration Committee’s report

continued

of taxable benefits including provision of a
fully expensed motor car, private health
insurance for themselves, their spouse and
minor children, and payment of the annual
subscriptien to an approved professional body.
In addition, they are entitled to reimbursement
of all reasonable travclling, subsistence and
other expenses incurred in the performance of

their duties,

Retirement benefits

Executive directors are eligible, under the terms
of their service contracts, to become members of
one of the Group pension schemes, which are
Inland Revenue approved. In general, the Group
pension schemes are contributory and provide a
pension on retirernent based on length of service
and final basic salary. The schemes also provide a
lump sum death in service benefit and pensions
for dependants of members on their death in
Service or in retirement.

With the exception of JA Osbaldisten all
the executive directors were members of Group
pension schemes before the introduction of
the salary cap in May 1989 and which predate
the existence of FirstBus, In respect of
JA Osbaldiston, pension arrangements have been
established through 2 FURBS, based upon the
independent advice of the company's actuaries,
to provide benefits commensurate with the
current market practice for an equivalent
position. These arrangements were put into
place in December 1996 and tock effect from
February 1995. The remuneration table includes
the cost of backdating.

The penston costs set out on page 23 reflect
the average SSAP 24 cost for the Group pension
scheme in which the executive director is a
member for their level of pensionable pay; plus
the actual payments made to the retirement
benefit scheme of JA Osbaldiston in respect of
his salary above the Inland Revenue salary cap.
Recently, the London Stock Exchange has
published amendments to the Listing Rules to
implement the recommendation that the cost of
pension entitlement earned during the year for
each individual director should be based on

actuarial assessment. This amendment to the

Listing Rules is not proscriptive to these
accounts but will be applied in respect of all

future years.

Service contracts

Each of the executive dircctors has a service
contract which is terminable by the Group or by
the individual on giving not less than two years’
notice, The Remuneration Committee considers
that the notice period of two years by cither
party is reasonable and proper in the interests of
both the Group and the executive directors
having regard to the prevailing market
conditions, current practice amongst large
public companies, the need to retain the
commitment of the executive directors during
the continued development and expansion of
the Group and the length and detailed nature of
their restrictive covenants contained within

their service contracts. The service contracts

contain rights of summary dismissal by the
Group without compensation in certain

circumstances.

Share options and share schemes

The company operates a number of share option

and other share schemes. In common with all

eligible employees, exccutive directors are able to

participate in these schemes. Additional details |
are given in note 29 to the financial statements.

The Remuneration Committee believes that
share ownership by the executive directors
strengthens the link between their personal
interests and those of the shareholders. Further,
the Committee strongly supports the board's
view that involvement of the employees of the
Group by their share ownership through shares
they hold themselves, via the ESOP, or are
saving to acquire via the savings related share
opticn scheme, enables the employees rightly to
share in the rewards of the business prosperity to
which they are contributing.

Certain directors have share options under the
Badgerline Group plc executive share option
scheme and the Badgerline Group ple
unapproved executive share option scheme. No
further options will be granted under cither of

these schemes.
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FirstBus plc savings related share
option scheme (SAYE)

The first grant of options under this scheme
took place in October 1995, All of the executive
directors waived their right to apply for any
options in respect of this grant. Robert Barclay,
the employee non-executive director at that
time, received SAYE options under this scheme

as detailed below,

FirstBus employee share ownership plan (ESOP}
All employees who satisfy the relevant eligibility
criteria can participate in any allocation by the
Group under its Inland Revenue approved profit
sharing scheme. Under this scheme the board of
the company allocates 5% of the Group's annual
profit before taxation to the trustees of the
ESOP: The trustees use these funds to acquire
shares in the company which are held in trust
and appertioned equally amongst participating
employees. The first appropriation under this
scheme took place in July 1996 in respect of the
year ended 31 March 1996, All of the executive
directors waived their right to participatc in the
scheme in respect of this appropriation and have
indicated that they do not intend to take part in

any future appropriation.

Details of all options held by those who were

directors during the year are as follows:

Directors’ share options

Additional
granted due Amended Date from
At 1 April to 2 for 7 At 31 March oxercise which
1996 Rights Issue 1997 price {p} exercisable Expiry daze Scheme

JA Qsbaldiston 315,789 12,145 327,934 128-07 3/4/98 2/4/05 Badgerline executive
GGT Varley 375,000 14,423 389,423 3852 23/4/93 22/4/00 Badgerline exceutive
GGT Vﬂ.l’le}’ 160,000 6,153 166,153 38-52 2775796 26/5/03 Badgerline exceutive

V] WOOllf:y 100,300 3,846 103,846 3852 27/5/96 26/5/03 Badgerline executive
V] WOOHCY 40,000 1,538 41,538 3852 27/5/96 26/5/03  Badgertine unapproved
RW Barclay 1,249 48 1,297 11170 5/10/00 4/3/01 FirstBus SAYE

The market price of FirstBus plc shares at 31 March 1997 was 224p and the range during the year
was 144p to 246p.

Cidwen + EE}:}W

Andrew Higginson

Chairman of the Remuneration Commitiee
9 June 1997
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Directors’ report

The directors have pleasure in submitting their
annual report and financial statements for the

year ended 31 March 1997.

Principal activities
The principal activity of the Group is the
provision of passcnger transport services in the

United Kingdom.

Review of the business

Reviews of the business and likely future
developments are given in the Chairman’s
statement, Chief Executive’s review and

financial review,

Financial matters
The results for the year are given in the profit
and loss account on page 30.

The directors recommend payment of a final
dividend of £11-3m (3-7p per share) which, with
the interim dividend of £5-5m (1-8p per share)
paid on 19 February 1997, gives a total dividend
of £16-8m (5-5p per share) for the year. The
proposed final dividend, if approved, will be
pavable on 29 August 1997 to shareholders on the
register at the close of business on 18 July 1997,

After deducting dividends of £16-8m, the
retained profit for the year is £30-2m.

Share capital
Details of changes in share capital are given in
note 24.

Fixed assets

Tn the opinion of the directors, there were no
material differences between the market value of
the Group’s properties and their net book values.

Creditors

It is the Group’s policy to abide by the payment
terms agreed with suppliers whenever it is
satisfied that the supplier has provided the goods
and services in accordance with agreed terms and
conditions. A number of significant purchases,
such as fuel and tyres and commitments under
finance leases and hire purchase contracts and
under operating leases arc paid by direct debit. At
31 March 1997 the Group had 40 days’ (1996: 43
days’} purchases outstanding.

Directors
Details of the cusrent directors of the company are
given on pages 14 and 15. C Smith, RW Barclay
and V] Woollcy also served as directors during the
year. They resigned on 30 April 1996, 16 December
1996 and 4 June 1997 respectively. M] Weatherhead
was appointed a director on 16 December 1996.
In accordanee with the company’s Articles of
Association, M] Weatherhead, who was
appointed as a director since the date of the last
Annual General Mecting, will be retiring and,
being eligible, offcrs herself for re-election.
In accordance with the company’s Articles of
Association, T Smallwood, M Lockhead and
JA Oshaldisten will be retiring by rotation at the
forthcoming Annual General Meeting and,
being eligible, offer themselves for re-election.
Details of the service contracts of the executive
directors and terms of appointment of the non-
executive directors are given in the Remuneration
Committee report on pages 22 to 25.

Directors’ interests

The directors who held office at the end of the
year had the following interests in the ordinary
shares of the company:

Ordinary shares

At beginning of year

At end of year or date of appointment
Beneficial Nen-beneficial Beneficial Nen-beneficial
5p shares Sp shares Sp shares Sp shares
T Smallwood 5,683,480 325,340 5,683,480 487,840
M Lockhead 2,414,047 553,995 3,034,047 853,995
JA Osbaldiston 2,000 - - -
RA Duncan 3,765,512 ~ 4465512 -
GGT Varley 1,242,376 - 1,242,376 -
V] Woolley 696,768 - 696,768 -
CW Foreman 10,285 - 8,000 -
M]J Gilbert 19,285 - 15,000 -
AT Higginson 7,714 - 6,000 -
MJ Weatherhead 7,166 - 7,166 -




Details of the directors’ share options are given
in the Remuneration Committee report.

T Smallwood, M Lockhead and RA Duncan
also hold nominal non-beneficial interests in a
number of subsidiary undertakings.

Between 1 April and 9 June 1997, the
directors’ interests as shown remained
unchanged.

No director is materially interested in any
significant contract or agreement with the
Group, other than their service contracts.

Significant interests

At 5 June 1997 the company’s share register
showed the following interests in 3% or more in
the issued share capital of the company.

Ordinary 5p shares %

Mercury Asset
Management plc

Standard Life
Investment Management 10,739,529 34

27,493,251 88

Employees

The Group is committed to employee
involvement and uses a variety of methods to
inform, consult and invelve its employees.
Subsidiary management is responsible for
ensuring that employees at all levels are
knowledgeable about the progress and
development of the company locally and of
the Group. A Group newsletter is
distributed twice a year.

The Group has extended employee
involvement by the appointment of employee
directors nominated by the workforce. This
encompasses one employee director on the
board of FirstBus plc and one or two employee
directors on the boards of the majority of the
Group’s subsidiary undertakings.

The Group is committed to wide employee
share ownership and has established an ESOP.
The board has resolved to allocate 5% of the
Group’s consolidated pre-tax profit to the ESOP.
The trustees will use this to acquire shares in the
company which will then be appropriated to
participating employees.

The Group has a savings related share option
scheme, details of which are given in note 29 to
the financial statements.

The Group recognises its obligations to give
disabled persons full and fair consideration for

all vacancies within the statutory medical
requircments which have to be met for certain
grades of staff. Wherever reasonable and
practicable, the Group will retain newly
disabled employees and at the same time
provide full and fair opportunities for the career
development of disabled people.

