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FIRST MANCHESTER LIMITED

DIRECTORS’ REPORT

The directors have pleasure i submitting thewr annual report and financial statements for the year ended 31 March
2007

The company 15 a wholly owned subsidiary of FirstGroup plc and operates as part of the group’s UK Bus Division

Principal activities

The company’s principal actrvity 1s the provision of bus and coach operations mn and around Greater Manchester
There have not been any sigmficant changes i the company’s principal activities in the year under review The
directors are not aware, at the date of this report, of any hkely major changes in the company’s activities in the next
year

Business review

As shown n the company’s profit and loss account on page 6, the company’s sales have increased by 5% over the
pnor year and operating profit has increased by 15%

The balance sheet on page 7 of the financial statements shows the company’s financial position at the year-end

Capital expenditure was £15,567,000 1n the year, mtra-group transfers out of tangible fixed assets were £3,878,000
See note 12 on page 17

The directors continue to carry out regular detailed reviews of route profitability, to ensure that company resources
are managed as efficiently as possible whilst matching service provision with demand and driving down unit costs
through operational efficiencies and higher productivity This has resulted in decreased sales revenue and unit costs,
but higher operating margins

Safety remains the highest prionty  The directors are continuously developing and improving processes to ensure
that a ‘Safety First’ culture 1s embedded throughout the company, and strive to make our services as safe as possible
for our passengers and our staff

In 2006 the directors mntroduced a major safety initiative, the ‘Injury Prevention Programme’  This programme will
drive a significant cultural change n safety across the company To support this mtiative ‘First Safety Pninciples’
have been adopted which set out 1n clear, concise terms the principles of safe working

FirstGroup plc manages 1ts operations on a divisional basis For this reason, the company’s directors believe that
further key performance indicators for the company are not necessary or appropriate for an understandmg of the
development, performance or position of the business The performance of the UK Bus Division of FirstGroup plc,
which includes the company, 1s discussed in the group’s Annual Report, which does not form part of this Report

Risks and uncertainties

There are a number of potential risks and uncertamties that could have an mmpact on the company's long-term
performance The directors have established an ongoing process for identifying, evaluating and managing the

significant nisks and uncertainties faced by the company, and continue to assess these on a regular basis m the hght of
mternal and external events

Specific business risks faced by the company include competitive pressures, legislation & regulation and increasing
labour, fuel and msurance costs The directors are aware of the continual change 1n laws and other regulations and
the increasing costs of comphance The directors conduct regular reviews of safety procedures, equipment
specifications, employment requirements, environmental procedures, insurance coverage and other areas to ensure
they are appropriate and operating effectively




FIRST MANCHESTER LIMITED

DIRECTORS’ REPORT (continued)

Risks and uncertainties (continued)

Labour costs represent the most significant element of the company's operating costs The directors continue to
monitor employee recruntment, training, personal development and remuneration to ensure the company attracts and
retains the nght people Fuel costs also represent a significant proportion of the company's cost base Fuel prices are
directly influenced by international, political and economic circumstances as well as natural disasters Wherever
possible, the directors seek to mimmimise the operational and financial impact of such events through fixed pnce
forward contracts and other operational efficiency measures Finally, the promotion of a ‘Safety First’ culture at all
levels throughout the busmess minimises msurance premiumns and other related claims

Outlook

The trading environment for the next 12 months 15 set to continue to be challenging In spite of this, the directors
remain optimistic about the current and future opportumities to grow the business, with innovative 1deas, improved
service quality and reliability while retaining a tight control on costs

The directors remain confident that the company’s activities will generate a satisfactory result in the coming year
Environmental

FirstGroup plc recognises the importance of its environmental policies, monitors its impact on the environment, and
designs and implements policies to reduce any damage that might be caused by the group’s activities The company
operates n accordance with group policies, which are described in the group’s Annual Report, which do not form
part of this report Inihatives designed to mimimse the company’s impact on the environment include safe disposal of
waste, recycling and reducing energy consumption

Through our core business activities we are commutted to providing safe, good quahty, rehiable and cost effective
public transport to all our customers Our core business strategy 1s to mncrease customer numbers and encourage a
greater move towards the use of bus transport This will support the needs of society to achieve more sustainable
travel We recognise the envirenmental impacts arising from our business activities and are commuitted to reducing
these through effective environmental management

Financial matters
The results for the year are given 1n the profit and loss account on page 6

The directors have not recommended payment of a final dividend An intenim dividend of £10,000,000 (2006 -
£4,233,000) was paid 1n the year

The previous year’s results have been restated for the adoption of FRS20 (note 24)
Fixed assets

In the opmion of the directors, there were no matenal differences between the market values of the company’s
properties and their net book values

Supplier payment policy

It 1s the company’s policy to abide by the payment terms agreed with suppliers whenever #t 15 satisfied that the
supplier has provided the goods and services n accordance with agreed terms and conditons A number of
significant purchases, such as fuel and tyres and commitments under finance leases and hire purchase contracts and
under operating leases are paid by direct debit At 31 March 2007 the company had 37 days’ (2006 — 26 days”)
purchases outstanding

