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Stagecoach Group overview

Stagecoach Group is a leading international public

transport company with bus and rail operations in the
UK, mainland Europe and North America. We employ around
40,000 people and run around 13,000 buses and trains.
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UK Rail

10,000

employees

2,300

train services a day

295m

journeys a year

North America

5,000

employees

2,300

buses and coaches

140m

vehicle miles a year

Note- all frgures shown above are approxmale

Highlights

Adjusted earnings per share*¥ up 3.7% to 27.7 pence (2015: 26.7 pence)
Dividend per share up 8.6% to 11.4 pence (2015: 105 perice)

£187.0m {2015: £140.9m) net capital investment from strong cash
generation

- Investing in further enhancing customer experience on bus and rail
to drive future growth

C o

[»

Sale of "retail” part of megabus Europe to FlixBus

oo

Actions to stimulate growth in UK Bus: low fares strategy, digital
improvements and continued investment

One of two shortlisted bidders for new South West Trains rail franchise

c C

Strang financial position - successful re-financing of £400m bonds

C

No significant change to our expected 2016/17 adjusted eamnings
per share

*See definition in note 35 to the consolidated financial statements.
1 See reconciliation to GAAP earnings in note 9 to the consalidated financial staternents.
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Financial summary

Results excluding intangible asset expenses

and exceptional items* Reported results
Year ended 30 April 2016 2015 2016 2015
Revenue (Em) 3,871.1 3,204.4 3,871.1 3,204.4
Total operating profit {Em) 228.8 227.1 1711 2179
Non-operating exceptional items (Em) - - {2.0) {10.6}
Net finance charges (Em} {41.4) (42.1} (64.7) (42.1)
Profit before taxation (£Em}) 187.4 185.0 104.4 165.2
Earnings per share {pence} 22.7p 26.7p 17.1p 24.3p
Proposed final dividend per share {pence) 7.9p 7.3p 7.9p 7.3p
Full year dividend per share (pence) 11.4p 10.5p 11.4p 10.5p

* see definitions In note 35 to the consolidated financial statemeants




1. Strategic report

1.1 Introduction

Stagecoach Group plc (“the Company”} is the ultimate parent company of a group of companies (“the Group”} principally invoived in the sale and
operation of passenger transport. The directors of Stagecoach Group plc {“the Directars”} are pleased to present their report on the Group for the
year ended 30 April 2016.

This section contains the Strategic report, which includes the information that the Group is required 1o produce to meet the need for a strategic
report in accordance with the Companies Act 2006. Biographies of each director are contained in section 2 of this Annual Report and the Directors’
report is set out in section 3.

1.2 Cautionary statement

The Strategic report has been prepared for the shareholders of the Company, as a body, and no other persons. its purpose is to inform shareholders of
the Company and help them assess how the Directors have performed their duty ta promote the success of the Company. This Strategic repert contains
forward-looking statements that are subject to risk factors associated with, arnongst other things, the economic and business circumstances occurring
from time to time in the countries, sectors and markets in which the Group aperates. It is believed that the expectatians reflected in these statements
are reasonable but they may be affected by a wide range of variables which could cause actual results to differ materially from those currently
anticipated. No assurances can be given that the forward-looking statements in this Strategic report will be realised. The forward-leoking statements
reflect the knowledge and information available at the date of preparation.

1.3 Overview of the year ended 30 April 2016
We are pleased to report a solid set of underlying results for the year ended 30 April 2016.
Our priority remains delivering safe, high quality and value-for-money travel for our customets,

Our bus and rail businesses across the UK, mainland Europe and North America have experienced maore challenging trading conditions over the last six to
twelve months. However, we have achieved further revenue and underlying profit growth during the year, while the investment and management actions
we are taking now should help ensure we have a strong, sustainable business for the long-term.

Revenue far the year was up over 20% at £3,871.1m {2015: £3,204.4m). Total operating profit (before intangible asset expenses and exceptional items)
was up 0.7% at £228.8m {2015: £227.1m). Earnings per share before intangible asset expenses and exceptional items were 3.7% higher at 27.7p (2015:
26.7p). The results include the contribution trom Virgin Trains East Coast, which began operating the East Coast rail franchise in March 2015.

The Directors are proposing a final dividend for the year of 7.9p per share {2015: 7.3p} which, if approved, would give a total dividend for the year up 8.6%
to 11.4p per share {2015: 10.5p}. The proposed final dividend wouid be payable on 5 October 2016 to sharehotders on the register at 2 September 2016.

A core part of our strategy is ongoing investment in new vehicles, technology and other assets to deliver a better experience for our customers, In the
year ended 30 Aprii 2016, net capital expenditure was £187.0m (2015: £140.9m). Across all of our divisions, we are prioritising investment in measures
which will make our bus and rail services more attractive, easier to use and generate future growth.

Our locally-managed bus companies in the UK have strong partnerships with local authorities. We believe this approach will continue to offer the best and
maost sustainable bus networks in the future, particularly against a backdrop of tight public sector funding. (n light of that, we are cautious regarding the
proposals an the Bus Services Bill, which the UK Government introduced in May 2016, and we will maintain our engagement with Government to
diseourage it from introducing measures that would hinder the continued development of bus services.

Revenue growth in the LK Bus {regional operations) Division over the fast year has been low. in light of that, we have kept recent fare increases to a
minimum and are seeking to stimulate demand through those low fare increases, enhanced marketing and the further development and promaotion of our
digital offering.

in the trading update we published in Aprit 2016, we noted that the outlook for the UK rail industry was more challenging than it was a yesr ago and that the
overall industry rate of revenue growth had slowed. We are working hard to deliver on our franchise obligations and to improve the financial prospects of
the Division. We have taken and will take further steps to mitigate the effects of lower revenue growth, focusing on cast control and additional initiatives to
grow revenue, We continue to work constructively with the Department for Transport and other industry partners to meet our ebligations, manage contract
changes and ensure the continued stability and growth of our rail businesses.

We have confirmed the sale of cur megabus.com inter-city coach retailing operations for journeys involving mainland Europe. That retailing business has
been seold to FlixBus, a retailer of inter-city coach services across a number of countries in Eurepe. The Group will continue to operate a number of inter-
city coach services on behatf of FlixBus and we look forward to building on that new partnership. The Group's megabus.com services within the UK and
North America are not part of the sale.

In North America, we have taken steps to match our megabus.com inter-city coach services to changing patterns of demand and are well placed to expand
our networks as conditions improve,

After almost nine years on the Board, Garry Watts has stepped down as the Company's Deputy Chairman and Senior Independent Director and will leave the
Board on 31 luly 2016. Non-Executive Director, Will Whitehorn, has assumed the role of Deputy Chairman and $enior Independent Director. Helen Mahy
stepped down from the Board to become a non-executive director of SSE ple, while Phil White has resigned from the Board to reduce his public company
directorships and to pursue other interests, The Board would like to thank Garry, Helen and Phil for their valuable service over several years. We are
pleased to have welcomed James Bilefield and Karen Thomson to the Board as non-executive directors. Both have a strong background in digital businesses,
as well as broader business expertise, and will be great assets as we deliver on our strategy to transform our customers' experience and harness the
significant potential of new technology to help grow our business. We are also pleased to have announced the proposed election of Ray O'Toole as a non-
executive director effective from 1 September 2016. Ray will bring further, extensive experience of the transport sector to the Board and it is ptanned that
he will chair the Health, Safety and Environmental Committee.

We nate the result of the recent referendum in favour of the UK leaving the European Union. As with other businesses, we are closely following
developments in this area. Although we have littte business in furope outside the UK, we acknowledge the referendum result may lead to continuing
economic, consurner and political uncertainty.

We remain proud of the commitment and professionalism of our employees across the Group. They make a significant contribution 1o the high levels of
passenger satisfaction at our companies and our efforts as a responsible business to deliver on our sustainability targets around carban, water and waste.
We have made a satisfactory start to the year ending 30 April 2017, although it is still early in the year. While trading remains challenging, we have not
significantly changed our expectation of adjusted earnings per share for the year ending 30 April 2017. We remain positive on the strong long-term
prospects for public transport. Public transport can hefp address the challenges and secure the opportunities presented by population growth, greater
urbanisation, rising road congestion, environmental concerns and advances in technology. What is important, therefore, is that we continue to manage the
Group in view of those longer term prospects and take the right actions in these more challenging times to ensure the Group is best positioned to
capitalise on the longer term opportunities,
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Strategic report

1.3 Overview of the year ended 30 April 2016 (continued)

Revenue by division is summarised below:

REVENUE
Year to 30 April 2016 2015 Functional 2016 2015 Growth
£m £m currency Functional currency {m) %
Continuing Group operations
UK Bus (regional operations} 1,032.8 1,036.3 £ 1,032.8 1,036.3 {0.3)%
megabus Europe 18.4 9.2 £ 18.4 9.2 100.0%
UK Bus (London) 267.1 260.6 £ 267.1 260.6 2.5%
North America 430.9 425.4 uss 647.7 680.1 {4.8)%
UK Rail 2,129.1 1,478.4 £ 2,129.1 1,478.4 44.0%
Intra-Group revenye (7.2) {5.5) E {7.2} (5.5}
Group revenue 3,871.1 3,204.4
Operating profit by division is summarised below:
OPERATING PROFIT
Year to 30 April 2016 2015 Functional 2016 2015
£m % margin £m % margin currency Functional currency {m)
Continuing Group operations
UK Bus {regional operations) 137.3 13.3% 145.3 14.0% £ 1273 145.3
megabus Europe (24.1)  (131.0)% (4.2) {45.7]% £ (24.1) {4.2)
UK Bus (London} 20.2 7.6% 26.3 10.1% £ 20.2 26.3
Morth America 18.9 4.4% 221 5.2% Uss 28.4 35.3
UK Rail 66.7 3.1% 26.9 1.8% £ 66.7 26.9
Group overheads {11.% (13.9)
Restructuring costs (3.1) (0.8)
204.0 201.7
Joint ventures — share of {loss)/profit after tax
Virgin Rail Group 24.2 22.3
Citylink 14 11
Twin America [0.8) 2.0
Total operating profit before intangible
asset expenses and exceptional items 228.8 2271
Intangible asset expenses (15.8) {11.9)
Exceptional items (41.9) 2.7
Total operating profit: Group operating profit
and share of joint ventures’ {loss)/profit after
taxation 171.1 217.9

More details on the financial results for the year are provided in sections 1.5 and 1.6 of this Annual Report.

1.4 The Stagecoach Group

1.4.1 Overview of the Stagecoach Group

Stagecoach Group is a leading international public transportation group, with extensive operations in the UK, mainland Europe, the United States and
Canada. The Group employs arcund 40,000 people and operates bus, coach, train and tram services. The Group has five main divisions — UK Bus
(regional operations), megabus Europe, UK Bus {London), North America and UK Rail.

We are cammitted to conducting business in a socially responsible way and we believe this to be consistent with our business objectives and strategy.
Indeed, by taking a responsible approach towards the environment and the wider community, we believe we will enhance our objective to deliver
organic growth.

The Group aims to maintain an entrepreneurial culture, reflecting its family heritage. That involves encouraging sensible risk taking while managing risks
appropriately and responding to risks that do crystallise. It is inevitable and appropriate for a group of its size that the Group has a number of policies
and procedures to ensure appropriate behaviours but these are designed to avoid stifling entrepreneurism. More information on the Group's core
values and policies is provided in section 1.8.1 of this Annual Report.

Stagecoach Group plc is 3 public limited company that is incorporated, domiciled and has its registered office in Scotland. Hs ordinary shares are publicly
traded and it is not under the control of any single shareholder.

Throughout this Annual Report, Stagecoach Group plc is referred to as “the Company” and the group headed by it is referred to as *Stagecoach” and/for
“the Group”.

In the remaining parts of this section 1.4, we:

Section

Summarise the Group’s business objectives and long-term strategy 1.4.2
Describe each of the Group’s business segments, their regulatory environments, their strategy, the market opportunities,

the competitive position and likely future market developments 143
Summarise how we aim to create value, by providing an overview of the Group's business model 1.4.4
Discuss the key resources and relationships, including contractual relationships, that underpin the Group's business and strategy 145
Set out the principal risks to the achievement of the Group’s objectives and strategy 1.4.6
Describe how we measure and monitor progress against our objectives and strategy, and how we are performing 14.7
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1.4.2 What we look to achieve (business objectives and long-term strategy)

Group strategy

The key elements of the Group's business strategy to deliver long-term shareholder value are:

* To deliver organic growth across all of the Group’s operations by providing safe, reliable, good quality, customer-focused transport services that
deliver a positive customer experience at a reascnable price;

* To acquire businesses that are complementary to the Group's existing operations, in areas where the Group’s management has proven expertise and
which offer prospective returns on capital in excess of the Group’s weighted average cost of capita;

* In addition to organic and acquisition growth, to maintain and grow the business by bidding for selected rail franchises and bus contracts to seek to
secure new franchises and contracts where the risk/return trade-off is acceptable.

1.4.3 What we do {description and strategy of each business segment)

UK Bus (regional operations)

Description

The UK Bus {regional operations) Division connects communities in more than 100 towns and cities across the UK on bus
networks stretching from the Highlands of Scotland to south west England. These include major city bus operations in
Liverpool, Newcastle, Hull, Manchester, Oxford, Sheffield, Cambridge and Exater.

The UK Bus {regional operations} Division operates a fleet of around 7,200 buses and coaches across a number of
regicnal operating units. Each regicnal operating unit is managed independently and is led by a managing director.

In addition to focal bus services in towns and cities, Stagecoach operates inter-urban services linking major towns within
its regional operating company areas. The Group also runs the budget inter-city coach service, megabus.com, and the UK
Bus ({regional operations) Division includes megabus.com coach services within the UK.

tn Scottand, Stagecoach has a joint venture {Scottish Citylink Coaches Limited) with international transport group,
ComfortDelGro. The joint venture is responsible for the Scottish Citylink express coach network and megabus.com
branded services to, from and within Scotland. Stagecoach owns 35% of the share capital of Scottish Citylink Coaches
Limited and ComiortDelGro awns the remaining 65%. The joint venture is the leading retailer of scheduled, inter-city
coach services in Scotland. Stagecoach is responsible for the day-to-day eperational management of the business, which
is overseen by a joint board.

Regulatory environment

The current structure of the bus market in Great Britain (outside London) was established by the Transport Act 1985, This
is essentially a deregulated structure: any holder of a Public Service Vehicle operator’s licence may operate bus services,
having first registered various details with the relevant traffic commissioner, The traific commissioners are responsible
for enforcing compliance with these registered details, including standards of maintenance, reliability and punctuality.

The UK Bus {regional operations) bus and coach services are operated on a commercial basis in a largely deregulated
market. Most of the Division’s revenue is fram customers paying for their own travel by bus. The Division also operates
tendered services, including schools contracts, on behalf of local authorities. Around 11% of the UK Bus (regional
operations) revenue is receivable from local authorities in respect of such tendered and school services. For some
services, the Group receives revenue from passengers as well as tendered revenue from a local authority. Around 24% of
the UK Bus (regional operations} revenue is earned from statutory concessionary fare schemes, whereby the Group is
reimbursed by public authorities for carrying older people and people with disabilities, at no charge to the passenger, on
the same bus services that are also available to the wider public. Sg, the Group would typically receive both revenue
from passengers and also, contessionary revenue fram a local authority in respect of a single bus service and in some
cases, may also receive tendered revenue for the same service,

Strategy The strategy of the UK Bus {regional operations} is to deliver value over time driven by organic growth in revenue and
passenger volumes as a result of providing safe, reliable, good gquality, customer-focused bus services at a reasonable
price to customers. This may be supplemented by winning new tendered or centract work and/or acquiring businesses
where appropriate opportunities arise.

Market opportunity The Group has around 23% of the UK Bus market excluding London. The UK Department for Transport’s National Travel

Survey (“NTS") is a household survey of personal travel within Great Britain by residents of England. The NT5 found that
in 2014, there was an average of 921 trips per person per year, Trips by car or van accounted for 78% of distance
travelled, bus trips accounted for 5%, rail trips accounted for 10% and watking, cycling and other modes accounted for
7%. There therefore remains significant market opportunity to stimulate modal shift from car to bus. According to the
NTS, around 25% af bus journeys are for shopping, 20% for leisure, 19% for education, 20% for commuting and business,
12% are for personal business (e.g. visits to services such as banks, medical consultations etc.) and the balance are for
ather purposes,

Macroeconomic factars

The UK Bus (regional operations} have performed well during more challenging macroeconomic conditions. Although
revenue is not immune to macreeconomic changes, it is less exposed than in many other types of business. In addition,
the Group can adjust the pricing and frequency of the majority of its services and is therefore well placed to respond to
any changes in demand for particular services. We estimate that around 70% of the costs vary with operating miles.

Competition

The UK Bus (regional operations) face competition for customers not only from other operators of coaches and buses but
also from other modes of transport. The Group regards its primary compatitor as the private car and aims 1o encourage
modal shift from car te public transport, The other major groups that operate buses in the UK outside of London are
three other groups publically quoted on the London Stack Exchange (FirstGroup, National Express Group, and Go-Ahead
Group) and Arriva, which is owned by Deutsche Bahn. New, potential, sources of competition are emerging, often
enabled by digital developments. Potential new competitors Include ride-sharing websites, digitally-driven taxi services
and aggregators of travel services.

Future market
developments

The level of Government investment in the UK Bus Industry has come under pressure in recent years with reductions in
Bus Service Operators’ Grant [a rebate of fuel tax} and constraints on the payments made by Government to bus
operators for carrying older people and people with disabilities at no charge to the passenger. Funding of tendered
services by local government has also reduced. The Group is therefore gradually becoming less reliant on Government
and a greater proportion of its revenue is coming directly from passengers. The Division does continue to face risks
related to regulatory changes and availability of public funding as noted in section 1.4.6. Technological developments
present both opportunities and threats to growing passenger volumes. There are positive long-term conditions for
further growth in demand for UK Bus services created by population growth, increasing urbanisation, rising road
congestion, supportive government policy and public concerns for the environment, which augur well for the future of
the Division,
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Strategic report

1.4.3 What we do (description and strategy of each business segment) {continued)

megabus Europe

Description

The megabus Europe Division operates megabus.com inter-city coach services within mainfand Europe and between the
UK and maintand Europe. The Division's revenue Is principally derived from the sale of inter-city coach journeys via its
own websites. The European megabus.com business was formerly a component of the UK Bus {regional operations)
Division but for reporting purposes, is now treated as a separate division,

The megabus Europe Division operates a flaet of around 100 coaches and serves destinations in the UK, France,
Germany, Italy, the Netherlands, Belgium and Spain,

Regulatory environment

The regulatory environment for inter-city coach services in Europe varies by country, The principal countries served by
the Division are the UK, France, Germany and ltaly. Each of those countries permits commercially operated inter-city
coach services but same require specific route authorisations to be held.

Strategy and

market opportunity

As noted in section 1.3 of this Annual Repart, the Group has now sold the retailing part of the megabus Europe
Division to FlixBus. The Group will continue to operate a number of inter-city megabus.com services involving mainland
Europe under contract to FlixBus. The Group aims to build on its new partnership with FlixBus,

Macroeeconomic factors

Following the sale of the retailing part of the megabus Europe Division 1o FlixBus, the Division is less exposed to short-
term macroeconomic changes because the business receives a fee from FlixBus for operating services irrespective of the
passenger volumes on those services, Its casts and in particular, labour casts, can vary due to macroeconomic changes
and also, in the longer term, the level of services that FiixBus offers might be affected by the macroeconomy.

Competition

Following the sale of the retailing part of the megabus Europe Division to FlixBus, the Division’s principal competition is
from other coach operators for future contract opportunities.

Future market
developments

The European inter-city coach market remains highly competitive following the de-regulation of the market in a number
of countries. We may see a reduction in the number of retailers of inter-city coach services over time as they each seek
to improve financial returns,

UK Bus (London)

Description

The Group is the fourth largest operator in the London bus market, with an estimated 15% share of that market. The
business operates from 9 depots and has a {leet of around 1,300 buses serving routes in and argund east and south-east
London.

Regulatory environment

The UK Bus (London) business operates bus services under contract to Transpert for London, receiving a fixed fee {subject
to adjustment for certain inflation indices} and taking the cost and capital risk. Bus operators tender to win contracts and
each contract is typically for a five-year period with the potential for it to be extended by two years. The UK Bus {London}
Division currently has aver 80 separate centracts to provide bus services on behalf of Transport for London — this spreads
the Division's risk of financial performance being adversely affected when a contract expires and the business is
unsuccessful in winning the replacement contract.

Strategy

Cur strategic focus in the London bus market is now on maintaining good operational performance and tight control of
c0sts while seeking to bid competitively for new contracts.

Market opportunity

The Group ogperates approximately 15% of the bus operating mileage contracted by Transpart for London to bus
operators. The Group does not seek to gain market share for its own sake and remains disciplined In ensuring that its bids
for new contracts offer an acceptable trade-off of risk and reward. Transport for London has plans to increase the level of
contracted bus services in coming years, which may present some growth oppertunities for the business.

Macroeconomic factors

The UK Bus {London) operations are not especially exposed to short-term changes in macroeconomic conditions because
the business receives a fee from Transport for London for operating services irrespective of the passenger valumes on
those services, Its costs and in particular, labour costs, can vary due to macroeconomic changes and also, in the longer
term, the level of services that Transport for London offers for tender might be affected by the macroeconomy.

Competition

UK Bus {London) faces competition to win contracts from Transport for London from other bus operators, the largest of
which are Go-Ahead Group, Arriva, Metroline, RATP, Transit Systems and Abellic,

Future market
developments

In the short-term, revenue growth could come from inflationary price increases, retaining work on tender but at higher
rates and/or winning contracts from other operators. There are longer term opportunities to benefit from Transport for
London’s plans to expand the network of bus services in London. Continuing population growth in London and positive

government policy on public transport contribute to a pasitive long-term outlook for the business.
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1.4.3 What we do (description and strategy of each business segment) {continued)

North America

Description

The North America Division provides bus and ¢oach transport services in the United States and Canada. Qur businesses
include the operation of bus services under contract to transit authorities and others; commuter bus services; inter-city
coach services; bus tours; charter operations; and sightseeing bus services, The Division encompasses megabus.com North
Amnerica, a low cost inter-city coach business, which sells inter-city coach journeys within North America and operates or
sub-contracts the coach services.

The Morth America business is headed by a chief operating officer. Stagecoach {excluding its joint venture} currently
operates approximately 2,300 vehicles in the United States and Canada.

In addition to its wholly-owned operations in North America, Stagecoach has a joint venture, Twin America LLC, with
CitySights NY. The joint venture principally operates sightseeing bus services in New Yark. The Group holds 60% of the
econamic rights and 50% of the voting rights in the joint venture, Twin America LLC is headed by a chief exacutive and is
overseen by a joint hoard.

Regulatory environment

The North America business operates on a commercial basis in a largely deregulated market. It also operates some
tendered services for local authorities and services contracted by corporations.

Strategy The strategy of the North America Division is to deliver organic growth in revenue and passenger volumes as a result of
providing safe, reliable, good quality, customer-focused services at a reasonable price to customners. This may be
supplemented by winning new contract work and/or acquiring businesses where appropriate opportunities arise,

Market opportunity The Group estimates that it has less than 4% of the bus and coach market in North America and is growing this through

Macroeconomic factars

inngvative services such as megabus,com. The latest LS Department of Transportation’s Bureau of Transportation
Statistics, published in 2016, show that in 2014 some 86% of transportation to work was by car, compared with only 5% by
public rransport. The opportunity to stimulate modal shift from car to bus and coach is substantial and megabus.com has
been successful in doing this.

The North American operations are more exposed to macroeconomic factors than the UK Bus operations as 2 greater
proportion of their revenue is derived from customers using its services for leisure purposes, including its charter, tour and
sightseeing services. Demand for its services, particularly megabus.com, is also affected by movements in oil prices. It
nevertheless has some flexibility over pricing and supply, enabling it to effectively respond to changes in macroeconomic
conditions,

Competition

The business faces competition for customers not only from other operators of coaches and buses but also from other
modes of transport. The Group regards its primary competitor as the private car and aims to encourage modal shift from
car to public transport, Megabus.com faces competition from the car but also from other coach operators, airlines and
train operators. FirstGroup and National Express Group are also major operators of coach and bus services in North
America.

Future market
developments

The Group has tzken a leading role in the development of bus and coach travel in North America through its megabus.com
services. The market for inter-city coach trave!, such as that provided by megabus.com, has grown rapidly and while
megabus,com revenue has declined more recently reflecting iower oil prices, we expect the inter-city coach market to
continue to present significant long-term opportunities to the Group,

0

UK Rail

Description

Stagecoach Group has major rail operations in the UK.

Qur principal rail subsidiaries are South West Trains, East Midlands Trains and Virgin Trains East Coast. South West Trains
runs train services in south west England out of Loendon Waterloo railway station, and operates Island Line services on the
Isie of Wight. The South West franchise is contracted to run untit February 2017, The UK Department for Transport has
the option to extend the franchise by up to around six months and has already announced its intention to extend the
franchise until at least June 2017, From 11 November 2007, we have operated the East Midlands Trains business, The
business comprises main line train services running to London 5t Pancras, regional rail services in the East Midlands area
and inter-regional services between Norwich and Liverpool. The East Midlands Trains franchise is contracted to run until
at least March 2018. The UK Department for Transport has the option to extend the franchise by up to one-year and has
already announced its intention to extend the franchise until at least July 2018. Stagecoach has a 90% share in the Virgin
Trains East Coast business with the Virgin Group of Companies holding the other 10%. The Virgin Trains East Coast
franchise began in March 2015 and is planned to run untif 31 March 2023, with the option for a one-year extension at the
discretion of the UK Department for Transport. |t provides inter-city 1rain services between London and a number of
locations including Edinburgh, Newcastle, Leeds and York, We also operate Supertram, a 28km light rail network
incorporating three routes in the city of Sheffield, on a concessien running until 2024,

Stagecoach Group has a 45% shareholding in a joint venture, Virgin Rail Group, which operates the West Coast Trains rail
franchise. The current West Coast Trains rall franchise runs until March 2018. The other shareholder in Virgin Rail Group Is
the Virgin Group of Companies. South West Trains, East Midlands Frains, Virgin Trains East Coast and the tram operations
each have a managing director, who reports to the Managing Director of the UK Rail Division, who in turn reports to the
Chief Executive. Virgin Rail Group has a managing director, who reports to the Virgin Rail Group board, which includes
Stagecoach Group and Virgin Group representatives.

Regulatory environment

The UK rail operating market is split into a number of separate franchises, which are awarded by the Government for set
time periods to a specification set by the Department for Transport on the basis of competitive bids. Train operating
companies operate passenger trains on the UK rail network. The UK railway infrastructure is owned and operated by
Network Rail, a “not for dividend” company that invests any profits into improving the railway. Network Rail runs,
maintains and develops tracks, signalling systems, bridges, tunnels, level crossings and key stations.
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1.4.3 What we do (description and strategy of each business segment) {continued)

UK Rall {continued)

Strategy In rail, we seek to deliver organic growth across all of our existing operations and to maintain and grow the business by
bidding for selected new franchises where the risk/return trade-off is acceptable.

Market opportunity The market opportunity in rail arises from the potential to retain existing and/or win new franchises, and also, from the
potential to attract increased use of the Group's rail services. With a number of franchises expected to be tendered within
the next few years, there Is scope to win new franchises,

Macroeconomic factors The rail operations are exposed to macroecenomic factors with passenger revenue correlated to Gross Domestic Product
{“GDP"} and employment levels. The exposure is further increased by the relatively fixed cost base of the business which
restricts the scope to reduce costs in response to reduced demand. The Group's South West Trains franchise has
significant protection against macroeconomic risks due to the receipt of revenue support from Government whereby
Government pays the Group a proportion of the shortfall of actual revenue to the revenue expected when the Group bid
for the franchise. The Group's East Midlands Trains and Virgin Trains East Coast franchise, as well as the West Coast
Trains franchise operated by the Group's Virgin Rail Group joint venture, are not entitled to revenue support in the form
received by South West Trains. They do, however, have *GDP sharing” agreements that are intended to ensure that the
Department for Transport bears most of the risk of variances in revenue resulting from UK GD® differing from that
expected at the time of the applicable franchise agreement. On bids for new franchises, the Graup’s evaluation of
macroeconomic risks is a key component of the bid process.

Competition The business faces competltion for custemers not only frem other train operators but also from other modes of transport.

The main competitors that bid against the Group for UK rail franchises are FirstGroup, National Express Group, Go-Ahead
Group, Arriva, MTR, Keolis, SNCF, Eurostar, Serco and Abellic.

Future market The UK Department for Transport has a clear schedule in place for re-tendering rail franchises. The Group will assess each
developments opportunity to bid for a new rail franchise on a case-by-case basis.

The UK continues to see growth in demand for rail services presenting opportunities for the Group's existing rail interests

el mlem dm e dnide Frr ey frmm sk lsan
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1.4.4 How we create value (the business model}
The Group’s overzall business model is illustrated betow.

Stagecoach factors driving demand for public transport
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The business model varies to some extent by division. The business maodel is intended to deliver the business objectives and long-term strategy explained
above in that it is designed to preserve and add value through organic growth, targeted acquisitions and contract/rail franchise wins. The overall model
of the Group is based on a relatively decentralised management structure with short chains of command and close monitoring and direction from the
centre. Across the Group, there is an emphasis on achieving strong operational performance as an underpin of strong financial performance.

The business model for the Group's UK Bus [regional operatiens} and North America Divisions is designed to be sufficiently flexible ta respond to
developments in the markets in which they operate and to changes in demand. The key features of this business model are:

* A decentralised management structure enabling local management to quickly identify and respond to developments in each local market;

*  An emphasis on lightly regulated bus operations enabling management to vary prices, operating schedules and timetables in response to
developments in each local market without significant hindrance from regulation;

* A flexible cost base whereby operating mileage and operating costs can be flexed in response to changes in demand.

The business model of the UK Bus (London} and UK Rail Divisions is different. The businesses are more highly regulated and their cost base is less flexible

so there is greater management focus on agreeing the right contractual arrangements, including appropriate risk-sharing arrangements, and ensuring

these are appropriately managed for the duration of each contract. The business model of the megabus Europe Division is also akin to this following the

sale of the megabus Europe retaiting business to FlixBus.
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1.4.5 What we need, to do what we do (resources and relationships)

Stagecoach Group has a range of resources and relationships, including contractual relationships, that underpin its business and support its strategy. These
assist in giving the Group a competitive advantage in the markets in which it operates.

Customers
Millions of people use our services and our relationship with our customers is important to us. To deliver erganic growth in revenue, a key element of our
strategy, we need to provide services that people want 10 use.

We conduct customer research to monitor our performance and to determine how we can improve the quality, delivery and accessibility of our services.
We are passicnate about providing good customer service and our businesses have regular and ongoing discussions with bus and rail user groups. This
includes presentations from managers on aspects of our service as well as consultation and information sharing on particular issues.

An important element of the Group’s success in growing its customer base lies in its record of product innovation and new ideas on developing effective
public transport systems.