Charitable and political contributions

The Group made various donations to UK
charities totalling approximately £36,000
(1996: £34,000) during the ycar. There were no
payments made for pelitical purposes.

Annual General Meeting

The Annual General Meeting will be held at
Church House Conference Centre, Dean’s Yard,
London swr on Thursday, 31 July 1997 at
10.30am. The notice of this Meeting is
contained in a separate letter from the
Chairman accompanying this annual report.

Auditors

In accordance with section 385 of the
Compames Act 1985, a resolution concerning
the re~appointment and remuncration of
KPMG Audit Plc as auditors of the company is
to be proposed at the forthcoming Annual
General Meeting,.

By order of the board

0.V, L

David Ward 395 King Street
Secretary Aberdeen
9 Jane 1997 Al2g SRP

FirstBus Annual Report 1997 | 27




+

28 | FrrstBus Annual Report 1997

Directors’ responsibilities

Company law requires the directors to prepare
financial statements for each financial year
which give a true and fair view of the state of
affairs of the company and Group and of the
profit or loss for that peried. In preparing those
financial statements, the directors are required

to:

+ select suitable accounting polictes and then
apply them consistently;

+ make judgements and estimates that are
reasonable and prudent; and

+ state whether applicable accounting
standards have been followed, subject to any

material departures disclosed and cxplained

in the financial statements.

The directors are responsible for keeping
proper accounting records which disclose with
reasonable accuracy at any time the financial
position of the company and to enable them
to cnsure that the financial statements comply
with the Companies Act 1985. They have
general responsibility for taking such steps as
are reasonably open to them to safeguard the
assets of the Group and to prevent and detect

fraud and other irregularities.




We have audited the financial statements on
pages 30 to 57. We have also cxamined the
amounts disclosed relating to emoluments and
share options of the directors which form part
of the Remuneration Committee report on
pages 22 to 25.

Respective responsibilities of directors and auditors
As described on page 28 the company’s
directors are responsible for the preparation of
financial statements. It is our responsibility to
form an independent opinion, based on our
audit, on those statements and to report our

opinion to you,

Basis of opinion

We conducted our audit in accordance with
Auditing Standards issued by the Auditing
Practices Beard. An audit includes examination,
on a test basis, of evidence relevant to the
amounts and disclosures in the financial
statements. It also includes an assessment of the
significant estimates and judgements made by
the directors in the preparation of the financial
statements, and of whether the accounting
policies are appropriate to the Group’s
circumstances, consistently applied and

adequately disclosed.
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Report of the auditors
to the members of FirstBus plc

We planned and performed our audit so as to
obtain all the information and explanations
which we considered necessary in order to
provide us with sufficient evidence to give
rcasonable assurance that the financial
statcments are free from material
misstatement, whether caused by fraud or
other irregularity or error. In forming our
opinion we also evaluated the overall adequacy
of the presentation of information in the

financial statements.

Opinion

In our opinion the financial statements give a
truc and fair view of the state of affairs of the
company and the Group as at 31 March 1997
and of the profit of the Group for the year then
ended and have been properly prepared in
accordance with the Companics Act 1985,

VJ’M(,, M p{(

KPMG Audit Plc

15 Pembroke Road
Clifton
Bristol

Chartered Accountants

Registered Auditor

9 Junce 1997 S8 3RG
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Consolidated profit and loss account
For the year ended 31 March 1997

1997 1996
Notes £m £m
Turnover )
Continuing operations 3706 3563
Acquisitions 180-9 -
2 551-5 3563
Operating costs
— General (477-8) (313-1)
- Restructuring and other exceptional costs 4 (10-0) (6-9)
- Employees’ profit sharing scheme 2 27 (1-2)
Total operating costs 2,3 (490-5) {321-2)
Operating profit
Continuing operations 45-2 351
Acquisitions 158 -
2 61-0 351
Profit on disposal of fixed assct properties — continuing operations 17 01
Merger costs — continuing operations - (3-6)
Share of profits of associated undertakings 1-4 0-1
Profit on ordinary activities before interest 64-1 317
Net interest payable and similar charges 7 (13-1) (9-7)
Profit ont erdinary activities before taxation 8 51-0 22-0
Tax on profit on ordinary activitics 9 (39 {7-1}
Profit on ordinary activities after taxation 47-1 14-9
Equity minerity interests (0-1) (0-3)
Profit for the financial year 470 146
Equity dividends paid and proposed 10 (16:8) {10:2)
Retained profit for the financial year 25 30-2 4-4
1997 1996
Pence Pence
Basic earnings per share 11 16:0 70
Adjusted basic earnings per share 11 14-4 10-4

No statement of total recognised gains and losses is given as all gains and losses for the current and

preceding years passed through the profit and loss account.
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Balance sheets
At 31 March 1997

Group Company
1997 1996 1997 1994
Notes £m £m £m £m
Assets employed:
Fixed assets
Tangible assets 12 3134 198-8 - -
Investments 13 12:6 7-5 3188 220
3260 206-3 318-8 22:0
Current assets
Stocks 14 2241 19-9 - -
Debtors 15 73-6 31-6 41-2 35-4
Investments 16 312 - 0-8 -
Cash at bank and in hand 11-3 88 19-6 06
1382 603 52-6 360

Creditors: amounts falling
due within one year 17 (235-3) (86-2) (155-3) (14-6)
Net current {liabilities)/assets
Due within one year (117-0} (350} {1076} 197
Amounts due after
more than one year 15 19-9 91 49 17
Net current {liabilities)/assets (97-1) (25-9) (102-7) 21-4
Total assets less current liabilities 2289 180-4 2161 43-4
Creditors: amounts falling
due after more than one year 17 (157-4) (115-1) (20-0) {11-1)
Provisions for liabilities and charges 18 (12-8) (20-7) (0-2) (0-2)

587 446 1959 321
Financed by:
Capital and reserves
Called up share capital 24 15-7 102 157 10-2
Share premium account 25 93-3 33 933 33
Revaluation reserve 25 37 36 - -
Other reserves 25 (106-6) 50 72-7 01
Profit and loss account 25 522 22:1 14-2 185
Equity shareholders’ funds 583 44-2 195-9 321
Equity minority interests 0-4 0-4 - -

587 44-6 195-9 321
These financial statements were approved ¢ board of directors on 9 June 1997 and were signed
on its behalf by:
Trevor Smallwood Director N C“\'\w hasaad

Tony Osbaldisten Director
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Consolidated cash flow statement
For the year ended 31 Mareh 1997

1997 1996

Notes £m £m
Cash flow from operating activities 20(a) 92-2 566
Returns on investments and servicing of finance 20(b) (12-9) (10-1)
Taxation
Corporation tax paid (10-1) (5-7)
Capital expenditure and financial investment 20(c} (9-6) {12-5)
Acquisitions and disposals 20(d} (80-5) (77
Equity dividends paid (12-4) (8-2)
Cash (outflow)/inflow before use of liquid
resources and financing (33-3) 12-4
Management of liquid resources”
Cash withdrawn from bank deposits - 19-5
Financing 20(c) 35-8 27-1)
Increase in cash in year 2-5 4-8

*FurstBus ple includes as liquid resources unencumbered bank deposits of maturity of less than one year.

Reconciliation of net cash flows
to movements in net debt
For the year ended 31 Muarch 1997

1997 1996
Notes £m Lm
Increase in cash in year 25 48
Cash outflow from decrease in debt and finance lease
and hire purchase contract financing 58-0 285
Cash inflow from management of liquid resources - (19:5)
Debt issued on acquisition of subsidiary undertakings {42-5) -
Debt and finance leases and hire purchase contracts
acquired with subsidiary undertakings and businesscs
net of current asset investments (22-2) (1-4)
Inception of finance lease and hire purchase contracts (37-0) (40-0)
Movement in net debt in year (41-2) (27-6)
Net debt at beginning of year 21 (126-9) (99-3)

Net debt at end of year 21 (168-1) (1269}
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Reconciliation of movements in shareholders’ funds

For the year ended 31 March 1997

Group Company
1997 1996 1997 1996
£m Am £m £m
Profit for the financial year 470 14-6 12-5 288
Dividends (16-8} (10-2) (16°8) (10-2)
30-2 44 (43) 186
Shares issued:
- under schemes of arrangements - - - 10-0
— in respect of subsidiaries acquired 747 2-4 747 24
— in respect of 2 for 7 Rights Issue 93-0 - 93-0 -
— in respect of exercise of savings related and
executive share options 0-4 11 04 11
— other 1ssucs - - - 31
- redemption of shares - {0-1) - (01)
Goodwill arising on acquisitions written off ~ (184-2) {5-1 - -
Net additions to shareholders’ funds 14-1 2-7 163-8 321
Shareholders’ funds at beginning of year
or on incorporation 442 41-5 321 -
Shareholders’ funds at end of year 583 44-2 1959 321

No note of historical cost profits and losses is given as there were no material differences between the

results as set out in the consolidated profit and loss account, and their historical cost equivalents,




34 | FirstBus Annuat Report 1997

Notes to the financial statements

1 Principal accounting policies

The following accounting pelicies have been
applied consistently in dealing with items which
are considered material in relation to the

Group’s financial statements.

{a) Basis of preparation

The financial statements have been prepared
under the historical cost convention, modified to
include the revaluation of land and buildings,
and in accordance with applicable accounting
standards.

The format of the profit and loss account has
been changed to reflcet presentation generally
adopted in the industry and the comparatives
have been restated.

‘The format of the cash flow statement has been
changed to reflect the requirements of FRS 1
{revised) and the comparatives have been restated.

FRS 8 has been adopted for the first time in

preparing these accounts.