Financial imstruments

The company’s principal financial assets are bank balances and trade debtors The company’s credit nisk 1s pnmanty
attnbutable to its trade debtors The amounts presented n the balance sheet are net of provisions for doubtful debts
The company has no significant concentration of credit nsk, with exposure spread over a large number of customers
The credit nsk on hiquid funds 15 limited because the counterparties are banks Although certain risks, for example
fuel price, are hedged on a group basts, the company does not directly enter into any dertvative financial instruments




FIRST MANCHESTER LIMITED

DIRECTORS’ REPORT (continued)

Directors

The directors who held office throughout the year and subsequently are as follows

J I Davies
D A Kaye
M S Wilson
C Stafford
R L Mason
S C Bennett
A T Pilbeam

Employees

Details of the number of employees and related costs can be found 1n note 4 to the financial statements on page 13

Employee involvement

Communication with employees 15 effected mainly through regular briefing and negotiating meetings between the
directors, the senior management and employee representatives on the central and depot negotiating commaittees The
brefing meetings enable semor management to consult employees and to ascertam ther views on matters likely to
affect therr mterests Employee involvement has been extended by the appomtment of an employee director
nominated by the workforce

Disabled persons

The company recognises 1ts obligations to give disabled people full and fair consideration for all vacancies within the
statutory medical requirement which have to be met for certain grades of staff Wherever reasonable and practicable,
the company will retain newly disabled employees and at the same time provide full and fair opportunities for the
career development of disabled people

Audit information
Each of the persons who 1s a director at the date of approval of this report confirms that

e as far as the director s aware, there 15 no relevant audit iformation of which the company’s auditors are
unaware, and

o the director has taken all the steps that he/she ought to have taken as a director in order to make himself/herself
aware of any relevant audit information and to establish that the company’s auditors are aware of that
mformation

This confirmation 1s given and should be interpreted in accordance with the provision of 5234ZA of the Compames
Act 1985

Auditors

The company has passed an elective resolution dispensing with the requirement to appoint auditors annually, Deloitte
& Touche LLP have mdicated their willingness to continue as auditors of the company and are therefore deemed to
be reapponted for a further term

Approved by the Board of Directors
And signed by order of the board

Wallshaw Street
Oldham
OL13TR
Martin Wilson
Secretary
24 August 2007
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FIRST MANCHESTER LIMITED

STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The directors are responsible for prepaning the annual report and the financial statements The directors have chosen to

prepare the financial statements for the company n accordance with United Kingdom Generally Accepted Accounting
Practice (“UK GAAP™)

Company law requires the directors to prepare such financial statements for each financial year which give a true and
fair view, of the state of affairs of the company and of the profit or loss of the company for that period and comply with
UK GAAP and the Companies Act 1985 In prepanng those financial statements, the directors are required to

(a)
(b)
(©)
(@

select suitable accounting policies and then apply them consistently,
make judgements and estimates that are reasonable and prudent,
state whether applicable accounting standards have been followed, and

prepare the financial statements on the gomng concern basis unless it is appropriate to presume that the
company will continue 1n business

The directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at any time
the financial position of the company and enable them to ensure that the financial statements comply with the Companies
Act 1985 They are also responsible for safeguarding the assets of the company and hence for taking reasonable steps
for the prevention and detection of fraud and other irregulanties




INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS OF
FIRST MANCHESTER LIMITED

We have audited the financial statements of First Manchester Limited for the year ended 31 March 2007 which
compnse the profit and loss account, the balance sheet, the reconciliation of movement 1n shareholders’ funds, the
statement of total recognised gains and losses, and the related notes | to 26 These financial statements have been
prepared under the accounting policies set out therein

This report 1s-made solely to the company's members, as a body, 1 accordance with section 235 of the Companies
Act 1985 Our audit work has been undertaken so that we might state to the company's members those matters we are
required to state to them mn an auditors' report and for no other purpose To the fullest extent permutted by law, we do
not accept or assume responsibility to anyone other than the company and the company's members as a bedy, for our
andit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditors

As described 1n the statement of directors' responsibihities, the company's directors are responsible for the preparation
of the financial statements 1n accordance with applicable law and Umited Kingdom Accounting Standards (United
Kingdom Genperally Accepted Accounting Practice) Our responsibility 15 to audit the financial statements n
accordance with relevant United Kingdom legal and regulatory requirements and International Standards on Auditing
(UK and Ireland)

We report to you our opmion as to whether the financial statements give a true and fair view and are properly
prepared mn accordance with the Companies Act 1985 We report to you whether m our opmion the information
given m the directors’ report 1s consistent with the financial statements In addition we report to you 1f, in our
opmion, the company has not kept proper accounting records, 1f we have not received all the mnformation and
explanations we require for our audit, or 1f information specified by law regarding directors' remuneration and other
transactions 1s not disclosed

We read the Directors’ Report and consider the implhications for our report 1if we become aware of any apparent
misstatements within it