Employees

Human resources are key to the Group’s business and the Group’s relationship with its employees is therefore fundamental to achieving its objectives. We
aim to recruit and retain the best employees in our sector, offering an excellent package of henefits, which allows us to deliver good customer service to
our passengers. The Group's individual divisions invest significantly in the training and development of our people and we operate a successful graduate
training scheme which provides one source of training for the managers of the future. We have established strong working relationships with trade unions
and work in partnership with them on a range of issues, including training and development, occupational health matters, pensions and other employee
benefits. We also communicate with our people face to face and through a number of internal publications.

The financial community
Our shareholders and lenders are critical to our business success. We have a regular programme of meetings with investors and provide frequent updates
to the markets and financial community on our perfarmance.

We have cantractual arrangements with banks and other finance providers for the provision of funds and financlal preducts to the Group.

Government and regulatory bodies

Qur managers have ongeing relationships with national and local government in our main countries of operation to ensure the effective delivery of
government transport policy and te assist in meeting wider objectives. We wark with local authorities, nciuding passenger transport executives, regional
transport committees and transit authorities, in the delivery and planning of bus and rail services. Many of our businesses have partnership agreements in
place to improve the delivery of public transpaort in their areas, In the UK, we work closely with the Department for Transport, the Scottish Government,
Transport Scotland, the Welsh Government and Transport for London.

We contract with local authorities, government bodies and other parties for the supply of bus services on a contracted or tendered basis. We have
framchise agreements with the Department for Transport governing the supply of franchised rail services in the UK,

We have constructive dialogue with organisations such as the Commission for Integrated Transport, which provides advice to the UK Government, and
lobbying groups such as the Campaign for Better Transport,

Suppilers
We rely on a range of suppliers to provide goods and services linked to our bus and rail cperations. All of our businesses have various contractual
relationships with suppliers, including purchase contracts with fuel suppliers, vehicte suppliers, IT companies and spare part suppliers,

The operation of our rail franchises depends upon a number of contractual relationships with suppliers, including contracts with Network Rail governing
station and track access arrangements, teases with rolling stock campanies for the lease of trains and maintenance contracts for the maintenance of trains.

Information technology is increasingly important to effectively operate our services and to meet our customers’ expectations. Significant investment,
internal management resource and external supplier input support the development and operation of IT systems.

Corporate reputation, brand strength and market position

Stagecoach is one of the best-known public transport operators in the UK and is consistently rated highly for the quality of its services in research by
independent organisations. We value our reputation, both as a public transport provider and as a key part of the communities in which we operate.
Stagecoach has a strong set of brands that support our strategy of organic growth in gur business and that help maintain our leading market position.

Natural resources and manufacturing technology

Operating our bus and rail services requires considerable use of natural resources, including diesel and electricity. We have arrangements in place to
ensure that these resources are sourced efficiently and that our supplies are maintained to ensure the smooth functioning of our business. A number of
experienced manufacturers supply our buses, coaches, trains and trams, which are produced to detailed specifications relevant to the individual markets in
which they are required,

Licences
Various licences are held by Stagecoach giving authority to operate our publi¢ transport services and these are maintained up to date as required.

Transport and industry representation groups
We are active members of industry groups, such as the Confederation of Passenger Transport UK {which covers buses and light rail), the Rail Delivery
Group and the American Bus Association.
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1.4.6 The challenges we face {principal risks and uncertainties)
Like most businesses, there is a range of risks and uncertainties facing the Group and the matters described below are not intended to be an exhaustive

list of all possible risks and uncertainties.

Generally, the Group is subject to risk factors both internal and external e its businesses. External risks include global political and economic conditions,
competitive developments, supply interruption, regulatory changes, foreign exchange, materials and consumables {including fuel) prices, pensions
funding, environmental risks, industrial action, litigation and the risk of terrorism. Internat risks include risks related to capital expenditure, acquisitions,
regulatary complianca and failure of internal controls.
The Board of Directors determines the nature and extent of the principal risks that it is willing for the Group to take in achieving its strategic objectives.
Infarimation on the risk management process is provided in section 4.13. The focus below is on those specific risks and uncertainties that the Directors
believe are the most significant to the Group, taking account of the likelihood of occurrence of each risk and the potential effect on the Group.

Description of risk

Management of risk

Developments in year ended
30 April 2016

Section in
Annual Report

Catastrophic events

There is a risk that the Group is
involved (directly or indirectly} in a
major operational incident resulting
in significant human injuries or
damage to property. This could have
a significant impact on claims against
the Group, the reputation of the
Group and its chances of winning
and retaining contracts or franchises.
In extreme cases, services could be
suspended or structural changes
imposed on the Group as a result of
regulatory or other action.

A series of less severe incidents
could have similar consequences,

While it is not possible to fully
eliminate these risks, the Group has a
proactive culture that puts health and
safety at the top of its agenda in order
to mitigate the potentiai for major
incidents. In the unlikely event that a
major incident did accur, the Group has
procedures in place to respond. The
Group periodically rehearses its
response ta a hypothetical major
incident. The Group has insurance
arrangements in place to reduce the
financial effect on the Group of certain
claims against it.

No significant matters to report.

Terrorism

There have been multiple acts of
terrorism on public transport systems
and other terrorist attacks that, whilst
not directly targeting public transport,
have discouraged travel. There is a risk
that the demand for the Group’s
services could be adversely affected by
a significant terrorist incident. Such a
fall in dermnand would have a negative
effect on the Group’s revenue and
financial performance.

The Group has plans in place
designed to reduce the operaticnal
and financial impact of a terrorist
incident. It also has checks in place
such as vehicle inspections to
reduce the risk.

We believe that the high profile
terrorist attacks that occurred in Paris
and Brussefs during the year
discouraged some travellers from
visiting major European cities, We
believe this contributed to lower
growth in passenger journeys on our
longer distance UK Rail services and our
megabus.com inter-city coach services
in the UK and mainland Europe.

* 1.52and 1.55

Economy

The economic envirenment in the
geographic areas in which the Group
operates affects the demand for the
Group’s bus and rail services. In
particular, the revenue of the
Group’s UK rail operations is
historically correlated with factors
such as UK Gross Domestic Product
and Central Loendon Employment. In
Naorth America, a greater proportion
of the revenue fram bus operations
Is derived from tour, charter and
sightseeing services than in the UK
and these services tend to be more
susceptible to economic changes.
Other factors, such as movements in
fuel prices, can also affect revenue,
costs and profit. The revenue and
profit of the Group could therefore
be positively or negatively affected
by changes in the economy.

Management monitors actual and
projected economic trends in order
to match capacity to demand and
where possible, minimise the impact
of adverse economic trends on the
Group. External forecasts of
economic trends form part of the
Group’s assessrment and
management of economic risk,

In bidding for new rail franchises,
the evaluation of macrgeconomic
risks is a key element of the bid
process.

Further informatien on the
relevance of macroeconomic factors
to each business segment is
provided in section 1.4.3,

During the year ended 30 April 2016,
the Group's whally owned South West
Trains rail franchise received revenue
support from the Department for
Transport, such that the Department
was and is at risk for the majority of any
difference between actual and

expected revenue.

From June 2014, the West Coast Trains
franchise, operated by the Group's
Virgin Rail Group joint venture, has a
“GDP sharing” agreement that is
intended to ensure that the
bepartment for Transport bears most of
the risk of variances in West Coast
Trains’ revenue resulting from UK GDP
differing from that expected at the time
of the June 2014 franchise agreement.
Up to June 2014, the franchise

operated under a management contract
meaning that the Department for
Transport bore virtually all of the risk of
revenue and costs being significantly
different from those expected.

¢ 155
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1.4.6 The challenges we face {principal risks and uncertainties) (continued)

pescription of risk

Management of risk

Developments In year ended
30 April 2016

Section in
Annual Report

Economy {continued}

-

-

-

The Virgin Trains East Coast franchise,
which commenced in March 2015, also
operates with a “GD® sharing”
agreement similar to the West Coast
Trains franchise,

The East Midlands Trains franchise,
which ended in October 2015, received
revenue support similar to that
received by South West Trains, The
new East Midlands Trains franchise,
that began in October 2015, operates
with a “GDP sharing” agreement simifar
to the West Coast Trains franchise.

We believe that macroeconomic factors
have contributed to slower revenue
and passenger volume growth in the UK
businesses over recent months.

The recent referendum in favour of the
UK leaving the European Union may
lead to continuing economic, consumer
and political uncertainty. That may in
turn affoct aceet values and foreign
exchange rates, which have a bearing
on the amounts of our pension,
financiai instruments and other
balances.

Rail cost base

A substantial element of the cost base
in the Group's UK Rail Division is
essentially fixed because under its UK
rail franchise agreements, the Group is
obliged to provide a minimum level of
{rain services and is therefore unable to
flex supply in response to short-term
changes in demand. In additicn, a
significant part of the cost base Is
comprised of payments to the
infrastructure provider, Network Rail,
and payments ender train operating
leases which are committed and do not
vary with revenue, Accordingly, a
significant proportien of any change in
revenue {for example, arising as a result
of the risks described abave in respect
of terrgrism and the economy) will
impact profit from the UX Rall Division.

The Group looks to achieve sensible
risk sharing arrangements in its rail
franchise agreements. The Group's
franchise bids are designed to
defiver an acceptabie risk-reward
trade-off. As described above,
economic and terrorism risks are
closely managed. In addition, the
Group remains focused on
controlling costs in the UK Rail
Divisien.

* No significant matters to report.

Sustainability of rail profit

A significant element of the Group's
revenue and profit is generated by
UK rail franchises, which have a
finite duration. There is a risk that
the Group's revenue and profit
could be significantly affected
{either pasitively or negatively) as a
result of the Group winning new
franchises or failing to retain its
existing franchises.

In order to manage the risks, the
Group has devoted significant
management resource and financial
investment to bidding for new rail
franchises.

Appropriately experienced
personnel are retained to work on
rail bids and third party cansultants
are engaged to provide additional
expertise. The Board approves the
overall rail bidding strategy and the
key parameters for each bid,

* During the year, the previous East
Midlands Trains franchise ended and
from October 2015, the Group began
operating a new “Direct Award” East
Midlands Trains franchise. The
franchise is contracted to run until at
{east March 2018. The Department for
Transport has now indicated its
intention to extend the franchise until
at least Juty 2018 and it has an existing
contractual option to extend it up until
March 2019,

= During the year, the Department for
Transport formally confirmed the
extension of Virgin Rail Group's West
Coast Trains franchise from March 2017
to March 2018.

* The Group is shortlisted as one of two
bidders for a new South West Trains
franchise, planned to run from June
2017, when the Group’s existing South
West Trains franchise is expected to
end.

« Further rail franchises are expected to
be tendered over the next few years.

s 155

* 1561

* 155

* 155
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1.4.6 The challenges we face (principal risks and uncertainties) {continued}

Description of risk

Management of risk

Developments in year ended
30 April 2016

Sectlon in
Annual Report

Breach of franchise

The Group is required to comply with
certain conditions as part of its rail
franchise agreements. If it fails to
comply with these conditions, it may
be liable to penalties including the
potential termination of one or more
of the rail franchise agreements. This
would result in the Group fosing the
right to continue operating the
affected operations and consequently,
the related revenues and cash flows.

The Group may also lose some or all
of the amounts committed for the
shareholder loan facilities, the
performance bonds and the seasan
ticket bonds. The Group can do more
to prevent breaches of franchise
where it has control than where it has
joint control. As the holder of a 49%
joint venture interest in Virgin Rail
Group, the Group has less control over
the joint venture’s operations and that
migans Wig Group’s mdnagenneni may
be less able to prevent a breach of the
Virgin Rail Group franchise agreement.

Our UK Rail businesses are subject to
complex contractual arrangements.
Contractual management is an
important part of our rail activities
because the way in which contracts are
managed can be a significant
determinant of financial performance.

Compliance with franchise conditions is
closely managed and monitored and
procedures are in place to minimise the
risk of non-compliance.

The Group maintains an overview of
Virgin Rail Group's business risk
management process through
representation on its board and audit
committee,

* No significant matters to report.

Pension scheme funding

The Group participates in a number of
defined benafit pension schemes. There
is a risk that the reported net pension
asset/liability and/or the cash
contributions reguired to these schemes
increases or decreases due to changesin
factors such as investment performance,
the rates used to discount liabilities and
life expectancies. Intervention by
regulators could also affect the
contributions required. Any increase in
contributions will reduce the Group’s
cash flows. Any significant increase in
pension liabilities could affect the
Group's credit ratings.

Becisions on pension scheme funding,
asset allocation and benefit promises
are taken by management and/or
pension scheme trustees in
consultation with trade unions and
suitably qualified advisors. A Pensions
Oversight Committee has been
established comprising the Finance
Director, a Non-Executive Director and
other senior executives, ta oversee
the Group’s overall pensions strategy.
The Board participates in major
decisions on the funding and design of
pension schemes.

* Pension scheme liabilities have
decreased during the year due to
market changes.

® During the year, the Pensions
Regulator completed a review of the
valuation basis applied by the Group's
main defined benefits pension
scheme. This Is consistent with
reviews the Regulator has undertaken
of other pension schemes as part of
its remit.

* 169

Insurance and claims environment

The Group receives claims in respect
of traffic incidents and employee
claims, The Group protects itself
against the cost of such claims
through third party insurance policies.
An element of the claims is not
insured as a result of the “excess” on
insurance policies.

There is a risk that the number or
magnitude of claims are not as
expected and that the cost to the
Group of settling these claims is
significantly higher or lower than
expected. In the US, in particular,
there is a risk that given the size of the
“excess”, that a small number of large-
value claims could have a material
impact on the Group’s financial
performance and/or financial position.

The Group has a proactive culture
that puts health and safety at the
top of its agenda and this helps
mitigate the potential for claims
arising. Where claims do arise, they
are managed by dedicated insurance
and claims specialists in order to
minimise the cost to the Group.
Where appropriate, legal advice Is
obtained from appropriately
qualified advisors. The balance
between insured and retained risks
is re-evaluated at least once a year
and insurance and claims activity is
maonitored closely.

* No significant matters to report,
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1.4.6 The challenges we face (principal risks and uncertainties) {continued)

Description of risk

Management of risk

Developments in year ended
30 April 2016

Section in
Annual Report

Regulatory changes and availability of public funding

Public transport is subject to varying
degrees of regulation across the
{ocations in which the Group operates.
There is a risk that changes to the
regulatory environment could impact
the Group’s prospects. We see the
greatest risk in this respect as being
the risk that some bus services in the
UK outside London become subject to
franchising {whereby a government
body specifies the bus services and
puts them out to tender} compared to
the current model where commercial
bus operators are free to design and
aperate their own services,

Similarly, many of the Group's
businesses benefit from government
investment in bus and train services,
including tax rebates, the provision of
equipment, contracted services and
concessionary travel schemes for
passengers. There is a risk that the
availaGility of government finances
changes due to regulatory or other
reasons.

There is also a risk that the Group
suffers financial or reputational
damage as a result of non-compliance
with laws or regulations or as a result
of the Group having a different
interpretation of laws or regulations
from others. in addition, in the case
of tax, there is a risk the Group suffers
reputational damage because of how
others perceive the Group’s approach
to a tax matter even where the Group
has complied with the applicable laws
and regulations.

Management closely maonitors
relevant proposals for changes in the
regufatory environment and
communicates the Group’s views to
key decision makers and bodies. The
Group actively participates in various
industry and national trade bodies
along with domestic and international
government forums.

The Group seeks ta maintain good, co-
aperative relationships with all fevels
of government, by developing and
promoting ideas that offer cost
effective ways of improving public
transport.

Where changes are known or
reasonably likely, the Group develops
plans te seek to mitigate any adverse
effects on it.

The Group uses internal and/or
extarnal experts to advise it on
compliance and managementin

specialist areas such as tax and
transport law.

® Growth in concessionary revenue in
the UK Bus (regional operations) is
expected te be low in the short-term.

The current UK Government’s plans
for greater devolution of powers
within the UK could see the
introduction of franchised bus
networks in some areas, which could
affect our commercialised bus
operations. The Government’s plans
are reflected in the Bus Services Bill,
which was first published in May
2016.

As explained In section 1.6.4, In
February 20186, a first First Tier Tax
Tribunal ruled in favour of Her
Majesty’s Revenue and Customs
{“HMRC"}) on a tax case involving the
Group.

L]

» 151

« 151

* 164

Management and Board succession

The Group values the continued
services of its senior employees,
including its directars and
management who have skills that
are important to the operation of
the Group’s business. The success of
the Group could be adversely
affected if effective succession
planning is not in place.

Succession planning for the Directors
and senior management is an
important issue and as such is
considered by the Nomination
Committee {as described in section 6.5)
and the Board. The appropriate level of
management deals with recruitment
and retention of other staff,

* Changes in the Company's Board of
Directors during the year are explained
in section 1.3 of this Annual Report.

Disease

There is a risk that demand for the
Group’s services could be adversely
affected by a significant outbreak of
disease. Such a fall in dermand would
have a negative impact on the
Group's revenue and financial
performance.

The Group has plans in place to
respond to any significant outbreak
of disease,

* No significant matters to report.

Information security

There is a risk that confidential and/or
commercially sensitive information
relating to and/or held by the Group
is subject to unauthorised access, use,
disclosure, modification, perusal,
TRTOTHING OF GeSIruCtion.

There is also a risk that the Group's
information and/or systems are
subject to disruption, corruption or
failure due to security breaches.

An Information Security Board
oversees the management of
information security risks, and takes
appropriate advice from suitably
experienced third party consultants
and internal experts.

Investment is made in appropriate
policies, people and technology to
reduce the severity and likelihood of
information security risks
crystallising.

* No significant matters to report.
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1.4.6 The challenges we face {principal risks and uncertainties) (continued}

Description of risk

Management of risk

Developments in year ended
30 April 2016

Section in
Annual Report

Information technology

The Group is reliant on information
technology for sales, operatiens and
kack office functions. Information
technology failures or interruptions
could adversely affect the Group.

An increasing proportion of the
Group’s sales are made digitally. There
is & risk that the Group's capability to
make sales digitally either fails or
cannot meet levels of demand and the
time taken to implement restorative
actions is unacceptably long due to
insufficient resource being available
and/or over reliance on a small
number of service providers. This risk
could result in significant levels of lost
revenue at a time when the Group is
investing in megabus.com coach
operations, of which internet sales is a
fundamental part. A significant and
ongoing megabus.com website failure
could severely affect the megabus.com
brand and also give a competitor an
agvantage during the time of the
failure,

The Greup is continually investing in
its information technology systems,
people and suppliers to ensure the
robustness of its information
technology. It is developing new
digital platforms and continues to
look to ensure that it secures reliable
service provision,

* No significant matters to report.

Litigation

The Group is exposed to the risk of
commercial and consumer litigation
arising from the legal envirenment in
some markets, particularty the United
States.

The Group has compliance
programmes in order to reduce the
risk of material litigation against the
Group.

* No significant matters to report.

Competition

Loss of business to existing
competitors or new entrants to the
marke1s in which we operate could
have a significant impact on our
business. We face competition for
customers not only from other
operators of trains, trams, coaches
and buses but also from other modes
of transport. The Group regards its
primary competitor as the private car
and aims to encourage modal shift
from car to public transport.

Developments in new technology
and/or new business modets could
affect the competitive environment in
which the Group operates.
Technological developments could
enable new competitors and/for
business medels to be developed that
disrupt or compete with the Group's
business.

Section 1.4.3 of this Annual Report
intludes comments on competition in
the cantext of each of the Group's key
divisions.

We monitor competitive develapments
in each of our markets and respond as
appropriate. That includes monitoring
developments in technology and
business models that could affect the
competitive landscape. Multi-modal
travel portals, taxi haiting technology
and businesses, ride-sharing
technology and businesses, and
driverless vehicles are amongst the
developments we are menitering and
assessing.

wWe work with local authorities,
including passenger transport
executives, regional transport
committees and transit authorities, in
the delivery and glanning of bus and
rail services.

+ We have seen increased competition
from cars and airlines affecting our rail
business during the year, partly
reflecting the impact of lower fuel
prices,

* 155

Details of the Group’s treasury risks are discussed in note 26 to the consolidated financial statements, and include the risk to operating costs arising from

movernents in fuel prices.

page 12 | Stagecoach Group plc




1.4.7 How we measure our performance (key performance indicators)

The Group uses a wide range of key performance indicators (“KPIs”) across its various businesses and at 2 Group level to measure the Group’s progress
in achieving its objectives. The most important of these KPls at a Group level facus on four key areas:

=  Profitability

*  QOrganic growth

* Safety

*  Service delivery

KPI 1 - profitability

The overall strategy of the Group is intended to promote the success of the Group and create long-term value to shareholders, in the shorter term, we
measure progress towards this overall aspiration by monitoring growth in adjusted earnings per share.

KPI 2 - organic growth

To create long-term value, we aim to deliver organic growth in revenue. We measure progress on this by division, looking at like-for-like growth in
passenger volumes and/or revenue as we consider most appropriate for the particular division,

KPIs 3 and 4 — safety and service delivery

To deliver organic growth in revenue, we aim to provide safe and reliable transport services that people want to use, We measure safety and service
delivery by division using a range of measures appropriate for each business.

Further details on how we calculate these key performance indicators, our targets and our recent performance is summarised below.

Profitability
Adjusted earnings per share is earnings per share before exceptional items and intangible asset expenses (“Adjusted EPS*), Adjusted EPS is calculated

based on the profit attributable to equity shareholders (adjusted to exclude exceptional items and intangihle asset exponses) divided by ihe weignted
Gverage nuinber uf ordinary shares ranking for dividend during the relevant period.

Adjusted EPS was as follows:

Year ended 30 April
2016 2015 2014
Target pence pence pence
Adjusted EPS To increase in excess of inflation 27.7p 26.7p 26.0p

Organic growth

The following measures of organic grawth are monitored;

* UK Bus {regional operations) and megabus Europe ~ growth in passenger journeys measured as the percentage increase in the number of passenger
journeys relative to the equivalent peried in the previous year.
* Rail - growth in passenger miles measured as the percentage increase in the number of miles travelled by passengers relative to the equivalent

period in the previous year.

® UK Bus {London} and North America ~ grawth in constant currency revenue from continuing operations measured as the percentage increase in
revenue relative to the equivalent period in the previous year.

The measures vary by division reflecting differences in the underlying businesses — far example, a significant propoertion of the revenue in North
America and all of the revenue in UK Bus {London] is not determined an a “per passenger” basis.

Throughout this Annual Report, references to passenger volume growth for UK Bus or Rail businesses mean growth determined on the basis set out
here.

Certain of these growth KPis involve a degree of estimation in respect of passenger volumes. All of the organic growth XFls are normalised to exclude

businesses that have not been held by the Group for the whole of the relevant year and the preceding year.

Year ended Year ended Year ended
30 April 2016 30 April 2015 30 April 2014

Target Growth % Growth % Growth %
UK Bus (regional operations) passenger journeys (0.8)% 0.1% 1.2%
megabus Europe passenger journeys 235.0% 65.1% 74.4%
UK Bus (London} revenue 2.5% 6.4% 5.2%
UK Rail passenger miles .
- South West Trains Positive growth 2.7% 3.9% 3.4%
— East Midlands Trains each year 1.2% 5.3% {0.8)%
- Virgin Trains East Coast 1.7% nfa nfa
~ Virgin Rail Group — West Coast Trains 2.6% 10.2% 4.5%
North America revenue {3.5)% 0.9% 3.9%

The reduction in passenger journeys at UK Bus {regional operaticns) in the year ended 30 April 2016 is partly a result of local authorities reducing spending
on supported services due to budget constraints. It also reflects a fall in the number of journeys by concessionary passengers {being clder people and
people with disabilities, who are legally entitied to free bus travel} during the year, which we believe is partly due to the poor weather conditions in some
areas of the UK between November 2015 and January 2016,
The increase in passenger miles at South West Trains during the year ended 30 April 2014 is artificially inflated by changes in travelcard factors used 1o
determine cross-industry passenger volumes in the London area. The decline in passenger miles at East Midlands Trains during the year ended 30 April
2014 includes the disruptive effect of engineering works on the rzil network, which reversed in the year ended 30 April 2015.
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1.4.7 How we measure cur performance (key performance indicators} {continued)

Safety
safety is monitored in various ways, including through a range of KPls, Businesses acquired or disposed of in the year are excluded from the safety KPls,
Eight of the more important safety KPIs are reported below:

Year ended Year ended Year ended

Target 30 April 2016 30 April 2015 30 April 2014
UK Bus {regional operaticns) — number af blameworthy
accidents per 1 miltion miles travelled 20.4 198 15.2
megabus Europe — number of blameworthy
accidents per 1 million miles travelled 11.9 6.7 7.4
UK Bus {London) = number of blameworthy
accidents per 1 million miles travelled 35.6 28.5 26.2
US - number of blameworthy accidents per
1 million miles travelled To decrease each 6.2 4.4 49
South West Trains — workforce lost time injuries year - L{Itimate target
per 1,000 staff is zero 1.4 1.5 1.4
£ast Midlands Trains — workforce iost time injuries
per 1,000 staff 13 11 13
Virgin Trains East Coast — workforce lost tirme injuries
per 1,000 staff 1.5 n/a n/a
Virgin Rail Group — West Coast - workforce Ioot time
injuries per 1,000 staff 13 1.8 13

Service delivery

Qur measures of service delivery include:

® UK Bus [regicnal operations), megabus Eurgpe and UK Bus [London) - reliability measured as the percentage of planned miles to be operated that
were operated.

Rail - punctuality measured on the basis of the Department for Transport’s Public Performance Measure {moving annual average) being the
percentage of trains that arrive at their final destination within 5 minutes {or 10 minutes for inter-city services) of their scheduled arrival time having
called at all scheduted stations. References 1o rail punctuality throughout this Annual Report refer to punctuality caleulated on this basis.

Due to the nature of the North American business, there is no single measure of service delivery for the North American Division as a whole, Service
delivery KPIs are not reported for businesses acquired or disposed of in the year.

The service delivery XPIs were as follows:

Year ended 30 April
2016 2015 2014
Target % % %

UK Bus {regional operations} reliability >99.0% 99.4% 99.5% 99.5%
megabus Europe reliability >99.0% 99.7% 99.3% 99.7%
UK Bus (London) reliability >99.0% 97.4% 97.2% 98.0%
UK Rail punctuality

- South West Trains >80.0% 90.0% 90.1% 89.5%
- East Midlands Trains >85.0% 92.8% 92.3% 91.2%
- Virgin Trains East Coast >85.0% 85.0% nfa n/a
— Virgin Rail Group - West Coast Trains >85.0% 86.2% 84.4% 86.1%

The deterioration in UK Bus (London) reliability in the year ended 30 April 2015 reflects services not being operated during two days of strike action by
bus drivers and to a lesser extent, increased traffic disruption in London.
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1.5 Divisional Performance
1.5.1 UK Bus (regionai operations}
Financial performance

The financial performance of the UK Bus (regicnal operations) Division for
the year ended 30 April 2016 is summarised below:

Year to 30 April 2016 2015

£im £m Change
Revenue 1,032.8 1,036.3 {0.31%
Like-for-fike* revenue 1,029.2 1,034.0 {0.5)%
Operating profit* 137.3 145.3 {5.5)%
Operating margin 13.3% 14.0% (70}bp

The above figures exclude the results of the megabus.com inter-city coach
business involving mainland Europe, which has now been reported as a
separate operating segment. Taking megabus Europe and the UK Bus
{regional operations} Division together, like-for-like revenue growth was
0.4%. As megabus Eurcpe has develaped, we have reported that business
within the results of the UK Bus {regional operations) Division. Reflecting its
growth, we now report the business as a separate operating segment to
provide a clearer view of its financial performance distinct from the UK
businesses, The prior year figures far the UK Bus {regional operations}
Division have been re-stated to exclude megabus Europe.

While the operating profit for the year ended 30 April 2016 of £137.3m fell
short of the target we set at the start of the financial year, the UK Bus
(regional operations) Division remains a strong business. Operating margin
was over 13% and the business continues to generate a double-digit
percentage annual rate of return on capital.

Revenue and operating profit In the year was adversely affected by a numher
of factors including lower underlying demand; the effects of severe weather
in late 2015 and early 2016 particularly in Cumbria, Scotland and Greater
Manchester; and severe road congestion especially in Manchester. In our
view, the lower underlying demand partly reflects a deterioration in
provincial high streets coupled with a rise in online shopping and we continue
to review and adjust our bus networks to respond to that trend.

Revenue fell year-on-year reflecting the above factors as well as contract
and tender losses. The year-on-year reduction in operating profit reflects
the revenue decline in the year with savings in fuel casts being insufficient
to offset inflation in other costs, particularly staff costs.

Like-for-like revenue can be analysed as follows:

disabilities, free of charge to the passenger. Revenue from tendered and
school services provided under contract declined, as a result of lacal
authorities reducing spending on supported services due to budget
constraints. Revenue from other contracts, hires and excursians also fell in
the year, which partly reflects the megabus sleeper services that we
formerly operated under contract for Scottish Citylink being diractty
operated on our own behalf from January 2015.

Lower oil prices have reduced the marginal cost of operating a car and
while we believe that the immpact of that on the Division's revenue has been
proportionately less than we have seen in North America, our market
research indicates that there has been some adverse effect.

Road works and Increasing road congestion have also had some negative
impact on revenue. The bus can help in addressing read congestion if lecal
authorities work in partnership with bus operators including in respect of
bus priority measures.

Excluding concessionary volumes, estimated like-for-like passenger journeys
fell by around 0.2%. [n some of our regional bus companies, estimated
journey growth was over 4%, We continue to see growth rates vary across
the country with local economic conditions having a significant effect.

The decrease in operating rmargin was built up as follows:

Operating margin — 2014/15 14.0%
Change in:
Staff costs .47
Fuel costs 1.4%
Insurance and claim costs 0.5%
Other (0.5)%
Operating margin — 2015/16 13.3%

The main changes In the operating margin shown above are:

* Staff costs, including pension costs, rose by more than inflation,
whereas revenue growth has been more modest.

® Fuel costs have reduced reflecting market fuel prices and our fuel
hedging programme.

* Insurance and claims costs have reduced due to lower costs an the seif-
insured portion of claims.

Qur costs remain generally well controlled, which has aliowed us to keep
recent fare increases to a minimum. Our fuel costs have reduced this
year and are forecast to reduce again in 2016/17, reftecting the profile of
our fuel hedging programme. Staff costs, which are the biggest
component of our cost base, have increased in line with our expectations.
Only a small mingrity of our employees previously received a wage rate
below the new National Living Wage that applies from April 2016, but we
remain mindful that the introduction of and subsequent increases in the
National Living Wage could add to wage inflation generally across the UK.
We will also incur increased payroll tax costs when the new Apprentice
Levy is Imposed from April 2017. We still anticipate that any increased
wage inflation will be manageable over the coming years as part of our
usual management of costs.

Cust: r improvement initiatives

Year to 30 April 2016 2015

£m fm Change
Commercial on and off bus revenue 604.0 600.6 0.6%
Concessionary revenue 247.7 248.7 {0.4)%
Tendered and school revenue 111.0 116.% (4.4)%
Contract revenue 39,5 41.5 (4.8)%
megabus.com UK 24.1 23.1 4.3%
Hires and excursions 2.9 4.0 {27.5)%
Like-for-like revenue 1,029.2 1,034.0 {0.5)%

Like-for-like revenue excludes the revenue earned in the prior year from
contracts to provide transport for the Commonwealth Games in Glasgow,
Overall like-for-like revenure fell 0.5% and estimated passenger journeys on
an equivalent basis fell 0.8%. After normalising on a pra rata basis for the
extra leap day year in 2016, the equivalent revenue and journey declines
were 0.7% and 1.0% respectively.