{b) Basis of consolidation

The consolidated financial statements
incorporate the accounts of the company and all
of its subsidiary undertakings; all accounts are
made up to 31 March 1997.

The results of subsidiary undertakings are
included in the financial statements under the
principles of FRS 6 (merger or acquisition
accounting as appropriate) from the date controk
passes. The dates of the significant acquisitions
made during the year ended 31 March 1997 are
given in note 13.

Undertakings, other than subsidiary
undertakings, in which the Group has an
investment, held for the long term, representing
not less than 20% of the voting rights and over
which it exerts significant influence, are treated as
associated undertakings. The Group's share of
profits of associated undertakings is included in
the consolidated profit and loss account, and the
Group’s share of their net assets is included in the
consolidated balance sheet, based on the latest
available accounts for these undertakings.

No profit and loss account is presented for the
company as permitted by section 230 of the
Companies Act 1985.

In the accounts of the company, investments
in subsidiary and associated undertakings are
stated at cost less amounts written off.

Dividends received and receivable are credited
to the profit and loss account ro the extent that

they represent a realised profit for the company.

{c) Goodwill
Purchased goodwill is written off in full in the
vear in which it is acquired.

Goodwill arising on consolidation (representing
the difference between the fair value of
consideration given and the net assets acquired) is
written off direct to reserves in the year in which
it arises.

Fair value accounting adjustments are made in
respect of acquisitions. Some adjustments have
been made on provisional estimates, based on
information currently available, and amendments
may be necessary in subsequent accounting
periods, with a correspending adjustment to
goodwill, when the information necessary to
determine these estimates is available.

Goodwill previously eliminated direct to
reserves is taken to the profit and loss account in
the year of disposal, included in the profit or loss
on disposal, with a corresponding transfer

between reserves.

{d) Turnover
Turnover represents the amounts receivable for

services supplied to customers during the year.

{e) Fixed assets and depreciation

Depreciation is provided to write off the cost or
valuation less residual value of tangible fixed
assets over their estimated useful economic lives
as follows:
Freehold buildings
Long leasehold propertics 30 years straight line

50 years straight line

Short leaschold properties period of lease

Passenger carrying wehicles:

Double and single decks 15 years straight line
Coaches 7 or 12 years straight line
Midibuses 12 years straight line
Minibuses 9 years straight line

Gther plant and

equipment 3 to 8 vears straight line




No depreciation is provided on freehold land or
the land element of long leasehold properties.

Surpluscs or deficits arising on the
revaluation of tangible fixed assets are credited
or debited to a revaluation rescrve. On a
subsequent disposal of a revalued asset, the
revaluation surplus or deficit relating to this
asset is transferred to the profit and loss

account reserve.

{f} Leases and hire purchase

Assets held under finance leases, which arc those
leases where substantially all the risks and
rewards of ownership of the assct have passed to
the Group, and under hire purchase contracts are
recorded in the balance sheet as tangible fixed
assets. Depreciation is provided on these asscts
over their estimated useful lives or lease term, as
appropriate.

Future obligations under finance leases and
hire purchase contracts are included in creditors,
net of finance charges. Payments arc apportioned
between the finance element, which is charged to
the profit and loss account as interest, and the
capital element, which reduces the outstanding
obligations. The finance charges are calculated in
relation to the reducing amount of obligations
outstanding and are charged to the profit and loss
account on the same basis.

All other leases are operating leases and the
rental charges are taken to the profit and loss
account on a straight line basis over the life of

the lease.

{2) Government grants and subsidies

Amounts receivable for tendered services and
concessionary fare schemes are included in
turnover. Financial support receivable from
OPRAF and rebates in respect of duty paid on
fuel are netted off operating costs.

{h} Stocks and work in progress
Stocks are valued at the lower of cost and net
realisable value.

"T'he cost of property development work in
progress includes interest capitalised on loans

raised to finance specific projects.

{i) Taxation

The charge for taxation is based on the profit
for the year and takes into account taxation
deferred because of timing differences betwceen
the treatment of certain items for taxation and
accounting purpeses. Provision is made for
deferred tax to the extent that it is probable
that a liability or asset will crystallise.

{j) Pensiont costs

Retirement benefits are provided for most
employees of the Group by means of defined
benefit pension schemes. These are funded by
contributions from the Group and employees.
The Group's contributions are charged to the
profit and loss account, based on
recommendations by independent actuaries, in
such a way as to provide for the liabilities cvenly
over the average remaining working lives of the
employees. The difference between the charge to
the profit and loss account and the contributions
paid by the Group is shown as an assct or a
liability in the balance sheet and the tax effect of
this timing difference is included in deferred

taxation.
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Notes to the financial statements

continued

2 Profit and loss account analysis and segmental information

Continuing 1997 1996
operations Acquisitions Total Total
Am £m £m £m
Turnover 370-6 180-9 551-5 3563
Operating costs
— General (net of OPRAF financial
support: see note 8) (320-0) (157-8) (477-8) (313-1)
— Restructuring and other exceptional costs (3-4) (6-6) {10-0) (6-9)
— Employees’ profit sharing scheme (2:0) 07 27 (1-2)
Total operating costs {325-4) (165-1) {490-5) (321-2)
Operating profit 45-2 15-8 61-0 351
Segmental information is as follows:
Turnover Profit before interest Net assets
1997 1496 1997 1996 1997 1996
£fm Am £m Am £m £m
Bus and other
related activities 517-4 3563 63-0 316 522 42-9
Rail 34-1 - 1-1 01 6-1 1-3
551-5 3563 64-1 317 583 44-2

The employees’ profit share of £2:7m (1996: £1-2m) represents an allocation of 5% of profit before
taxation to the FirstBus ple ESOP.

Continuing 1997 1996

operations Acquisitions Total Total

3 Operating costs £m £m £m £m

Materials and consumables 52-4 2741 79-5 482

Staff costs 2035 856 28941 1968

External charges 47-5 464 93-9 566
Depreciation and other amounts

written off tangible fixed assets 22:0 6-0 28-0 19-6

3254 1651 490-5 3212

4 Restructuring and other exceptional costs
The programme to improve efficiency and profit margins has given rise to restructuring and other

exceptional costs in the year as follows:

1997 1996
£m £m
Bus companzes
Buying out conditions of employment 21 27
Early retirement 0-6 07
Redundancy 22 2-0
Systems replacement 0-3 05
Relivering to FirstBus corporate identity 1-9 0-2
Other 0-8 -8
Rail
Redundancy 2:1 -
10-¢ 69




4 Restructuring and other exceptional costs continued

At 31 March 1997 cash payments of £4:9m (1996: £5-0m) in respect of the current year's charge had

been made and the balance of the liability is accrued in creditors.

The tax effect of these restructuring and other exceptional costs was a credit of £3-3m. In the

preceding year, the tax effect of these costs and merger costs of £3:6m, was a credit of £3-3m.

5 Employee numbers and costs

The average number of persons employed by the Group {including directors) during the year was as

follows:
1997 1996
Drivers, maintenance and traffic 18,217 13,018
Administration 1,335 1,109
19,552 14,127
The aggregate payroll costs of these persons were as follows:
1997 1996
£m £m
Wages and salaries 259-7 176°5
Social security costs 19:5 14-5
Other pension costs 99 58
2891 196-8
6 Directors’ remuneration
The remuneration of the directors during the year was as follows:
1997 1996
L0560 £000
Aggregate emoluments (excluding pension contributions) 990 640
Company pension contributions to money purchase scheme 58 -
Fees for services 63 50
1,111 690
Compensation for loss of office paid by subsidiary undertakings - 185
1,111 875
The emoluments of the highest paid director amounted to:
1997 1996
L0090 £000
Aggregate emoluments 207 128
Defined benefit pension scheme
Accrued pension at end of year 57

Retirement benefits accrue to all executive directors under defined benefit schemes. Contributions are

also paid to a money purchase scheme in respect of one executive director.

Further details of the directors’ remuneration and share options are given in the Remuneration

Committee report on pages 22 to 25.
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Notes to the financial statements

continued
1997 1996
7 Net interest payable and similar charges £m £Lm
Bank loans and overdrafts 16 16
Other loans 41 21
Finance charges payable in respect of
finance leases and hire purchase contracts 10-4 73
161 11:0
Income from short term deposits and loans to
associated undertakings and other investments (3-0) (1-3)
131 97

£0-4m (1996: £0-4m) of finance issue costs have been charged and then credited to the profit and loss
account by way of capitalisation to current asset investments. They will be netted off bank borrowings

when there is a draw down under the facility.

1997 1996
8 Profit on ordinary activities before taxation £m £m
Profit on ordinary activities before taxation is stated after charging/(crediting):
Auditors’ remuneration — audit fee 03 02
Depreciation and other amounts written off tangible fixed assets 28-0 19-6
Rentals payable under operating leascs
— plant and machinery 14-8 40
— other assets 19-6 3-9
Net rents reccivable from property (0-3) (0-4)
Financial support provided by OPRAF (5-8) -

In addition to the amounts given above, non-audit fees of £2-0m (1996: £0-7m) were paid to the
auditors and their associates, including £1:7m (1996: £0-5m} relating to due diligence assistance

and regulatory work on acquisitions and bids for rail franchises. The company’s audit fee amounted
to £0-1m (1996: £0-1m).
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1997 1996
9 Tax on profit on ordinary activities £Lm £Lm
UK corporation tax at 33%
Current year (10-1) (1-6)
Prior years - (0-1)
Transfer (to)/from deferred tax
Current year (29 {6:0)
Prior years - 0-6
Release of deferred tax provision 96 -
Associated undertakings {0-5) -
(3:9) (1)

Up to 31 March 1996 the Group made full provision for tax deferred by means of accelerated capital
allowances on the passenger carrying vehicle fleet and on other plant and equipment. The Group’s
current capital expenditure plans indicate it is probable that the majority of this tax liability will not
crystallize in the foreseeable future and accordingly part of the deferred tax proviston has been
released, giving rise to a credit of £9-6m in the year to 31 March 1997.