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) issued by the
Auditing Practices Board An audit includes exammation, on a test basis, of evidence relevant to the amounts and
disclosures 1n the financial statements It also mncludes an assessment of the significant estimates and judgements
made by the drectors i the preparation of the financial statements and of whether the accounting policies are
appropnate to the company's circumstances, consistently apphed and adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations which we considered
necessary 1 order to provide us with sufficient evidence to give reasonable assurance that the financial statements are
free from matenal 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 statemnents

Opinion
In our opinion

e the financial statements give a true and fair view, 1 accordance with Umted Kingdom Generally Accepted
Accounting Practice, of the state of the company's affairs as at 31 March 2007 and of 1ts profit for the year then
ended,

« the financial statements have been properly prepared 1n accordance with the Companies Act 1985, and

the information given in the Directors” Report is consistent with the financial statements

%WLJ

Deloitte & Touche LLP

Chartered Accountants and Registered Auditors
Edmburgh

United Kingdom

i v&a«& st




FIRST MANCHESTER LIMITED

PROFIT AND LOSS ACCOUNT
Year ended 31 March 2007

2006

Restated

2007 (note 24)

Notes £000 £000

Turnover 2 93,117 88,617

Tetal operating costs 3 (87,339) (83,598)
Operating profit 5,778 5,019
Net interest receivable and similar income 7 3,300 1,781
Profit on ordinary activities before taxation 8 9,078 6,800

Tax charge on profit on ordinary activities 9 (2,290) (2,021)
Profit for the year, transferred to reserves 20 6,788 4,779

All activities relate to contmuing operations




FIRST MANCHESTER LIMITED

BALANCE SHEET
At 31 March 2007

Assets employed:
Fixed assets
Intangible assets
Tangible assets
Investments

Current assets

Stocks

Debtors

Cash at bank and 1n hand

Creditors amounts falling due within one year

Net current habilities

Total assets less current habihities

Provisions for habilities

Net assets excluding pension liability
Pension liability

Net assets ncluding pension liability
Fmanced by:

Capital and reserves

Called up share capital

Profit and loss account

Shareholder’s funds

Notes

11
12
13

14

15

16

17

23

19
20

2007
£000 £000

950
70,388
1,405

72,743
1,195
8,018
4,274

13,487

(72,101)

(58.614)

14,129

(7.867)
6,262
(841)

5,421

5,421

5,421

2006

Restated

(note 24)

£000 £000

1,029
63,176
1,405

65,610
1,012

12,480
1,172

14,664

(62,575)

(47.911)

17,699

(7,160)
10,539
(3,701)

6,838

6,838

6,838

These financial statements were approved by the Board of directors on 24 August 2007 and were signed on 1ts behalf

=B

Director




FIRST MANCHESTER LIMITED

RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS’ FUNDS

For the year ended 31 March 2007

Profit for the financial year
Other recognised gains and losses relating to the year (net)

Dividends paid
Capital contnbution
Net (reduction in)/addition to shareholders’ funds

Opening shareholders’ funds/(deficit) as previously stated
Prior year adjustment - FRS 20 adoption

Opening shareholders’ funds/{deficit) as restated

Closing shareholders’ funds

2006
Restated
2007 (note 24)
£000 £000
6,788 4,779
1,795 6,996
{10,000) (4,233)
- 8,500
(1,417) 16,042
6,797 (9,204)
41 -
6,838 (9,204)
5,421 6,838




FIRST MANCHESTER LIMITED

STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES
Year ended 31 March 2007

Profit for the financial year

Actuanal profit relating to the pension scheme

UK deferred taxation attributable to actuanal profit
Share based payment

Total recognised gains and losses for the year

Prior year adjustment (note 24)

Total gans and losses recogmised since last report

2006
Restated
2007 (note 24)
£000 £000
6,788 4,779
2,400 9,800
(720) (2,940)
115 136
8,583 11,775
41
8,624




FIRST MANCHESTER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2007

1. PRINCIPAL ACCOUNTING POLICIES

The accounting policies have been apphed consistently throughout the current and preceding year, with the
exception of the adoption of FRS20 Share Based Payment The prior year financial statements have been
restated to reflect the impact of the adoption of this reporting standard

(a)

(b)

)

(d)

()

M

Basts of preparation

The financial statements have been prepared under the historical cost convention and 1n accordance with
applicable United Kingdom accounting standards

Group finanecial statements

Under the provisions of section 228 of the Companies Act 1985 and 1n accordance with paragraphs 21b
and 21c of Financial Reporting Standard 2, the company 1s exempt from preparing consohdated
financial statements by virtue of the fact that the company 1s a subsidiary of another company which
prepares group financial statements The financial statements therefore present mformation about the
company as an individual undertaking and not as a group

Cash flow statement

The company 1s a wholly owned subsidiary of FirstGroup plc, a company registered in Scotland
Accordingly, the company has taken advantage of the exemption offered by Financial Reporting
Standard 1, enabling 1t not to produce a cash flow statement as the parent company has included a
consolidated cash flow statement within 1its Group financial statements