Cammercial revenue {i.e. revenue earned directly from fare-paying
passengers) grew in the year but this was offset by weakness in the other
categories of revenue. Concessionary revenue fell modestly, with lower
journey numbers and continued pressure from local authorities to
minimise the rates they pay us for carrying older people and people with

* See definitions in note 35 to the consolidated financial statements

We are continuing to invest in enhancing the quality of our UX bus and
coach services, and in initiatives to further increase customer
satisfaction. Around 480 new buses and coaches will be introduced in
2016/17 at a cost of nearly £100m, with most built by UK manufacturers.

During the year ended 30 April 2016, we launched a new mobile website
as part of our digital investment programme. Stagecoach bus passengers
are benefiting from easier journeys through the new website, which
allows customers to check live running times for their services and buy
travel straight from their smart phone. We will introduce further digital
investments, including an app for our local bus customers, fater this year,
Stagecoach and other major bus operators delivered on their pledge to
introduce smart multi-operator bus ticketing in all nine of England's smart
city regions during the year. In addition, Stagecoach is working with other
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bus companies to explore the introduction of next generation contactless
travel across alt of Britain’s buses and 1o deliver multi-operator smart
ticketing across Scotland's fargest cities during 2016/17. The project in
Scotland is expected to extend to rail, ferries and the Glasgow
Underground.

Qur strong focus on our customers is reflected in the latest Independent
Transport Focus satisfaction data. Passengers rated Stagecoach the best
value major bus operator in Britain for the third consecutive year and our
sarvices were given an approval rating of 86%. The research also highlighted
the impact of road congestion on bus passenger satisfaction and we are
pursuing this issue with local authorities.

We are also continuing to develop our customer offer for our express coach
customers in the UK, Customers using Oxford Tube, our London-Oxford
frequent express coach service, are now benefiting from a new mobile
phane app. We have invested further in new vehicles for key inter-urban
express routes in Scotland and the launch of a new premium coach service
in the south-west of England.

Enhanced partnerships

We continue 1o believe that enhanced partnership working is central to
the future growth of bus use. In the past year, we have built on our
strong existing links and have worked with other private bus operators
and public sector transport authorities t¢ launch new bus alliances in
Merseyside, the West Midlands and Yorkshire, These alliances have set
ambiticus targets to genciale gruwih and make bus a transport mode ot
choice for more people through investment in new vehicles, multi-
operator smart ticketing and network improvements,

Regulatory matters

The UK Government has now published a Bus Services Bil! as part of its plans
to devolve a range of powers and funding to regional authgrities. We
welcome the strong focus and encouragement in the Bill on strengthened
partnership warking between local transport authorities and local bus
companies. We share the Government’s view of the value of joint werking to
address bus quality, accessibility and reliability. This proven and successful
approach allows partners to deliver more collectively than they can alone,
and at better value for taxpayers than other approaches.

The Bill alsp proposes to give powers to some English local authorities
outside Londen to introduce bus franchising. We note that the planned
legiskation does not impose this approach. Any planned franchising scheme
would require the development of a business case, which would be subject
to assessment, audit and consultation. In addition, authorities other than a
mayoral combined authority would need the approval of the Secretary of
State for Transport tc implement a bus franchising scherne,

In the majority of the geographic areas served by our regional bus
operations, there is no major pressure for bus franchising. It is also likely to
be some years before any significant bus franchising, if proposed, is
implermented. We do, however, recognise that any franchising scheme
introduced outside Landon may have the potantial to affect the profitability
of our bus business.

The Bill states that a transport authority’s assessment of a proposed
franchising scheme would need to consider severa! factors: whether the
proposal would contribute ta the implementation of the authority's policies,
how the scheme would operate, whether it would be affordable and
represent value-for-money, and the likelihood that the authority would be
able to secure the proposed local services. However, we believe the Bill
requires tougher taxpayer safeguards, steps to ensure greater transparency
and clearer legal protections to prevent a franchising authority from pressing
ahead with a scheme that does not meet key tests. We note that last year a
scheme proposed by the North East Combined Authority, the only fully
worked up praposal for bus franchising in the UK outside London, failed on
numerous counts to meet the applicable statutory tests under current
legislation. This is clear evidence of the value and need for proper
protections.
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Stagecoach is proud to offer the best value fares of any major bus operator
in the country. We are also invasting in new digital solutions for our
customners and playing a leading industry role in the delivery of smart
ticketing. We support the Government’s objectives around open data on
information and ticketing. This can deliver significant benefits to passengers
through the development of new apps and we have already started the
process to preoactively make this data available.

We support the principle of devolution and the growth ambitions of regions
across the country. Public transport in general and buses specifically are a
key part of making that a reality. However, devolution must be about
practical improvements, not just new structures. The ultimate objective
should be to improve the wider environment for buses and support
effarts to make bus travel a real and attractive alternative to car use. Bold
and urgent measures are required to tackle the road congestion crisis and
associated pollution which is damaging the health and well-being of our
local communities and our ecanomy, otherwise the benefits of devolution
for public transport will not be realised. We will continue 10 monitor and
help inform the progress of the Bus Services Bill, together with any
associated secondary legislation and guidance issued by the Department
for Transport.

Qutlook
We continue to expect underlying revenue growth from our local bus
services to remain modest in the shart-term. We have kept recent fare

increase< ta a minimum and are ceaking to stimulste demand thiug

gl
those low fare increases, enhanced marketing and the further development
and promation of our digital offering. Modest revenue growth is balanced
with ¢osts continuing to be well controlled and with some further reduction
in fuel costs anticipated. Given that, we have not significantly changed our
expectation of the Division’s operating profit for the year ending 30 April

2017 since our last update on trading.

1.5.2 megabus Europe

Financial performance

The financial performance of the megabus Eurepe Division for the year
ended 30 April 2016 is summarised below:

Year to 30 April 2016 2015

£m £m Change
Revenue and like-for-like revenue 18.9 9.2 100.0%
Operating loss {24.1) (4.2) {437.8)%
Operating margin {131.0)% (45.7)%  {8.530)bp

megabus Europe has delivered further revenue growth in the year as it
axpanded its network of inter-city coach services between the UK and
mainfand Europe, and within mainland Europe.

The operating loss for the year of £24.1m is higher than we forecast at
the start of the year. Around half of that variance is due to us adding
further inter-city services that were not anticipated at the start of the
year, principally in response to the de-regutation during the year of inter-
city coach services in France. The remainder of the variance is due to
higher than forecast losses on the services we planned to operate. We
continue to see an impact from low fuel prices, strong competition from
other Inter-city transport operators and also, we befieve that the high
profile terrorist attacks that occurred In Paris and Brussels during the
year discouraged some travellers from visiting major European cities and
therefore had an adverse impact on the Division’s revenue.

megabus Europe sold inter-city coach journeys to customers (primarily
through its own websites} and operates most of the coach services that
provide those journeys, Others in the market, such as FlixBus, sell the
journeys and sub-contract the operation of the coach services. We have
sold the retailing part of megabus Europe to FlixBus, wha has contracted
us to operate a number of ongoing coach services. The sale completed
on 1 July 2016. We look forward to building on that new partnership
with FlixBus.




The agreed amount of the consideration for the sale of the retail
operations has been satisfied by the issue of a toan note from FlixBus to
Stagecoach. We expect the loan note to be fully settled by the end of
2017. Payment of the lean note is not subject to any conditions or
performance criteria which need to be fulfilled. We have additionally
agreed to transfer vehicles at a future date to FlixBus or other parties
nominated by it. The Group expects to report an exceptional gain on the
disposal of the business. In addition, the Group expects to profitably
operate a number of inter-city coach services on behalf of FlixBus for at
least a further three years.

megabus.com services operating wholly within the UK or North America
are not part of the sale to FlixBus.,

Qutlook

megabus Europe has continued to incur losses into the new financial year
ending 30 April 2017. Those ongoing operating losses should cease with
the sale of the retail business. The Group may incur some costs as a
result of the sale and such costs will form part of the calculation of the
overall gain on disposal of the business.

1.5.3 UK Bus {London}

Financial performance

The financial performance of the UK Bus {London} Division for the year
ended 30 April 2016 is summarised below:;

Year to 30 April 2016 2015

£m Em Change
Revenue and fike-for-like revenue 267.1 260.6 2.5%
Operating profit 20.2 26.3 {23.2)%
Operating margin 7.6% 10.1% {250)bp

The Division continues to perform in line with our expectations. During
the year, we have experienced a small net reduction in contracts with
Transport for London. However, we beliave our strategy of bidding
prudently is the right one for the long-term sustainability of the business.

Road works remain a significant operational challenge. A recent study by
INRIX suggested that planned road works in London had increased by
362% since 2012 and, together with a rise in light goods vehicles was the
major cause of increased road congestion. However, there are signs that
the impact of major road work schemes is starting to ease as these move
towards completion. An improved operating environment should also be
a positive factor in determining financial performance, including quality
intentive income.

The reduction in operating margin was built up as follows:

Operating margin — 2014/15 10.1%

Change in:
insurance and claims costs (1.2)%
Prior year gain on sale of property (0.5)%
Staff costs (1.4)%
Materials and consumables (0.6)%
Fuel costs 1.8%
Other (0.5)%

Operating margin — 2015/16 7.6%

The prior year margin benefited from one-off items in respect of a £3.0m
insurance provision release and a £1.5m gain on disposal of a depot,

The reduction in quality incentive income has also impacted the Division's
operating margin, Staff, and certain other costs, that increase with the
vehicle mileage operated have increased at a faster rate than revenue as

a result of the reduced quality incentive income. The resuiting reduction
in margin has been partially offset by the lower fuel costs, which reflect
market fuel prices and our fuel hedging programme.

OQutlook

The outlook for the London Bus operations is positive with continuing good
profitability expected from our portfolio of contracts with Transport for
Londen. We still aim to deliver long-term operating margins of 7% or more.

New development land is being made available for residential housing
projects in East London to accommeodate the capital’s growing population.
This is expected to lead to the procurement of new or extended contracts
by Transport for London in the next few years. We are well-placed to
benefit from this expansion and have available depot capacity to
accommodate new centract wins.

1.5.4 North America

Financial performance

The financial performance of the North America Division for the year
ended 30 April 2016 is summarised below:

Yaar to 30 April 2016 2015

ussm ussm Change
Revenue 647.7 680.1 [4.8)%
Like-for-like revenue 656.2 680.1 {3.5)%
Operating profit 28.4 153  (19.5)%
Qperating margin 4.4% 5.2% {80)bp

Trading in our North America Division continues to be affected by lower
fuel prices which are impacting demand for inter-city coach services, The
aperating profit for the year of U$$28.4m is in line with our recent
expectations, and the reduction in the year is mainly due to lower
operating profit from megabus.com reflecting the low fuel prices.

We have revised our revenue categories in the year to try to better reflect
the different risk-reward profiles of the various components of the
Division’s revenue. Like-for-like revenue, using the new categorisation,
was built up as follows:

Year to 30 April 2016 2015
ussm Ussm Change
megabus.com 206.8 222.5 (7.1)%
Scheduled service
- Commercial revenue 157.5 162.3 (3.0)%6
— Supparnt from local authorities 19.0 17.6 B.O%
Charter 125.5 127.9 (1.9)%
Sightseeing and tour 28.6 31.6 (9.5)%
Contract services 118.8 118.2 0.5%
Sightseeing and tour 28.6 316 (9.5)%
Like-for-like revenue 656.2 680.1 (3.5)%

The fall in oil prices has continued to impact demand adversely for our
megabus.com inter-city coach services, with like-for-like revenue at
megabus.com North America being 7.1% below last year. The
megabus.com revenue figures now include revenue from megabus.com
branded services in Canada, which were originally operated under
different brands.

During the year, we reduced the mileage operated by megabus.com to
better match changed levels of demand and have launched 3 new
marketing campaign to capitalise on the 10th anniversary of the
megabus.com brand in North America, with a particular focus on digital
channels.
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The reduced scheduled service revenue includes the adverse effect on
demand for some services resulting from the strong US dollar impacting
the number of European visitors to the US and spending by those
visitors. Our scheduled services to and from the major Woodbury
Commons retail outlets centre, for example, have seen revenue decline.
we have also seen some decline in revenue on certain scheduled,
airport express services reflecting competition and reduced visitor
numbers.

Charter revenue has reduced during the year, partly reflecting
decreased volumes from a major customer in Canada.

Contract revenue includes transit contracts operated by us for local
authorities, akin to the business of our UK Bus {London) Division. Some
of those contracts were not retained when re-tendered resulting in
reduced revenus but the contracts lost did not earn a significant profit.
This loss of transit contracts has been offset by other new contract work
secured.

The sharp fall in sightseeing and tour revenue reflects weak trends in
that market, particularly in the highly competitive markets in which we
operate “hop-on, hop-off” sightseeing tours.

The decrease in operating margin was built up as follows:

Operating margin - 2014/15 5.2%
Change in:
Staff costs (1.0)%
Depreciation {0.8)%
Fuel costs 1.6%
Insurance and ¢laim costs (0.5)%
Other {0.1)3%
Operating margin — 2015/16 4.4%

The main changes in the aperating margin shown above are:

» Staff costs have declined at a slower rate than the fall in revenue, After
adjusting for vehicle mile reductions, staff costs have increased in line
with inflation.

Depreciation costs have increased as expected, given we have largely
maintained the size of our fleet, which provides us with the flexibility to
increase mileage in response to market conditions and customer
demand.

Fuel costs have reduced reflecting market fuel prices and our fuel
hedging programme,

= Insurance claims costs increased as a percentage of revenue as we
continue to see inflation in US claims costs.

Regulatory matters

We welcome the passing in December 2015 of the Fixing America's
Surface Transportation {FAST) Act, which brings certainty to United States
federal surface transpottation spending through to 2020, As welt as
addressing improvements to key highway infrastructure, it recognises the
key contribution of motor coaches to the economy, provides for greater
input from operators in the transportation planning process, and supports
public-private partnership initiatives and intermodal connectivity between
passenger rail and inter-city buses,

QOutfook

Qil pricas fell sharply towards the end of 2014 with a consequential
adverse effect on megabus.com revenue. While US “at the purnp” gas
prices remain below the prices of a year ago, the business remains
profitable and we have operational plans in place and fleet capacity to
grow the business if and when we see revenue recover. However,
megabus.com revenue trends are not yet improving to the extent we had
anticipated and we have revised our forecast 2016/17 North America
operating profit accordingly.

We continue 1o seek to improve the profitability of the rest of the North
American business by remalning focused on further improving the
customer experience. We see opportunities for new contracts wins but
will remain disciplined in ensuring that our contract bids remain designed
to deliver a satisfactory rate of return on cagital.
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1.5.5 UK Rail

Finantial performance

The financial performance of the UK Rail Division (excluding exceptional
items} for the year ended 30 April 2016 is summarised below:

Year to 30 April 2016 1015

£m £m Change
Revenue 2,129.1 1,478.4 44.0%
Like-for-like revenue 1,398.3 1,360.4 2.8%
Operating profit 66.7 26.9 148.0%
Cperating margin 3.1% 1.8% 130bp

The UK Rail Division has performed well during the year, which in¢ludes
the first full year of operating the Virgin Trains East Coast franchise.
However, the outlook for the UK rail industry has become more
challenging in recent months. Revenue growth in our UK Rail Division
slowed significantly in the second half of the year ended 30 April 2016.
Woe believe the reduced rate of growth reflects the effects of weakening
consumer confidence, increased terrorism concerns, sustained lower fuel
prices, the related effects of car and air competiticn, slower UK GDP
growth and stowing growth in real earnings.

East Midtands Trains

Revenue at East Midlands Trains grew 4.1% in the year, The business is
deiivering a strong tinancia! performance and a share of that strong
performance is being paid to the Department for Transport under the
franchise “profit share” arrangement. That arrangement also provides
some financial protection to the business if future revenue is less than
currently anticipated because, all other things being equal, the revenue
shortfall would be partly offset by profit share payments also being lower
than currently anticipated.

In September 2015, the Group agreed a new East Midlands Trains
franchise with the Department for Transport, which commenced on

18 October 2015 and is scheduled to run until 4 March 2018. The
Department for Transport has the option to extend the contract by up to
one year on commercial terms that have been agreed, and the
Department has already indicated that it expects the franchise to run
until at teast July 2018. East Midlands Trains remains Britain's most
punctual long-distance train operator and passengers are benefitting
from the previously announced investments of around £13m under the
new agreement.

We have made a good start to the new franchise and have launched a
new mobile app to make travel easier for our customers and support our
growth plans, We recently launched a new marketing campaign,
including regional TV, direct mail and digital advertising, to promote our
strong customer service offer. Investment is continuing in improved
stations, such as the introduction of new cycling facilities.

South West Trains

South West Trains’ revenue grew by 2.4% in the year. It currently
receives revenue support from the Department for Transport such that
any future shortfall in revenue versus our current expectation would be
BO% offset by increased revenue support income from the Department.

Sauth West Trains is progressing a previously announced £50m package
of investment. In December 2015, we launched extra services and new
links to London for many communities across the West of England, as
well as other improvements, as part of the introduction of an improved
timetable. Working with the Department for Transport and Network
Rail, South West Trains has announced the start of an £800m
investment programme to provide an overall 30% increase in peak time
capacity by 2019. It includes an expanded and improved Londan
Waterloo station, a new fleet of Siemens built Class 707 trains, extended
platforms at 10 stations for longer trains on the Reading line,
improvements to depots and maintenance facilities, and new
technology to boost the efficiency and punctuality of our fleet.

We note the Government consultation on high-level plans for rail
services that operate mostly or wholly within the Greater London




boundary to transfer to Transport for London, which could include inner
suburban rail services operating out of London Waterloo that currently
form part of the South West Trains business. Although this transfer will
not happen during our current franchise term, we will continue to
monitor developments and press the case for any decisions to balance
long-term capacity improvements for customers, continued value for
money for taxpayers, and the retention of the benefits of an integrated
rail network.

Virgin Trains East Coast

We began operating the Virgin Trains East Coast franchise in March 2015,
in which we have a 90% interest, and have made significant strides in the
delivery of our planned £140m programme of investment to transform
customer journeys. Although, as expected, our initiatives have yet to
have a significant impact on revenue, the business’ revenue did grow by
5.2% in the year.

Virgin Trains East Coast does not benefit from revenue support in the
form received by South West Trains and nor is it currently making profit
share payments like East Midlands Trains. Accordingly, its future
profitability is more exposed to changes in forecast revenue than the
revenue of those other franchises. However, we are pursuing a wide
range of actions to grow the business.

In the first 12 months of the franchise, we have invested almost E18m.
Customer-focused investment is delivering new interiors across the
existing train fleet, including leather seats in First Class and new seats
and carpets in Standard class. We have also unveiled the first of our new
fleet of Azuma trains which are set to revolutionise travel on the £ast
Coast franchise from 2018. A fleet of 65 trains will provide 12,200 extra
seats under a new and expanded timetable, increasing peak capacity into
King's Cross station in London by around 28% as well as cutting journey
times. We have already launched new routes from Sunderland and
Stirling, as well as more than 40 additional services a week between
Edinburgh and London, amounting to 22,000 extra seats per day. Eight
lounges have been transformed at stations between London and
Edinburgh, doubfing the seating capacity and offering an improved
environment for our customers. We have also started a trial of paperless
m-Tickets, which provide customers with a barcode that can be scanned
directly from a smart phone or tablet. These are just some of the many
initiatives that we are pursuing ta improve the customer experience and
grow revenue.

In May 2016, the Office of Road and Rail (“the ORR") approved the
application made by Virgin Trains East Coast to run new services
between London and Edinburgh, Harrogate, Lincoln and Middlesbrough.
These sesvices formed part of ous successful bid for the £ast Coast rail
franchise. Virgin Trains East Coast’s core existing timetable has been
approved from December 2017 when the current access contract
expires, In addition, it has been granted firm rights for service extensions
to Bradford, Lincoln and Harrogate from May 2019, and for Edinburgh
and Middlesbrough from May 2¢21.

The ORR has also approved an application from another train operator
1o run open access train services between London and Edinburgh with
firm rights from May 2021. As noted by the ORR, when these services
commence they are expected to impact revenue from Virgin Trains East
Coast services, although we also note that it is not certain that the
infrastructure will be in place to reliably accommodate all of the
approved services, We do not believe the granting of open access
sarvices within a franchised system and without a level playing field is in
the best interests of passengers, taxpayers or communities. We are
assessing the ORR decision and implications in detail and reviewing our
options,

Rail industry structural and regulatory matters

We note the publication of the Shaw review on the future shape and
funding of Network Rail. The report has recommended “route
devolution” 1o give parts of the rail network more power. It suggested
Network Rail’'s eight regions should also be required and empowered to

find local sources of funding and financing. Options include altowing
private firms to run part of the rail network for a fixed period. We
believe that any future structure and approach should support the
delivery of a more integrated rail service, with decision-making which
puts the interests of custamers first and delivers a more optimal and
efficient management of the network.

Separately, the Competition and Markets Authority {"CMA”) has
concfuded a project looking at the possibilities for introducing greater
competition between passenger train operators. The CMA said that, for
the major inter-city routes, increasing the number of open access
services or splitting franchises offered the mast immediate benefits
from increased competition, but that a move towards a system of
multiple licensed operators replacing franchises could also be worth
consideration in the future. As Stagecoach and our partners Virgin have
previously made clear, competition for the market through franchising
has a proven track record of delivering impraved custemer service and
good value for taxpayer investment. We do not believe a hybrid model
of franchised and open access operators on the same network offers
either a level playing field or the best use of limited network capacity.
For inter-city networks, however, we believe a licensing system could
boost competition and bring benefits to both passengers and
government.

Franchising update

Stagecoach Group is ane of two operators to have been shortlisted by
the Department for Transport for the new South Western rail franchise,
which is expected to start in June 2017, We are proud to have operated
the network under the South West Trains brand since 1996, We are
already well underway with the development of our plans te build on
that success. Our detailed knowledge of the business places us in a
strong position to bid for the new franchise and we expect a new
operator to be selected in early 2017.

During the year ended 30 April 2016, the Group was a 40% partherin a
joint venture with Abellio, which was shortlisted to bid for a new East
Anglia rail franchise. We were unable to reach an agreement with
Abellio on elements of the proposed bid and tock a decision not to
proceed with an equity participation in the bid.

We will continue to consider other rail bidding opportunities that we
believe will deliver benefits to passengers and add value for our
investors.

Outlook

The slower UK Raif revenue growth experienced in the second half of
the financial year ended 30 Aprit 2016 has continued, and the financial
outlook for the year ahead is somewhat uncertain. We therefore
remain cautious and have updated our forecast of 2016/17 UK Rail
operating profit accordingly. We will continue to focus on delivering our
commitments and driving growth.

1.5.6 Joint Ventures

1.5.6.1 Virgin Rail Group

Financial performance

The financiat performance of the Group’s Virgin Rail Group jaint venture
{excluding exceptional items) for the year ended 30 April 2016 is
summarised below:

Year to 30 April 2016 2015
49% share £m Em

Revenue 5253 510.3
Operating profit 32.6 280
Net finance income 0.7 -

Taxation (9.1} (5.7)
Profit after tax 24.2 22.3
Operating margin 6.2% 5.5%
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Virgin Rail Group's West Coast rail franchise continues to perform
strongly and that is benefitting taxpayers through profit share payments
by the business to the UK Department for Transport. The Department
for Transport has formally extended the current franchise, which
commenced inJune 2014, to run until 31 March 2018 on the
commercial terms already agreed.

The Group's share of the results of Virgin Rail Group is based on the
management accounts of Virgin Rail Group te the period end that falls
closest to the Group’s balance sheet date of 30 April. The Group's
results for the year ended 30 April 2015 incorporate its share of Virgin
Rail Group’s results for the period from 27 April 2014 to 2 May 2015 and
for the year ended 30 April 2016, incorporate its share of Virgin Rail
Group’s results for the peried from 3 May 2015 to 30 April 2016. The
impact on the Group’s share of Virgin Rail Group's profit and net assets
of using these periads rather than the years ended 30 April is not
material. However, the revenye figures reported above are affected,
After normalising the revenue to an eguivalent number of days in each
year, the estimated revenue growth was around 5%.

virgin Trains West Coast has continued to work to improve customers’
experience and grow revenue notwithstanding that its current franchise
now has less than two years to run. The revenue growth in the year has
been supported by continued investment in marketing, new ticket gates
at key stations and the conversion of one carriage {coach G) on each of
the 21 nine-carriage trains from a first class carriage to a standard class
carriage. Revenue in the second half of the year was adversely affected
by the closure of a viaduct in south Scotland on the West Coast
Mainline. However, the business received contractual compensation
from Network Rail in respect of that.

In Qctober 2015, Virgin Trains West Coast became the first train
company to automatically compensate some customers if they are
delayed. A customer who buys an Advance ticket through
virgintrains.com or the app will automatically receive money directly
back onto his or her payment card when their train service is delayed by
30 minutes or more. Virgin Trains West Coast also introduced a new
text-messaging service offering personalised, customised boarding
information. It is available for people booking on the Virgin Trains
website travelling with Virgin Trains from London Euston on all services
on the West Coast Mainline including Birmingham, Manchester,

Liverp ool and Glasgow. These are excellent examples of private sector
innovation delivering customer improverments commercially without the
need far overly restrictive contractual commitments or government
intervention.

Franchising

The current Virgin Trains West Coast franchise is due to end in March
2018. The Department for Transport’s most recent rail franchise schedule
envisages a competitive tender process being held to select the operator
for @ hnew West Coast franchise, with a view to the new franchise
beginning in April 2018, We look forward to seeing more detail on the
Department’s plans for the West Coast business beyand March 2018.

Qutlook

Despite a recent reduction in revenue growth, the West Coast franchise
continues to perform ahead of our expectations at the time the contract
was agreed. As with our UK Rail businesses, we will seek to mitigate the
effects of lower revenue growth, through additional initiatives to grow
revenue and a continuing focus on strong cost control. The contract
includes protections for taxpayers which limit the level of profit that the
business can earn and, as 2 result, there is limited scope for further profit
growth, within the term of the current West Coast franchise,
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1.5.6.2 Twin America

Financial performance

The financial performance of the Group’s Twin America joint venture
[excluding exceptional items) for the year ended 30 April 2036 is
summarised below:

Year to 30 April 2016 2015
60% share ussm Ussm
Revenue 69.8 74.7
Operating {loss)/profit {0.9) 3.4
Finance costs (net) {0.3) (0.2}
{Loss}/profit after tax {1.2} 3.2
Operating margin (1.3)% 4.6%

Trading at our Twin America joint venture remains challenging. There is
continued strong competition in the New York sightseeing market. In
addition, as part of a previously reported litigation settlement, Twin
America surrendered its rights from May 2015 to use certain bus stops
and adjusted its service levels accordingly.

Impairment review

The Directors undertook an impairment review as at 30 April 2016 of the
carrying value of the Group's interest in Twin America. An exceptional
Ciarge ui £37.5m was recognised, which refiects our expectation of a
continuation of the highly competitive market environment for the
foreseeable future. We remain supportive of the joint venture’s
management team and the plans it has developed to improve the
profitability of the business in the years ahead.

Litigation

In December 2012, the United States Department of Justice and the
Attorney General of the State of New York initiated legal proceedings
against Twin America and others alleging that the formation of Twin in
2009 was anticompetitive. Several private actions were also filed in
relation to this matter. A settlement was reached with the private
plaintiffs in 2014. A settlernent was agreed with the US Department of
lustice and the New York Attorney General's office earlier this year and
has now received court approval. Related to the Twin America litigation
invelving the Group’s North America Division, the Department of Justice
is continuing to investigate the conduct of company personnel in
responding to discovery obligations in the investigation and litigation.
The Department of Justice has not taken any enforcement action related
to these issues, and the Group is co-operating with the investigation.

1.6 Other financial matters

1.6.1 EBITDA, depreciation and intangible asset expenses
Earnings from continuing operations before interest, taxation,
depreciation, intangible asset expenses and exceptional items {pre-
exceptional EBITDA} amounted to £370.0m (2015: £353.3m), Pre-
exceptional EBITDA can be reconciled to the consolidated financial
statements as follows:

Year to 30 Agpril 2016 2015
£m Em

Total operating profit before

intangible asset expenses and

exceptional items 228.8 2271

Depreciation 132.2 120.1

Add back joint venture

finance incormne & tax 9.0 6.1

Pre-exceptional EBITDA 3.0 3533

The income statement charge for intangible assets increased from
£11.9m to £15.8m, principally due to the first full year of amortisation of
Intangible assets in respect of the virgin Trains East Coast franchise.




1.6.2 Exceptional items
The following exceptional items were recognised in the year ended 30
April 2016:

* As explained later in this report at section 1.6.7, a pre-exceptional loss
of £23.3m was recognised relating to the re-financing of bonds.

-

As explained in section 1.5.6.2, an excepticnal charge of £37.9m was
recognised in respect of the Group’s interest in Twin America.

A pra-tax exceptional impairment loss of £6.0m has been recorded in
relation to the impairment of assets at Sheffield Supertram. The
financial performance at Sheffield Supertram was adversely affected by
the closure of parts of the tram network to undertake replacement of
the tram track, The financial perfarmance has not recovered to the
extent we previously forecast and as a result, we undertook an
impairment review of the business’ assets and conctuded that they
were impaired

1.6.3 Net finance costs

Net finance costs, excluding exceptional items, for the year ended

30 April 2016 were £41.4m {2015: £42.1m) and can be further analysed
as follows:

Year to 30 April 2016 2015
£m £m

Finance costs, exciuding exceptional items

Interest payable and other facility costs on bank

loans, loan notes, overdrafts and trade finance 5.9 7.9

Hire purchase and finance lease interest payable 21 25

Interest payable and other finance costs on bonds 25.9 273

Unwinding of discount on provisions 3.9 3.8

Interest charge on defined benefit pension schemes 5.3 33
43.1 448

Finance income

Interest receivable on cash {1.4) {1.5)

Effect of interest rate swaps (0.3) {1.2)
(1.7) {2.7)

Net finance costs, excluding exceptional items 41.4 421

1.6.4 Taxation

The effective tax rate for the year ended 30 April 2016, excluding
exceptional items, was 18.9% (2015: 19.0%).

The current year effective tax rate is depressed by adjustments in respect
of the utilisation of previously unrecognised tax losses. It also reflects the
impact of the reduction in the rate at which deferred tax is calculated,
with legislation substantively enacted in October 2015 reducing the
applicable UK corporation tax rate to 19% from April 2017 and 18% fram
April 2020. A subsequently announced reduction in the rate to 17% from
April 2020 has not yet been substantively enacted and so its effect is not
reflected in the financial statements ta 30 April 2016.

The tax charge can be analysed as follows:

In February 2016, a first First Tier Tax Tribunal ruled in favour of Her
Majesty's Revenue and Customs (“HMRC”} on a tax case involving the
Group. The case invalved the interpretation of historical and technical
issues where the Group's interpretation of the legislation differed from
HMRC's. The issues are no langer relevant under current legislation. No
additional tax is payable by the Group in respect of the matter and no
additional expense arises in the consolidated financial statements. The
transactions involved investment in Stagecoach companies and, while the
Tribunal ruting did net dispute the commercial rationale behind those
transactions, it did not agree with the tax treatment the Group had
adopted. Having taken all factors into account, we decided not to appeal
the decision.