If full provision had been made for deferred tax the tax charge in the year would have been higher
by £12-5m.

There was £Nil tax cffect on the profit on disposal of fixed asset properties credited to the profit

and loss account.

1997 1996

10 Eguity dividends £m £m
Ordinary shares of 5p cach

— Interim paid {1-8p {1996: 1-6p} per sharc) 53 33

— Final proposed {3-7p (1996: 3-4p) per share) 11-3 69

168 10-2

11 Earnings per share
Basic earnings per share is based on the weighted average number of ordinary shares of 293-7m
(1996: 209-6m) in issue or committed to be issued and on earnings of £47-0m {1996: £14-6m). The
weighted average number of shares includes an adjustment to reflect the bonus element of the Rights
Issue in June 1996.

Adjusted basic earnings per share are intended to demonstrate recurring elements of the results of

the Group. A reconciliation of the earnings used in the two bases is set out below:

1997 1996

Earnings Larnings

£m per share (p) £m per share (p)

Profit for basic earnings per share calculation 47-0 16-0 14-6 70

Restructuring and other exceptional costs 10-0 34 69 33

Merger costs - - 36 17

Profit on disposal of fixed asset properties (1-7) 0-6) (0-1) -

Taxation effects of these adjustments (3-3) (1-1} (3-3) (1-6)

Effect of release of deferred tax provision (9-6) 3-3) - -
Profit for adjusted basic earnings

per share caleulation 42-4 14-4 217 10-4

"The impact of fully diluted earnings per share is not material. The comparative figures have been

restated to reflect the bonus element of the Rights Jssue in June 1996.

e
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Passenger Other
12 Tangible fixed assets Land and CATYIng plant and
buildings vehicle fleer cquipment Total
Group £m £Lm £m £m
Cost or valuation
At beginning of year 49-4 2382 263 3139
Substdiary undertakings acquired 235 1368 10:0 170-3
Additions 61 430 52 543
Disposals 3-1) (8-6) (1-1) {12-8)
At end of year 759 409-4 40-4 525-7
Depreciation
At beginning of year 19 93-6 19-6 1151
Subsidiary undertakings acquired 06 705 71 78-2
Charge for year 1-0 23-7 33 280
Disposals - (8-2) (@-8) (9-0)
At end of year 35 179-6 292 212-3
Net book value
At 31 March 1997 724 229-8 11-2 3134
At 31 March 1996 47-5 1446 67 198-8
The net book vatue of land and buildings comprises:
1997 1996
£m £m
Freehold 634 43-8
Long leaschold 8-1 31
Short leaschold 09 06
72:4 475

Depreciation is not provided on the land element of freehold and long leasehold property which
amounts to £23-9m (1996: £17-9m).
The assets which have been revalued comprise the following land and buildings:

1997 1996

£m £m

At 1993 professional valuations 20-8 22:0
Aggregate depreciation thereon (0-9) (0-7)
Net book value 19-9 213
Historical cost of revalued asscts 19-1 20-5
Aggregate depreciation based on historical cost (3:0) (2:8)
Historical net book value 16-1 177

The 1993 professional valuations were catried out by Chesterton International Limited,
International Property Consultants, and Messrs Graham and Sibbald, Chartered Surveyors, on the
basis of open market value for existing use.

No provision is made for tax of £3-4m {1996: £2:3m) which would arise on disposal of revalued
properties. The Group does not intend to dispose of these properties without reinvestment of the
sale proceeds.

Certain properties are subject to profit clawback arrangements if sold within a specified period.

£190-2m (1996: £123-6m) of the net book value of the passenger carrying vehicle fleet and £0-3m
(1996: £0-1m) of other plant and equipment was acquired under finance leases and hire purchase
contracts. The depreciation charges on these assets during the year were £13-5m and £0-1m (1996:
£11-8m and £0-1m) respectively.

i




Unlisted
13 Fixed asset investments subsidiary Associated Other
undertakings undertakings investrments Total

Group £m £m £m £m
Shares

Cost
At beginning of year - - 2-7 27
Additions (with subsidiary

undertakings acquired) - - 0-7 o7
At end of year - - 34 34
Share of post acquisition reserves

Share of results and at end of year - 09 - 0-9
Loans

Cost

At beginning of year - 13 35 4-8
Additions - 35 - 35
Atend of year - 4-8 35 83
Total
At 31 March 1997 - 57 69 12-6
At 31 March 19%6 - 1-3 62 75
Company

Shares

Cost
At beginning of year 14-2 0-4 26 17:2
Additions 174-8 - - 174-8
Intra group transfers 1185 - - 1185
At end of year 307-5 0-4 2-6 310-5
Loans

Cost

At beginning of year - 13 35 4-8
Additions - 35 - 35
Atend of year - 43 35 83
Total

At 31 March 1997 3075 5-2 61 3188
At 31 March 1996 142 1-7 61 220
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13 Fixed asset investments continued
Subsidiary undertakings
The principal subsidiary undertakings of FirstBus plc at the end of the year are:

Local bus and coach operators:

The Berks Bucks Bus Company Limited Northampton Transport Limited

AFE & FR Brewer Limited PMT Limited

Bristol Omaibus Company Limited Portsmouth Transit Limited
CentreWest London Buses Limited The Provincial Bus Company Limited
Comlaw No. 313 Limited § Quickstep Travel Limited

Eastern Counties Omnibus Company Limited Rider (York) Limited

Eastern Scottish Omnibuses Limited The South Wales Transport Company, Limited
Essex Buses Limited Strathclyde Buses Limited T
Grampian Regicnal Transport Limited Wessex National Limited

Greater Manchester Buses North Limited Western National Limited

Kelvin Central Buses Limited Yorkshire Rider Limited

Kirkpatrick of Deeside Limited F
Leicester CityBus Limited (94%})
Lowland Omnibuses Limited +

Rail operators:
Great Eastern Railway Limited *

GE Mair Hire Services Limited Property:
Midland Bluebird Limited 1 FB Properties Limited
Midland Red West Limited Sovereign Quay Limited

All subsidiary undertakings are wholly owned at the end of the year except where percentage of ownership
is shown above. All of the companies above are incorporated in Great Britain and registered in England
and Wales except those marked 1 which are registered in Scotland,

All shares held in subsidiary undertakings are ordinary shares, with the exception of Leicester CityBus
Limited where the Group owns 100% of its redeemable cumulative preference shares, as well as 94% of its
ordinary shares.

All subsidiary undertakings above are owned via intermediate holding companics except that marked *,
which 15 owned by FirstBus ple.

There are, in addition to those listed above, a number of subsidiary undertakings which were mostly
intermediate holding companies or dormant throughout the year. A full list of subsidiary undertakings is
filed with the Annual Return to the Registrar of Companies.

Associated undertakings

The interest in associated undertakings represents a 24-5% interest in the ordinary share capital of Great
Western Holdings Limited (“GWH?"), which operatcs the Great Western and North Western Trains
franchises and which is incorporated in Great Britain and registered in England and Wales.

The investor loan of £1-265m to GWH bears interest at 3% above LIBOR. The company has a
commitment to lend GWIH a further £4-0m on the same terms for which it reccives a 3% per annum

commitment fee. The investor loan is repayable at the end of the Great Western Trains franchise term

which is currently 3 February 2003.

The mezzanine loan of £3-5m bears interest at 4% above LIBOR. It is repayable by 31 March 2003 at which
time the company will be entitled to an additional payment equal to 1:25% of the equity value of GWH.

The issued share capital of GWH at 31 March 1997 was 2,000,000 ordinary shares of 1p cach and
1,921,568 ordinary “A” shares of 1p each. FirstBus plc holds 960,784 of the ordinary “A” shares.

The issued debt securities of GWH at 31 March 1997 was £20-5m of mezzanine loans and £2:530m of

investor loans. FirstBus ple has provided £3-5m of the mezzanine loans and £1:265m of the investor loans.
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13 Fixed asset investments continued

Other investments

The interest in other investments at the beginning of the year represents a 20% interest in the
ordinary and non-voting convertible deferred share capital of Mainline Partnership Limited
(“MPL"), which is incorporated in Great Britain and registered in England and Wales. |

This interest is accounted for as an investment. The Group has a representative on the board of
MPL but does not exert significant influence over its affairs and is not in a position to influence its
dividend policy.

The company has also lent £3-5m to a wholly owned subsidiary undertaking of MPL. The loan
bears interest at 10% per annum. It is due for repayment in 14 equal instalments paid twice yearly
commencing 31 March 1999 with the last repayment on 30 September 2005.

MPL. requires the company’s consent to use the funds, which are held in a separate interest bearing
account.

The interest in other investments acquired during the year represents a 20% interest in the ordinary
share capital of Tramtrack Croydon Limited (“TCL”), which is incorporated in Great Britain and
registered in England and Wales.

‘This interest is accounted for as an investment. The Group has a representative on the board of TCL,
but does not exert significant influence over its affairs.

TCL has been awarded a 99 year franchise by London Transport under the private finance initiative to
design, build and operate the Croydon Tramlink system. Funding for the project will be provided in
contractually agreed amounts by the shareholders of TCL, loans and leases provided by various banks and
a grant from London Regional Transport.

Acquisition of GMBN {Holdings} Limited {“GMBN")
On 2 April 1996 the company acquired GMBN (Holdings) Limited. The acquisition has been
accounted for using acquisition accounting. Consideration comprised £47-Om in FirstBus plc shares,
together with £3-4m of cash expenses.