Tangible fixed assets and depreciation
Tangible fixed assets are stated at cost net of depreciation and any provision for impairment

Deprecation 1s provided to write off the cost less residual value of tangible fixed assets over their
estimated useful economic useful hves as follows

Frechold buildings - 50 years straight line
Long leasehold properties - 50 years straight line
Passenger carrying vehicles
Deuble and single decks - 15 years straight line
Coaches - 7 or 12 years straight line
Midibuses - 12 years straight line
Mimbuses - 9 years straight line
Other plant and equipment - 3 to 8 years straight line

No depreciation 1s provided on freehold land, or the land element of long leasehold properties
Investments

Fixed asset investments are shown at cost less provision for impairment

Goodwill

Purchased goodwill 1s capitalised and classified as an intangible fixed asset on the balance sheet Prior
to 1 April 1998, purchased goodwill was written off to reserves in the year 1t was acquired This
goodwill has not been remnstated On disposal of the businesses concerned this goodwill 15 included m
determining the gain or loss on disposal 1n the profit and loss account

Where capitahsed goodwill 1s regarded as having a himited useful economic hfe, 1t 1s amortised over
that hfe Where capitalised goodwll 1s regarded as having an indefinite useful economic hife, 1t 15 not
amortised Where capitalised goodwill 1s amortised over a life of greater than 20 years, or ts not
amornised, annual impairment reviews are conducted to compare the book value with the recoverable
amount If the recoverable amount has falien below the book value, the goodwill 1s wnitten down to the
recoverable amount immediately

All capitalised goodwall 1n the balance sheet at the year end 15 being amortised over a period of 20 years
on a straight line basis

10




FIRST MANCHESTER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2007

1.

PRINCIPAL ACCOUNTING POLICIES (continued)

(8

(h)

(i)

()

(k)

Leases and hire purchase

Assets held under finance tease, which are those leases where substantally all the nsks and rewards of
ownership of the asset have passed to the company, and under hire purchase contracts are recorded in
the balance sheet as tangible fixed assets Depreciation 1s provided on these assets over their estimated
useful lives or lease term, as appropniate

Future obligations under finance leases and hire purchase contracts are included n creditors, net of
finance charges Payments are apportioned between the finance element, which 1s charged to the profit
and loss account as interest, and the capital element, which reduces the outstanding obhgations The
finance charges are calculated n relation to the reducing amount of obligations outstanding and are
charged 10 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 Iine basis over the life of the lease

Government grants and subsidies

Amounts receivable for tendered services and concessionary fare schemes are included i turnover
Rebates n respect of duty paid on fuel are netted off operating costs

Stocks

Stocks are valued at the lower of cost and net realisable valee Provision 1s made for obsolete and slow
moving or defective 1temns where appropnate

Taxation

UK corporation tax 1s provided at amounts expected to be paid (or recovered) using tax rates and laws
that have been enacted or substantively enacted by the balance sheet date

The taxation liability 15 reduced wholly or in part by the surrender of losses by group undertakings The
tax benefits ansing from group relief are recogmsed 1 the financial statements of the surrendering
undertaking

The charge for taxation 1s based on the profit for the year and takes into account taxation deferred
because of tming differences between the treatment of certam items for taxation and accounting
purposes Deferred tax assets are recogmised to the extent that 1t 15 regarded as more likely than not that
they will be recovered Deferred tax assets and liabilities are not discounted

Pension costs
Company specific schemes
The company operates a defined benefit scheme which 1s held 1n separately administrated funds

The amounts charged to operating profit regarding the defined benefit scheme are the current service
costs and gains and losses on settlements and curtallments They are included as part of staff costs
Past service costs are recognised immediately wn the profit and loss account if the benefits have vested
If the benefits have not vested immediately, the costs are recognmised over the period until vesting
occurs The interest costs and the expected return on the assets are shown as a net amount of other
financial costs or credits adjacent to interest Actuanal gains and losses are recognised immediately 1n
the statement of total recognised gamns and losses

Pension scheme assets are measured at fair values and habilities are measured on an actuanal basis
using the projected unit method and discounted at a rate equrvalent to the current rate of returm on a high
quality corporate bond or equivalent currency and term to the scheme hiabilities The actuarial
valuations are obtained at least tnenmally and are updated at each balance sheet date The resulting
defined benefit asset or liability, net of related deferred tax, 1s presented separately after other assets on
the face of the balance sheet




FIRST MANCHESTER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2007

1. PRINCIPAL ACCOUNTING POLICIES (continued)

U

(m)

Group scheme

The company 1s unable to separately 1dentify 1ts share of the scheme assets and habilities It therefore
accounts for the scheme as 1f it were a defined contribution scheme and includes certain disclosures i
the financial statements 1n respect of the Group scheme Contributions are charged to the profit and loss
account as they become payable

Turnover

Turnover principally comprises amounts receivable frem ticket sales and concessionary fare schemes
Concessionary amounts are recognised in the period i which the service 1s provided based on a
predetermined formula as agreed with the relevant local authority Other bus and services revenue from
contracts with government bodies and similar organisations are recognised as the services are provided