Stagecoach is a major contributor to the UK Exchequer both in taxes and
other payments. We believe it is right that we pay our fair share of taxes
and we are committed to doing so.

1.6.5 Fuel costs

The Group’s operations as at 30 April 2016 censume approximately
425.3m litres of diesel fuel per annum. As a result, the Group's profit is
exposed to movements in the underlying price of fuel. The Group's fuel
costs include the costs of delivery and duty as well as the costs of the
underlying product. Accordingly, not all of the cost varies with
movements in ail prices.

The proporion o Lhe Group's projected fuel usage that is now hedged
using fuel swaps is as follows:

Year ending 30 April 2017 2018 2019 2020

Total Group 91% 7% 45% 2%

The Group has no fuel hedges in place for periods beyond 30 April 2020,

1.6.6 Cash flows and net debt

Net debt (as analysed in note 30(c) to the consolidated financial
statements) has, as expected, increased from 30 April 2015, reflecting
additional investment, the acceleratian of interest and premium payable
associated with redeeming our 5.75% boncds and the reversal of some
favourable UK Rail working capital timing differences in the previous
financial year, partly offset by continued strong cash generation from
operations.

Net cash from operating activities before tax for the year ended 30 April
2016 was £301.9m {2015 £346.4m) and can be {urther analysed as
follows:

Year to 30 April 2016 Pre-tax profit Tax Rate
Em Em %
Excluding intangible asset expenses 196.9 (36.3) 18.4%
and exceptional itermns
Intangible asset expenses {15.8) 2.0 12.7%
181.1 {34.3) 18.9%
Exceptional items {67.2) 19.4
113.9 (14.9) 13.1%
Reclassify joint venture taxation for
reporting purposes 9.5) 9.5
Reported in income statement 104.4 {5.4) 5.2%

Year to 30 April 2016 2015
£m £m
EBITDA of Group companies before
exceptional items 336.2 321.8
Loss/(gain) on disposal of property, plant and
equipment 0.5 {2.3)
Equity-settled share based payment expense 2.2 2.2
Working capital movements (35.2) 46.0
Net interest paid {30.6) {35.8)
Dividends from joint ventures 28.8 145
Net cash flows from operating activities before taxation 301.9 346.4

Net cash from operating activities before tax was £301.9m (2015:
£346.4m) and after tax was £278.9m {2015: £315.5m). Nex cash outflows
from investing activities were £178.9m [2015: £151.5m), which included
£0.5m {2015: £Nil} in relation to the acquisition of businesses. Net cash
used in financing activities was £114.8m {2015: £11.5m).

The net impact of purchases of property, plant and equipment for the
year on net debt was £213.5m (2015: £188.8m}. This primarily related to
expenditure on passenger service vehicles, and comprised cash outflows
of £191.2m (2015: £182.4m) and new hire purchase and finance lease
debt of £22.3m {2015: £6.4m}. In addition, £26.5m (2015: £47.9m) cash
was received from disposals of praperty, plant and equipment.
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The net impact of purchases and disposals of property, plant and
equipment on net debt, split by division, was:

Year to 30 April 2016 2015
fm £m
UK Bus {regional aperations) 118.5 104.7
megabus Europe 7.0 144
UK Bus {London) 1.8 (2.1}
North America 45.6 273
UK Rail 13.1 (3.4}
187.0 140.9
The movement in net debt, showing train operating companles
separately, was:
Year to 30 April 2016 Train operating
companies Qther Total
£m £fm £m
EBITDA of Group companies
before exceptional items 916 244.6 336.2
Loss on disposal of property,
plant and equipment - 05 0.5
Equity-settied share based payment
expense 0.5 17 2.2
Working capital movements {34.8) (0.4) {35.2)
Net interest paid {1.0} {29.6) {30.6}
Dividends from joint ventures - 28.8 238.8
Net cash flows from operating
activities before taxation 56.3 245.6 3019
Inter-company movements {24.1) 24.1 -
Tax paid {11.7} {11.3) (23.0
Investing activities {18.4) {182.8) {201.2)
Financing activities - {64.4) (64.4}
Foreign exchange/other - (31.3) {31.3)
Maovement in net debt 21 (20.1) (18.0)
Opening net debt 281.0 {662.3) {381.3)
Closing net debt 283.1 (682.4) {399.3)

The Group's net debt at 30 April 2016 is further analysed below:

1.6.7 Financial position and liquidity
The Group maintains a strong financial position with investment grade
credit ratings and appropriate headroom under its debt facilities.

On 29 September 2015, the Group issued £400m of 10-year bonds with
an annuzl coupon of 4.00%. The Group subsequently redeemed the
£400m of 5.75% bonds that were due to mature in December 2016, The
premium payable 1o redeem the 5.75% bonds in excess of their par
value, together with the cost of terminating interest rate swaps that
becarne ineffective as a result of the re-financing, was £23.3m and has
been reported as an exceptional item in the Group's consalidated income
statement for the year ended 30 April 2016,

In addition to the bond re-financing, we extended the duration of £535m
of committed, bi-lateral bank facilities by one year to October 2020.

We are pleased by the successful re-financing of bonds and the
continuing support we receive from the debt capital markets. The new
bond issue attracted a range of high quality investors. That issue,
together with the one-year extension of bank facilities, ensures that the
Group continues to have an appropriate mix of long-term debt enabling
it to plan and invest with some certainty.

The Group’s financial position remains strong and is evidenced by:

* The ratio of net debt at 30 April 2016 to pre-exceptional EBITDA for
the year ended 30 April 2016 was 1.1 times (2015: 1.1 times).

= pre-exceptional EBITDA for the year ended 30 April 2016 was 9.0 times
(2015: 8.4 times) pre-exceptional net finance charges {including joint
venture net finance income).

* Undrawn, committed bank facilities of £281.2m at 30 April 2016
[2015: £298.8m) were available to be drawn as bank loans with
further amounts available only for non-cash utilisation. In addition, the
Group has available asset finance lines.

* The three main credit rating agencies continue to assign investment
grade credit ratings to the Group.

1.6.8 Net assets
MNet assets at 30 April 2016 were £177.8m (2015: £95.0m).

The increase is after £62.0m of dividend payments and is principally due
to the profit attributable to equity holders of the parent and actuarial
gains on defined benefit pension schemes.

1.6.9 Retirement benefits

Fixed Floating Total
rate rate The reported net assets of £177.8m {2015: £95.0m) that are shown on
£m Em m the consolidated balance sheet are after taking account of net pre-tax
Unrestricted cash = 5056 206 retirement benefit liabilities of £96.7m {2015: £160,5m), and associated
o ) deferred tax assets of £21.0m (2015; £35.3m),

Cash held within train operating
companies _ 283.1 283.1 The Group recognised net pre-tax actuarial gains of £68.5m in the year
Restricted cash - 18.6 18.6 ended 30 April 2016 {2015: losses of £65.5m) on Group defined benefit

pension schemes,
Tatal cash and cash equivalents - 382.3 382.3
US Notes - {102.2) {102.2) 1.6.10 Capital
Sterling bond {393.7) - 13937 The Group regards its capital as comprising its equity, cash, gross debt
Sterling hire purchase and any similar items. As at 30 April 2016, the Group’s capital comprised:
and finance leases {2.1} {32.9) {35.0) A . or
US dollar hire purchase and s at 30 April 2:15 2E
finance leases {41.8} - {41.8) m m
Loan notes - (19.3) {19,3} Market value of ordinary shares in issue
Bank lgans - (189.6) {189.6} {excluding shares held in treasury} 1,478.6 2,086.8
Net debt (437.6) 38.3 (399.3} Cash g3 395.6

Gross debt {781.6} {776.9)

The split between fixed and floating rate deb! shown above takes -
Net debt (see section 1.6.6) {399.3} {381.3)

account of the effect of interest rate swaps in place as at 30 April 2016.
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The Group manages its capital centrally. Its objective in managing capital
is to optimise the returns to its shareholders whilst safeguarding the
Group's ability to continue as a going concern and as such its ability to
continue to generate returns for its shareholders. The Group also takes
account of the interests of other stakeholders when making decisions on
its capital structure,

The capital structure of the Group is kept under regular review and will
be adjusted from time to time to take account of changes in the size or
structure of the Group, economic developrments and other changes in
the Group’s risk profile. The Group will adjust its capital structure from
time to time by any of the following: issue of new shares, dividends,
return of value to shareholders and borrowing/repaytnent of debt. There
are a number of factors that the Group considers in evaluating capital
structure. The Directors’ principal focus is on maintaining an investment
grade credit rating. As well as considering the measures applied by credit
rating agencies, the other principal ratios that the Directors consider are
(1) Net Debt to EBITDA, {2) EBITDA to interest and (3) Net Debt to market
capitalisation. It is a matter of judgement as to what the optimal leveis
are for these ratios.

It is the Group's objective to maintain an investment grade credit rating.
The Group is currently rated investment grade by three major,
independent credit rating agencies, That enhances our ability to access
cost-effective funding on a timely basis and enables us to demonstrate
financial strength when bidding for UK rail franchises and other
contracts. The financial standing of interested parties is considered by
government in determining the short list of bidders for a UK rail
franchise.

The Group has no current plan to return additional funds to
shareholders. It keeps its capital structure under review and has
increased the proposed dividend for the year by over 8%.

1.6.11 Treasury paolicies and objectives

Risk management is carried out by a treasury committee and a central
treasury department (together, “Group Treasury”) under policies
approved by the Board. Group Treasury identifies, evaluates and hedges
financial risks in co-operation with the Group's operating units. The
Board provides written principles for overall treasury risk management,
as well as written policies covering specific areas, such as foreign
exchange risk, interest rate risk, credit risk, use of derivative financial
instruments and investing excess liquidity.

The funding policy is to finance the Group through a mixture of bank,
lease and hire purchase debt, capital markets issues and cash generated
by the business.

See note 26 to the consolidated financial statements, for details of

¢ the Group's exposure to financial risks;

* the Group’s treasury risk management;

* the Group’s management of interest rate risk;

the Group’s fuel hedging;
* the Group’s management of foreign currency risk; and
* the Group's management of credit risk.

1.6.12 Critical accounting policies and estimates

The Group's material accounting policies are set out in note 1 to the
consolidated financial statements,

Preparation of the consolidated financial statements in accordance with
International Financial Reporting Standards {“IFRS”) as adopted by the
European Union requires directors 1o make estimates and assumptions
that affect the reported amounts in the consolidated financial
statements and accompanying notes. Actual outcomes could differ from
those estimated. The Directors believe that the accounting policies and
estimation techniques discussed below represent those that require the
greatest exercise of judgement. The Directors have used their best
judgement in determining the estimates and assumptions used in these
areas but a different set of judgements could result in material changes
to the Group's reported financial perfoermance and/or financial position.

The discussion below should be read in conjunction with the full
statement of accounting policies.

The critical accounting policies summarised below cover the policies
regarded by the Directors as critical to the Group's financial reporting in
general. The Audit Committee summarises, in its report, the significant
financial reporting and accounting judgements that it specifically
considered in respect of the year ended 30 April 2016 - see section of
5.4.1 of this Annual Report. As might be expected, there is considerable
overlap between the significant judgements considered by the Audit
Committee in respect of the year and the critical accounting policies
summarised below,

Pensions

The determination of the Group's pension benefit obligation and
expense for defined benefit pension schemes is dependent on the
selection by the Directors of certain assumptions used by actuaries
in calculating such amounts. Those assumptions include the
discount rate, the annual rate of increase in future salary levels and
mortality rates. The Directors’ assumptions are based on actual
historical experience and external data. While we believe that the
assumptions are appropriate, significant differences in actual
experience or significant changes in assumptions may materially
affect the pension obligation and future expense.

insurance

The Group receives claims in respect of traffic incidents and
employee incidents. The Group protects against the cost of such
claims through third party insurance policies. An element of the
claims is not insured as a result of the “excess” or "deductible” on
insurance policies. Provision is made for the estimated cost to the
Group {net of insurance recoveries) to settle claims for incidents
occurring prior to the balance sheet date. The estimation of the
balance sheet insurance provisions is based on an assessment of the
expected settlement on known claims together with an estimate of
settlements that wili be made in respect of incidents accurring prior
1o the balance sheet date but for which claims have not been
reported to the Group. The eventual settlements on such claims
may differ from the amounts provided for at the balance sheet
date. This is generally of greater risk in {a) “younger” operations
with a shorter claims history from which to make informed
estimates of provisions and (b) operations, notably in the United
States, where the deductible levels are generally higher than for the
UK operations.

Taxation

The Group's tax charge is based on the pre-tax profit for the year
and tax rates in force. Estimation of the tax charge requires an
assessment to be made of the potential tax consequences of certain
itemns that will only be resolved when agreed by the relevant tax
authorities. Assessment of the likely outcome is based on historical
experience, professional advice from external advisors, and the
current status of any judgmental issues. However, the final tax cost
to the Group may differ from the estimates,

Acquired customner cantracts and onerous contracts

The Group has @ number of contractual commitments most significantly
in respect of its rail franchises and its London bus business. in certain
circumstances, IFRS requires a provision to be recorded for a contract
that is “onerous” or when acquired as part of a business combination,
that is unfavourable to market terms. A contract is considered onerous
where it is probable that the future economlc benefits te be derived
from the contract are less than the unavoidable costs under the
contract. Determining the amount of any contract provision necessitates
forecasting future cash flows and applying an appropriate discount rate
to determine a net present value. There is uncertainty over future cash
flows. Ferecasts of cash flows for this purpose are consistent with
management’s plans and forecasts. The forecast of future cash flows
and the estimation of the discount rate involves a significant degree of
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judgment. Actual results can differ from those assumed and there can
be no abseolute assurance that the assumptions used will hold true,

Goodwill ond impairment

In certain circumstances, IFRS requires property, plant, equipment and
intangible assets to be reviewed for impairment. When a review for
impairment is conducted, the recoverable amount is assessed by
reference to the net present value of the expected future cash flows of
the relevant cash generating unit {*CGU") or net reafisable value, if
higher. The discount rate applied in determining the present value of
future cash flows is based on the Group's estimated weighted average
cost of capital with appropriate adjustments made to reflect the specific
risks associated with the CGU.

Forecasts of cash flows for this purpose are consistent with
management’s plans and forecasts. The forecast of future cash flows
and the estimation of the discount rate involve a significant degree of
jutgement. Actual results can differ from those assumed and there can
be no absolute assurance that the assumptions used will hold true.

Property, plant and equipment

Property, plant and equipment, other than land, are depreciated on a
straight-line basis to write off the cost or valuation less estimated
residual vafue of each asset over their estimated useful lives. Useful
lives are estimated based on a number of factors, including the
expected usage of the asset. expected deteriaration and technclogical
obsolescence. If another depreciation method {for exampte, reducing
balance} was used or different useful lives or residual values were
applied, this could have a material effect on the Group's depreciation
charge and net profit.

The estimates currently applied in respect of the useful lives and
residual values of property, plant and equipment at the Group's train
operating companies could result in a residual net book value of certain
assets at the end of the applicable, current rail franchises. The net book
values of the assets might be recovered through a sale of the assets to a
new train operator appointed by the Department for Transport to
operate the train services covered by the relevant franchise. The
estimates regarding useful lives and residual values involve making
assumptians on when existing franchises wilt expire and on the likely
sales values negotiated for assets with successor train operators and so
involve anincreased level of judgement.

Rail contractual positions

The UK Rail industry is subject to a complex matrix of contractual
refationships. The Group’s train operating companies are party to
contractual relatienships with, amongst others, the UK Department for
Transport, Network Rail and rolling stock lessors. The nature of these
contracts is such that there can be uncertainty and/or disagreement as
to amounts receivable or payable by the Group in accordance with the
contracts. The Group makes estimates of the amounts receivable or
pavable taking account of the available, relevant information. Actual
outcomes can differ from the estimatas made by the Group and there
can be no absolute assurance that the assumptions made by the Group
will hold true.

1.6.13 Financial reporting calendar

Financigl year-end

The Group currently reports its financial results based on a financial year
ending 30 April. From 2016/17 onwards, the Group intends to report its
financial results for 2 period broadly one-year in length that ends on a
Saturday near to 30 April. For most years, that period will be 364 days in
length but periodically, the period will be 371 days in tength.

Reporting cycle

In recent years, the Group has provided six, scheduled updates on trading
each year. These have typically involved results announcements in June
and December, pre-close trading updates in October and April and further
trading updates in August and March.
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We now plan to reduce the number of scheduled trading statements, and
will no longer schedule pre-close trading updates for October and April.
We will schedule four updates each year: results announcements in June
and December and further trading updates around September and March.
Additional updates may be provided where it is appropriate to update the
market on trading or other matters between the four scheduled updates.

The reduction in the number of scheduled updates on trading is consistent
with the Group’s philosophy of managing the business for the long-term
and will reduce the level of focus on very short-term trading trends. The
change is also consistent with recent changes in reporting practice by
other UK-listed companies,

1.7 Current trading and outlook

The recent more challenging trading conditions have continued into our
financial year ending 30 April 2017 and the overall outlook is uncertain,
However, we have made a satisfactory start to the year and have not
significantly changed our expectation of adjusted earnings per share for
the year.

We remain positive on the long-term prospects for public transport,
Public transpert should benefit from continued population growth and
growing urbanisation, and can form part of the solution to the
increasing problem of road congestion, Predicted road traffic growth
and the increasing cost of road congestion to the economy will require
suppuriive pubiic poiicy. Pressure to address climate change and the
impact of pollution on health should also support the growth of the
sector. Tackling these in a cost-efficient way is best achieved by private
sector transport operators working in partnership with government
authorities, supported by appropriate government policies. We aim to
manage the Group in view of those longer term prospects and take the
right actions in these maore challenging times to ensure the Group is
best positioned to capitalise on the longer term opportunities,

The Group is in good financial shape. Our core debt is committed and in
place for over a furthers four years and we remain investment grade
rated.

1.8 Corporate Social Responsibility

Our business and our people make a significant contribution to society.
On average, more than three million journeys a day are made on our
transpart services and in enabling those journeys, we:

* Connect people, families and communities

® Help individuals access health, education, employment and leisure
¢ Support jobs, the skilts base and economic growth

® Play our part in tackling climate change

Like most businesses, we want to generate value for our employees and our
shareholders, but we want to da that responsibly and in partnership with all
our stakeholders. Our responsible approach to business includes taking an
appropriate approach to our people and our customers; safety and security;
the accessibility and affordability of our transport services; environmental
stewardship and performance; good governance; and building community
relationships. Our strong customer focus, commitment to sustainability, and
sector-leading reputation has been Independently recognised by a range of
organisations, Right across our global operations, we will continue to work
with our stakeholders to become a better employer, a stronger business
and a more effective community partner.

We have published separate documents setting out our approach to
corporate sacial responsibility. These documents can be found on our
website at the following link:

WWW, a om/sustainability aspx.

This section inctudes just a small number of examples of our work to
demonstrate the steps we are taking to meet our responsibilities.




1.8.1 Living our values

stagecoach Group has a set of core values and policies, which are
detailed in our Group Code of Conduct. Stagecoach promotes a culture of
openness across all its businesses and our objective is to ensure the
highest standards of probity and accountability. The Cade, which was
updated in 2016, sets out key principles and provides practical examples
and guidance to help shape employees’ corporate behaviour across alt
levels of the business. The Board of Directors remains committed to
ensuring appropriate processes, controls, governance and culture exists
to support the maintenance of these values and behaviours. The Code of
Conduct is subject to periodic review. A capy of our Code of Conduct can
be found at the follawing link:

htip:/fwww. .com, -of-con f.

In addition, we have a Speaking Up policy, also updated in 2016, which is
designed to ensure that employees can raise seripus concerns without
fear of victimisation, discrimination or disadvantage. A copy of the

document is avaitable at http://www.stagecoach.com/speakingup. pdf.

1.8.2 Supporting and recognising our people

Our employees are fundamental to the success of the Group and we
encourage diversity across our business. We believe in empowering and
engaging with our people, promoting a positive culture where employees
are treated with respect and given equal opportunity to develop. This
means that we are able to provide a better service to our customers,

We have initiatives in place designed to nurture the next generation of
talent to support the business and help our people achieve their
patential. We have strong vocational training programmes in our bus and
rail businesses and we continue to invest in developing our people.

Stagecoach’s bus and rail companies have deliverad nearly 500
apprenticeships over the past 10 years, with a further 200
apprenticeships currently underway in areas such as engineering. The
apprenticeships delivered to date represent an investment of more than
£30m by the Group,

Qur Group-wide graduate development initiative continues to produce
directors, senior managers and experts in operatiens and engineering.
We also have programmes in place to promote the health and well-being
of our people. Qur annual Stagecoach Champions Awards, which are
open to all employees, recognise excellence in the areas of safety,
community, health, customer service, environment and innovation,
Further information is available here:

http:/ fwww. ch.com/sustainability/our-people.a

1.8.3 Employment policies

We aim to have a motivated team of people that will meet the
expectations of our customers, improve our business and be rewarded
for their commitment. Equality of opportunity is one of our key values,
regardless of disahility, gender, sexual orientation, religion, belief, age,
nationality, race or ethnic origin. The Group gives full consideration to
applications for employment from pecple with disabilities.

Where axisting employees become affected by a disability and where
practicable, our Group policy is to provide continuing employment under
normal terms and conditions. We also provide training, career
development and equal consideration for promotion. The Group is
committed to employee participation and we use a variety of methods to
inform, consult and involve employees. Employees participate directly in
the success of the business through the Group’s bonus and other
remuneration schemes and are encouraged to invest through
participation in share schemas. We are also committed to a continuing
dialogue with trade unions, which represent the majority of the Group's
employees, on a wide range of issues. A wide range of communications
channels are used to keep our people informed and engaged.

1.8.4 Diversity

The Group recognises and values the individuality and diversity that each
employee brings 1o the business. We value diversity in its wider sense
and are particularly focused on promoting gender diversity. During the
year, Stagecoach warked with television personality, Ferne McCann, on a
campaign to attract more female bus drivers.

The table below shows the gender split at different levels within the
organisation, as at 30 April 2016. The Group's workforce is around 80.9%
male and that high proportion is common in the ground transportation
industry. However, the composition of our teams is becoming mare
diverse.

Population Male Female Totat % %
Male Fernale
Board 8 2 10 80.0% 20.0%
Senior management * 93 3 116 80.2% 19.8%
Whole workforce 32,453 7,672 40,125 80.9% 19.1%

*Senior management is defined as those employees who receive awards under
the Group's Executive Participation Plan and individuals who are statutory
directors of the corporate entities whese financial information is included in the
Group's 2016 conscolidated financial statements in the Annuat Regort. This
satisfies the definition set out in the Companies Act 2006 (Strategic Report and
Directors’ Repart} Regulations 2013,

eguia

The equivalent figures as at 30 April 2015 were:

Population Male Female Total % %
Mate Female
Board 8 2 10 80.0% 20.0%
Senior management 95 19 114 83.3% 16.7%
Whole workforce 32,860 6,501 39,361 83.5% 16.5%

1.8.5 Promoting safety

Safety is at the heart of our business and our overall approach is given
direction through the Group's Strategic Safety Framework. We have a
streng focus on employee training, accident reduction, regulatory
compliance and security preparedness, Health and safety processes and
perfarmance are monitored and reported on across the Group with
action taken should there be a need to address issues within our
procedures. Our Health, Safety and Environmental Committee, chaired
by a non-executive director, considers this area of the business and
monitors a range of performance indicators, reporting to the Board on
these matters. We expect our suppliers and contractors to have the same
commitment as our employees to complying with appropriate health and
safety regulations and policies.

Each of our divisions and operating companies has policies which are
appropriate to the transport modes they deliver, We are focused on
meeting and in many cases exceeding regulatory requirements and
performance standards. Detailed policies, risk assessments and safe
working procedures are in place covering various aspects of our activities
including noise, vibration, display screen equipment and the Working
Time Directive. Performance is measured and reviewed at operating
company and Group level, This is supported by analysis of audit results
and review of civil liabilities claims to address any issues around
policies and working procedures. A core part of our approach is
encouraging employees to report any concerns.

We work with local communities to encourage a safe environment
around our transpaort networks and use of our services, particularly
with young people. We invest in technologies which can make our
services safer for customers, our employees and other people. Further
information and examples of our initiatives are available at:

Slwww am/sustainabili faty-health.aspx.
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1.8.6 Accessible and affordable travel

we believe that providing accessible and affordable travel is central to
encouraging modal shift from the private car to greener, smarter public
transport. Stagecoach has regularly been independently assessed as
having the lowest bus fares of any major operator in the UK, Recent
research by Transpon Focus {formerly, Passenger Focus) found that bus
passengers rated Stagecoach as the best national UK bus operator for
vatue for money,

Stagecoach is the enly UK bus operator to operate a long-term
nationwide discounted travel scheme for jobseekers and we have a range
of discounted ticketing options for young people.

We are committed to improving accessibility of our buses, trains and
stations. Our planned investment of nearly £100m in 480 new buses and
coaches for 2016/17 will ensure that all of our lecal bus fleets in the UK
are fully accessible. It will mean Stagecoach Group has invested over
£1bn in more than 6,500 greener and more accessible buses and coaches
since 2006/07. We are also investing in automated vehicle location
systems to provide a technology platform to deliver audio visual next
stop information via smartphones. In the UK, Stagecoach is a founder
partner in the national Accessible Travel Alliance, an industry-leading
group of travel operators working with the Whizz-Kidz charity to improve
transport accessibility for young wheelchair users. On our rail networks,
we are working with government to introduce easier disabled access at
stations.

The Group is aiso investing In new digital technologies and working with
other transport partners to introduce simpler travel through smart,
integrated ticketing.

For further information, please go 1o
ww.stagecoach.c inability/accessibility-
afferdability.aspx.

1.8.7 Environmental stewardship

Stagecoach Group has a sustainability strategy covering the five years to
30 April 2019. It follows a 30% reduction in Stagecoach Group's carben
intensity since 2007/08 and the achievement of previous targets 12
months ahead of schedule. By April 2019, the Group is aiming to reduce
buildings carbon emissions by 7%, cut like-for-like fleet transport carbon
emissions by 2%; lower water consumption by 9% and achieve a waste
recycling rate of 83%. The Group has aiready been awarded the Carbon
Trust Standard for measuring, managing and reducing its global carbon
footprint, becoming the first public transport operator to have its
boundaries certified outside of Europe. A copy of the Group’s
sustainability strategy and further information about our initiatives and
performance is available at
http: w.stagecoach.col

Part of the Group’s approach to sustainability is the ongoing review of its
plans, performance and targets. Policy information and annual
performance data Is provided on the Group's website. Stagecoach also
makes an annual submission to the Carbon Distlosure Project (“CDP”), an
organisation focused on carbon disclosure which collates envirenmental
infarmation and works with thousands of companies and investors to
tackle climate change.

sustainability.as,
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The data below shows our greenhouse gas emissions for the year ended
30 Aprit 2016 with comparative data for the year ended 30 April 2015

{excluding Virgin Trains East Coast).

2015/16
Greenhouse Gas Emission Source tonnes COze Kg COze/£
of revenue
Scope 1
Fuel combustion {natural gas, diesel,
petrol and heating oil) 1,009,003 0.26
Operatian of facilities (refrigerants) 23,586 0.01
Total Scope 1 1,032,589 0.27
Scope 2
Purchased electricity 394,906 0.10
Statutory total (Scope 1 & 2)* 1,427,495 0.37
2014/15
Greenhouse Gas Emission Source tonnes COze Kg COzefE
of revenue
Scope 1
Fue! combustion {naiurai gas, diesei,
petrol and heating oil) 962,997 031
Operation of facilities (refrigerants} 32,704 0.01
Total Scope 1 995,701 0.32
Scope 2
Purchased electricity 270,825 0.09
Statutory total (Scope 1 & 2)* 1,266,526 0.41

* Statutory carbon reporting disclosures required by the Companies Act
2006 {Strategic Report and Directors” Report) Regulations 2013.

The Group has used the UK Gevernment Envirenmental Reporting
Guidance methodology in reporting its greenhouse gas emissions,
together with emissians factors from the DEFRA/DECC Greenhouse Gas
Conversion Factors for Company Reporting 2015,

We define our organisational boundary using the financial control
approach and use a materiality threshold for the Group of 5% of
estimated Greenhouse Gas Emissions. We have reported on all the
emissions sources required under the Companies Act 2006 (Strategic
Report and Directors’ Reports) Regulations 2013. All of these sources fall
within businesses that are included in aur consolidated financial
statements, The Group is the majority shareholder of the Virgin Trains
East Coast franchise, which it has operated since 1 March 2015. Since
this franchise had not been gperated for the full financial year ended 30
April 2015, it has not been included in the Group’s greenhouse gas

emissions shown above for that year.

Group Metrics 2015/16 2018/15
Revenue {Em) 3,8711 3,086.4
Total Scope 1 & 2 emissions

tennes (tCO,e) 1,427,495 1,266,526
Intensity ratio

Scope 1 & 2 emissions per £ of

revenue {Kg COe/£) 0.37 0,41




1.8.8 Supporting our communities and the economy

Stagecoach Group is a major employer, supporting direct employment
for around 40,000 peaple. Qur investment in improving our transport
services also supports thousands of other jobs through the supply chain.
Further infermation is available at:

hrio: a ach ustainabyli ig- rifuti

We also share our success with local pecple and communities by
investing part of our profits in good causes. During the year ended
30 April 2016, £0.9m {2015: £0.9m) was donated by Stagecoach Group to
help a number of charities and to support fundraising events and vitat
services. During the year, Stagecoach supperted the charity Mary’'s Meals
with a £70,000 donation to extend its successful school feeding
programmes, which are helping hungry children atross Malawi and
Zambia in Africa. Significant additional in-kind support, such as
complimentary bus and rail travel, is provided by the Group to good
causes. Our megabus.com brand partnered during the year with German
charity, ArbeiterKind.de, to help make academic education accessible for
averyone, regardless of their social background. We have a number of
other initiatives in place to help young people, including mentoring and
internship prograrmmes to help students gain a better understanding of
the skills and routes to enter work, further and higher education and
training. We also have partnerships with vaterans groups in the UK and
North America. Stagecoach Group has demonstrated its commitment to
the UK Armed Forces by signing a corporate covenant to support the
country’s military community. More information on our community
support and programmes is available at:

g S agecoach.com/sustainability/community.

1.8.9 Human rights

The Group does not see human rights matters as presenting material
issues or risks for the Group and therefore the Group does not have
specific, detailed policies in respect of human rights. However, in the
Group’s code of conduct {see section 1.8.1), the Group recognises the
fundamental civil, political, economic and social human rights and
freedoms of every individual and strives to reflect this in its business. A
respect for human rights is reflected in our wider policies and in how we
do businass with custemers, suppliers, employees and other
stakeholders.

1.8.10 Conclusion

Our responsible approach to business is reflected in the policies and
examples set out in this section 1.8, We continue to believe that
corporate social responsibility and good financial returns go hand in
hand, reflecting consideration of all stakeholders.

Approved by the Board of Directors and signed on its behalf by:

Mike Vaux
Company Secretary
8 July 2016
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3. Directors’ report

3.1 Strategic report

The Group is required to produce 3 strategic report complying with the
requirements of the Companies Act 2006, The Group has complied with
these requirements as part of the Strategic report in section 1.