The fair value of the net asscts acquired was £0-6m. The resulting goodwill on consolidation of

£49-8m was written off 1o reserves. The fair value of the asscts acquired was as follows:

Accounting Other Fair value

Book valuc  policy alignments major items te the Group

£m £m Am im

Tangible fixed asscts 265 (4-0) (a) - 22:5
Pension funds’ asscts 55 05 (b) - 60
Other current assets 2-7 {0-2) (b) - 2:5
Cash at bank and in hand 31 - - 31
Bank loans (8:3) - - (8-3)

Obligations under finance leases

and hire purchase contracts (13-G) - - {13-0)
Other creditors (13-3) 04 (b) (1:3) (d) (15-0)
Deferred taxation - 47 (o) - 47
Other provisions (19 - - {1-9)
13 06 (1-3) 06

The principal fair valuc adjustments were as follows:

{a) Alignment of depreciation bases applied to passenger carrying vehicle fleet and other plant and
equipment;

(b) Alignment of accounting policies to those of the Group;

(¢) Recognition of deferred tax asset; and

(d) Provision for GMBN legal costs refating to acquisition by FirstBus,
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13 Fixed asset investments continued
Other provisions includes £0-4m for reorganisation and restructuring costs provided in the year to
1 April 19%6.

The consolidated profit on ordinary activities after taxation of GMBN (Holdings) Limited
amounted to £3-8m in the year ended 31 March 1996.

Acquisition of SB Holdings Limited (“SBH")
On 3 June 1996 the company acquired SB Heldings Limited. The acquisition has been accounted for
using acquisition accounting. Consideration comprised £8-7m in FirstBus ple shares, £42-5m in
floating rate loan notes and £44-7m in cash, together with £6-3m of cash expenses.

The fair value of the net assets acquired was £6-8m. The resulting goodwill on consolidation of

£95-4m was written off to reserves. The fair value of the assets acquired was as follows:

Accounting Orther Fair value
Book value  policy alignments major items to the Group
£m Am Lm £m
Tangible fixed assets 43-0 G0 (2 - 40-0
Pension funds’ assets 32 11 - 211
Other current assets 81 (0-7) (b) - 74
Cash at bank and in hand 66 - (6°6) {c) -
Bank overdrafts - - (75) (<) (7-5)
Obligations under finance leases
and hire purchase contracts (13-5) - - {13-5)
Other creditors {(17-4) G- (b (1-2) (d) (21-7)
Deferred taxation (0-6) 06 (h) - -
29-4 (7-3) (15-3) 68

The principal fair value adjustments were as follows:

(a) Alignment of depreciation bases applied to passenger carrying vehicle fleet;

(b) Alignment of accounting policies to those of the Group principally relating to holiday pay provision
of £0-8m and unfair dismissal claims of £0-7m;

(c) Payment of pre-acquisition dividend (contingent on acquisition being completed); and

() Provisions for SBH legal costs relating te acquisition by FirstBus and severance payments to former
directors of SBH.

The consolidated results for SB Holdings Limited during the period 1 April 1996 to 2 June 1996
were turnover of £15-4m, operating profit of £1-4m, profit before taxation of £1-3m, taxation of
£0-4m and goodwill written off direct to reserves of £0-4m. The consolidated results for the period
3 June 1996 to 31 March 1997 were turnover of £75-9m, operating profit of £7-8m, profit before
taxation of £6-8m and taxation of £2-2m.

The consolidated profit on ordinary activities after taxation of SB Holdings Limited amounted to
A8 1m in the year ended 31 March 1996.




13 Fixed asset investments continued
Acquisition of Great Eastern Railway Limited
On 5 january 1997 the company acquired Great Eastern Railway Limited. The acquisition has been
accounted for using acquisition accounting. Consideration comprised £1 in cash, together with
A0-2m of cash expenses and £0-5m by way of share subscription.

The fair value of the net assets acquired was £0-5m. The resulting goodwill on consolidation of
£0-2m was written off to reserves. The fair value of the asscts acquired was as follows:

Book value

and fair value
to the Group

£m
Tangible fixed assets 04
Current assct investments 294
Other current assets 163

Cash at bank and in hand 82
Other creditors (53-8}
0-5

The results for Great Eastern Railway Limited during the period T April 1996 to 4 January 1997
were turnover of £102-8m, operating profit of £4-4m (including financial support of £30-9m), profit
before taxation of £5+1m and taxation of £1-7m. The results for the period 5 January 1997 to
31 March 1997 were turnover of £34-1m, operating loss of £0-3m, profit before taxation of £0-2m

and taxation of £0-1m.
The profit on ordinary activitics after taxation of Great Eastern Ratlway Limited amounted to
£7-1m in the 5 month peried ended 31 March 1996 {including financial support of £14-2m).
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13 Fixed asset investments continued
Acquisition of CentreWest Limited
On 26 March 1997 the company acquired CentreWest Limited. The acquisition has been accounted
for using acquisition accounting. Consideration comprised £19-0m in FirstBus plc shares, together
with £1-5m of cash expenses.

The fair value of the net liabilitics acquired was £12-8m. The resulting goodwill on consolidation of

£33-3m was written off to reserves. The fair value of the liabilities acquired was as follows:

Accounting Other Fair value
Book value  policy alignments major items te the Group
£m £m £m £m

Tangible fixed assets 26'8 {0:5) (a) - 26-3
Fixed assets investments 07 - - 07
Pension funds’ Liabilitics {01} - - {0-1)
QOther current asscts 62 01 (b) - 63
Cash at bank and in hand 21 - 21} () -
Bank overdrafts - - (194) (0) (19-4)
Bank loans and other loans (14-5) - 14-5 (c} -
Obligations under finance leases
and hire purchase contracts (15-4) - - {15-4)
Other creditors (12-0) {0-2) (b) 12(){d}y (11-0)
Deferred taxation (0-2) - - {0-2)

{6-4) (0-6) (5-8) (12-8)

The principal fair value adjustments were as follows:

(a) Alignment of depreciation bases applied to passenger carrying vehicle fleet;

(b) Alignment of accounting policies to those of the Group;

{c) Repayment of loan stock and accrued interest of £2-0m and redemption of prefercnce shares
(contingent on acquisition being completed); and

(d) Provisien for CentreWest legal costs relating to acquisition by FirstBus and tax liabilities of

employees’ trusts arising as a result of the acquisition.

The consolidated results for CentreWest Limited during the period 1 April 1996 to 25 March
1997 were turnover of £60-5m, operating profit of £8-1m, profit before taxation of £4-8m and taxation
of £0-7m. The consolidated results for the period 26 March 1997 to 31 March 1997 were turnover of
£0-7m, operating profit of £0-1m, profit before taxation of £0-Im and taxation of £Nil.

The consolidated profit on ordinary activities after taxation of CentreWest Limited amounted to
£2:1m in the year ended 31 March 1996.

Group
1997 1996
14 Stocks £m £m
Spare parts and consumables 82 4-6
Property development work in progress 13-9 15-3
22-1 19-9

Property development work in progress includes £1-Om {1996: £1-0m) of interest capitalised on loans

raised to finance specific projects.
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Group Company
1997 1996 1997 1996
15 Debtors £m £m £m £m
Amounts due within one year
Trade debtors 264 82 - -
Amounts owed from subsidiary undertakings - - 201 65
Dividends receivable from
subsidiary undertakings - - 15-0 24-0
Other debtors 12-7 72 06 23
Pension funds’ prepayments 2:2 0-9 - -
Other prepayments and accrued income 9-4 62 06 01
Advance corporation tax recoverable 30 - - 08
537 22-5 363 337
Amounts due after more than ene year
Other debtors 02 0-2 - -
Pension funds’ prepayments 167 82 - -
Other prepayments and accrued income 2:6 07 20 -
Advance corporation tax recoverable 0-4 - 29 1-7
19-9 91 4-9 1-7
736 316 412 35-4
Group Company
1997 1996 1997 1996
16 Current asset investments £Im £m £m £m
Bank deposits 29-2 - - -
Prepayment of revolving and term
credit facility costs 8 - 08 -
Cost of own shares held by trustees
not yet vested unconditionally 12 - - -
312 - 0-8 -
The bank deposits support the Group’s commitments {which are guaranteed by one of the Group’s
bankers) under Great Eastern Railway Limited’s season ticket bond to the Director of Passenger Rail
Franchising. The bank deposits, which are charged to the bank, can not be reduced to below the
amount of the season ticket bond.
Details of the number and market value of own shares vested unconditionally are as follows:
1997 1996
Number {m) £m Number (m) Lm
Own shates held by trustees 13-4 30-0 14-3 258
Own shares vested unconditionally (12-7) (28-8) (14-3) {25-8)
-7 1-2 - -

These shares represent those owned by FirstBus ple ESOP, FirstBus ple Employee Benefit Trust and
various other employee trusts which were in place at subsidiary undertakings before they joined the
FirstBus Group. They have been included on the balance sheet in accordance with UTTF Abstract 13
“Accounting for ESOP Trusts”.

The amount distributed by FirstBus to the ESOP each year is based on 5% of Group profit before
taxation. Shares are allocated to employees equally.