Share based payment

The company’s parent 1ssues equity-settled share-based payments to certain employees Equity-settled
share-based payments are measured at fair value at the date of grant The fair value determined at the
grant date of the equity-settled share-based payments 1s expensed on a straight line basis over the
vesting period, based on the Group’s estimate of the shares that will eventually vest and 1s adjusted for
the effects of non-market based vesting condihions

Farr value 1s measured by use of a Black-Scholes model The expected life used in the model has been
adjusted, based on management’s best estimate, for the effects of non-transferability, exercise
restrictions, and behavioural considerations

2. TURNOVER AND PROFIT ON ORDINARY ACTIVITIES BEFORE TAXATION
Turnover represents the amounts receivable for services supplied to customers during the year and includes
amounts receivable for tendered services and concessionary fare schemes
The whole of the turnover and profit on ordinary activities before taxation derives from the company’s
principal activities withun the United Kingdom The company has one principal class of business, namely the
provision of passenger transport services.
3. OPERATING COSTS
Restated
(note 24)
2007 2006
£000 £000
Raw matenals and consumables 14,532 10,399
Staff costs 52,797 53,277
Other external charges 12,888 13,591
Depreciation and other amounts written off tangible and intangible
fixed assets 7,122 6,331
87.339 83,598

12




FIRST MANCHESTER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2007

4, EMPLOYEE NUMBERS AND COSTS

The average number of persons employed by the company (including directors) dunng the year was as follows

Drivers
Maintenance and traffic
Admmistration

The aggregate payroll costs of these persons were as follows

Wages and salanes
Other staff costs
Social secunty costs
Other pension costs

5 DIRECTORS’ REMUNERATION

The remuneration of the directors during the year was as follows

Aggregate emoluments (excluding pension contnbutions)

Retirement benefits accrue to 6 (2006 6) directors under defined benefit scheme

The emoluments of the highest paid director amounted to

Aggregate emoluments (excluding pension contrnibutions)
Defined benefit scheme

Accrued pension at end of year

2007 2006
No. No.
1,731 1,723
471 481
99 97
2,301 2,301
Restated

{(note 24)

2007 2006
£000 £000
44,489 45,061
115 136
3,810 3,683
4,383 4,397
52,797 53,277
2007 2006
£000 £000
691 602
2007 2006
£000 £000
174 155
29 19

13




FIRST MANCHESTER LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Year ended 31 March 2007

6.

SHARE BASED PAYMENTS
Save as you earn (SAYE)

The company’s ultimate parent operates an Inland Revenue approved savings related share option scheme
Grants were made m December 2002, December 2003, December 2004, Apnl 2006 and-December 2006 The
scheme 1s based on chgible employees bemg granted options and therr agreement to opemng a sharesave
account with a nominated savings carmer and to save weekly or monthly over a specified period Sharesave
accounts are held with Lloyds TSB The nght to exercise the option 1s at the employee’s discretion at the end
of the penod previously chosen for a period of six months

Details of the share options of the Group outstanding during the year are as follows

SAYE
SAYE December
SAYE 2002 SAYE 2003 SAYE 2004 April 2006 2006
Options Options Options Options Options
No. No. No No. No.
Outstanding at beginning of the
year 343,812 1,193,778 2,469,178 - -
Awarded during the year - - - 1,996,187 2,478,422
Exercised dunng the year (193,336)  (1,054,698) (16.601) (2,142) -
Lapsed duning the year (150,476) (36,134) (156,790) (112,252) (22,934)
Qutstanding at the end of the year - 102,946 2,295,787 1,881,793 2,455,488
Exercisable at the end of the year - 102,946 - - -
Weighted average exercise price
(pence} 192 0 2320 2670 3250 444 0
Weighted average share price at
date of exercise (pence) 426 5 5984 5623 6116 n/a
The mnputs into the Black-Scholes model are as follows
2007 2006
Weighted average share price (pence)
April 2006 406 2 -
December 2006 5550 -
Weighted average exercise price (pence)
Aprl 2006 3250 -
December 2006 444 0 -
Expected volatility 35% 35%
Expected hfe 3 years -
Rusk-free rate of interest
Apnl 2006 44% -
December 2006 50% -
Expected dividend yvield
Apnil 2006 4 5% -
December 2006 35% -

14



FIRST MANCHESTER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2007

6. SHARE BASED PAYMENTS (continued)

Expected volatility was determined by calculating the historical volanlity of the Group’s share price over the
previous five years The expected life used m the model has been adjusted based on management’s best
estimate, for the effects of non-transferability, exercise restrictions, and behavioural considerations

Allowances have been made for the SAYE schemes for the fact that, amongst a group of recipients some are
expected to leave before an entitlement vests The accounting charge 1s then adjusted over the vesting pertod
to take account of actual forfeitures, so although the total charge 1s unaffected by the pre-vesting forfeiture
assumption, the timmg of the recognition of the expense will be sensitive to 1t  Fair values for the SAYE
mnclude a 10% pa pre-vesting leaver assumption whereas the Executive and deferred share plans exclude any
allowance for the pre-vesting forfeitures