3.2 Group results and dividends

The results for the year are set out in the conselidated income
statement on page 56.

An interim dividend of 3.5p per ordinary share was paid on 2 March
2016. The Directors recommend a final dividend of 7.9p per share,
making a total dividend of 11.4p per share in respect of the year ended
30 April 2016, Subject to approval by shareholders, the final dividend
will be paid on 5 October 2016 to those shareholders on the register on
2 September 2016.

3.3 Directors and their interests

The names, responsibilities and biographica! details of the current
members of the Board of Directors appear in section 2 of this Anaual
Report. Table A shows the Directors’ interests in the Company’s shares.
The interests of each director shown include those of their “connected
persons”.

The Board reviews its development plans at least annually as part of its
performance evaluation. The assessment involves a consideration of the
balance of skills, knowledge and experience of the Directors. The Board
also considers whether the Directors have sufficiant fime to dischargs
their duties properdy which includes a consideration of any other
appointments that each director has, The Board believes that the
performance of each director continues to be effective and that they
continue to demaonstrate commitment to their respective roles. The
Chairman will therefore propose that each of the Directors who wish to
remain on the Board be elected or re-elected (as appropriate} at the
2016 Annual General Meeting.

TABLE A Number of orcg:;z ;I;avr:s“(:.n:li::)ing those heid
7 July 30 April 23 June 30 April
2016 2016 2015 2015
Sir Brian Souter 86,900,445 86,900,445 86,900,445 86,900,445
Martin Griffiths 499,978 437,907 437,316 437,219
Ross Paterson 242,946 229,065 213,726 213,639
Gregor Alexander 10,406 10,406 10,406 10,406
James Bilefield {appointed
1 February 2016} - - nfa nfa
Sir Ewan Brown See below See below  See below See below
Ann Gloag 62,501,721 62,501,721 62,501,721 62,501,721
Helen Mahy (resigned
29 February 2016) nfa n/a 8971 8,571
Karen Thomson (appointed
31 March 2016) - - nfa nfa
Garry Watts {intends to
resign effective 31 July 2016} 16,000 16,000 16,000 16,000
Phil White (resigned
31 March 2016) nfa nfa 4,070 4,070
Wit Whitehorn 72,288 72,288 72,288 12,288

Sir Ewan Brown has an indirect interest in the share capital of the
Company through his interest in Noble Grossart Investments Limited.
Noble Grossart Investments Limited held 0.6% (3,567,999 shares) of the
ordinary shares in the Company at 30 April and 7 July 2016 (2015: 0.6%;
3,267,999 shares}). Noble Grossart Investments Limited is a subsidiary of
Noble Grossart Holdings Limited, in which Sir Ewan Brown and his
connected parties own approximately 18% {2015: 18%)} of the ordinary
shares,

The Listing Rules of the Financial Conduct Authority (LR 9.8.6 R{1))
require listed companies to disclose in their annual reports the interests
of each director. The Directors’ interests set out in Table A have been
determined on the same basis as in previous years and are intenced to
comply with the requirements of LR 9.8.6 R(1)}, which is not the basis
used to determine vating rights for the purposes of notifying major
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interests in shares in accordance with the Disclosure and Transparency
Rules of the Financial Conduct Authority. The veoting rights of Sir Brian
Souter and Ann Gloag determined in accordance with the Disclosure and
Transparency Rules as at 30 April 2016 were 86,896,413 ordinary shares
(2015: 86,952,175) and 62,501,721 ordinary shares {2015: 62,501,721}
respectively, of which 86,896,009 (2015: 86,896,009) are held via HGT
finance B Limited and 62,501,721 (2015: 62,501,721) are held via HGT
Finance A Limited. The reduction in Sir Brian Souter's voting rights in
the year ended 30 April 2016 arose as a result of the vesting of awards
under the Executive Participation Plan as shown in section 8.5.8 of this
Annual Report.

Full details of share based awards held by the Directors at 30 April 2016
are contained in the Directors' remuneration report in section 8 of this
Annual Report. Sir Brian Souter became Chairman on 1 May 2013 and
retained an interest in share based awards. Details of share based
awards held by Sir Brian during the year ended 30 April 2016 are set out
in the Directors’ remuneration report in section 8 of this Annual Report.
Sir Brian had no remaining interest in share based awards as at 30 April
2016. No other non-executive director had an interest in share based
awards at 30 April 2015, 23 June 2015, 30 April 2016 or 7 July 2016.

In addition to their individual interests in shares, Sir Brian Souter, Ann
Gloag, Martin Griffiths and Ross Paterson are potential beneficiaries of
the Stagecoach Group Employee Benefit Trust 2003, which held no
shares as at 30 April 2016 but held 891,396 ordinary shares as at

30 April 2015. Martin Griffiths and Ross Paterson are also potential
beneficiaries of the Stagecoach Group Qualifying Employee Share Trust
["QUEST"), which held 300,634 ordinary shares as at 30 April 2016
{2015: 300,634).

No director had a material interest in the loan stock or share capital of
any subsidiary company.

3.4 Indemnification of directors and officers
The Cempany maintains Directors’ and Officers’ Liability Insurance in
respect of legal action that might be brought against its directors and
officers. In accordance with the Company’s Articles of Assaciation, and to
the fullest extent permitted by law, the Company has indemnified each of
its directors and other officers of the Group against certain liabilities that
may be incurred as a result of thelr positions with the Group.

3.5 Substantial shareholdings

As at 30 April 2016 and 7 July 2016 (being the latest practical date prior
to the date of this report), the Company had been notified of the
following major interests in voting rights in the Company (other than
certain Directors’ shareholdings details of which are set out in sectien
3.3 of this report):

7 July 2016 30 April 2016

Ameriprise Financial, Inc. and its Group 12.9% 13.0%

3.6 Statement of Directors’ responsibilities in
respect of the Annual Report, the Directors’
remuneration report and the financial
statements

The Directors are respansible for preparing the Annual Report, the
Directors’ rermuneration report and the consolidated and parent
company financial statements in accordance with applicable law and
regulations.

Company law requires the Directors to prepare financial statements for
each financial year, Under that taw, the Directors have elected to
prepare the consolidated financial statements in accordance with
international Financial Reporting Standards (“IFRS") as adopted by the
European Unian, and the parent company financial statements and the
Directors’ remuneration report in accordance with applicable law and
United Kingdom Accounting Standards {United Kingdom Generally
Accepted Accounting Practice), including Financial Reporting Standard
101, Reduced Disclosure Framework, (*FRS 101”}). Under company law,
the Directors must not approve the financial statements unless they are
satisfied that they give a true and fair view of the state of affairs of the
Company and the Group and of the profit or |oss of the Group for the
relevant period.




In preparing those financial statements, the Directors are required to:
® select suitable accounting policies and then apply them consistently;
¢ make judgements and estimates that are reasonable and prudent;

» state whether IFRS as adopted by the European Union, and applicable
UK Accounting Standards, including FRS 101, have been followed,
subject to any material departures disclosed and explained in the
consclidated and parent company financial statements respectively;
and

prepare the consclidated and parent corngany financial statements
on the going concern basis unless it is inappropriate to presume that
the Group or as the case may be, the Company, will continue in
business,

The Directors also confirm that they consider the Annual Report and
consclidated financial statements, taken as a whole, are fair, balanced
and understandable and provide the information necessary for
shareholders to assess the Group’s position, performance, business model
and strategy. The approach taken in reaching this conclusion is explained
in the Audit Committee report in section 5.4.8 of this Annual Report.

The Directors are responsible for keeping adequate accounting recards
that are sufficient to show and explain the Company’s transactions and
disclose with reasonable accuracy at any time the financial position of
the Company and the Group and enable them to ensure that the
financial statements and the Directors’ remuneration report comply
with the Companies Act 2006 and, as regards the Group financial
staternents, Article 4 of the IAS Regulation, They are also responsible for
safeguarding tha assets of the Company and the Group and nence tor
taking reasonable steps for the prevention and detection of fraud and
other irregularities.

The Directars are responsible for the maintenance and integrity of
financial information on the Company’s corporate website,

www stagecgach com. Legislation in the United Kingdam governing the
preparation and dissemination of financial statements may differ from
legislation in other jurisdictions,

Each of the Directors, whose names and functions are listed in section 2
of this Annual Report, confirms that, to the best of their knowledge:

* the consglidated financial statements, which have been prepared In
accordance with IFRS as adopted by the European Union, give a true
and fair view of the assets, liabilities, financial position and profit of
the Group; and

the Strategic report and Directors’ report contained in sections 1 and
3 of this Annual Report include a fair review of the development and
performance of the business and the position of the Group, together
with a description of the principal risks and uncertainties that the
Group faces.

3.7 Conflicts of interest

Under the Companies Act 2006, a director has a statutery duty to avoid
a situation where he or she has, or can have, a direct or indirect interest
that conflicts, or may possibly conflict, with the relevant company’s
interests. The Companies Act 2006 allows directors of public companies
to authorise conflicts and potential conflicts where appropriate, if the
relevant company’s articles of association contain a provision to this
effect. The Company's Articles of Association give the Directors
authority to approve conflict situations inciuding other directorships
held by a director of the Company.

There are safeguards in place that apply when the Directors decide
whether 1o authorise a conflict or potential conflict, Firstly, only the
Directors who have no interest in the matter being considered are able
to take the relevant decision and secondly, in taking any decision, the
Directors must act in a way that they consider, in good faith, will be
mast likely to promote the Company’s success. The Directors are able to
impose limits or conditions when giving authorisation if they think that
is appropriate.

From the period from 1 May 2015 until the date of this repart, the
Board considers that the Directors’ powers of authorisation of conflicts
have operated effectively and those procedures set out above have
been properly followed.

3.8 Financial risk management

Information regarding the Group’s use of financial instruments, financial
risk management objectives and policies and exposure to price, credit,

liquidity and cash flow risks can be found in note 26 to the consclidated
financial statements.

3.9 Political donations

It is the Group’s policy not to make political contributions and
accordingly there were no material contributions for political purposes
during the year or in the prior year.

3.10 Authority for company to purchase its
own shares
The movements in the Company’s issued shara capital, shares held in

treasury and authorities to purchase its own shares can be summarised
as follows:

Issued Authorised
share capital, | for company
Issued | Shares held excluding to purchase
share capital | in treasury | treasury shares | its own shares
As at 30 April 2014 576,099,960 724,693 575,375,267 57,609,996
Shares purchased
into treasury - 654,536 {654,536) {654,536)
Prior to 2014 AGM 576,099,960 1,379,229 574,720,731 56,955,460
Renewal of buy-back
authority - - - 587 066
Following 2014 AGM 576,099,960 1,379,229 574,720,731 57,537,526
Transfer of vreasury
shares - {7.590) 7,590 -
As at 30 Aprll 2015 576,099,960 1,371,639 574,728321 57,537,526
Shares purchased into
treasury - 518,065 {518,065) [518,065)
Transfer of treasury shares - {3,817 3,817 -
Prior to 2015 AGM 576,099,960 1,885,887 574,214,073 57,019,461
Renewal of buy-back
authority - - - 453,371
As at 30 April 2016 576,049,960 57,472,832

1,885,887 574,214,073

At the 2014 Annual General Meeting, the Company was granted
authority by its shareholders to repurchase up to 57,537,526 of its
ordinary shares, Between 24 june 2015 and 26 June 2015, the Company
acquired 518,065 of its own ordinary shares and held these in treasury.
The aggregate amount paid for the repurchased shares was £2.1m
{excluding fees and as shown in the consolidated statement of cash
flows, £2.2m including fees). This represented 0.1% of the Company’s
called up share capital {excluding treasury shares) on 26 June 2015, The
shares were purchased to satisfy awards made under the Group’s
employee share schemes. During the year ended 30 April 2016, the
Company transferred 3,817 of the shares held in treasury for nil
censideration to an employee to satisfy an award made under the
Group’s 2013 Executive Participation Plan. This represented fess than
0.1% of the Company’'s called up share capital {excluding treasury
shares) on the date of transfer.

At the 2015 Annual Generzl Meeting, the Company was granted
authority by its shareholders to repurchase up to 57,472,832 of its
ordinary shares. Under the existing authority, the Company may
therefore repurchase up to a further 57,472,832 ordinary shares, This
authority will expire at the conclusion of the 2016 Annual General
Meeting unless revoked, varied or renewed prior to this date,

A resolution will be proposed at the next Annual General Meeting that
the Company be authorised to repurchase up to approximately 10% of
its ordinary shares at the Directors’ discretion. If passed, the resolution
will replace the authority granted at the 2015 Annual General Meeting
and will lapse at the conclusion of the 2017 Annual General Meeting.

3.11 Shareholder and control structure

As at 30 April 2016, there were 576,099,960 ordinary shares {2015:
576,099,960) in issue with a nominal value of 125/2281h pence each.
The ardinary shares are admitted to trading on the London Stock
Exchange.
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Directors’ report

On a show of hands at a general meeting of the Company, every holder
{and proxy) of ordinary shares present in person and entitled to vote
shall have one vote {except that in certain circumstances a proxy may
have one vote "for” and one vote “against”} and on a poll, every
member present in person or by proxy and entitled to vote shall have
one vote for every ordinary share held, Tha notice of a general meeting
will specify any deadlines for exercising voting rights in respect of the
meeting concerned. As at 30 April 2016, 1,885,887 (2015: 1,371,639}
ordinary shares representing 0.3% {2015: 0.2%) of the Company's called-
up share capital {excluding treasury shares) were held in treasury and
carried no voting rights.

The holders of ordinary shares are entitled 1o be paid the profits of the

Company available for distribution and determined to be distributed

pro-rata to the number of ordinary shares held.

There are no restrictions on the transfer of ordinary shares other than;

* certain restrictions may from time ta time be imposed by laws and
regulations {for example, insider trading laws);

+ in accordance with the Group's policy and applicable regulations,
certain employees of the Group require the approval of the Company
to deal in the Company’s securities; and

* shares held by employee benefit trusts may only be transferred by
those trusts in accordance with the relevant trust deeds.

None of the ordinary shares in issue provide the holders with specia!

control rights.

ehidery

{other than the Directors) that hold major interests in the voting rights

in the Company.

Section 3.5 of this Directare’ ranart gives details of any shan
i

Datails of each director’s interests in the share capital of the Company
are given in section 3.3 of this Directors’ report. Two directors of the
Company, Sir Brian Souter and Ann Gloag, who are siblings, were
interested in 26.0% of the ordinary shares in issue as at 30 April 2016,
excluding shares held by the Company in treasury {2015: 26.0%). The
other directors of the Company held 0.1% of the ordinary shares in issue
as at 30 April 2016 (2015: 0.1%}.

in addition to the Directors’ individual interests in shares, employee
benefit trusts held further shares in the company, representing less than
0.1% of the ordinary shares in issue as at 30 April 2016 {2015; 0.2%),
The shares held by the trusts are for the benefit of employees of the
Group. The voting rights are exercised by the trustees,

The Group operates a Buy as You £arn scheme, in connection with
which the participants’ shares are held In trust. The Trustees vote only
where directed to do so by participants in the plan,

The Company is not aware of any agreements between shareholders that
may result in restrictions on the transfer of securities and/or voting rights.

Directors are elected by ordinary resolution at a general meeting of
holders of ordinary shares. The Directors have the power to appoint a
director but any person so appointed by the Directors shall hold office
only until the next annual general meeting and shall then be eligible for
election by ordinary resolution at that meeting.

The Company’s Articles of Association may only be amended by special
resalution at a general meeting of holders of ordinary shares.

The powars of the Directors to issue or repurchase ordinary shares are
set by a resolution at a general meeting of holders of ordinary shares.
The current authority for the Company to purchase its own shares is
explained in section 3.10 of this Annual Report.

Thera are a number of agreements that take effect, alter or terminate
on a change of control of the Company such as commercial contracts,
bank loan agreements and employee share plans. The most significant
of these are:

* The Group operates the Virgin Trains East Coast, South West Trains
and East Midlands Trains rail franchises. The Group's joint venture,
Virgin Rail Group, operates the West Coast Trains franchise. The
franchise agreements in respect of these four franchises each contain
provisions that would enable the Department for Transport to
terminate the franchises on a change of control of the franchise.

* Each of the four rail franchises referred to above [ease trains, The
leases generally contain termination rights for the benefit of the
lessor on a change of control of the Group.
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Certain of the Group's bank facilities {including asset finance) contain
provisiens that would require repayment of outstanding borrowings

and other drawings under the facilities following a change of control
of the Group.

« The Group's arrangements with surety companies for the issue of rail
performance bonds and season ticket bonds could terminate
following a change of control of the Group.

+ The Company’s £400m 4.00% Guaranteed Bonds due 2025 contain
provisions that would require repayment of the outstanding bonds
following a change of controd of the Group that was accompanied by
a specified downgrade of certain of the Company’s credit ratings,

* The Company’s U$5150m 10-year notes contain provisions that would
require the Company 1o offer to prepay those notes following a
change of control of the Group that was accompanied by a specified
downgrade of certaln of the Company’s credit ratings.

The impact of a change of control of the Group on remuneration
arrangements is determined by the Directors’ remuneration policy.

3.12 Going concern and longer term viability
Assgssment process

The Board has developed the Group’s strategy to support the long-term
success of the Group. We have a porifolio of good quality transport
business that we see as having a successful, long-term future. We
encourage sensible risk taking but we also seek t¢ manage risks
appropriately and respond to the risks that crystallise.

We update our financial forecasts and capital exgenditure plans to take
account of any changes in risks, opportunities and market conditions.
We have recently updated our financial forecasts for the three-year
period to 30 April 2019, In considering the “viability statement” that the
Board is expected to make under the UK Cerporate Governance Code,
the 8oard has formally considered the three-year period to 3Q April
2019 but has also less formally considered risks that would threaten the
Group's business model, future performance, selvency and/for liguidity
heyond 30 April 2019. The first year of the financial forecasts represents
the Group’s budget for the year ending 30 April 2017. The period to

30 April 2019 was chosen because the Board considers this to be a
reasonable period over which to assess the financial position and
performance of the Group.

The key assumptions in the financial forecasts, reflecting our strategy,
include the intention to remain focused on the public transport sector
and goods and services refated to that. The Group does not currently
have plans to expand into businesses unrelated to public transport. We
will seek to maintain and grow the business, including by bidding for
selected rail franchises. However, the base financial forecasts do not
assume any rail franchise wins over and above our existing contracts.

The Group faces a mumber of risks and the risks that the Board has
currently assessed as being the principal risks are set out in section 1.4.6
of this Annual Report.

The cash generative nature of the Group's operations positions it well to
meet its liabilities as they falt due. in light of that, the Board considers
solvency risks to be relatively low.

The Group has committed bank facilities in place for the period to
Octaber 2020 and currently has significant undrawn headroom under
these facilities. It re-financed £400m of bonds in 2015 with the new
bonds not due to mature until 2025, It also has U$ private placement
notes that are not due to mature until 2022. Furthermore, the Group
has three investment grade credit ratings from independent credit
rating agencies and remains comfortably in compliance with bank and
private placement financial covenants, In light of all of these factors, the
Board considers liquidity risks to be relatively low.

Stress-testing of the financial forecasts has been undertaken with
reference to a number of severe but plausible scenarios involving our
principal risks. The scenaric analysis undertaken included reverse stress
testing that involved constructing scenarios that would threaten the
Group’s viability then assessing the liketihood of those scenarios
occurring, The stress testing also considered the availability and
effectiveness of the mitigating actions that could realistically be taken to
avoid or reduce the impact or occurrence of the underlying risks. In
assessing the likely effectiveness of such actions, the conclusions of the




Board's monitoring and review of risk management and internal control
systems, as described in sections 4.13 and 4,14, was taken into account.
The financial forecasts and the scenario analysis considered profitability,
cash flows, financial covenant compliance, rating agency metrics, dabt
facility headroom, and other key financial ratios. The Group's exposures
to external factors such as GDP, pepulation, fuel prices, inflation,
consumer confidence, competitions and terrorism risks were
considered. The results of this stress-testing illustrated that the Group
was expected to be able to withstand the impact of these scenarios
accurring over the three-year period through adjusting its operating
ptans within the normal course of business.

Of course, it is not possible to guarantee the viability of the Group; any
such assessment is subject to a degree of uncertainty that can be
expected to ingcrease the tonger the time horizon.

Viability statement

Based on its assessment of the Group’s prospects and viability above,
the Board confirms that it has a reasonable expectation that the Group
will be able to continue in operation and meet its liabilities as they fall
due over the period to 30 April 2019.

Going concern

In conjunction with its assessment of tonger term viability, the Board
concluded that it remained appropriate to adopt the going concern
basis of accounting in preparing the consolidated financial statements,

3.13 Auditors

In the case of each of the persons who were directors of the Company
at the date when this report was approved:

* 5o far as each of the Directors is aware, there is no relevant audit
infarmaticn {as defined in section 418 of the Companies Act 2006) of
which the Company’s auditors are unaware; and

® cach of the Directors has taken all the steps that he/she ought to
have taken as a director to make himself/herseif aware of any
relevant audit information (as defined) and to establish that the
Carmpany’s auditors are aware of that information.

Following a formal tender process overseen by the Audit Committee,
the Board recommends to shareholders to appaint Ernst & Young LLP as
the Group's external auditor for the financial year ending 30 April 2017,
A resolution to appoint Ernst & Young LLP as auditers of the Company
will be proposed at the next Annual General Meeting. A resolution will
also be proposed that the Audit Committee be authorised to fix the
remuneration of the auditors.

3.14 Material included in the Strategic report

The Strategic report in section 1 includes information on the following
matters that would otherwise be required to be presented in the
Directors’ report:

* Employment policies;

* Future developments in the business; and

* Greenhouse Gas Emissions

3.15 Table of cross references required for
Listing Rule 9.8.4 of the UK Listing Rules
Listing Rule 9.8.4 of the Financial Conduct Authority’s Listing Rules

requires us to make certain disclosures. The table below summarises
where each of the disclosures can be found in this Annua! Report.

Listing | Required disclosure Locatlen in
Rule Annuai
9.8.4 Report

{1} A statement of the ameunt of interest capitalised by the Not applicable
Group during the period under review with an indication of
the amount and treatment of any tax relief,

{2) Any information required by Listing Rule 9.2.18R refating 20 | Not applicable
any uraudited finantial information in a <fass 1 circular or 3
praspectus; or any profit farecast or profit estimate.

3 Listing Rule deleted. Not agplicable

(4) Details of lorig-termn incentive schemes as required by Listing | Not applicable
Rule 9.4.3R, being any arrangement where the oaly
participant is a director of the Company (or 2n individual
whose appointment as a director of the Company is being
contemplated) and the arrangement is established
specifically to facilitate, in unusuat circurnstances, the
recruitment or retention of the relevant Individual.

(5) Details of any arrangements under which a director of the Section 8.5.9 of this
Company has waived or agreed to waive any emoluments Annual Report exptains
from the Company or any subsidiary undertaking. arrangements wnder

which Sir Brian Souter,
Chairman, waived
emoluments in prior
financial years.

(6} Detaily of any agresments by a director to waive future Not apglicable
emoluments.

n Details of any allotment for cash of equity securities made Not applicable
during the period under review otherwise than to the
holders of the Company's equity shares in proportion to their
heidings of such equity shares aad which has net been
specifically authorised by the Company's shareholders.

(8) The information required in itern {7) above for any unlisted | Not applicable
major subsidiary undertaking of the Company.

(91 Details of any share placing where the Company is a Not applicable
subsidiary undertaking of another Company.

{100 | Details of any contract of signlficance subsisting during the Details of related party
period under review: transactions, including
{a) to which the Company, or one of its subsidiary those Y“I’I"T’ ? dl::c:jur :s
undertakings, is a party and in which a director of the ::;t:l::d";r"";:;:sag {uat:e
Company is or was materially intarested; anfi . consalidated finandial
(b} between the Company or one of its subsidiary statements.
undertakings, and a cantrolling shareholder;

The Company has no
controliing sharehalders.

{11) | Details of any contract for the provision of services to the Not applicable
Company or any of its subsidiary undertakings by a
controliing shareholdes.

{12} Details of any arrangement under which a shareholder has Note 27 10 the
waived or agreed to waive any dividends. cemsolidated finangial

statements provides
infermation on employee
benefit trusts that have
waived and sgreed o
waive dividends, Shares
held in treasury do not
qualify for dividends.

{13} | Details of zgreements by sharehglders to waive future Note 27 1o the
dividends. consolidated financial

statements provides
information on employee
benefit trusts that have
agreed towaive future
dividends.

(14) | Astatement made by the Board in respect of matters Not applicable
relating to a controlling shareholder,

8y order of the Board

Mike Vaux
Company Secretary

8 July 2016
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4. Corporate governance report

4.1 Introduction from Will Whitehorn,
Deputy Chairman

The Stageceach Group is committed to ensuring that it operates with the
high standards of corporate governance that are expected of a group
with shares traded on the London Stock Exchange. This introduction te
the Group's corporate governance report is an opportunity to leok back
at the year 2015/16, at the progress that has been made with the
governance of the Group and to look forward to the governance
challenges for the future.

During the year, Garry Watts announced his intention to step down from
the Board as he approached nine years’ service on the Board. I took over
from Garry as Beputy Chairman and Senior Non-Executive Director on 1
April 2016 and Garry has indicated his intention to step down from the
Board on 31 July 2016. | would like to take this opportunity o thank
Garry for his contribution to the Group during his tenure on the Board
and in particular for helping to maintain and develop the strong
corporate governance culture of the Group. 1 am pleased to have taken
over the role of Deputy Chairman from such a positive position and look
forward to the challenge of maintaining and impraving that pasition over
time. As the Deputy Chairman, it is my responsibility to promote the
highest standards of corporate governance thraughout the Group and
particularly at Board level. This report sets out the gavernance structure
in place for the Group and | believe it demonstrates that this structure is
both robust and appropriate for the Group’s operations.

The compasitinn of tha Board has been refreshed over the yoar. The
Board was pleased to be able to recruit James Bilefield and Karen
Thomson as new, independent, non-executive directors. We were also
pieased to anngunce the proposed election of Ray O'Toole as a non-
executive director with effect from 1 September 2016.

It is now over three years since Martin Griffiths took over as Chief
Executive from Sir Brian Souter. As the Group's Chairman, Sir Brian is
respansible for the conduct of the Board as a whole and in that position;
the Board is able to draw on his depth of experience, particularly in
considering broader strategic decisions, while the executive directors
manage the business. | am satisfied that the views of al! of the Directors
are heard and given due weight and that gur corporate governance
proceduras are appropriate for the Group.

The Board focuses on the Group's strategy and seeks to understand the
risks to the Group and the markets that it operates in. We aim to achieve
appropriate returns for our shareholders, balanced against an appropriate
level of risk and to look ahead to where we believe opportunities are
going to arise and to anticipate and address the challenges that the
business faces. | believe that good governance is central to achieving
these aims for the business as a whole and to ensure that our
management team is properly challenged to meet the Group’s objectives.

In the past year, the Board has continued to discuss franchise
oppertunities avaitakle in the rail sector, the balance of the Group
between its rail and bus businesses and the emerging opportunities and
chatlenges in the European inter-city coach market. The Board recognises
and has discussed in some detall the risks to the business in the changing
political landscape. The Board has considered how new technology has
enabled alternatives that challenge the traditional modes of public
transport and cpportunities for public transport providers to use
information technology to enhance the passenger experience and attract
more passengers to our services. The management team has risen to this
challenge and has increased the focus of the Group on its information
tachnology resources. An early result of this has been a significantly
improved stagecoachbus.com website, providing more Information to
passengers in a more accessible farm, along with a greater range of ways
to pay for tickets on fine and to carry tickets on mabile devices.

I am confident that the corporate governance structure of the Board
provides an appropriate forum to develop and adapt the Group’s
strategy to address future challenges and opportunities.

Wil Whitehorn
Deputy Chairman
8 July 2016
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4.2 Corporate governance and compliance
with the Code

The Stagecoach Board is accountable to shareholders for the Group’s
activities and Is responsible for the effectiveness of corporate governance
practices within the Group. This section 4 of the Annual Report sets out
Stagecoach Group's corporate governance arrangements. Taken together
with the Directors’ report, it includes the disclosures recommended by
the Financial Reporting Council (“FRC") UK Corporate Governance Code
[the "Cade”), and describes how the principles of goad corporate
governance that are set out in the Code have been applied. In line with
best practice, separate reports are provided from each of the Audit,
Namination, Health, Safety and Environmental and Remuneration
Committees,

The Code Issued in September 2014 applied to the Company’s financial
year from 1 May 2015 to 30 April 2016. The Directors believe that
throughout the year ended 30 April 2016 the Group complied with all of
the provisions of the Code. A copy of the Code is available at

https.//www.frc.org.uk/Qur-Work/Publications/Corporate-
rna UK-Corporate- nance-Code-2014.pdf

The Group also complies with the carporate governance requirements of
the Financial Conduct Authority's Listing Rules, and Disclosure and
Transparency Rules.

The Financial Conduct Authority’s Disclpsure and Transparency Rule 7.2.6
{"NTR 7.2 A"} renuires the corporate governance statement 1o contain
certain information required by Schedule 7 to the Large and Medium-
sized Companies and Groups (Accounts and Reports} Regulations 2008 (51
2008/410). This information relates to significant interests in the
securities of the Company, securities carrying special rights with regard
to the control of the Company, restrictions on vating rights, rules
regarding the appointment and replacement of directors, rules regarding
changes to the Company’s Articles of Assaciation and the Directors’
powers in relation to the issuing or buying back by the Company of its
shares. The relevant information can be found in sections 3.5 and 3.11
of this Annual Report.

4.3 Compaosition of the Board

The composition of the Board is as follows:

Independent
Non-
Executive Other
Chairman Director Director

Sir Brian Souter

Chairman s
Gregor Alexander

Naon-Executive Director s
James Bilefield

Non-Executive Director 7/
Sir Ewan Brown

Non-Executive Director I'd
Karen Thomson

Non-Executive Director 4
Garry Watts

Non-Executive Director s
Wwill Whitehorn

Senior Independent Director

& Deputy Chairman Fs
Ann Gloag

Non-Executive Director s
Martin Griffiths

Chief Executive s
Ross Paterson

Finonce Director v

As previously explained, Garry Watts has indicated his intention to step
down fram the Board on 31 July 2016, We have announced the proposed
election of Ray O'Toole to the Board with effect from 1 September 2016.
Following those two changes, the Board will continue to cornprise ten
directors, six of whorn are considered to be independent by the Board and
five of whom meet the criteria suggested by the Code for determining
director independence,




4.4 Division of responsibilities

Sir Brian Souter was the Chief Executive of the Group until 1 May 2013,
When Sir Brian became the Chairman of the Group and Martin Griffiths
becarme Chief Executive, the Board created the new role of Deputy
Chairman to maintain the strength of its governance arrangements. The
split of the Chairman’s, Deputy Chairman’s and Chief Executive's
responsibilities has been agreed in writing and has been approved by the
Board. The Deputy Chairman reports to the Chairman and to the Board
and has responsibility for ensuring proper corporate governance. The
Deputy Chairman'’s role includes ensuring that the Board's consideration
of matters is in the best interests of the Group and unaffected by conflicts
of interest. No executives report directly to the Deputy Chairman.