In addition to the shares listed above, the subsidiary undertakings’ employee trusts held cash at bank
totalling £2-8m at 31 March 1997. These amounts are already vested unconditionally or are being held by

the trustees to cover tax liabilitics and accordingly have not been consolidated into the Group accounts.
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Group Company
1997 1996 1997 19496
17 Creditors £m Lm L £m
Amounts due within one year
Obligations under finance leases and
hire purchase contracts (3} 34-0 19-3 - -
Floating rate loan notes (2) 18-0 1-3 14-5 -
Trade creditors 409 12-0 - -
Amounts owed to subsidiary undertakings - - 122:2 32
Corporation tax 9-4 31 43 25
Other tax and social security 9-6 55 01 -
Other creditors 62 136 0-9 1-7
Pension funds’ creditors 43 1-1 - -
Accruals and deferred income 71-8 23-4 2-0 03
Season ticket deferred income 29-8 - - -
Proposed dividends 11-3 69 11-3 6-9
2353 862 155-3 146
Amounts due after more than one year
Bank loans (1)
Due between two and five years - 11-1 - 111
Obligations under finance leases and
hire purchase contracts (3)
Due between one and two years 335 18-1 - -
Due between two and five years 74-6 456 - -
Due after five years 92 176 - -
Floating rate loan notes (2)
Due between one and two years 40-1 227 20:0 -
157-4 1151 20-0 111

(1) Bank loans are unsccured and bear interest at 0:45% above LIBOR. They are drawn under a
£150m revolving and term credit facility under which the company has committed facilities until
7 October 2001. Whilst loans, when drawn, are repayable within at most six months they are
classified by reference to the maturity date of the longest refinancing permirted under the facility.

{2) Loan notes bear interest at between 0-75% below and 1% above various LIBOR term or bank
basc rates with £8-8m at a minimum of 11%.

£0-2m of the loan notes may not be redeemed before 12 November 1997 (three months’
notice). £57-0m (one year and one day’s notice) and £0-9m (one month’s notice} may now be
redeemed.

Notice for redemption has been received on loan noftes totalling £16-9m for payment during
the period 30 April 1997 to 31 January 1998.

The latest dates for redemption are 1 January 1999 {(£0-9m), 31 December 2007 (£34:5m),
1 September 2009 (£0-2m}, 12 April 2020 (£8-8m) and 1 March 2024 (£13-7m).

Guarantces are provided for alf but £0-2m of loan notes: £49-6m by the revolving and term
credit facility and £8-3m by FirstBus ple.

(3) Finance lease and hire purchase contract liabilities are secured on the asscts to which they relate.

The contracts vary in length between four and ten years and are on normal commercial terms at

negotiated rates.
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Acquisition Insurance
Dreferred tax provisions clairs Total
18 Provisions for liabilities and charges £m Lm £Lm £m
Group

At beginning of year 12-0 1-2 75 20-7
Subsidiary undertakings acquired {4'5) 1-9 - (2-6)
Utilised during the year - (3-1) - (3-1)
Release of deferred tax provision (9-6) - - (9-6)
Transfer from profit and loss account 2-9 - 37 66
Advance corporation tax recoverable 03 - - -8
Atend of year 1-6 - 11-2 12-8
Deferred tax

Company £m
At beginning and end of year 0-2
19 Deferred tax Provided Unprovided Provided Unprovided
1997 1997 1996 1996

Group Lm £m £m £m
Accelerated capital allowances 37 260 13-7 30
Other timing differences 40 - 20 -
Trading losses 1) - {1-6) -
Advance corporation tax recoverable (25) (3-4) (3-3) -
Unrealised capital gains 15 34 1-2 2-3
16 26-0 12:0 53

‘The amount provided for unrealised capital gains relates to properties held for disposal.

Provided Unprovided Provided Unprovided
1997 1997 1996 1996
Company £m £m £m £m

Other timing differences 02 - 02 -
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1997 1996

20 Notes to the consolidated cash flow statement £m {m
{a) Reconciliation of operating profit to net cash inflow from operating activities
Operating profit 61-0 351
Depreciation charges 28-0 196
Profit on sale of non property fixed assets (0-5) (0-6)
Decreasc in stocks 0-2 22
Increase in debtors (0-1) (2-3)
Increase in creditors and provisions 36 2:6
Net cash inflow from operating activities 92-2 566
{b) Returns on investments and servicing of finance
Interest received 27 1-3
Interest paid (5-4} (37)
Interest element of finance leasc and hire
purchase contract payments (9:8) (7:3)
Fees on issuc of bank and othcr loans (0-4) {04}
Net cash outflow from returns on investments and servicing of finance (12-9) (10-1)
{¢) Capital expenditure and financial investment
Purchase of tangible fixed assets (16:0) (9-7)
Sale of tangible fixed assets 76 29
Purchase of fixed asset investments - 2:2)
Loan to fixed asset investments - (3-5)
Puichasc of current asset investments (1-2) -
Net cash outflow from capital expenditure and financial investment (9-6) (12-5)
{d} Acquisitions and dispesals
Purchasc of subsidiary undertakings (55-9) (1-8)
Net (bank overdrafts)/cash acquired with subsidiary undertakings (19-2) 06
Purchase of businesses (19} (1-0)
Purchase of share of associate undertaking - {0-4)
Loan to associate undertaking (3-3) (1-3)
Purchase of minority interest in subsidiary undertakings - (¢-2)
Merger costs - (3-6)
Net cash outflow from acquisitions and disposals (80-5) 7:7)
{e] Financing
Issue of share capital 934 11
Redemption of share capital - {0-1)
New bank and other loans - 11-5
Repayment of amounts borrowed — bank loans (19-8) (16+4)

— other loans (8-4) (i-6)
Capital element of finance lease and hire purchase contract payments (29-6) (21-6)
Cash withdrawn from current asset investments 02 -
Net cash inflow/{outflow} from financing 35-8 (27-1)
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At beginning Other non- Atend

of year Cash flow  Acquisitions  cash changes of year

21 Analysis of net debt £m £m £m £Lm £m
Current asset investments - (137)] 29-4 08 300
Cash at bank and in hand 88 2:5 ~ - 11-3
Bank [oans (11-1) 20-2 (8-3) (0-8) -
Obligations under finance leases and hire purchase contracts (100+6) 296 (43-3) (37:0} (151-3}
Floating rate loan notes {24-0) 84 (42'5) - {58-1)

(135-7) 582 (94-1) (378)  (209-4)
(126-9) 60-5 {64-7) (37:0)  (168-1)

22 Major non-cash transactions
Dhuring the year the Group entered into finance lease and hire purchasce contracts in respect of assets with a total
capital value of £37-Om (1996: £40-0m).

Part of the consideration for the purchascs of subsidiary undertakings that occurred during the year comprised
the issue of ordinary shares of 5p each and the issue of floating rate loan notes. A summary of these acquisitions is

given in note 23.

23 Summary of purchase of subsidiary undertakings

Great Total Total
GMBN SBH Eastern  CentreWoest Others 1997 1996
Am £m £m £m Am £m £m
Net assets acquired:
Tangible fixed assets 225 400 0-4 263 2:9 92-1 22
Fixed asset investments - - - 07 - 0-7 -
Pension funds’ assets/(liabilities) 60 21 - (01) (01} 79 -
Current asset investments - - 29-4 - - 29-4 -
Qther current assets 2-5 7-4 163 63 03 328 0-4
Cash at bank and in hand 31 - 82 - - 11-3 06
Bank overdrafts - (7-5) - {19-4) (3:6) (30-5) -
Bank loans (8:3) - - - - (8-3) -
Obligations under finance leases
and hire purchase contracts {13-0} (13-5) - (15-4) (1-4) (43-3) (1-4)
Other creditors {15-0} {21-7) (53-8) (11-0) (1-3) (102-8) (1-0}
Deferred taxation 4.7 - - (0-2} - 45 {0-1)
Other provisions (1-9) - ~ - - (1-9) -
06 68 05 {12-8) {32) (81) 07
Goodwill 49-8 95-4 0-2 333 42 182-9 35
504 102-2 07 20-5 1-0 174-8 4-2
Satisfied by:
Shares including premium 47-0 87 - 190 - 747 24
Loan notes - 425 - - - 42-5 -
Cash paid and payable 3-4 51-0 o7 15 1-0 576 1-8
504 102-2 0-7 20:5 1-0 174-8 42

The subsidiary undertakings acquired during the year contributed £23-4m to the Group's net operating cash
flows, paid £1-7m in respect of net returns on investments and servicing of finance, paid £6-4m in respect of

taxation and utilised £1-0m for capital expenditure.
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1997 1996
24 Called up share capital Lm £m
Authorised
Ordinary shares of 5p each 175 12-5
Allotted, called up and fully paid
Ordinary shares of 5p cach 15-7 10-2
The changes in the number and amount of issued share capital during the year are set out below:
Number (m) £m
At beginning of year 2039 10-2
Shares issued in relation to acquisitions 42-0 21
Shares tssued under 2 for 7 Rights Tssue 664 33
Exercise of savings related and executive share options 1-0 1
3133 157

At end of year

On 2 April 1996 the recommended offers to acquire GMBN (Holdings) Limited were declared
unconditional. 28,486,774 ordinary sharcs were issued ar £1°65 per share as part consideration for
the acquisition. Merger relicf has been applied in accounting for the premium on the shares
issued.

On 3 June 1996 at an Extraordinary General Meeting, the shareholders approved:

{a) an increase in the authorised share capital of the company to £17-5m through the creation of
100 million ordinary shares of 5p each;

(b) the recommended offers to acquire SB Holdings Limited; and

(c) a 2 for 7 Rights Tssue.

The recommended offers to acquire SB Holdings Limited were subsequently declared
unconditional. Under the Rights Issue 66,388,302 ordinary shares were issued at £1-40 per share.
The offers to acquire SB Holdings Limited included a share alternative and, pursuant to this
alternative, 5,481,667 ordinary shares were issued at £1-59 per share as part consideration for this
acquisition. Merger relief has been applied in accounting for the premium on the shares issued
under the share alternative.

O 26 March 1997 the recommended offer to acquire CentreWest Limited was declared
unconditional. 7,953,704 ordinary shares were issued at £2-345 per share as part consideration for
the acquisition. Merger relief has been applied in accounting for the premium on the shares
issued.