The group used the inputs noted above to measure the fair value of the new share options

The Group has allocated the expense amongst 1ts trading subsidiary undertakings based on the number of
employees participating m the scheme The company has recognised a total expense of £115,000 (2006
£136,000) relating to equity-settled share-based payment transactions

7 NET INTEREST RECEIVABLE AND SIMILAR INCOME

2007 2006
£000 £000
Interest pavable
Fmance leases and hire purchase contracts - (9
Interest on pensions scheme lhabilities {8,400) (8,300)
Interest recervable
Expected return on pension scheme assets 11,700 10,100
3,300 1,781
8. PROFIT ON ORDINARY ACTIVITIES BEFORE TAXATION
2007 2006
£000 £000
Profit on ordinary activities before taxation 1s stated after charging
Auditors’ remuneration
- Deloitte & Touche LLP audit fee 38 40
Depreciation and other amounts written off tangible fixed assets
- owned assets 7,043 5,965
- held under finance leases and hire purchase contracts - 288
Loss on sale of fixed assets 20 20
Amortisation of goodwill 79 78
Government grants (agreed not reimbursements) (32,190) (23,625
Rentals payable under operating leases
- plant and machinery 122 347
- other operating leases 81 84

Fees payable to Deloitte & Touche LLP and their associates for non-audit services to the company are not
required to be disclosed because the consolidated financial statements are required to disclose such fees on a
consolhdated basis

15




FIRST MANCHESTER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2007

9.

TAX CHARGE ON PROFIT ON ORDINARY ACTIVITIES

Restated
(note 24)
2007 2006
£000 £000
Current taxation
- Group relief payable 1,222 1,123
- Adjustiments n respect of prior years (145) 60
Total current taxation 1,077 1,183
Deferred taxation
- Ongination and reversal of iming differences 1,032 703
- Adjustment 1n respect of prior years (325) (9
- Deferred taxation on penston scheme movements 506 154
Total deferred taxation 1,213 838
Total tax charge on profit on ordinary activities 2,290 2,021

The standard rate of taxation for the year, based on the UK standard rate of corporation tax, 1s 30% (2006
30%) The actual current tax charge for the current and previous year differed from the standard rate for the

reasons set out m the following reconciliation

Restated

(note 24)

2007 2006

% Yo

Standard rate of taxation 300 300

Factors affecting charge

- Expenses not deductible for tax purposes 16 06
- Capntal allowances m excess of depreciation (114 (12 0)
- Other timing differences (67) Zn

- Prior years’ tax charge (16) 09

Current taxation rate for the year 119 174

No deferred tax has been recogmised on disposals where the gain has been rolled into replacement assets as
such tax would only become payable 1f the replacement asset 15 sold without rollover relief being obtained

The tax which would be payable 1n such circumstances 1s estimated to be £1 3m (2006 £1 3m)
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FIRST MANCHESTER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2007

1. DIVIDENDS

2007 2006
£000 £000
Amounts recogmsed as distributions to equity holders n the
peniod
Interim dividend for the year ended 31 March 2007 of £100,000
(2006 £42.330) per share 10,000 4233
11. INTANGIBLE FIXED ASSETS
Goodwill
£000
Cost
At | April 2006 and 31 March 2007 1,544
Amortisation
At 1 Apnl 2006 515
Charge for year 79
At 31 March 2007 594
Net book value
At 31 March 2007 950
At 31 March 2006 1,029
12. TANGIBLE FIXED ASSETS
Passenger
carrying Other
Land and vehicle plant and
buildings fieet equipment Total
£000 £000 £000 £000
Cost
At 1 Apnl 2006 15,172 82,050 5,998 103,220
Additions 383 14,847 337 15,567
Intra group transfers - (3,847 €20)] (3,878)
Disposals (16) (2,171) (1,683) (3,870)
At 31 March 2007 15,539 90,879 4,621 111,039
Depreciation
At 1 April 2006 1,716 35,281 3,047 40,044
Charge for year 441 6,164 438 7,043
Intra group transfers - 2,717) 2n (2,738)
Disposals (16) (2,138) (1,544) (3,698)
At 31 March 2007 2,141 36,590 1,920 40,651
Net book value
At 31 March 2007 13,398 54,289 2,701 70,388
At 31 March 2006 13,456 46,769 2,951 63,176
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FIRST MANCHESTER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2007

12.

13.

14.