The Chairman is responsible for the running of the Board and for ensuring
that the Board as a whole plays a full and constructive part in the
development and determination of the Group's strategy and overall
commercial objectives. The Deputy Chairman is responsible for ensuring
that the Board deterrnines the Group's strategy and overall commaercial
objectives with the overall success of the Group in mind and to provide
guidance in this regard to the Chairman. The Chief Executive is responsible
for proposing and developing that strategy with support and guidance
from the Chairman. The Chief Executive is responsible for the running of
the Group's business and reports to the Chairman and to the Board
directly. All other members of the executive management team report
either directly or indirectly to the Chief Executive.

Wwill Whitehorn, as well as being Deputy Chairman, is the Group’s Sanior
Independent Director and is available to sharehalders if they have
concerns which contact through the Chairman, Chief Executive or Finance
Director has failed to resolve or for which such contact is inappropriate.

4.5 Board independence and balance

The Directors’ biographies appear in section 2 of this Annual Report and
ilustrate the Directors’ range of experience, which ensures an effective
Board to lead and control the Group. The Board delegates the operational
management of the Group to the Chief Executive and Finance Director
{"Executive Directors”}. The Non-Executive Directors bring an independent
viewpoint and create an overall balance. The Directors have a
complementary range of experience that ensures no one director or
viewpagint is dominant in the decision-making process.

The Code suggests that independent non-executive directors should make
up at least half of the Board {excluding the Chairman). Throughout the
year from 1 May 2015 to 30 April 2016, the Board considers that it
complied with this Code requirement. The current position is that two
thirds of the Board members (excluding the Chairman) are independent.

tn determining the independence of non-executive directors, the Board
considers a number of factors. In particular the Board satisfies itself on the
following questions;

* Daes the director provide a robust and effective challenge to executive
management?

* Is the director prepared to challenge others” beliefs, assumptions and
viewpoints for the overall good of the Group and its shareholders?

* Does the director effectively contribute to constructive debate by the
Board and its Committees?

* Is the director willing to defend his or her own beliefs and viewpoints
for the overall good of the Group and its shareholders?

* Does the director have a sufficiently sound and detailed knowledge of
the Group’s business that enables him or her to effectively question
strategy and exacutive management’s running of the business?

Sir Ewan Brown, cne of the six independent Non-Executive Directors, has
served on the Board since 1988 and is a non-executive director of Noble
Grossart, which has from time to time provided advice to the Company,
The Company recognises and understands investor concerns over longer-
serving non-executive directors but continues to regard Sir Ewan Brown as
independent. Sir Ewan Brown's long assaciation with the Group and the
sound and detailed knowledge of the Group’s business that he has
developed enables him to provide a robust and effective challenge to
management, The Board believes that Sir Ewan Brown's length of service
enhances his effectiveness as a non-executive director and that he
remains independent in character and judgement. Six of the nine
members of the Board, ex¢luding the Chairman, are considered by the

Board to be independent. Even were Sir Ewan Brown not treated as
independent, the balance of the Executive and Non-Executive Directors
complies with the recommendations of the Code.

In recognition of the factors suggested by the Code for determining
independence, Sir Ewan Brown does not serve on the Remuneration
Committee or the Audit Committee.

All of the Directors stand for election or re-election at each annual generat
meeting of the Company.

4.6 Operation of the Board

The Board generally meets six tirnes each year, Additional meetings of the
Board are held to consider matters arising between scheduled Board
meetings, where a decision of the Board is required prior to the next
scheduled meeting. In addition to the formal meetings of the Board and its
Committees, the Directors are in more frequent but less formal contact
with each other and with the Group's management an a range of matters.

The Chairman and the Non-Executive Directors periodically meet without
the Executive Directors being present. In addition, the Non-Executive
Directers, led by the Deputy Chairman, meet without the Chairman at least
annually.

All the Directors meet regularly with other senior management and staff of
the Group, have access to confidential advice from the Company Secretary
and may take independent legal or other professional advice at the
Group’s expense where it i< concidarad nacessary for the proper discharge
of their duties as directors. The Company Secretary, whose appointment
and removal is a matter for the Board as a whole, is responsible ta the
Board for ensuring the Board procedures are complied with,

Each director receives induction training on appointment and subsequently
such training, briefings and site visits as are considered necessary to keep
abreast of matters affecting their roles as directors. The Chairman reviews
the Directors’ training and development needs in conjunction with the
Company Secretary. Training can encompass health, safety, environmental,
social and governance matters,

The number of full Board meetings during the year was six. The full Board
typically meets at least once a year at an operational location. Regular
comrmunication is maintained by the Chairman with other directors
between meetings to ensure all directors are well informed on strategic
and operational issues. The Board met in Washington DC in October 2015,
giving the Board the opportunity to inspect the facilities at the Group's
operations in the city and to meet the local management team. The
Fehruary 2016 Board meeting was held at York railway station and the
Board received briefings on the Virgin Trains East Coast operations and
received presentations from members of the Group’s talent programme. In
November 2015, the Health, Safety and Environmenta! Committee visited
the Group's South West Trains rail operatigns and was briefed on
operational challenges, particularly from overcrowding and station layouts,
and the management team’s responses to thase challenges.

The Board has a number of matters reserved for its consideration, with
principal responsibilities being to agree the overall strategy and investmant
policy, to approve major capital expenditure, to monitor performance and
risk management procedures of senior management, to ensure that there
are proper internal controls in place and to consider major acquisitions or
disposals. The Directors have full and timely access to information with
Board papers distributed in advance of meetings. Notable matters that the
Board considered during the year ended 30 April 2016 included:

* Refinancing of the Group’s £400m bonds

® Discussion of rail franchise bids, inciuding the Transpennine Express
franchise, a proposed joint bid with Abellio for the Greater Anglia
franchise and the decision not to proceed with an equity participation in
the Greater Anglia bid

Development of megabus.com services in maintand Europe, including
the expansion of the business in France and Italy, and the subsequent
sale of the European retail business to FlixBus

* Group strategy and development opportunities

Political and regulatory developments and potential developments,
including the Quality Contract proposals in North East England and
proposed devolution of transport regulatory powers to regional
authorities
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* Challenges to rail franchise gperators from open access bids

* Negotiation of a direct award of the South West Trains franchise and the
decision not to proceed with the award on the terms proposed

* agreement of terms of a new East Midlands Trains franchise

* The management response to slowing rates of revenue growth in the UK
Bus {regional operations) Division and the UK Rail Division

* Progress on digital and technology matters, including the management
of information security

* Divisional management and board succession planning

The Board keeps the roles and contribution made by each directer under
review and changes in responsibilities are made where necessary to
improve the Board's effectiveness. To provide a more manageable process
and better control, certain of the Board’s powers have been delegated to
commitiees,

Minutes are taken of each meeting of the Board and its Committees.
Where any director has significant concerns that cannot be resolved about
the running of the Group or a proposed actign, these concerns are
recorded in the minutes. It is alse the Group’s policy that where a director
resigns, the director is asked to provide a written statement to the
Chairman of any concerns leading to his or her resignation.

4,7 Operational management of the Group

The Executive Directors matintain day-to-day contact and meet regularly
{ave-iu-fave or in videe conferences with non-board senior management.
There are feur principal operating divisions:

® UK Bus {London): headed by a managing director

® UK Bus [regional operations): headed by a managing director
® North America: headed by a chief aperating officer

* UK Rail: headed by a managing director

Ajthough the megabus Europe business is now reported as a separate
segment for financial reporting purposes, it is managed as part of the UK
Bus (regional operations} operating division.

Each division comprises a number of autenomous business units, each
headed by a chairman or managing director who is responsible for the day-
to-day performance of the business unit. Each chairman or managing
director is supported by his or her own management teams.

Twe of the joint ventures in which the Group has an interest, Virgin Rait
Group and Twin America LLC, are managed independently of the Group.
Each is headed by its own chief executive or managing director. The Group
has two representatives on the Board of Virgin Rail Group and three
representatives on the Board of Twin America LLC. The other trading joint
venture in which the Group has an interest, Scottish Citylink Coaches
Lirnited, has a joint board. The Group is responsible for the day-to-day
management of that business.

4.8 Performance evaluation

The Board assesses its own performance and the performance of each
individual Board member; this assessment is co-ordinated and directed
by the Chairman with the support of tha Company Secretary. The Board’s
assessment of the performance of the Chairman is co-ordinated by the
Deputy Chairman. As part of the assessment process, the Non-Executive
Directors meet without the Executive Directors being present. The Non-
Executive Directors also meet without the Chairman being present. The
Chairman obtains feedback from eath individual Director on the
performance of the Board and other Board members. The Deputy
Chairman obtains feedback from each individual director on the
performance of the Chairman. A questionnaire-based process is
undertaken to assess the performance of each of the Board's
committees,

The Directors have reviewed the effectiveness of the Baard as a whole
and its committees. The Code recommends board performance
evaluation should be externally facilitated at least every three years. The
Board appointed Margaret Exley of SCT Consuitants to facilitate its
evaluation in the year ended 30 April 2014 and details of the review
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were included in the 2014 Annual Report. The 2015 and 2016 evaluations
were not externally facilitated but the Board intends to continue to use
external facilitation of its performance evaluation no less frequently than
every third year.

The Board has considered the results of these assessments and has
concluded that overall the Board and its committees continue to operate
in an effective and constructive manner.

4.9 Composition of Committees

The current composition of the various Board Committees is summarised
below. The Board intends to review and revise the composition of the
Committees following Garry Watt's leaving the Board and Ray O'Toole's
propased election to the Board.

Audit Committee

Number of members of Committee: 3

Alt members are independent non-executive directors.
Chairman and designated member with recent

and relevant financial experience

Gregor Alexander

Other members
Karen Thamsan
Will Whitehorn

Nomination Committee

Number of members of Committee: 5

Chairman

Sir Brian Souter

Other members
James 8ilefield
Sir Ewan Brown
Garry Watts
Will Whitehorn

Remuneration Committee

Number of members of Committee: 3
All members are independent non-executive directors.
Chairman

Garry Watts

Other members
Gregor Alexander
James Bilefield

Health, Safety and Environmental Committee

Number of members of Committee: 4

Chairman
will Whitehorn
Other members
Martin Griffiths
Ann Gloag

Karen Thomsan

4.10 Reports from the Committees

Reports fram each of the Committees of the Board are set out in sections
5 to 8 of this Annual Report.




4.11 Individual director participation at
meetings
The following is a table of participation in full 8oard meetings, meetings

of committees and the Annual General Meeting by directors during the
year ended 30 April 2016:

PARTICIPATION Full Board Audit Remuneration
IN MEETINGS meetings Commt Commi
Actual | Possible| Actual | Possible Actual | Possible
Sir Brian Souter 6 6 nfa nfa nfa nfa
Martin Griffiths & 6 nfa nfa nfa nfa
Gregor Alexander 6 6 3 3 3 3
James Bilefield 2 2 n/a nfa 1 1
Sir Ewan Brown & [ nfa nfa nfa nfa
Ann Gloag & 3] n/a n/a nfa nfa
Helen Mahy 4 S 2 2 nfa nfa
Ross Paterson 6 6 nfa nfa n/a n/a
Karen Thomson 1 1 1 1 nfa nja
Gary watts 6 6 nfa n/a 3 3
Phil White 4 5 1 2 2 2
Will Whitehorn 6 6 1 1 2 2
Health, Safety
PARTICIPATION and Environmentat NMormination Annuaf General
IN MEETINGS Co Comnmi Meeting
Attual | Possible | Actual | Possible] Actuat | Possible
Sir Brian Souter nfa nfa nfa nfa 1 1
Martin Griffiths 6 6 n/a nfa 1 1
Gregor Alexander nfa n/a n/a nfa 1 1
James Bilefield nfa nfa | nfa nfa nfa nfa
Sir Ewan Brown nfa nfa 3 3 1 1
Ann Gloag S 6 nfa nfa 1 1
Helen Mahy -] 5 1 3 1 1
Ross Paterson n/a nfa | nfa n/a 1 1
Karen Thomson 1 1 nfa nfa n/a nfa
Gary Watts nfa nfa 3 3 1 1
Phii White 3 5 n/a nfa 1 1
will Whitehorn 6 6 2 3 1 1

4.12 Relations with shareholders

The Board endeavours to present a fair, balanced and understandable
assessment of the Group’s position and prospects in communications
with shareholders. The Group holds pericdic meetings with
representatives of major institutional shareholders, other fund managers
and representatives of the financial media.

The programme of investor relations includes presentations in London of
the full-year and interim results and meetings with institutional investars
in the UK and overseas. investor and analyst feedback is sought after
presentations to ensure key strategies, market trends and actions being
taken are effectively communicated and shareholder objectives are
known. Writlen responses are given ta letters or e-mails received from
shareholders. The Annual Report is published in hard copy and on the
Group’s website.

The Board receives regutar updates on the views of sharehciders through
briefings from the Chairman and the Executive Directors, reports from
the Company’s brokers and reports from the Company’s Financlal PR
consultants,

All shareholders are welcome to attend and participate at the Annual
General Meeting and any other general meetings. The Group aims to
ensure that all the Directors are available at the Annual General Meeting

to answer questions. The Annual General Meeting provides an
opportunity for shareholders to question the Chairman and other
directors on a variety of topics and further information is provided at the
Annual General Meeting on the Group’s principal business activities. It s
the Company’s policy to propose a separate resolution at the Annual
General Meeting for each substantially separate issue. All resolutions
proposed to the 2015 Annual General Meeting were decided by a poll (as
opposed to a show of hands) and details of all votes lodged for and
against, or withheld, in respect of each resolution of the 2015 Annual
General Meeting were published on the Group’s website at

1R; pach. inw s/shareholder-servi

The Group intends to undertake a pell on each resolution put to the
2016 Annual General Meeting. All votes cast for or against each
resolution, whether by proxy or in person at the meeting, will be
aggregated and the results will be reported on the Group's website.

The Company and its registrars have established gracedures to ensure
that votes cast are properly received and recorded,

4.13 Risk management

The Board recognises the importance of maintaining a sound risk culture
throughout the Group such that risks are identified, evaluated and
managed appropriately. Further details are provided in the sections that
follow about the Board's appetite for risk and the Group’s risk
management process.

4.13.1 Risk appetite

The Board considers that it is in the interests of the Group’s stakeholders
for the Group to evaluate and accept risk. Delivering the Group’s strategy
and objectives necessitates some risk taking.

It is the Group’s objective that the risk of it not remaining viable for the
foreseeable future should be low. Its appetite for risk reflects that overall
objective, Consistent with that risk appetite;

+ Safety is at the heart of the Group’s business as explained in section
1.8.5 of this Annual Report. Health and safety risks are carefully
assessed and the Group avoids activities where health and safety risks
cannat be managed to an acceptable level.

s It is the Group’s intentien to remain focused on the public transport
sector and goods and services related to that. The Group does not
currently have plans to expand into businesses unrelated to public
transport. Before entering a new country, the Group carefully evaluates
the risks of doing so.

= The Group recognises the different risk profiles of each of its businesses
and in particular, recognises that profits and cash flows from UK rail
businesses are generally less predictable than those from the Group’s
bus businesses. As a result, the Board considers there to be an
acceptable limit to the size of the UX rail business relative to the other
businesses of the Group.

« The Group seeks to minimise as far as practical the risk of breaches of
laws and regulations and applies a zero tolerance approach to employee
breaches of legal and regulatory requirements, its own Code of Conduct
{see section 5.4.6 of this Annual Report), its delegated authority levels
and its other internal policies including in respect of health and safety,
anti-corruption and share dealing.

= Itis the Group's abjective to maintain an investment grade credit rating
as explained in section 1.6.10 of this Annual Report.

+ The Board has set a minimum level of undrawn, committed credit lines
that the Group should aim to maintain at all times and which should be
available for borrowings.

Stress testing and reverse stress testing are undertaken in respect of
major investment proposals, major contract bids including rail franchise
bids and generally as part of the Board’s assessment of the Group’s
viability,

The Group’s risk appetite and related objectives are refiected in the
objectives that the Remuneration Committee sets for the Executive
Directors. For example, one of the Chief Executive’s current objectives
relates 1o health and safety, while one of the Finance Director's current
objectives relates to the Group's investment grade credit ratings and their
remuneration is partly linked to the achievement of those objectives.
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4,13.2 Risk management process
The Group has an engoing process for identifying, evaluating and managing
the principal risks that it faces. The Board regularly reviews the process.

The Board considers acceptance of appropriate risks to be an integral part
of business and unacceptable levels of risk are avoided or reduced and, in
some cases, transferred to third parties. Internal controls are used to
identify and manage risk. The Directors acknowledge their responsibility
for establishing and maintaining the Group's system of internal control,
and for reviewing its effectiveness. The Group's system cannot provide
absolute assurance but is designed to provide the Directors with
reasonable assurance that any significant risks or problems are identified
on a timely basis and dealt with appropriately. The Group has established
an ongoing process of risk review and certification by the business heads of
each operating unit.

Certain of the Group's businesses are subject 1o significant risk, Each
identified business risk is assessed for its probability of occurrence and its
potential severity of accurrence. Where necessary, the Board considers
whether it is appropriate to accept certain risks that cannot be fully
controlled or mitigated by the Group.

For those businesses that have been part of the Group for the whole of the
financial year ended 30 April 2016, the Group's risk management process
was embedded throughout the businesses for that year and up 1o the date
of the approval of this report.

The Board has carried out a review of the effectiveness of the Group’s risk
management and internal ¢control environment and such reviews are
supported on an ongoing basis by the work of the Audit Committee. The
Board is satisfied that processes are in place to ensure that risks are
appropriately managed.

The Board has designated specific individuals to oversee the internal
contral and risk management processes, while recognising that it retains
ultimate responsibility for these, The Board believes that it is important
that these processes remain rooted throughout the business and the
managing director of each operating unit is responsible for the internal
control framework within that unit.

Self-assessment of risk conducted by the Directers and senior management
is ongoing and has been considered at several levels, with each divisien
maintaining a separate risk profile,

The Group Risk Assurance (or internal audit) function, which was
oursourced to and has been managed by Deloitte throughout the year to
30 April 2016, reports to the Audit Committee and is utllised in monitoring
risk management processes to determine whether internal controls are
effectively designed and properly implemented. In conjunction with the
tender for the provision of external audit services for the Group that
resulted in the Board's recommendation to appoint Ernst & Young as the
Company’s auditars for the financial year ending 30 Aprit 2017, the Audit
Committee oversaw a tender for the provision of internal audit services to
the Group. As a result of that tender process, the Group intends 1o appoint
PricewaterhouseCoopers to manage the Group Risk Assurance Function,
We expect that appointment 1o be made and take effect in August 2016,
subject to shareholders approving the resclution to appoint Ernst & Young
as external auditor in place of PricewaterhouseCoopers at the 2016 Annual
General Meeting.

A risk-based approach is applied to the implementation and monitoring of
controls, The monitoring process also forms the basis for maintaining the
integrity and improving, where possible, the Group's risk management
process in the context of the Group’s overall goals.

The Audit Committee reviews Group Risk Assurance plans, as well as
external audit plans and any business improvement opportunities that are
recommended by the external auditors.

The Group's risk management process does not specifically cover joint
ventures, but the Group maintains an overview of joint ventures' business
risk management processes through representation on the boards and in
the case of Virgin Rail Group, its audit committee. Stagecoach
management representatives also meet regularly with representatives of
joint ventures 1o ensure that they follow appropriate risk management
procedures.
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4.13.3 Principal risks and uncertainties

The Beard periodically undertakes a robust assessment of the principal
risks facing the Group, including those risks that would threaten the
Group's business model, future performance, solvency and liquidity. In
making that assessment, the Board considers the likelihood of each risk
materialising in the short-term and the longer term. In assessing the longer
term viability of the Group (see sections 3.12 and 5.5 of this Annual Report
for further information on the Group’s viability), the Board has considered
the principal risks.

The principal risks and uncertainties facing the Group are surmmarised in
section 1.4.6 of this Annual Report and that section includes an
explanation of how we aim to appropriately manage and mitigate those
risks,

4.14 Internal control

The wider process described above and the key procedures noted below,
enable the Directors 1o confirm that they have reviewed the effectiveness
of the system of risk management and internal control of the Group during
the year. The key procedures, which the Directors have established, are as
follows:

* an annual budgeting process with periodic re-forecasting of out-turn,
identifying key risks and opportunities. All budgets are presented to a
panel consisting of executive directors and/or senior managers by each
business unit’s management team, before the overall Group budget is
anpnroved by the Bogrd,

* reporting of financia!l information to the Board encompassing income
statement, cash flow, balance sheet and key performance indicators.
Group management manitors the results throughout each financial year.

* 3 Risk Assurance function which reviews key business processes and
business controls, reporting directly to the Audit Committee,

® third party reviews comrmissioned periodically by the Group of areas
where significant inherent risks have been identified, such as health and
safety, treasury management, insurance provisioning, pensions strategy
and competition policy.

a decentralised organisaticnal structure with clearly defined limits of
responsibility and authority to promote effective and efficient
operations.

joint control over the activities of joint ventures through Stagecoach
representation on the boards of the entities together with regular
contact between Stagecoach management and the management of the
retevant entities.

* 3 performance management appraisal system, which covers the Group's
senior management based on agreed financial and other performance
abjectives, many of which incorporate managing risk.

significant emphasis on cash flow management. Bank balances are
reviewed on a daily basis and cash flows are compared to budget on a
four-weekly basis.

reporting to the Board and/or its Committees on specific matters
including updated key risks, taxation, pensions, insurance, treasury
management, foreign exchange, interest and commodity exposures, The
Board regulates treasury management pelicies and procedures.

defined capital expenditure and other investment approval procedures,
including due diligence requirements whara material businesses are
being acquired or divested.

®» each operating unit maintains internal controls and procedures
appropriate to the business. A written certificate is provided at least
annually by the management of each business confirming that they have
reviewed the effectiveness of the system of internal control during the
year,

a competition compliance programme, which the Beard has approved
and which is subject to regular monitoring.

* an anti-bribery and anti-corruption palicy with training and compliance
monitoring.

Any control weaknesses that these orocedures identify are monitored and

addressed in the normal course of business. None of the weaknesses

identified in the year to 30 April 2016 have resulted in any material losses,

contingencies or uncertainties that would reguire disclosure in the Group’s

Annual Repoert,




4.15 Process for preparing consolidated
financial statements

The Group has established internal control and risk management systems

in relation to the process for preparing conselidated financial statements.

The key features of these internal control and risk management systems

are:

+ The Risk Assurance function and management conducts various checks
on internal financial controls periodically.

= Management regularly monitors and considers developments in
accounting regulations and best practice in financial reporting, and
where appropriate, reflects developments in the consolidated financiat
statements. Appropriate briefings and/or training are provided to key
finance personnel on relevant developments in accounting and financial
reporting. The Audit Committee is also kept appraised of such
developments,

» A written certificate is provided annually by the management of each
business unit confirming that the internal financial controls have been
reviewed and highlighting any departures from the controls system that
the Group has determined to be appropriate practice.

« The financial statements of each business unit are subject to review by a
local finance manager prior to being submitted to the Group Finance
function,

* The financial statements of each business unit are subject to review by
the Group Finance function for unusual items, unexplained trends and
completeness. Any unexplained items are referred back to local
management to explain.

The Group Finance function compares the financial statements of each
business unit to the management accounts received during the year and
obtains explanations for any material differences.

The Group’s consolidation, which consolidates the results of each
business unit and makes appropriate adjustments, is subject te varigus
levels of review by the Group Finance function.

The draft consolidated financial statements are reviewed by an
individual independent from those individuals who were responsible for
preparing the financial statements. The review intludes checking
internal consistency, consistency with other statements, consistency
with internal accounting records and arithmetical accuracy.,

+ The Audit Committee and the Board review the draft consolidated
financial statements. The Audit Committee receives reports from
management and the external auditars on significant judgements,
changes in accounting policies, changes in accounting estimates and
other pertinent matters relating to the consalidated financial
statements,

+ The financial statements of all material business units are subject to
externai audit.

The Group uses the same firm of auditors to audit all Group companies.
The Group auditors review the audit work papers for material joint
ventures that are audited by a different firm of auditors.

4.16 Pension schemes

The assets of the Group's pension schemes are held under trust, separate
from the assets of the Group and are invested with a number of
independent fund managers. There are twelve trustees for the principal
UK scheme, three of which are employee representatives nominated by
the members on a regional basis and three are pensioner trustees. The
chairman of the trustees of the principal UK scheme is a professional
trustee who served for eight years as a fund member elected
represeriative on the National Assaciation of Pensign Funds’ investment
council, and is a past Trustee Chairman of the Railways Pension Scheme
trustees, The other trustees of the principal UK scheme include senior
Group and UK Bus executives.

A Pensions Oversight Committee was in operation throughout the year.
This Committee is chaired by a non-executive director, Sir Ewan Brown,
and also comprises one executive director and other members of senior
management. The Committee operates at a strategic level and its remit
covers all matters affecting the Group's pension schemes from the
perspactive of the Group’s shareholders and other stakeholders, and it will
consider, develop and propose recommendations to the Board in respect
of such issues as may arise. The Committee reviews pension scheme
funding, investment strategy, risk management and internal contrels
surrounding pension matters.

8y order of the Board

Mike Vaux
Company Secretary
8 luly 2016
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5. Audit Committee report

5.1 Introduction from Gregor Alexander,
Chairman of the Audit Committee

As Chairman of the Audit Committee, | am pleased o present our Audit
Committee report for the financial year ended 30 April 2016 in
accordance with the UK Corporate Governance Code. The report
describes how we have discharged our responsibilities under the Code
and monitored the effectiveness of the Group’s financial reporting,
internal cantrol systems and risk managerment.

Helen Mahy and Phil White stepped down from the Board and the
Committea during the year ended 30 April 2016 and | would like te thank
them for their contributions to the Committee.

t am pleased to welcome Karen Thomson as a member of the
Committee. | am confident that the Committee will benefit from Karen's
extensive experiente, including her past membership of another FTSE
250 company’s audit committee. Will Whitehorn has temporarily joined
the Audit Committee and amongst his wider expertise, brings specific
sector insight. The Board intends to review the composition of the Board
committees in light of recent and planned changes in the Board's own
compaosition,

The revised UK Corporate Governance Code was issued in September
2014 and applies to this year's Audit Committee repart for the first time.
During the year, the Committee considered the changes relevant to risk
management and internal control arising from the revised Code, in
particular reviewing the processes in place to support the new viability
statement, Other areas of focus In the year included overseeing the

s ok

tenders of the exiernai audit and the Kisk Assurance function,

Gregor Alexander
Chairman of the Audit Committee
3 July 2016

5.2 Composition of the Audit Committee

The membership of the Audit Committee is summarised in section 4.9 of
this Annual Report. Gregor Alexander is the current Chairman of the
Audit Committee and is a Chartered Accountant. Gregor is the Finance
Director of SSE plg, a FTSE 100 company, and is the desighated
Committee member with recent and relevant financial experience.

The Committee as a whole has competence relevant to the Group's
industry sector. Of particular note, are the insights brought by Phil White
and Will wWhitehorn during the year from their experience in other
organisations involved in the bus and rail sectors.

5.3 Operation of the Audit Committee

The Audit Cammittee met three times during the year. in addition, Audit
Committee members participated in a meeting in December 2015 to
specifically consider the internal and external audit tenders. The
Committee retains discretion as to who from outside the Committee
should attend its meetings but generally invites the following to attend:
¢ The Group Finance Director;

* The Group Financial Controller;

®* The Company Secretary, who is Secretary to the Committee;

¢ Representatives from the external auditors;

* Representatives from the Risk Assurance (internal audit} Function,

In addition, the Group Tax Director and Group Treasurer are expected to
present to the Committee at least annually.

The Committee may also invite other directors of the Company to attend
meetings of the Committee and does so from time to time.
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5.4 Activities of the Audit Committee

The Committee receives reports from major business functions including
the outsourced Risk Assurance Function {internat audit). It also receives
reports from the external auditors. It considers the scope and results of
the audit, the half-year and annual financial statements and the
accounting and internal controel systems in place throughout the Group.
The Audit Committee reviews the cost effectiveness, independence and
objectivity of the internal and external auditors.

The terms of reference of the Audit Committee are available on the
Group’s website at

ttp:f fwww . stapecoach.com/” /media/Files/S/Stagecoach-Grou
tac nts, t/tor-audit-committee-apr-2016. pdf

The sections that follow set out the areas that the Committee focused on
during and in respect of the year ended 30 April 2016.

5.4.1 Financial Reporting

The Group’s interim and preliminary financial results, as well as its
Annual Report, were reviewed and revised by the Audit Committee
before recommending their publication to the Board. At each meeting,
the Committee discussed with management how they had applied critical
accounting policies and judgements to these documents, having
considered reports from both the Group’s management and the external
auditors. The external auditors attended all meetings of the Committee
and presented audit plans and findings, amongst other matters.

ThHe Gruup has had no interaction with the kinancial Reporting Council’s
Corporate Reporting Review team during the year but the Audit
Committee would oversee any such interaction.

The Committee considered a number of issues and accounting
judgements in respect of the financial statements for the year ended

30 April 2016, of which It considered the most significant to be those set
out in the table on the following page.

In addition te the significant accounting judgements set out in the table,
the Committee also considered other accounting and reporting matters
in respect of the year ended 30 April 2018, including the following:

* Exceptional items — The Committee considered the appropriateness of
the amounts disclosed as exceptional items in the financial staternents
and the adequacy of the disclosure related to such items. The
Committee is satisfied that the Group's approach is appropriate in this
area.

Rail franchise opportunities = In light of the range of opportunities
facing the Group’s UK Rail Division, the Committee considered
whether any actual or anticipated changes in the commercial terms or
duration of rail franchises resulted in any changes in accounting
estimates. The Committee also considered the accounting for any
costs incurred in pursuing rail franchise oppartunities. The Committee
concluded that the accounting estimates in the consolidated financial
statements had been appropriately updated for such franchise
changes and that any costs incurred in pursuing rail franchise
opportunities had been appropriately accounted for.

Other liabilities ~ The Committee considered the judgements made in
respect of certain other Habilities including the token provision, and
cansidered them to be appropriate.

-

The Audit Committee also reviewed the evidence that supported the
conclusions that the Group remains a going concern and that the Board
has a reasonable expectation that the Group will be ahle to continue in
operation and meet its liabilities as they fall due over the period to 30
April 2019, noting it was consistent with the disclosure given in section
3.12 of this Annual Report.