The following ordinary shares of 5p each were issued on the exercise of exchanged options

existing under the Badgerline Group ple executive share option scheme:

Consideration Consideration

Number £000 per share (p)

3 June 1996 240,600 96 40-00
19 August 1996 41,538 16 38-52
16 September 1996 41,538 16 38-52
24 September 1996 332,307 128 38:52
29 November 1996 295,960 114 3852
29 January 1997 83,076 32 3852

1,034,419 402
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24 Called up share capital continued

The following ordinary shares of Sp each were issued on the exercise of options existing under

the FirstBus ple savings related share option scheme:
Consideration Consideration
Nurnber £000 per share {p)
14 June 1996 1,466 2 1160
19 August 1996 480 1 116-0
16 September 1996 1,089 1 116-0
21 October 1996 1,893 2 116-0
14 February 1997 828 1 111-7
10 March 1997 532 1 111-7
6,288 8
Details of share options are given in note 29
Share
25 Reserves premium Revaluation Profit and
account reserve loss account
Group £m £Lm £m
At beginning of year 33 36 221
Shares issucd under 2 for 7 Rights Issue 897 - -
Exercise of savings related and executive share options 0-3 - -
Transfer on sale of revalued properties - 01 {0-1)
Retained profit for the year - - 302
Atend of year 93-3 37 522
Capital Capital Goodwill Total other
redemption reserve reserve reserve reserves
£m £m £m Lm
At beginning of year 01 49-7 (44-8) 5-0
Shares issued in relation to acquisitions - 03 72-3 72+6
Goodwill arising on acquisitions written off - - {184-2) (184-2)
At end of year 0-1 500 (156-7) (106-6)
Goodwill arising on acquisitions written off during the year was as follows:
1997 1996
Lm £m
Purchase of subsidiary and associated undertakings 182-9 41
Purchase of busincsses 1-3 1-0
184-2 51
The cumulative amount of positive goodwill and negative goodwill arising from acquisitions of
subsidiary and associated undertakings written off at the end of the year was £283+1m and £4-7m

respectively (1996: £100-2m and £4-7m) and was £2-3m {1996: £1-Om) of positive goodwill arising

from acquisitions of businesses written off.

There was no tax effect in respect of the movement in the revaluation reserve during the year.
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25 Reserves continved

Share Capital
premium  redemption Capital Merger Profit and
account TCSCIVe TUSCTVE reserve  loss account

Company £m Lm Am £Lm £m
At beginning of year 33 01 - - 185
Shares issued under 2 for 7 Rights Issuc 89-7 - - - -
Exercise of savings related and

executive share options 03 - - ~ -
Shares issued in relation 1o acquisitions - - 03 72:3 -
Retained loss for the year - - - - (4:3)
At end of year 93-3 0-1 03 72:3 142

26 Commitments
Group

Capital commitments
Capital commitments at the end of the year for which no provision has been made arc as follows:

1997 196
£m £m
Contracted for but not provided
Year to 31 March 1997 - 11-1
Year to 31 March 1998 59-7 -
Year to 31 March 1999 35-0 -
Authorised but not contracted
Year to 31 March 1997 - 99
Year to 31 March 1998 42 -
98-9 210

Operating leases

Great Eastern Railway Limited has contracts with Railtrack ple for access to the railway infrastructure
(track, stations and depots) for & period of 7 years and 3 months. It also has contracts under which it
leases rolling stock from Angel Trains Contract Limited and Eversholt Leasing Limited.

Commitments for payments in the next year under these operating leases are as follows:

1997
£m

Operating leases which expire:
Within one year 01
From one to five years 66
Over five years 104-2

110-9




26 Commitments continued
Commitments for payments in the next year under operating leases for the remaining businesses are as

follows:
Land and Land and
buildings Other buildings Oher
1997 1997 1996 1996
£m £Lm £m Lm
Operating leases which expire:
Within one year 1-0 1-3 0-1 06
From one to five years -5 25 09 25
Over five years 26 - 2-4 -
41 3-8 34 31

27 Contingent liabilities

The company has a performance bond backed by HSBC Midland Bank for £9-5m which has been
provided to the Director of Passenger Rail Franchising in support of the Group’s franchisc obligations
at Great Eastern Railway Limited. The company has provided a £9-0m loan facility to Great Eastern
Railway Limited as required by the Director of Passenger Rail Franchising; none of the loan is
currently drawn,

In addition Great Eastern Railway Limited has a scason ticket bond backed by one of the Group’s
bankers provided to the Director of Passenger Rail Franchising which was for £29-2m at 31 March
1997 against which a cash deposit is held with the bank as disclosed in note 16. FirstBus plc has
counter indemnified the bank in respect of this bond.

The company has given guarantees for the liabilities of its subsidiary undertakings arising under
certain finance leases and hire purchase contracts. The company is party to the guarantees in respect of
bank overdraft facilitics provided to itself and the Group’s subsidiary undertakings. The company is
party, via a guarantee, to a letter of credit of £2-9m issued by one of the Group’s bankers in respect of
CentreWest Limited’s obligations to Tramtrack Croydon Limited. It also provides cross guarantecs to

certain subsidiary undertakings under VAT group provisions.

28 Pension schemes
The Group operates or is a member of a number of pension schemes which cover the majority of
employces. These are principally defined benefit schemes under which benefits provided are based on
employees’ number of years of service and final salary. The scope of benefits varies between schemes.
The assets of the schemes are held in separatcly administered trusts which are managed independently
of the Group’s finances by investment managers appointed by the schemes’ trustees.

Formal independent actuarial valuations are undertaken triennially.

The various defined benefit schemes include four schemes where the Group subsidiary
undertaking is a participating employer in a scheme operated by a local authority. These schemes are
subject to relevant local government regulations. Great Eastern Railway Limited is a member of the

Railways Pension Scheme (*“RPS”) which is an industry wide arrangement for employees of those

companies previously owned by British Railways Board. All other schemes are self-administered.
The defined benefit schemes are largely fully funded. Two schemes have small deficits totalling
£1-2m. The cmployers’ SSAP 24 rate, which has been actuarially assessed, for contributions varies
between 4% and 8%. The assumptions which have been used in these valuations, many of which pre-
date the relevant subsidiary undertaking joining the FirstBus Group, vary. The market value of the

assets at the date of their most recent audited accounts for all defined benefit schemes, excluding the
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28 Pension schemes continued
four local government schemes and the Group’s share of RPS, totalled £130-4m. For the local
authority and RPS schemes the Group’s share of assets is not currently scparately identified.

Contributions are paid to all defined benefit schemes in accordance with rates recemmended by the
schemes’ actuaries.

The valuation assumptions used for accounting purposes are being made uniform to Group
standards, as appropriate, when cach scheme is actuarially valued. For these new valuations (excluding
the local government and RPS schemes), the assumptions which are being used are that the rate of
return on investment will be 9:5%, the rate of earnings growth will be 6%, the rate of dividends
growth will be 5% and the rate of inflation will be 4-3%. These new valuations are made using the

projected unit method.

Prepayment
A net prepayment of £14-6m (1996: £8:0m) is included in the Group’s consolidated balance sheet in
respect of the sum of the cumulative differences between contributions paid by the Group into the

schemes and the charge to the profit and loss account, and the surplus remaining in the schemes.

Defined contribution schemes
In addition, the Group operates five small defined contribution schemes. The assets of these schemes

are held in separately administered trusts.

29 Share option schemes

{a) Savings related share option scheme

The company has an Inland Revenue approved savings related share option scheme. The scheme is
based on eligible employees being granted options and them agreeing to open a share save account
with Halifax plc and to save weekly or monthly for five years. The right to exercise the option is at
the employee’s discretion at the end of the five or seven years previously chosen.

All existing options were issued on 5 October 1995 at 116p per ordinary share, which was the
average mid-market price during the period 29 to 31 August 1995, discounted by 20%. The number
of ordinary shares and the cxcreise price were varied to take account of the dilution caused by the
Rights Issue. The variation was subject to certification by the auditors that the adjustments were fair
and reasonable and was accepted by the Inland Revenue. The amended exercise price is 111-7p per
ordinary share.

The changes in the number of employees and ordinary shares were as follows:

Number of Ordinary

employecs 5p sharcs
At beginning of ycar 4,841 5,936,556
2 for 7 Rights Issuc - 232,741
Options exercised during the year 37 (6,288)
Options lapsed during the year {357) (699,347}

At end of year 4,447 5,463,662
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29 Share option schemes continued
{b) Executive share option schemes
In 1995, executives in the Badgerline Group ple and GRT Bus Group PLC exccutive share option schemes
(including an unapproved scheme) were offered and accepted options under similar terms over FirstBus ple
ordinary shares in exchange for the surrender of their existing options. The right to exercise the options is at
the discretion of the executive during the period between three and ten years after the original option was
granted provided that, in the case of the GRT Bus Group PLC exccutive share option scheme, the
Remuneration Commitece is satisfied that the increase in normalised carnings per share over the preceding
three years has been more than the target set of 10% per annum.

The number of ordinary shares and the exercise prices were varied to take account of the dilution caused by
the Rights Issue. These variations were subject to certification by the auditors that the adjustments were fair
and reasonable and were accepted by the Inland Revenue.