TANGIBLE FIXED ASSETS (continued)

The net book value of land and bwildings compnises

2007 2006
£000 £000
Freehold 9,962 9.940
Leasehold 3,436 3,516
13,398 13,456
FIXED ASSET INVESTMENTS
Subsidiary
undertakings
£000
Cost
At I Apnl 2006 and 31 March 2007 1,506
Provisiens for impairment
At 1 Apnl 2006 and 31 March 2007 101
Net book value
At 31 March 2007 1,405
At 31 March 2006 1,405
The subsidiary undertakings at the end of the year, and the nature of their business’ are
Country of Holding
Subsidiary undertakings incorporation Principle activity %
Bolton Coachways & Travel Lid UK Dormant 100
First Ashton Ltd UK Dormant 100
First Proneer Bus Ltd UK Provision of pubhc transport by road 100

Group accounts are not presented as i accordance with section 228(1) of the Companies Act 1985, as the
company 1s a wholly owned subsidiary undertaking of FirstGroup plc, which 1s incorporated in Great Britain
and registered in Scotland Accordingly, these accounts present mmformation about the company as an
individual undertaking and not about 1ts group

STOCKS
2007 2006
£000 £000
Spare parts and consumables 1,195 1,012

There 15 no matenal difference between the balance sheet value of the stocks and their replacement cost
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FIRST MANCHESTER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2007

15. DEBTORS

2007 2006
£000 £000
Amounts due within one year
Trade debtors 3,160 2,888
Amounts owed by group undertakings 2,696 5,280
Other debtors 1,519 3,145
Other prepayments and accrued income 513 978
7,888 12,291
Amounts due after one year
Other prepayments and accrued income 130 189
8,018 12,480
16. CREDITORS
2007 2006
£000 £000
Amounts falling due withmn one year
Trade creditors 2,775 1,690
Amounts owed to group undertakings 62,767 52,725
Corporation tax 1,403 2,038
Other tax and social secunty 1,375 1,375
Other creditors 2,391 2,758
Accruals and deferred income 1,390 1,989
72,101 62,575
17. PROVISIONS FOR LIABILITIES
Deferred
tax
£000
At 1 Apnl 2006 (restated note 24) 7,160
Charged to the profit and loss account 707
At 31 March 2007 7.867

Details of the deferred tax provision are given mn note 18
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FIRST MANCHESTER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2007

18. DEFERRED TAXATION

Provision for deferred taxation consists of the following amounts

Capital allowances 1n excess of depreciation
Other timing differences

Deferred tax proviston

Restated

{note 24)
2007 2006
£000 £000
8,197 7,323
(330) (163)
7,867 7,160

Subsequent to the balance sheet date the government announced 1ts intention to reduce the corporation tax rate
from 30% to 28% This was substantively enacted during June 2007 and will reduce the company’s effective

tax rate 1n future years

19. CALLED UP SHARE CAPITAL

Authorised
100 ordinary shares of £1 each

Allotted, called up and fully paxd
100 ordinary shares of £1 each

20. RESERVES

At 1 Apnl 2006 (restated note 24)
Share based payments

Dividends paid

Retained profit for the year

Profit and loss reserve excluding actuanal gam
Actuanal gain

At 31 March 2007

2007 2000
£000 £000

Profit
and loss

account
£000

6.838
115
(10,000)
6,788

3,741
1,680

5,421

The cumulative amount of negative goodwill added to the profit and loss accounts i prior years was

£9,479,000 (2006 - £9,479,000)
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FIRST MANCHESTER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2007

21. COMMITMENTS
Capital expenditure
The company had no capital commitments at 31 March 2007 or at 31 March 2006
Operating leases
Commutments for payments in the next year under operating leases are as follows
2007 2006
Land and Land and
buildings Other  buildings Other
£000 £000 £000 £000
Operating leases which expire
Within one year - 52 2 92
Between two and five years 74 59 52 97
After five years 5 - - -
79 111 54 189
22. CONTINGENT LIABILITIES
The company has guaranteed the bank overdrafis or certain fellow subsidiary undertakings The amount
outstanding, at the end of the year under the guarantees was £ml (2006 - £4 5m)
Together with certain feltow subsidiary undertakings the company has guaranteed the bank loans of its holding
company under various term faciliies The amount of guaranteed bank loans at the end of the year was
£308 2m (2006 - £290 Om)
The company ts a member of a Value Added Tax (*VAT”) group covering a number of subsichary
undertakings All members of the VAT group are jomtly and severally hable n respect of any VAT owed to
HMRC
23. PENSION SCHEME

Greater Manchester Pension Fund

The company 1s a member of a defined benefit pension scheme, which 1s funded The scheme’s assets are held
and managed independently of the company’s finances by independent mmvestment managers appomted by the
trustees of the scheme

The scheme 1s subject to tnenmal valuation by independent actuaries, the last valuation being camed out at 31
March 2004 using the projected unit method

The main financial assumptions used in this update were as follows

2007 2006 2005
Rate of increase 1n salanes 4 3% 4 1% 4 1%
Rate of increase of pensions in payment 2 8% 2 6% 2 6%
Discount rate 5 5% 50% 55%
Inflation assumption 28 26% 26%
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FIRST MANCHESTER LIMITED

NOTES TO THE FINANCIAL STATEMENTS

Year ended 31 March 2007

23

PENSION SCHEME (continued)