Significant issues or judgements Work and conclusion of Audit Quantification Rejevant notes to the
considered by Audit Committee Committee consolidated financial
statements
Pensions
The determination of the Group's The Committee considered the appropriateness The total pensions B, 25
pension benefit obligation and of pension assumptions by receiving reports expense recognised in the
expense for defined benefit pension from management outlining the basis of the consclidated income
schemes is dependent on the assumptions used, comparing these assumptions | statement for the year
selection by the Directors of certain to those applied by other companies operating ended 30 April 2016 was
assumptions used by actuaries in in the same sector as the Group as well as by £106.7m {2015; £84.2m)
calculating such amounts. Those listed companies more generally, considering and the net retirement
assumptions include the discount rate, | advice from external actuaries and considering benefit liability as at 30
annual rate of increase in future salary | analysis undertaken by the external auditors. April 2016 was £96.7m
levels and mortality rates. The Committee noted that there was a range of | (2015: £160.5m).
acceptable assumptions but concluded that the
assumgptions applied were appropriate.
Insurance
The estimation of the insurance The Committee discussed with management the | The insurance provision in 24
provision in respect of traffic accidents | key judgements made in determining the the consalidated balance
and employee incidents is based on an | insurance provision, chailenging the sheet as at 30 April 2016
assessment of the expected methodology used, and understanding the was £148.6m {2015:
settlement on known claims together | extent to which estimates are supported by £150.7m).
with an estimate of settiements that third party actuarial advice and analysis
will be made in respect of Incidents previded by the external auditors. The
occurring prior to the balance sheet Committee noted that there was a range of
date but for which claims have not acceptable estimates for the year-end insurance
been reported to the Group. provision and after challenge, concluded that
the amount of the insurance provision was at
&n appropriate puint within that range.
Taxation
Estimation of the tax charge requires The Committee considered the judgements The consofidated tax 7,23
an assessment to be made of the made in respect of tax by reviewing reports charge for the year ended
potential tax consequences of from management outlining the basis of the 30 April 2016 was £5.4m
certain items that will only be assumptions, challenging the estimates formed (2015: £25.7m}.
resolved when agrqe_d by the and considering the extent to which third party | tha net consolidated tax
relevant tax authorities. professional advice and/or historical experience | |iapility as at 30 April 2016
informed the judgements. The Committee met | oo 'rog am (2015:
with the Group's Tax Director, the Group Tax £63.2m).
Manager and a tax specialist from the external
auditors in April 2016. The specific judgements
considered by the Committee included the
accounting for the tax effect of fuel derivatives,
transfer pricing and the financing of foreign
operations, The Committee concluded that
appropriate judgements had been made in
determining the tax amounts recarded in the
financial statements.
Twin America Litigation
Certain of the Group’s subsidiaries The Committee considered the appropriateness | The tarrying value of the 13, 31
and one of its joint ventures, Twin of liabilities held by the Group and its joint Group’s interest in Twin
America, are party ta litigation as venture in respect of the Twin America America as at 30 April 2016
explained in note 31 to the litigation. It considered this through discussion | was £Nil (2015: £35.9m),
consolidated financial statements. with management and consideration of relevant | after deducting £Nil (2015:
The ultimate cost to the Group in legal advice. It evaluated the range of possible £2.6m) in respect of the
respect of this matter is uncertain outcomes and concluded that appropriate Group's share of liabilities
but the Audit Commiitee is pleased liabitities had been recorded in the consolidated | related to the litigation.
that position is now less uncertain as | financial statements. A further £1.6m was held in
a result of progress made during the accruals in the Group's
year ended 30 April 2016. consolidated balance sheet
as at 30 April 2016 (2015:
£4.1m) in respect of
liabilities related to the
litigation.
Impairment and onerous contracts
The Group’s critical accounting For those businesses where trading conditions An exceptional charge of 4,13, 31
policies described in section 1.6.12 of have been more challenging than previously E£37.9m was recognised far
this Annual Report, include goodwill expected, in particular Twin America, Sheffield the year ended 30 April
and impairment; and acquired Supertram and Virgin Trains East Coast, the 2016 in respect of Twin
customer contracts and onerous Committee assessed whether any assets were America. An exceptional
contracts. impaired and whether any contracts had become | impairment charge of
A number of the Group’s businesses ONerous. £6.0m wafs fec?_gnlsed n
have experienced more challenging The Committee considered the judgements made ;espect of sheffield
trading conditions over the last year, | by management in undertaking impairment and upertram.
The Committee therefore focused on aherous contract reviews and challenged the
whether any impairment losses assumptions on matters such as future cash flows,
and/or onerous contract provisions growth rates, tax rates and discount rates.
arose in respect of those businesses. Impairment losses were identified in respect of
the carrying value of the Group’s interest in its
joint venture, Twin America, and in respect of
assets at Sheffield Supertram. No new onerous
contracts were identified,
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Audit Committee report

5.4.2 External auditors

The external auditars presented a detailed audit plan to the Committee,
setting out their analysis of significant audit risks and key judgemental
accounting matters, which would inform their planned scope and approach
to the current year audit. For the year ended 30 April 2016, the most
significant risks identified were in relation to provisioning for insurance
claims, taxation, exceptional items, pensions accounting and the Twin
America impairment assessment, based on the inherent level of
management judgement required in these areas. These risks are
monitored through the year and the Committee challenged the work done
by the auditors to test management’s assumptions and estimates.

Private meetings were held with the external auditers at each Committee
meeting without the presence of management. The Committee Chairman
also holds discussions with the external auditors between Committee
meetings. :
The Audit Committee is responsible for agreeing the audit engagement
letter, agreeing the scope of the audit, appeointing the audit partner and
making recommendations on the appointment, reappointment and
remuneration of the external auditors. There have been no instances of
disagreements between the Board and the Audit Committee relating to
the external auditars.

Subject to the annual appointment of auditors by the shareholders, the
Audit Committee conducts a continuaus review of the relationship
between the Group and the auditors, This review includes:

* the consideration of audit fees that should be paid and advance
approval of any other fees in excess of £50,000 per annum which are
payable to auditors or affiliated firms in respect of non-audit activities;
the consideration of the auditors’ independence and objectivity;

the nature and scope of the external audit and the arrangements
which have been made to ensure ¢o-ordination where more than one
audit firm or offices of the same firm are involved; and

* discussions on such issues as compliance with accounting standards.

The Committee formally assesses the effectiveness of the external audit
process on an annual basis in the context of the wider assurance
processes across the Group. As well 25 undertaking its own assessment
of the audit effectiveness, the Committee also considers the views of a
number of finance managers from various parts of the Group. The
auditor assessment questionnaire is completed on an annual basis and
examines three main performance criteria — robustness of the audit
process, quality of delivery and quality of people and service. This
assessment also includes consideration of the auditers’ independence
and objectivity, taking into account relevant laws, regulations and
professional requirements. The assessment involves considering all
relationships between the Group and the auditors, including the nature
and guantum of non-audit services, Assurances are obtained from the
auditors that they and their staff have no financial, business,
employment, family or other personal relationship with the Group that
could affect the auditors’ independence and objectivity, taking account
of relevant ethical standards. The auditors explain to the Audit
Committee their policies and processes for maintaining independence
and monitoring compliance with relevant requirements.

The Committee considered the audit fee of £0.9m (2015: £0.8m) for
PricewaterhouseCoopers LLP appropriate and concluded that an effective
audit can be conducted far such a fee.

5.4.3 Non-Audit services

In May 2014, the European Commission published a directive amending

the Statutory Audit Directive and a new Audit Regulation. The new

Audit Regulation has the direct effect of law and European Union

member states, including the UK, are required to adopt pravisions to

ensure its effective application. The new Audit Regulation stipulates that

a statutory auditor of a public-interest entity, which would include the

Company, shall not provide certain non-audit services to that entity, its

parent undertaking and/or its subsidiary undertakings within the

Eurepean Union. The Company’s auditors will therefore be prohibited

from providing certain non-audit services to the Group that are not

currently prohibited. The new requirements shalt first apply to the

Group in respect of its financial year ending 30 April 2018,

Procedures in respect of other services provided by the auditars are in

place to safeguard audit objectivity and independence. The Group’s

polities on non-audit services are set by the Audit Committee and are
currently:

* General - The auditors are not permitted to provided any non-audit
services that they would be prohibited by law from providing due to
either the nature of the services or the level of the fee for the
services.
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Audit related services — These are services that the auditors must
undertake or are best placed to undertake by virtue of their role as
auditors. Such services include formalities relating to bank financing,
regulatory reports, and certain shareholder circulars. The auditors
would generally provide all such services, subject to any legal
restrictions.

» Tax consulting — It is the Group's policy to select the advisor for each
specific piece of tax consulting wark whe has the most appropriate
skills and experience for the work required. The Group uses a range of
advisors for tax consulting and prior to July 2016, the Group would
consider using the auditors for tax consulting where they were best
suited te the work being undertaken. It is now the Group’s policy not
to use the auditors for such work.

* General consulting ~ For other consulting wark, the Group will select

an advisor after taking account of the skills and experience required

and the expected cost of the work. The Group uses a range of advisors
for general consulting, including the auditors where they are best
suited to the work being undertaken and subject to any fegal
restrictions.

The auditars are only permitted to provide non-audit services to the
Group when the Audit Cammittee and the auditors are satisfied that
there are ne circumstances that would lead to a threat to the audit
team’s independence or a conflict of interest that could not be
effectively safeguarded.

In addition te the audit fee, PricewaterhouseCoopers LLP received non-
audit related fees of £0.2m {2015: £0.1m}, which equate to 19.2% {2015:
12.1%) of the audit fee and further details of which can be found in note 2
of the consolidated financial statements,

The Committee believes that the level and scope of non-audit services
does not impair the objectivity of the auditers and that there is a clear
benefit obtained from using professional advisors who have a good
understanding of the Group’s operations. Other accounting or consulting
firms have been used where the Group recognises them as having
particular areas of expertise or where potential conflicts of interest for the
auditors are identified. The Committee will, however, of course review its
policy on non-audit services from time to time, to ensure continued
compliance with laws and regulations, including Eurapean Union
legislation.

5.4.4 Tender of external audit and Risk Assurance
Function {internal audit)

PricewaterhouseCoopers has been the Group’s external auditor since
2002. Until recently, the audit partner was Graham McGreger and the
year ended 30 April 2016 was the fifth consecutive financial year that
Graham acted as the audit partner. Martin Cowfe, who was involved
thraughout the 2016 audit, recently became the lead audit partner and
signed the auditors’ reports. As disclosed in last year's Annual Report,
the Audit Committee confirmed at its April 2015 meeting its intention to
conduct a formal tender process prior to 1 May 2016. Deloitte has
managed the Risk Assurance Function since 2002, which was also the last
year an internal audit tender was conducted, and as a matter of good
corporate governance practice, the Committee decided to formally
tender this function in conjunction with the external audit tender.

The Audit Committee issued an initial Request for Information
questionnaire (“RFI*} in August 2015 to parties wishing ta tender for the
Group’s external audit and/or internal audit.

An audit tender panel {the “AT panel”) was established, comprised of the
Audit Committee Chairman, the Group finance Director and the Group
Financial Controller, The AT panel reviewed the responses to the RFl and
created a shortlist to take part in the Request for Proposal stage. fach
member of the AT panel had separate meetings with each of the
shortlisted bidders in advance of the proposals being submitted. All
shortlisted bidders were invited to present to the Audit Committee in
December 2015.

The presentations provided the opportunity for detailed discussion and
rigorous evatuation of the firms. in determining who to recommend to
appoint for each role, the Audit Committee took into account a number of
factors, These included, but were not limited to, the experience of the firms
particularly in the listed company environment and their knowledge of the
transport industry, to inform which firms would provide the best quality
and most effective audits,

Having concluded the process in January 2016, the Committee
recommended to the Board that Ernst & Young be appointed as the
Group’s statutory auditor for the financial year ending 30 April 2017. It also
recommended that PricewaterhouseCoopers be appointed to manage the
Group’s Risk Assurance Function. The Board accepted these




recommendations and, accordingly, a resolution proposing the appointment in place in respect of the production of the Annual Report and financial
of Ernst & Young as the Group’s new statutory auditor will be put to the statements as operating effectively during the year, and was able to
shareholders at the 2016 Annual General Meeting. The Audit Committee provide positive assurance to the Board on the fair, balanced and

and Ernst & Young plan that the audit partner will be Mark Harvey, We understandable conclusion.

expect that PricewaterhouseCoopers will be formally appointed to manage
the Group Risk Assurance Function from August 2016.

The Group has complied with the Statutory Audit Services for Large
Companies Market [nvestigation [Mandatory Use of Competitive Tender
Processes and Audit Committee Responsibility) Order 2014 during the year.

5.4.5 Internal auditors

The Caommittee has received several reports from Deloitte, which
managed the cutsourced Risk Assurance Function {internal auditors),
detailing the planned schedule of audits as well as tracking key findings
and any related material actions to addrass unsatisfactory results.
Deloitte attended all meetings of the Committee, in addition to meeting
privately with the Committee without the presence of management.
The Audit Committee reviews the internal audit plan at least annually and
considers whether it is aligned to the key risks of the Group. The
Committee also has the responsibility for making recommendations on
the appointment, reappointment, removal and remuneration of the
Group Risk Assurance Function. There have been no instances of
disagreements between the Board and the Audit Committee relating to
the Risk Assurance Function.

The Cammittee formally assesses the effectiveness of the Risk Assurance
Function on an annual basis. This assessment includes a consideration of
independence and objectivity, the overall level of fees, the quality of the
risk assurance nrocess, and the rele of the function in the context of the
broader sources of risk assurance. As discussed at section 5.4.4, the
management of the Risk Assurance function was tendered during the
year, and it is planned that PricewaterhaouseCoopers will be appointed
effective from August 2016.

5.4.6 Code of Conduct and “Speaking Up" Policy

The Audit Committee reviews compliance with the Group’s Code of
Conduct and use of the Group’s "Speaking Up” policy, which pravides a
mechanism for employees with serious concerns about the conduct of
the Group or its employees to report those concerns, The Committee
ensures that appropriate arrangements are in place to receive and act
proportionately upon a complaint about malpractice, The Committee
takes a particular interest in any reports of possible improprieties in
financial reporting,

All known instances of fraud, theft or similar irregularities affecting the
Group were reported to and considered by the Committee, although there
were no such matters that were sufficiently material to merit disclosure in
the Annual Report. The Committee also received and considered updates
on litigation involving the Group, although other than the Twin America
litigation referred to in section 5.4.1 above and the tax litigation referred to
in section 1.6.4, there were no such matters that were sufficiently material
to merit separate disclosure in the Annual Report,

5.4.7 Other activities

The Committee has considered a range of other matters at its three

meetirigs over the last year and received various reports and

presentations as follows:

* A presentation was received from the Groug Tax Director and the Group

Tax Manager on the Group’s tax affairs, significant tax accounting

judgements and tax risks. The Group Treasury team gave a presentation

on tha Group’s treasury affairs and management of treasury risks.

The Committee considered reports on the planned external audit and

Risk Assurance Function tenders.

® As part of the Committee’s ongoing training and development, both
management and the external auditors updated the Cornmittee on
developments in accounting standards, auditing standards, guidance
for audit committees, the Financial Reporting Council UK Corporate
Governance Code, legislation affecting the Group more generally and
other relevant regulatory developments and guidance.

* The Committee considered reports from the Audit Committee of Virgin

Rail Group on matters relevant to that joint venture, The Group's

Finance Director is Chairman of the Virgin Rail Group Audit Committee.

Minutes of the Treasury Committee meetings (comprising members of

management) were shared with the Audit Committee.

* The Committee reviewed a summary of the Directors’ expense claims.

$.4.8 Fair, Balanced and Understandable

The Audit Committee advised the Board on whether it considers the
Annual Report and financial statements, taken as a whole, to be fair,
balanced and understandable and to pravide the information necessary
for shareholders to assess the Company's position, performance, business
modet and strategy. The Committee assessed the controls and processes

In advising the Board, the Audit Committea noted that:

* The Board considers the key risks facing the Group and the Audit
Committee considered how these link to the des¢ription of principal
risks and uncertainties in the Annual Report;

The Board considers the strategy of the Group and its short and long-
term objectives;

The Board receives four-weekly updates on the actual financial
performance of the Group and significant developments affecting the
Group;

The Board receives summaries of significant media coverage relevant
to the Group;

The Board annually reviews and approves the Group’s budget and is
updated at least twice a year on an updated forecast of financial
performance for the year;

The Audit Committee receives updates on developments in accounting
standards and other relevant laws and regulations;

The Audit Committee receives updates on key areas such as treasury,
taxation and audit;

The Audit Committee and the Board generally have the opportunity to
consider, comment and request changes to the Annual Report and
other price-sensitive decuments prior to publication;

The preparation of the “front end” of the Annual Report includes the
Corporate Communications team, the Company Secretariat, and Group
Finance as well as divisional management validating the
appropriateness of the material relating to the relevant division. The
involvement of these various groups helps ensure the balance,
completeness and accuracy of the “front end”;

The Audit Committee receives reports from the external auditors, the
internal auditors and management in respect of various matters
including the financial statements;

The external auditors report on whether the “fair, balanced and
understandable” statement is materially consistent with their knowledge
of the Group acquired in the course of performing their audit.

-+

The Audit Committee’s assessment considered whether:

* Appropriate weight had been given to “bad news” as well as “goed
news” in the Annual Report;

The description of the business, principal risks and uncertainties,
strategy and objectives in the Annual Repart was consistent with the
Board’s understanding;

The principal risks and uncertainties were consistent with the Group
risk register;

* The Annual Report was presented in an “understandable” way.

The Audit Committee also noted the established internal control and risk
management systems in refation to the process for preparing
consolidated financial statements.

5.5 Viability statement

During the year, the Audit Committee examined the requirements of the
revised UK Corporate Governance Code in relation to the assessment and
reporting of longer-term viability, risk management and internal control.
The Audit Committee advised the Board on the statement on the Group’s
viability included in section 3.12 of this Annual Report, which was
underpinned by the consideration of the following points:

* The Audit Committee assessed the reasanableness of the assumptions
made about the Group’s prospacts, with reference to the strategy and
risk appetite set by the Board;

The Audit Committee identified which risks, including those described
as principal risks and uncertainties in the Annual Report, could
potentially impact the Board's assessment of the Group’s viability;

The Audit Committee reviewed the length of the assessment period;
The Audit Committee examined the stress-testing of financial forecasts,
with particular focus around potential effectiveness of mitigating
actions, and consideration of the Group's ability to withstand the
severe but plausible downside scenarios modelled.

An early draft of the viability statement was presented to the Audit
Committee and Board in April 2016 for review, with the statement being
finalised at the June 2016 meeting,

5.6 Committee evaluation

The Committee’s activities formed part of the internal review of Board
effectiveness performed in the year, Details of this review are provided
in section 4.8, Qverall, the Committee considers that it has continued to
operate effectively during the year.

-
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6. Nomination Committee report

6.1 Introduction from Sir Brian Souter,
Stagecoach Group Chairman and Chairman of
the Nomination Committee

I am pleased to introduce my first report as Chairman of the Nomination
Committee, having taken over from Garry Watts who stepped down as
Deputy Chairman of the Company on 1 April 2016 and as Chairman of the
Committee on 22 April 2016. | thank Garry for his work in chairing the
Committee, Garry will remain a member of the Committee until he leaves
the Board on 31 July 2016. | would also like to thank Helen Mahy, who
stepped down from the Board and the Committee on 29 February 2016,
for her contribution to the work of the Committee. | welcome James
Bilefield to the Committee, joining Sir Ewan Brown, Garry Watts, Will
whitehorn and me with effect fram 22 April 2016.

The Nomination Committee has an important place in the governance
structure of the Stageccach Group. To be effective, a board needs to
maintain balance over time, taking account of planned and unplanned
changes to the membership of the Board. As Chairman of the Committee, |
ensure that we regularly review cur Board composition and ensure that the
mix of skills available is appropriate. We are aware that talented individuals
can come from diverse backgrounds and aim to promote diversity in the
recommendations that we make to the Board,

We have had a number of changes to our Board over the last year and the
Nominatlon Committee was key to managing those changes. During the
year, two of our nan-executive directors, Helen Mahy and Phil White,
resigned from the Board. Also, Garry Watts has given nntica that he chatl
resign from the Board at the end of July 2016. The Nomination Committee
led the process that resulted in the appointments of James Bilefield and
Karen Thomson during the year, and the announcement since the end of
the year of the proposed election of Ray O'Toole. Further details of the
process are set out in this report.

We have reviewed the performance and length of service of our executive
and non-executive directors and are pleased to be able to recommend all of
the Directors whe wish 1o continue on the Board for efection or re-election
{as appropriate} at the 2016 Annual General Meeting.

Sir Brian Souter
Chairrman of the Nomination Committee

8 July 2016

6.2 Composition of the Nomination
Committee

The camposition of the Nomination Committee is sumamarised in section
4.9. The Committee also invites other non-executive directors to attend
its meetings from time to time.

6.3 Operation of the Nomination Committee

The Nomination Committee keeps under review the overall structure,
size and composition of the Board, and is responsible for evaluating the
balance of skills, knowledge and experience of the Board and its
committees. Where appropriate, the Committee will suggest adjustments
10 achieve that balance. For a proposed appointment, the Committee will
prepare a description of the role and the attributes required of the
candidates, which will include a job specification and the estimate of the
time commitment expected. In making any appointment, the Group's
policy on directors having other significant commitments wilt be taken
into account and potential candidates will be asked ta disclose their
other commitments and confirm that they will have sufficient time to
meet what is expected of them. The Directors are also required to report
any significant changes in their other commitments as they arise. The
Committee identifies and evaluates suitable candidates and makes
proposals for each appointment, although final appeintments are the
responsibility of the Board as a whole. The appointments process takes
account of the banefits of diversity of the Board, including gender
diversity and in identifying suitable candidates the Committee considers
candidates from a range of backgrounds.
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When seeking to appoint a new non-executive directar, the Nomination
Committee cempiles a shortlist of potential new non-executive directors
by taking account of known candidates and candidates suggested by the
Group's advisors.

The search for candidates for non-executive directors during the year
and subsequently was undertaken on the basis of search specifications
that set out the key experience, skills and attributes that had been
identified by the Company. The Company engaged the services of the
exgcutive search firm, Heidrick & Struggles, to assist with the search.
There is no other connection between Heidrick & Struggles and the
Company.

Prospective candidates were considered by the members of the
Nomination Committee and a short-list was proposed to the Board.
Following meetings between the members of the Committee and then
other members of the Board with a number of prospective candidates,
James Bilefield, Karen Thomson and Ray O'Tocle were identified by the
full Board as the preferred candidates and appointment terms were
offered and accepted. The full Board also considered and approved the
appointment of Will Whitehorn 1o succeed Garry Watts as the
Company’s Deputy Chairman and Senior Independent Director.
Non-executive directors receive a letter of appointment. For any new
appointments, the expected time commitment is agreed with the
director and included in the letter of appeintment.

No director of the Company is currently a chairman of a FTSE 100
company.

The terms of reference of the Nomination Committee are available on
the Group's website at

http:/fwww stagecoach.co erms-of-reference-of-the-Nomination-
Committee.pdf

6.4 Board diversity

The Company believes strongly that its Board benefits from being
comprised of talented people with a range of perspectives and from
differing backgrounds. The terms of reference of the Committee reflect
this in the criteria for identifying suitabrle candidates for nomination to
the Board.

The Company was co-founded by Ann Gloag and throughout its life as 3
listed company it has had at least one woman on its Board and for
almast all of the time since May 2001, at least twa. There are currently
ten directors of the Company.

The percentage of women on the Board is 20% and the Board aspires to
maintain at least this percentage in the future. In addition to board
diversity, the Company believes in promoting diversity at all levels of the
organisation, further detait of which is provided in section 1.8.4 of the
Strategic report.

6.5 Succession planning arrangements

The Board and the Nomination Committee recognise the importance of
succession planning to ensure that the Group continues to prosper in the
longer term. The Group operates a decentralised organisational structure
with clearly defined limits of responsibility and authority, and oversight
from head office. This structure provides the opportunity for managers
to develop in some of the Group’s smaller business units before
progressing to wider and more responsible roles. The Group has a history
of developing geod managers who have progressed to take on senior
positions within the Group. The Group operates a graduate recruitment
programme, and some of the graduates recruited have gone on to
become managing directors of individual business units, both in the UK
and Morth America.

The Nomination Committee aims to ensure that appropriate succession
arrangements are in place for the Directors. The Nomination Committee
and the Board seek to identify new directors and senior managars to
ensure succession of directors is conducted in a managed way, without
significant disruption to the ongoing business of the Group. The
Committee believes that it is important to develop and promote existing
talent from within the organisation.

The Chief Exacutive has established a talent group involving human
resaurces, training and other professionals from within the Group. The




talent group is taking a lead role to further enhance the recruitment,
retention and development of talented employees throughout the Group.
The Group's Directors bring a broad range of skills to the Board, including
general management skills. In its succession planning, the Committee
considers the need to maintain and enhance this wide range of skills with
particular emphasis on the fotlowing:

* Health and safety — As is explained in section 1.8.5, safety is at the
heart of our business, The Group has a separate Health, Safety and
Environmental Committee and the Nomination Committee considers it
appropriate that the Non-Executive Directors collectively have an
understanding of health and safety matters. A number of the
Directors bring skills in these areas.

* Transport sector — The Committee considers it beneficial for the Non-
Executive Directors to collectively have experience of transport
businesses 10 bring a sector-specific perspective on matters such as
health and safety, transport operations, sector regulation and
accounting. Phil white brought significant bus and rail experience to
the Board and Ray O'Toocle will bring fresh insight on the bus and rail
sector, Will Whitehorn brings significant aviation and rail experience
and Ann Gloag, as a co-founder of the Group, has significant public
transport expertise.

Financial - The Committee considers it essential that the Non-
Executive Directors collectively have recent and relevant financial
experience, in arder for the Audit Committee to function effectively
but also to bring broader financial insights to the Board. As Chairman
of the Audit Committee and as a serving FTSE 100 finance director,
Gregor Alexander brings substantial recent and relevant financial
expertise. Sir Brian Souter, Sir Ewan Brown and Garry Watts are
qualified accountants, while James Bilefield has investment banking
experience, bringing further financial insight to the Board.

Digital and technology — In recent years, the Committee has identified
the increasing importance of digital and technological opportunities
and risks to the Groug’s strategy. It identified a possible skills gap in
this respect and considered that it would be desirable to enhance the
collective experience of the Non-Executive Directors in those respects.
The appointments of James Bilefield and Karen Thomson to the Board
during the year ended 30 April 2016 enhances the Board’s skills in
these areas.

¢ Listed company - The Committee believe it is beneficial for the Non-
Executive Directors to have collective experience of other publically
listed companies to contribute in the areas of corporate governance,
management of potential conflicts, investor relations and regulatory
compliance. Each of Gregor Alexander, Sir Ewan Brown, Karen
Thomson, Garry Watts and Will Whitehorn serve or have served on
the boards of other publically listed companies.

* Regulatory — The Group operates in regulated markets and the risk of
regulatory change is a principal risk. The Committee therefore values
the Non-Executive Directors’ insight on regulatory matters. A number
of the directors have significant skills on regulatory matters, including
Will Whitehorn [frem the transport sector}, Gregor Alexander {from
the regulated energy business) and Sir Ewan Brown {from his
experience in banking and financial services).

Given the importance of succession planning, the views of all directors
are considered and not just the views of the members of the Commitiee.
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7. Health, Safety and Environmental Committee report

7.1  Introduction from Will Whitehorn,
Chairman of the Health, Safety and
Environmental Committee

The Health, 3afety and Environmental Committee assists the Board to
fulfif its responsibilities by recommending Group policy in these areas
ang manitering compliance with the Group policy. Helen Mahy stepped
down from the Board and as Chairman of this Committee on 29 February
2016, after serving six years on the Board. As Chairman of the Health,
Safety and Enviranmental Cammittee, Helen promoted a strong culture
of safety from the Board into the whole Group and as the new Chairman
of the Committee, | am determined to ensure that the Committee
challenges the Group management team to continue to strengthen its
safety management processes gver time, | would like to welcome Karen
Thomson, who joined the Committee from 21 April 2016.

tn order to formutate and moniter the Group's policies, | belteve that it is
important to involve a range of contributors from the Group’s businesses
and to ensure that the members of the Committee actively engage with
those businesses to help the Group to evalve Its health, safety and
environmental strategy. Members of the Committee are encouraged to
be visible to the Group’s managers and staff by engaging with cperating
divisions through regular site visits. Managers are invited to attend
meetings of the Committee and are encouraged to bring more junior
members of their management teams to engage with the Committee, By
bringing contributors together at its meetings, the Committee aims to
share knowledge between the Group’s businesses and to challenge its
business managers and safety advisers to promote sustained
improvement gver time,

The safety and security of our customers, our people and others is
fundamental to our business. Public transport is the safest way to travel
and health and safety is at the top of cur agenda.

It is planned that § will hand over the chairmanship of the Committee to
Ray O'Toole when he joins the Board in September 2016. | am confident
that Ray will be a strong Committee Chairman and that the Group and
the Committee will benefit from his depth of expertise in transport,
health, safety and engineering matters.

Will Whitehorn
Chairman of the Health, Safety and Environmental Committee

8 July 2016

7.2 Composition of the Health, Safety and
Environmental Committee

The membership of the Health, Safety and Environmental Committee is
summarised in section 4.9,

The terms of reference of the Health, Safety and Environmental
Committee are available on the Group’s website at

hitp:/ fwww.stagecoach.com/Terms-of-reference-of-the-HSE-
Committee pdf
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7.3 Operation of the Health, Safety and
Environmental Committee

The Committee considers health, safety and environmental risks,
mitigations and issues across the Group and reports to the Board on
these matters. The Committee also approves the Group's overall
strategic safety framework. It has access to internal safety executives and
also external consultants, where required.

Executive management is responsible for ensuring that lecal health and
safety policies and procedures are consistent with the overall framework.
Senior managers from each of the Group’s key divisions attend meetings
of the Committee, providing the Committee with an opportunity to
question and challenge management on health, safety and
environmental matters, As incidents otcur, the Committee, aided by the
safety management teams, is able to analyse those incidents and learn
lessans to further improve the Group's safety processes.

The Committee and its members visit operational locations to observe
health, safety and environmental management in practice, During the
year, the members of the Committee visited the Group's Rail operations
at Clapham lunction and were briefed on a number of initiatives being
undertaken by the Group’s rail operatiens. In particular, the rail
management team explained the ¢crowding issues that arise fram the
large number of passengers using Clapham Junction, the actions taken to
address the issue at Clapham and how these actions could be applied to
other stations.

In the Committee's 2015 performance evaluation, members of the
Committee requested the chance to review the Group's Virgin Trains East
Coast operations. The Committee held its February 2016 meeting at York
Railway station and the Committee used the opportunity to receive
briefings on a humber of areas of the Virgin Trains East Coast business.

The Committee also visited the Group’s operations in Washington DC and
surrounding areas during the year and received briefings from the local
management team on North America driver training procedures and
health initiatives in the local businesses.

Committee members attend meetings of the Safety Committees of
individual business units from time to time. The Committee allocates
time in its agendas to receive detailed briefings on areas of specific
interest or concern to it. During the year, presentations were received on
a range of topics, including: advances in road safety technology, safety
pracesses at Virgin Trains East Coast and in the Groug’s North America
Division, UK Bus and North America bus driver training, rail safety
reporting, rail operation risk management, the Group's Sustainabitity
Strategy, planning for terrorist incidents and driver drug and alcohal
testing processes.

The Committee reviews the Group’s analysis of health, safety and
enviranmental risks and its strategies to address those risks, The
Committee receives reports on trends in health and safety indicators
across the Group as well as information on significant incidents involving
the Group. Xey perfoermance indicators are provided and reviewed in
respect of each major operating divisian. Training, where relevant, is
provided ta the Committee on health, safety and environmental matters.
The Committee liaises with the Remuneration Committee in determining
any health and safety objectives to form part of the Executive Directars’
persenal objectives,

Members of the Committee review entries for the annual Stagecoach
Champions Awards, which reward employees for excellence in the areas
of safety, environment, community, health, customer service and
innovation.