The amended exercise prices and the changes in the number of ordinary shares were as follows:

At 2for7 Exercised Previous Amended

Date eriginal beginning Rights during Atend exercise exercise

Scheme option granted of year Issue the year of year price {p) price (p)
Badgerline executive May 1990 500,000 19,230 (129,807) 389,423 40 38-52
Badgerline executive May 1993 1,272,000 39,687 (904,612) 407,075 40 3852
Badgerline unapproved May 1993 200,000 7,692 - 207,692 40 3852
GRT executive April 1994 261,565 10,059 - 271,624 84 80-89
Badgerline executive April 1995 315,789 12,145 - 327,934 133 128-07

2,549,354 88,813 (1,034,419) 1,603,748




58 | FirstBus Anmual Report 1997

Group financial summary

1997 1956 1995*
Consolidated profit and loss accounts £m £m £m
Turnover 551-5 3563 3291
Operating profit before ESOP and
restructuring and other exceptional costs 737 43-2 32-9
ESOP costs (2:7) (1-2} (0-4)
Restructuring and other exceptional costs (10-0) (6-9) -
Operating profit 61-0 351 32:5
Operating margint (%) 13-4 12:1 10-0
Profit before interest 64-1 317 323
Net interest payable (13-1) 97 (75)
Profit before taxation 51-0 220 24-8
Taxation (3-9) (7:1) (8:9)
Profit after taxation 471 14-9 159
Earnings per shared pence pence pence
Adjusted basic 14-4 10-4 80
Basic 16-0 70 7-9
Dividend per share 5-5 50 45
Consolidated balance sheets £m £m £m
Fixed assets 3260 206-3 1689
Net current liabilities (97-1) (25-9} (10-7)
Creditors: amounts after more than one year (157-4) (115-1) (103-3)
Provisions for liabilities and charges (12-8) (20:7) (13-1)
Equity minority interests (0-4) {04 (0-3)
Equity shareholders’ funds 583 44-2 41-5
Share data
Number of shares in issue million million million
At year end 313-3 203-9 199-4
Average} 2937 2096 2003

The estimated average number of shares for the year ending 31 March 1998 and the estimated number

of shares at that date is 314m.

Share price
At year end
High

Low

Market capitalisation
Azt year end

* 1995 numbers are pro forma

+ Before ESOP and restructuring and other exceptional costs

¥ The weighted average nunther of shares arc adjusted to refiect the bonus element of the Rights lssue in June 1996

pence
224
246
144

£m
702

pence
181
181
127

369

anCC
n/a
n/a

n/fa

£m
n/a




FirstBus plc

- Corporate office

Investor and media inquiries
32a Weymouth Street
London win 3ra

Tel: 0171 291 0500

Fax: 0171 436 3337

- Registered office

UK bus operations; marketing
395 King Street

Aberdeen ABag4 5rP

Tel: 01224 650100

Fax: 01224 650140

- Finance, IT, international,
purchasing

Oldmixon Crescent

Weston-super-Mare

BS24 QAY

Tel: 01934 414091

Fax: 01934 415734

- Business Development
- Rail

— FB Properties
Kirkstall Road,

Leeds Ls3 1LH

Tel: 0113 245 1601

Fax: 0113 241 6930
Bus. Dev. & Rail Dir:
Ian Buchan

Prop. Dir: Richard Leais

The Berks Bucks Bus Company
Coldborough House
Market Street

Bracknell,

Berkshire re12 na

Tel: 01344 868688

Fax: 01344 868332

Mng. Dir: David Brown

Bradford Traveller
Metrochange House

61 Hall Ings

Bradford 81 550

Tel: 01274 734833

Fax: 01274 736768
Mug. Dir: Steve Graham

Brewers Motor Services
Acacia Avenue
Sandfields Estate

Port Talbot sa1z ypw
Tel: 01639 882181

Fax: 01639 886145
Mng. Dir: Bev Fowles

Bristol Omnibus Company:

- Badgerline

- City Line

Enterprise House
Easton Road

Bristol Bs5 oz

Tel: 0117 955 8211
Fax: 0117 955 1248
Mng. Dir: Bob Holland

Calderftine

Skircoat Road

Hafifax Hx1 2RF

Tel: 01422 365985
Fax: 01422 346323
Mng. Dir: Mark Savelfi

CentreWest London Buses
Macmillan House
Paddington Station
London w2 1Ty

Tel: 0171 706 0877

Fax: 0171 706 1820
Mng. Dir: Peter Hendy

Eastern Counties

79 Thorpe Read
Norwich NR1 1UA

Tel: 01603 760076
Fax: 01603 615439
Mng. Dir: Alan Barrett

Essex Buses:

~ Eastern National

- Thamesway
Stapleford Close
New Writtle Street
Chelmsford

Essex cM2 osp

Tel: 01245 256151
Fax: 01245 492763
Mug. Drr: Bill Hivon

Grampian Transport
395 King Strect
Aberdeen AB24 5RP
Tel: 01224 650000
Fax: 01224 650099
Gen. Mng: George Mair

Great Eastern Railway
Hamilton House

3 Appold Strect
London

EC2A 24A

Tel: 0171 928 5151

Fax: 0171 922 4791
Mng. Dir: Bob Breakwell
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Greater Manchester Buses
Woallshaw Street

Oldham o1 3R

Tel: 0161 627 2929

Fax: 0161 627 5875

Mng. Dir: Mike Mitchell

Kingfisher Huddersfield
Old Fieldhouse Lane
Huddersficld Hp2 1a6
Tel: 01484 426313

Fax: 01484 431214
Mnug. Dir: Steve Graham

Leeds City Link

Kirkstall Road, Leeds Ls3 1Lu
Tel: 0113 245 1601

Fax: 0113 242 9721

Mng. Dir: Ray O'loole

Leicester CityBus
Northampton Transport
Abbey Park Road
Leicester LE4 sAH

Tel: 0116 251 6691
Fax: 0116 253 8270
Mnug, Dir: Joe Gilchrise

Lowland Omnibuses
14-16 Eskbank Road
Dalkieth

Midlothian EH22 1HH
Tel: 0131 663 1945

Fave: 0131 660 3989
Mng. Dir: Douglas Pelling

Midland Bluebird
Carmuirs House

300 Stirking Road
Larbert ¥xg 3n]

Tel: 01324 623901

Fax: 01324 627175

Mng. Dir: Douglas Pelling

Midland Red West
Heron Lodge
London Road
Worcester wrs 2EW
Tel: 01905 359393
Fax: 01905 351104
Mng. Dir: Ken Mills

PMT

Hobson Street, Burslem
Stoke-on-Trent sT6 2aQ
Tel: 01782 524444

Fax: 01782 524499
Mng. Dir: Steve Ellis

Provincial Bus

Gosport Road
Farecham

Hampshire po16 osr
Tel: 01329 232208

Fax: 01329 234189
Mng. Dir: Prers Marlow

Rider York

7 James Street

York yor snw

Tel: 01904 435600

Fax: 01904 431888

Gen. Mng: Brian Asquith

South Wales Transport
Heol Gwyrosydd
Penlan

Swansca sa§ 78N

Tel: 01792 582233
Fax: 01792 561356
Mag. Dir: Alan Kreppel

Stratheclyde Buses:

— Greater Glasgow

- Kelvin

197 Victoria Road
Glasgow 42 7aD

Tel: 0141 423 6600

Fax: 0141 636 3228

Mng. Dir: John McCornick

Wessex of Bristol
Premier House

Sussex Street

St Philips

Bristol Bsz oRB

Tel: 0117 955 8433
Fax: 0117 955 7823
Mng. Dir: Mike Ogborne

Western National
Western House

38 Lemon Street

Truro, Cornwall Tr1 2ns
Tel: 01872 261111

Fax: 01872 261290

Mng. Dir: Pau! McGowan
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Shareholder enquiries

Enquiries relating to the following administrative matters should be addressed to the company’s
registrars at Bank of Scotland, Registrar Department, Apex House, 9 Haddington Place,
Edinburgh, EH7 4AL. Telephone 0131 243 5366.

— Dividend payment enquiries

- Dividend mandate instructions: Dividends may be paid directly into your bank or building socicty
account on completion of the mandate instructions form. Tax vouchers are sent to the shareholders
registered address

— Loss of share certificates

— Notification of change of address

— Transfer of shares to another person

- Amalgamation of sharcholdings: if you receive more than one copy of the annual report you may

wish to amalgamate your accounts on the sharc register

Shareholder profile

At 31 May 1997 Number of holders %  Shares held (m} %
By category o
Individuals 20,812 920 980 313
Banks and nominees 1,571 70 194-2 62:0
Insurance and assurance companics 13 - 07 0-2
Pension funds 6 - 23 0-7
Investment trusts and unit trusts 1 - 01 -
Local authorities 4 - 1-0 03
Other mstitutions 221 1-0 17-1 55
22,628 100-0 3134 100-0

By size of holding

1 - 5,000 20,368 80-0 235 75
5001 - 10,000 1,014 45 7-1 23
10,001 - 25,000 591 26 9-2 29
25,001 - 50,000 182 0-8 64 20
Over 50,000 473 21 2672 853

22,628 100:0 3134 100-0

FirstBus policy on discounts for shareholders
Sharcholders are reminded that it is not Greup policy to offer travel or other discounts to sharcholders

as they may be used only by a small number of individuals. The Group would rather maximise
dividends which are of benefit to all shareholders.

Unsclicited mail

As the company’s share register is, by law, open to public inspection, sharcholders may receive

unsolicited mail from organisations that use it as 2 mailing list. To limit the amount of unsolicited mail
you receive, write to the Majling Preference Society, FREEPOST 22, London W1E 7EZ.




The paper used throughout this report carries the Nordic Swan environmental award
which recognises not just the elimination of chigrire gas from the bleaching process but
also the strict control of waste water and air poilution.

Destgned by Benjamin Rowntree Reports Limited 0171 437 9567
Portrait photography by Graeme Harris
Printed by Pillans and Wilson Greenaway




Corporate headquarters
FirstBus ple

322 Weymouth Street
London win 374
Telephone: 0171-291 0500
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