The assets 1n the scheme and the expected rate of return were

2007

Expected

rate of

return

Equities 8 5%
Bonds 4 8%
Property 6 3%
Other 4 0%

2006
Expected

rate of

return

8 4%
4 3%
6 3%
36%

The balance sheet position for the company

Total far value of assets
Present value of scheme habilities

Deficit in the scheme
Related deferred tax asset

Net pension hability

Analysis of amount charged to operating profit

Current service costs

Amounts charged to net finance charges

Expected return on pension scheme assets

Interest on pension scheme habilibes

Net return (chargeable as finance cost)

Current service cost {chargeable as operating cost)

Net pension cost

Amounts recognised 1n the statement of total recogmised gains and losses

Actual return less expected return on pension scheme assets

Expenence gains and losses anising on scheme liabulities

Changes 1n assumptions underlying the present value of scheme

liabilihes

2005 2007 2006 2005
Expected

rate of Value Value Value
return £m £m £m
8 8% 1135 108 9 850
4 7% 294 26 4 293
6 7% 175 154 i28
3 6% 16 6 153 103
1770 166 0 1374

2007 2006 2005

£fm £m £m

1770 166 ¢ 1374

(178 2) (171 3) (1530}

(12) (53) (1586)

04 16 47

(0 8) 37 (109)

2007 2006
£m £m

37 33
2007 2006
£m £fm
(r7m (10 1)

84 83
(33) (18

37 33

04 15
2007 2006
£m £m

on 192

(6 1) 25
86 (119)

24 98
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FIRST MANCHESTER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2007

23.

PENSION SCHEME (continued)

Movement 1n scheme deficit during the year

2007 2006
£000 £000
Deficit at beginning of year 53 (15 6)
Movement 1n year
Current service cost 37 (33)
Contributions 21 20
Net finance income 33 18
Actuanal gamn 24 98
Deficit at end of year (i2) (53)
History of expenence gains and losses
2007 2006 2005 2004 2003
Dufference between the expected
and actual return on scheme assets
Amount (£m) (01) 192 54 150 (333)
Percentage of scheme assets (%) on 116 39 121 (32 6)
Expenence gains and losses on
scheme habilities
Amount (£m) (6.1 25 54 (1 1) g1
Percentage of the present value of
scheme habilities (%) G4 15 35 08 65
Total actuarial gan 1n the
statement of total recognised gains
and losses
Amount (£m) 24 98 66 34 (25 6)
Percentage of the present value of
scheme habilities (%) 13 57 43 23 (20 5)

UK Bus Pension Scheme (UK Bus’)

The company is unable to separately 1dentify its share of the scheme assets and habilities It therefore
accounts for the scheme as if it were a defined contnbution scheme  Contributions are charged to the profit
and loss account as they become payable

The deficit on the group scheme of £2 8m (2006 £104 2m) will affect the company through penodic
adjustments to the company’s contribution rate as determined by the actuary Additsonal disclosures required
under Financial Reporting Standard 17 have been made on a group basis in the accounts of First Group plc

The First Group Flexible Benefit Scheme (‘Flexi’)

The company 15 unable to separately 1dentify its share of the scheme assets and habihties It therefore
accounts for the scheme as 1f 1t were a defined contribution scheme Contnbutions are charged to the profit
and loss account as they become payable

The surplus on the group scheme of £3 9m (2006 £2 6m - deficit) will affect the company through periodic
adjustments to the company’s contribution rate as determined by the actuary Additional disclosures required
under Financial Reporting Standard 17 have been made on a group basis 1n the accounts of First Group plc

The total pension cost m the year was £4,383,000 (2006 £4,397,000) (of which £4,350,000 (2006
£4,363,000) relates to defined benefit schemes and £33,000 (2006 £34,000) relates to money purchase
schemes
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FIRST MANCHESTER LIMITED

NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 March 2007

24. RESTATEMENT
Adoption of Financial Reporting Standard 20 - Share Based Payment
FRS 20 has been adopted during the year This standard requires the profit and loss account to recognise an
expense 1n relation to share based payments, such as share options or share awards, made to the company’s
employees or, 1f appropnate, any other supphers As a result of the adoption of FRS 20, the profit and loss
account and balance sheets have been restated to reflect the impact The effects of this change 1n accounting
policy are disclosed 1n the table below
Restated
2006 2006
financtal  Adoption financial
statements of FRS20 statements
£000 £000 £000
Profit and loss account
Total operating costs (83,462) (136) (83,598)
Taxation (2,062) 4] (2,021)
Profit for the year 4874 95 4,779
Balance sheet
Deferred taxation (7,201) 41 (7,160)
Profit and loss account 6,797 41 6,838
Net assets 6,797 41 6,838
25. RELATED PARTY TRANSACTIONS
The company 1s taking advantage of the exemption under FRS8 not to disclose transactions with group
companies that are related parties
26. ULTIMATE PARENT COMPANY

The directors regard FirstGroup plc, a company incorporated in Great Britain and registered 1n Scotland, as the
ulumate parent and controlling company, which 1s the smallest and largest group that includes the company's

results and for which group financial statements are prepared

The company’s immediate controlling party 1s First North West Limited

Copies of the accounts of FirstGroup plc can be obtained on request from Ground Floor, 50 Eastbourne

Terrace, Paddington, London, W2 6LX
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