8. Directors’ remuneration report

8.1 A statement to shareholders from the
Chairman of the Remuneration Committee

Cn behalf of the Remuneration Committee, | am pleased to present the
Directors’ remuneration report for the year ended 30 April 2016,
prepared in compliance with UK reporting regulations.  When Phil White
left the Board on 31 March 2016, | was pleased to assume the
chairmanship of the Committee on a tempaorary basis until | step down
from the Board in July. 1 would like to persanally thank Phil for his
effective chairmanship of the Committee.

will Whitehorn also left the Committee during the year faltowing his
appointment as the Deputy Chairman and Senior Independent Director,
and 1 would like to thank Will for his strong contribution to the
Committee. | was pleased to welcome James Bilefield as a new member
of the Committee, joining Gregor Alexander and me, The Board will
review the composition of the Committee in light of recent appointments
to the Board.

The report includes a summary of the Directors’ remuneration policy,
which was approved at the 2014 Annua!l General Meeting on 29 August
2014, and the Annual Regort on Remuneration for the year to 30 April
2016. A complete copy of the approved remuneration policy is available
on our website at:

http: Stagecoach.com/Remunerationpoticy? 9August-2014 pdf

In line with UK legislation, we do not intend to seek further approval of
the policy at the 2016 Annual General Maeting because ng Changes arc
proposed to the approved policy.

Qur remuneration policies are designed with the long-term success of
the Company in mind. We believe our remuneration arrangements
should provide a clear alignment between the [ong-term interests of our
shareholders and the corporate strategy te be implemented by the
executive management. We also consider it is important that the
components of remuneration are easily understood and that overall
remuneration is not excessive.

Qur approach to executive pay and our remuneration palicy has,
therefore, remained unchanged during 2015/16 and the implementation
has been consistent with previous years. Annual bonus potentials are
retained at a maximum of 100% of basic pay (altocated 50% in cash and
50% in Deferred Shares) and with a maximum annual value on award
under the Long Term Incentive Plan (“LTIP”) of 150% of basic pay.

As explained in the 2015 Remuneration Report, the new version of the
UK Corporate Governance Code (“the Code”) recommends that
performance-related remuneratien schemes for executive directors
should include provisions that would enable the Company to recover
sums paid or withhold the payment of any sum, and specify the
circumstances in which it would be appropriate to do so. The Group had
previously updated its Executive Participation Plan ("EFP") and LTIP to
enable the Company to withhold the payment of any sum under these
schemes — these provisions may be referred to as "malus” provisions.
The current arrangements do not include provisions which enable the
Company 1o recover sums already paid under the EPP or LTIP - such
provisions may be referred to as “clawback” provisions. As a Committee,
we will monitor developments in corporate remuneration practice and
consider what, if any, changes to malus and clawback provisions should
be introduced when the Directors’ remuneration poficy is next due for
consideration by shareholders, at the Annual General Meeting in 20t7.
The malus provisions referred to above, the deferral of 50% of annuai
bonus in shares under the EPP and the interests in shares that the
Executive Directors are expected to maintain {(see section 8.5.8 of this
Annuai Report) are intended to ensure that the Executive Directors have
a meaningful interest in the shares of the Company and take a longer
term perspective on the success of the Company.

Activities of the Remuneration Committee
The main tasks and decisions of the Committee during the year ended 30
April 2016 were:
* Reviewed the performance and approved the Executive Directors’
bonuses for the year ended 30 April 2015.

Set annual performance targets for the Executive Directors’
bonuses.

Reviewed performance of the 2012 awards ynder the LTIP, in June
and December 2015.

Reviewed and approved targets for LTIP awards made in the year
ended 30 April 2016,

Reviewed and approved the vesting of the 2012 awards under the
EPP in June 2015,

Decided on tevels of pay and benefit increases in the annual salary
review for the Executive Directors and made recommendations to
the Board in respect of the remuneration of the Chairman and
Deputy Chairman.

*

Reviewed the remuneration for senior non-Board managers.

Remuneration for 2015/16

The Group has delivered a solid set of financial results for the year and
demonstrated its abllity to deal with a challenging business environment.

These results, when measured against the demanding financial bonus
targets set by the Committee for the year ended 30 April 2016, meant
one of the three financial targets, consolidated net debt {“Net Debt”}

was better than target.

Consolidated profit before interest and taxation ("PBIT”) from Group
companies and consolidated adjusted earnings per share (“EPS”} fell
short of the demanding targets set for the year. Therefore, an annual
bonus of 23.3% out of a maximum of 70% available for financial
performance has been achieved. Whilst the shortfall against the PBIT
and EPS targets reflected a combination of; (a) positive decisions to
pursue expansion initiatives that were not budgeted, such as adding
additional megabus Europe services despite knowing that these would be
initially loss-making and (b} the overall trading results of the existing
businesses falling short of target; the Committee did not believe the
exercise of any discretion to vary the calculated bonus amounts was
appropriate.

Both Martin Griffiths and Ross Paterson met all four of their personal
objectives, contributing 30% towards their bonus award in each case.
Taken together with the 23.3% awarded for the achievement against the
financial targets, each director received a bonus award of 53.3% out of 2
maximum potential of 100% of basic pay. The awards wilt be satisfied
one half in cash, and one half in Beferred Shares under the EPP.

The Committee remains committed to ensuring that there is a strong
linkage between pay and performance and that pay remains aligned with
the interests of shareholders and other major stakeholders.

We are grateful for the work undertaken by the Group and our
remuneration advisers and for the support we have received from our
major shareholders and their representative bodies. We continue to
value shareholders’ views on our remuneration arrangements and | can
be contacted via the Company Secretary,

At the Group’s Annual General Meeting on 25 August 2016, shareholders
will be invited to approve this staternent and the Annual Report on
Remuneration together in an advisory vote.

It is my hope that al! of our shareholders, whether they are large
institutional shareholders or individual shareholders, will find value in
this report,

Garry Watts
Chairman of the Remuneration Committee

8 July 2016
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Directors’ remuneration report

8.2 Compliance statement

This Directors’ remuneration report covers the year from 1 May 2015 to 30 April 2016 and provides details of tha Remuneration Committee’s role and
the remuneration policy we apply (n decisions on executive remuneration.

This report has been prepared in accordance with the Large & Medium-sized Companies and Groups [Accounts and Reports) (Amendment) Regulations
2013. In accordance with Sections 439 and 439A of the Companies Act 2006, an advisory ordinary resolution to approve the statement by the Chairman
of the Remuneration Committee and the Annual Report on Remuneration will be proposed at the 2016 Annual General Meeting.

Remuneration payments and payments for loss of office can only be made to directors if they are consistent with the approved Directors' remuneration
policy or otherwise approved by ordinary resolution of the shareholders.

Those sections in the remuneration report that have been audited have been highlighted as such, The remaining sections of the remuneration report are
not subject to audit, '

8.3 Remuneration Committee

The Committee’s principal function is to determine Stagecoach Group’s policy on executive remuneration and to approve specific remuneration
packages and service contracts for the Group's Executive Directors and such senior members of the executive management as it is asked by the Board to
consider. The Committee also has responsibility for making recommendations to the Board in respect of the remuneration of the Chairman and Deputy
Chairman.

The terms of reference of the Committee are availakle on our website at: httg: . rms-gf-ref -of-the-Remuneration-

Committee.pdf

8.4 Directors’ remuneration policy
This section sets out the remuneration policy for executive directors and non-executive directors. The policy was approved by a binding vote of
shareholders on 25 August 2014 and took affact from that date.

A complete copy of the approved remuneration policy is available on the Group's website at;

hitp //www stagecoach com/Remunerationpolicy29Aueust-2014 ndf

8.4.1 Key principles of the remuneration policy

In determining appropriate levels of remuneration for the Executive Directors, the Remuneration Committee aims to provide overall packages of terms
and conditions that are competitive in the UK and will attract, retain and motivate high quality executives capable of achieving the Group’s objectives
and to ensure that they are fairly rewarded for their individual responsibilities and contributions to the Group’s overall performance.

The Committee believes that remuneration packages for the Executive Directors should contain meaningful performance-related elements and that the
perfarmance-related elements should be designed to align the interests of the Executive Directors and other senior managers with the interests of
shareholders. The Remuneration Committee is able to consider all relevant factors when setting the Executive Directors’ remuneration, including
environmental, social and governance matters. Performance targets are established to achieve consistency with the interests of shareholders, with an
appropriate balance between short-term and long-term targets. Performance targets include financial measures as well as non-financial targets, such
as environmental and safety objectives. The incentive arrangements for the Executive Directors are structured so as not to unduly increase
environmental, social and governance risks by inadvertently motivating irresponsible behaviour.

The Remuneration Committee regularly reviews the existing remuneration of the Executive Directors, making comparisons with peer companies of
similar size and complexity and with other companies in the public transpert industry. Proposals for the forthcoming year are then discussed in the light
of the prospects for the Group as a whole. The Rermuneration Committee is also kept infarmed of the salary levels of cther senior executives employed
by the Group. The approach is consistent with that applied for the workforce in that we look to pay competitively with reference to the market rate for
a job. With regard to pensions, the Remuneration Committee has access to reports from pension scheme trustees and scheme actuaries regarding the
cost of pension obligations.

We also consult cur major shareholders in developing policy.
8.4.2 Summary of remuneration policy for the Executive Directors
This section of our report sets out in tabular form a summary of each of the components of the remuneration package for the Executive Directors. The

components reflect the policy that applied in the year ended 30 April 2016.

8.4.2.1 Fixed elements of pay

BASIC SALARY

Purpose and link to strategy objectives Maximum value

To attract, retain and motivate executives ensuring basic salaries are Basic salary increases are applied in line with the gutcome of the
competitive in the market. annual review,

Operation Whilst there is no maximum salary or maximum increase in salary, the

Committee would only set a salary which exceeded the top quartile of
salaries applicable in FTSE 250 companies in unforeseen and
exceptional circumstances.

Basic salaries are generally reviewed as at 1 May each year but the
Remuneration Committee also has discretion to adjust them at other
times of the year. Account is taken of changes in individual responsibllities

that may have occurred and the salaries for similar roles in comparabie Performance metrics

tompanies. The Committee also considers the published salary data for Basic salary levels are predicated on continued good performance by
FTSE 250 companies. Account is alse taken of pay conditions throughout the director.

the Group. Salary fevels set effective from 1 May 2016 are set out in section

8.5.13.1.1 of the Annual Report on Remuneration.
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8.4.2.1 Fixed Pay {continued}

PENSIONS AND LIFE ASSURANCE ARRANGEMENTS

Purpose and link to strategy objectives
To provide relevant life assurance and pension benefits that are
cempetitive in the market.

Operation

Pension obligations for the Executive Directors are met through a
combination of approved defined benefit, unfunded pension
arrangements, and cash allowances, designed to provide pension
benefits on retirement of up to two thirds of final pensionable pay. Her
Majesty’s Revenue and Customs ("HMRC”) and Scheme rules provide
that defined benefit pension benefits may not be drawn before age 55.

Maximum value

Final salary elements are related to basic salary, and any element
satisfied by an employer cash allowance would be limited to a third of
basic salary.

Performance metrics
Pensions and life assurance arrangements are predicated on continued
good gerformance by the director.

BENEFITS !N KIND AND OTHER ALLOWANCES

Purpose and link to strategy objectives
Designed to be competitive in the market,

Operation

Benefits in kind and other allowances can incfude:

» Health-care benefits, life assurance cover, company car allowance, and
telephone costs.

* Opportunities to join the Buy As You Earn ("BAYE") scheme.

+ Relocation assistance upon appointment if/when applicable,

Business related travel and subsistence costs will be met or reimbursed

including directors’ partners attending corporate events or management

conferences. Where the Committee considers it appropriate other benefits

may be provided, including on recruitment or relocation,

Maximum value

Benefits vary by role, and are reviewed periodically 1o ensure they are
reasonable relative to market, There is na maximum value of a core
benefit package as this is dependent on the cost to the employing
company and the individual's circumstances,

Participation in the BAYE scheme is subject to HMRC limits.

Performance metrics

Benefits in kind and cther allowances are oredicated an continued
good performance by the director.

BAYE limits were increased in line with increases in HMRC limits from
6 April 2014,

8.4.2.2 Variable Pay

PERFORMANCE-RELATED ANNUAL CASH BONUSES

Purpose and link ta strategy abjectives

Aims to focus the Executive Directors on achieving demanding annual
targets relating to Group performance.

Operation

Al the start of each financial year, the Committee agrees specific
cbjectives for each executive director. At the end of each financial year,
the Remuneration Committee determines the performance-related
annual bonus for each executive director for the year just ended. This is
based on each director’s performance in achieving the set objectives, and
affordability for the Group.

No payment is made if none of the specific objectives are met.

Maximum value

The maximum annual bonus is up to 100% of basic salary, of which
50% of any bonus award in the vear will be settled in cash.

Performance metrics

70% of the maximum annual bonus is subject to meeting demanding key
financial objectives, and 30% is for meeting individual business related
objectives. In accordance with the rules of the EPP, at least 50% of any actual
bonus will be deferred as shares under the EPP.

A number of discrete objectives are set and the bonus potentialis specified
for each. The minimum level of perfarmance required to be met for payout
for each of the discrete objectives Is that specified in the objectives.

Further details of the performance measures used for the 2016 bonus are set
out in the Annual Report on Remuneration in section 8.5.3 (iii).

EXECUTIVE PARTICIPATION PLAN {“EPP")

Purpose and link to strategy objectives

Aims to align the interests of managers and shareholders by
purchasing interests in shares out of the annual bonus award,

It is also designed to provide an incentive for managers to remain with
the Group and forms a core part of the Group’s succession and
management development plans.

Operation

Participants are awarded Deferred Shares, which can be issued as
either a conditional award or a nil-cost option, with an initial market
value approximately equal to the amount of the actual cash bonus
forgone.

Unvested awards granted after 30 August 2013 are subject to malus.

Maximum value

At least 50% of any actual bonus earned in the year will be deferred as
shares under the EPP.

Additional shares are allocated in respect of dividends payable during
the relevant period. By agreement with the Remuneration Committee,
more than 50% may be deferred.

The actual value of the awards at vesting will reflect the face value of
the Deferred Shares at the time of award but also subsequent
movements in the Company’'s share price and dividends paid by the
Company.

Performance metrics

The EPP is an effective retention programme in that participants would
lose their entitlement to the Deferred Shares if, save for "good leaver”
provisions, they left of their own volition during the three-year deferral
period. It also increases participants’ effective equity interests in the
Group and so better aligns their interests with shareholders.

There are no specific performance conditions attaching to the release of
Deferred Shares because the annual bonus is already subject to
performance conditions.
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Directors’ remuneration report

8.4.2.2 Variable Pay (continued)

LONG TERM INCENTIVE PLAN (“LTIP"}

Purpose and link to strategy objectives

Aims to align the interests of shareholders and management in
growing the return to shareholders and the value of the business
over the long-term.

Operation

Participants are awarded Incentive Units, which have a nominal value
equal to one of the Group’s ordinary shares. Incentive Units can be in
the form of a conditional award, a cash award or a nil-cost option.

Unwvested awards granted after 30 August 2013 are subject to malus.

The Committee may adjust and amend awards only in accordance with
the rules of the LTIP,

Maximum value

The maximum awards granted in relatien to any financial year for an
individual is limited to Incentive Units with an aggregate face value at
the time of award, not exceeding 150% of basic salary.

The actual value of the awards at vesting will reftect the face value of
the Incentive Units at the time of award but also subsequent
movements in the Company’s share price, dividends paid by the
Company and actual performance relative to the performance
metrics,

Performance metrics

Awards made prior to 1 May 2014 are subject to a stringent performance
condition related to total shareholder return (“TSR”} over a three-year
assessment perfod. TSR is calculated as the movement in share value after
taking account of re-invested dividends. TSR is measured relative to an
appropriate comparator group of FTSE 250 companies.

Such awards witl vest as follows:

+ If the TSR daes not exceed the median of the comparator group, then
none of the relevant available Incentive Units awarded will vest and they
will lapse;

+ If the TSR exceeds the median of the comparator group {which is the
“threshald” performance level), then one-sixth {16.67%)} of the available
Incentive Units awarded will vest and the remainder will lapse;

= If the T5K is in the top decile of the comparatar group, then all of the
available Incentive Units awarded will vest;

+ If the T5R is higher than the median but less than the top decile of the
comparator group, then the proportion of the avaitable Incentive Units
that will vest would be between 16.67% and 100% of the available
Incentive Units awarded depending on the actual ranking against the
comparator group.

For awards under the LTIP from 1 May 2014, a second performance
condition applies, with one half of annual awsards being made based on
relative total shareholder return, and the other half based on targets set for
a measure of earnings per share ("EPS*) over the three-year period. In
setting stretching targets for the EPS based performance condition the
Committee will take into account factors such as:

+ The long-term expectations for the Group
+ Analysts’ consensus expectations
* Market norms and the approach of peer group companies

+ The level of expected underlying inflation, such that any growth target
must be positive and exceed inflation,

For the Incentive Units awarded that are subject to the TSR condition,
vesting will be as follows:

+ If the TSR does not exceed the median of the comparator group, then
none of the relevant Incentive Units awarded will vest and they will lapse;

* |f the TSR exceeds the median of the comparator group (which is the
“threshold” performance level), then ane-quarter {25%} of the available
Incentive Units will vest and the remainder will lapse;

= If the TSR is in the top quartile of the comparator group, then all of the
available Incentive Units will vest;

s If the TSR is higher than the median but less than the top quartile of the
comparater group, then the proportion of the Incentive Units that will
vest would be between 25% and 100% of the available Incentive Units
depending on the actual ranking against the comparator group.

For the Incentive Units awarded that are subject to the EPS condition,
vesting will be as follows:

+ {f the EPS is befow the target set by the Remuneration Committee, then
none of the relevant available Incentive Units will vest and they will all
lapse;

« If the EPS equals the target for threshold vesting set by the
Remuneration Committee {which is the “threshold” performance level},
then one-quarter (25%) of the available Incentive Units will vest and the
remainder will lapse;

If the EPS equals or exceeds the target for maximur vesting set by the
Remuneration Committee then all of the availabte Incentive Units will
vest;

+ If the EPS is higher than the threshold vesting target but less than the
maximum vesting target, then the proportion of the Incentive Units that
will vest would be between 25% and 100% of the available Incentive
Units adjusted on a straight line basis depending on the EPS achieved.

The performance conditions are tested gver a three-year period, being the
three years commencing on or around the 1 May or 1 November immediately
preceding the date of the relevant award.

The Committee is satisfied that the remuneration pelicy is in the best interests of shareholders and does not promote excessive risk-taking. As part of
the Directors’ Remuneration Policy, the Committee reserves the right to make minor amendments to the pollcies set out abave for regulatery,
exchange control, administrative or tax purposes.
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8.4.3 Summary of remuneration policy for the Non-Executive Directors

The table below summarises cur policy on the remuneration paid to our Non-Executive Directors,

BASIC SALARY/FEES

L
Purpose and link to strategy objectives

Non-executive directors do not participate in penslons or incentive
benefits, or receive other remuneration in addition to their fees. Business
related travel and accammadation expenses will be met or reimbursed
inctuding for partners to corporate events or management conferences,
and in the case of the Chairman, home telephone costs may be met or
reimbursed.

Ta attract and retain non-executive directors with an appropriate
degree of skills, experience, independence and knowledge of the

Company and its business.

To attract and retain a Chairman and Deputy Chairman to provide
effective leadership for the Board.

Maximum value

Any fee increases are applied in line with the outcome of the annual
raview.

Operation

Fee levels for non-executive directors are generally reviewed by the Board
annually, with any adjustments effective 1 May in the year following
review. Remuneration comprises an annual fee for acting as a non-
executive director.

Remuneration for the Chairman comprisas an annual fee for acting as
Chairman.

Account is taken of fees for sirilar roles in comparable companies. The
Board also considers the published data for FTSE 250 companies,

Non-Executive Directors’ fees are subject to an aggregate maximum
cap which is stated in the Campany’s Articles of Association as
£800,000 or such larger amount as the Company may decide by
ordinary resclution.

Performance metrics
Continued good performance.

8.5 Annual Remuneration Report
This section of the remuneration report provides details of how the remuneration policy was implemented during the year ended 30 April 2016,

8.5.1 Committee members

The Remuneration Committee is currently composed of three independent non-executive directors. The Committee met three times during the year.
The Group Director of Tax and Employee Benefits attended as Secretary to the Committee. The Chief Executive attended meetings to provide
information on performance and strategy. Attendance at meetings by individual members is detailed in section 4.11. No director was involved in
decisions as to their own remuneration.

The members who served on the Committee during the year ended 30 April 2016 were:

* Garry Watts {as Chairman from 21 April 2016} * Phil White {Chairman until 31 March 2016)

* Gregor Alexander * |ames Bilefield (from 21 April 2018)

* Will Whitehorn (until 21 April 2016}

The remuneration of executive directors was not considered by any ather Committee or group of directors during the year.

8.5.2 Advisers

The Committee retained Addleshaw Goddard LLP as its rermuneration consultant to provide access to independent research and advice, It has no other
connection to the Group. Addleshaw Goddard LLP received £8,417 (2015: £9,826) in respect of work it carried out in the year ended 30 April 2016, The
fees payable were determined by Addleshaw Goddard LLP with reference to time spent and applicable hourly rates. We do not consider the level of fees
paid or the nature of the work performed would prejudice the objectivity or independence of Addleshaw Goddard LLP.

8.5.3 Remuneration of the Executive Directors and Non-Executive Directors (audited)

The remuneration of the Executive Directors and Non-Executive Directors may comprise a number of elements, as described in the Directors’
Remuneration Policy.

Directors’ remuneration and the single figure total for the year ended 30 Aprif 2016 are shown in Table 1 below. Each of the elements of remuneration
is discussed further below.

TABLE 1 - DIRECTORS' REMUNERATION short Term Long Term
Basic Benefits Incentives Incentives Pension
[amounts in £000) Salary/Fees in {performance vested related Total
kind related bonus) {LTIP) benefits
2016 2015 2016 2015 2016 2015 2016 2015 2016 2015 2016 2015

Executive directors

Martin Griffiths 627 614 25 23 334 399 - 99 330 316 1,316 1,451
Ross Paterson 418 410 3 3 223 267 - 49 192 196 856 945
Non-executive directors

Gregor Alexander 59 58 - - - - - - - - 59 58
James Bilefield {appointed 1 February 2016} 13 - - - - - - - - - 13 -
Sir Ewan Brown 53 53 - - - - - - - - 53 53
Ann Gloag 54 53 - - - - - - - - 54 53
Helen Mahy (resigned 29 February 2016) a3 58 - - - - - - - - 49 58
Sir Brian Souter 209 205 - - - - - - - - 09 205
Karen Thomson {appointed 31 March 2016) 5 - - - - - - - - - 5 -
Garry Watts 131 128 - - - - - - - - 131 128
Phil White {resigned 31 March 2016) 54 58 - - - - - - - - 54 58
Will Whitehorn 62 53 - - - - - - - - 62 53
Total 1,734 1,550 a8 46 557 666 - 148 522 512 2,361 3,062
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Notes to Table 1:
i. Baslc Salary/fees

The basic salary/fees in Table 1 correspond to the amounts payable in respect of the financial year ended 30 April. Salary is paid menthly. Both
Executive Directors participated in pension salary sacrifice arrangements during the year and the basic salary amounts are shown gross before any
salary sacrifice arrangements.

ii. Benefits in kind and other allowances
The benefits in kind shown in Table 1 are made up as follows:

TABLE 2 — BENEFITS IN KIND Cash allowance in lieu Heaithcare Reirg?:;s;?enl ErrépAl‘%er Total
of company car benefits telephone expenses cantributions
2016 2015 2016 2015 2016 2015 2016 2015 2016 2015
£ £ £ £ E £ £ £ £ £
Martin Griffiths 22,000 22,000 1,061 866 1,800 405 185 177 25,046 23,448
Rass Paterson 22,000 22,000 1,061 866 - - 185 177 23,246 23,043
Sir Brian Souter - - - - 286 25 - - 286 25

During the year both Executive Directors participated in the Buy As You Earn ("BAYE”) Plan. We believe that the BAYE plan aligns the interests of
employees and shareholders by allowing all UK employees of the Group to purchase shares out of salary. It is designed to aid staff motivation and
retention, The maximum employee purchase is governed by HMRC limits and is currently £1,800 per annum. The Group provides two matching shares
for every share purchased on the first £10 of each employee’s monthly investment. The amounts shown in Table 2 are the values of such matching
shares allocated to directors as at the dates of allocation, Additional shares are allocated in respect of dividends payable during the relevant period.
Details of the shares held under the BAYE plan are shown in Table 10.

iii. Performance related bonus

Around the start of each financial vear, the Committee agrees sperifin ahjectives for aach exacutive dirccter. Nollowing the @nd of vach financiai year,
the Committee determines the annual bonus for each executive director far the year just ended. This is based on the director’s performance in
achieving the set objectives. The objectives comprise both financial objectives for the Group and individual business related objectives for each
directer. For each executive director, the Group financial objectives for the year ended 30 April 2016 were 1o meet financial targets with respect to
measures of profit before interest and taxation, earnings per share, and net debi.

For the year ended 30 April 2016, Martin Griffiths and Ross Paterson each had a maximum potential bonus of up to 100% of basic salary, with 70%
allocated over a range of financial objectives and 30% for meeting individual business related objectives. Details of the financial objectives applicable
for 2015/16 are shawn below:

TABLE 3 - DIRECTORS' CBIECTIVES Target Achieved Potential Bonus Bonus Awarded
(% of basic salary] (% of baslc salary]

Consolidated profit before interest and

taxation {"PBIT”} from Group companies £227.6m £204.0m 23.4% -
Consolidated adjusted earnings per

share {"EPS”) 29.8p 27.7p 23.3% -
Consolidated net debt {"Net Debt”) £467.6m £399.3m 23.3% 23.3%

Element of bonus related to Group
financial objectives 70.0% 23.3%

The PBIT and EPS measures shown above are determined in accordance with International Financial Reporting Standards but adjusted to exclude
intangible asset expenses and exceptional items. The PBIT measure also excludes any share of profit or loss from joint ventures, The Net Debt
measure shown above is determined in accordance with the definition of net debt given in note 35 to the consalidated financial statements, The actual
values achieved in respect of each of the three measures are adjusted to exclude the impact of any acquisitions and disposals that were not inctuded in
determining the target values.

For the year ended 30 April 2016, the Chief Executive had personal objectives relating to:
* Health and safety performance across all business units;
* Strategy and value creation from rail activities;
* The development of inter-city coach operations in North America and Europe and;
* Managing the risks and opportunities arising from the potential regional devolution in the UK.

For the year ended 30 April 2016, the Finance Director had personal objectives relating to:
* The Group's investment grade credit ratings;
* The re-financing of deby;
* Reviewing the Group’s strategy and in particular, the strategy in respect of the North America Division as well as the global megabus operations;
* The further development of the Group's digital and commercial capabilities.
The Committee intends to provide information on the Executive Directors' personal objectives for the year ending 30 April 2017 when it considers such
disclosure to be no longer commercially sensitive.
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In making its judgement of perfermance for the last financial year, the Remuneration Committee had particular regard to the Group’s financial results
as presented elsewhere in the Annual Report, relative total return to shareholders over the year, the Group’s operational performance and other
strategic developments. Performance related bonuses awarded to the Executive Directors in respect of the year ended 30 April 2016 are shown
below:

TABLE & - DIRECTORS' BONUSES AWARDED Actual bonus as a percentage of Maximum potential bonus as a percentage of
basic salary basic salary
Director Cash Deferred Shares under £EPP Cash Deferred Shares under EPP
Martin Griffiths 26.7% 26.7% 50% 50%
Ross Paterson 26.7% 26.7% 50% 50%
v. LTIP

No amount is shown in Table 1 in respect of the LTIP vestings for the year ended 30 April 2016, as the December 2012 award achieved a ranking of 148
out of the 239 companies in the comparator group throughout the performance period, so did not pay out. Similarly, no amount is included for the
June 2013 amount as it did not pay out.

Details of LTIP awards that are treated in Table 1 as having vested during the year ended 30 April 2016 are shown below:

TABLE 5 - LTIF AWARDS Amounts
treated as vested for As at 30 April Dividends Lapsed As at 30 April included in
inclusion in Table 1 2015 in year during year 2016 Table 1 inchuding

{Incentive {Incentive [Incentive {Incentive dividend amaunts Vesting
Grant date Units) Units) Units) Units) £ Yesting Date *
Martin Griffiths
06 Dec 12 114,985 2.486 {117.471) - - 18 D2 1S C.00%
27 Jun 13 150,139 5,181 - 155,320 - 29)un 16 0.00%

Ross Paterson
06 Dec 12 53,658 1,160 {54,818} - - 10 Dec 15 0.00%
27 Jun 13 100,092 3,454 - 103,456 - 29 Jun 16 0.00%

LTIP awards vested in June 2015
A forecast of the vesting value of the June 2012 LTIP awards which vested in fune 2015 was shown in the 2015 Annual Report. The forecast amounts
used were £Nil for both Martin Griffiths and Ross Paterson. Mo payment was made on vesting in June 2015.

v. Pension related benefits
The pension amounts shown in Table 1 for each director represents 20 times the increase (excluding inflation) in the accrued annual pensien entitlement
plus the increase (excluding inflation) in the accrued cash lump sum entitlement, Jess contributions paid by the director,

vi. External Appointments
Martin Griffiths is a non-executive director of AG Barr plc, and was permitted to retain the £55,395 fees received from this position in the year ended
30 April 2016 {2015: £52,777).

8.5.4 Pensions {audited)

Under the terms of their service agreements, the Executive Directors are entitled to become members of one of the Group's defined benefit pension
schemes or, if preferred, to receive payment of a proportion of salary for personal pension arrangements. Defined benefit pansions may be accrued
either under the HMRC approved pension scheme or the Group’s unfunded pension arrangements. For pension purpases, the Executive Directors have
a normal retirement age of 60 and in accordance with HMRC rules accrued defined benefits may not be drawn before age 55.

Martin Griffiths accrued benefits in the year ended 30 April 2016 under Group funded pension arrangements. Other than adjustments for inflation, no
further benefits accrued under the HMRC approved Group defined benefit pension scheme during the year. )
During the year ended 30 April 2016, Ross Paterson accrued beneflts under the Group funded pension arrangements. During the preceding year, he
accrued benefits under a combination of a HMRC-approved Group defined benefit pension scheme and the Group funded pension arrangements.

Life assurance of four times basic annual salary is provided under the arrangements for pension benefits.

Table 6 below provides the information required by Schedule 8 of the Large & Medium-sized Companies and Groups {Accounts and Reports}
[Amendment) Regutations 2013 and gives details of benefits accruing during the year under the Group’s pension arrangements.

TABLE 6 - DIRECTORS’ PENSION Contributions pald Accrued Accrued
BENEFITS Nermal by the director Accrued cash annual pension Accrued cash annual pension
Retirement for the year ended entitlement at entitlement at entitlement at entitlement at
date 30 April 2016 30 April 2015 30 April 2015 30 April 2016 30 April 2016
£000 £000¢ £000 £000 £000
Martin Griffiths 31 March 2026 55 168 112 168 132
Ross Paterson 29 july 2031 37 137 64 137 76

The totals above include pension benefits accrued for service prior to appointment as a director of the Company.

Directors’ contributions to pension schemes as shown in Table & above are made by way of salary sacrifice arrangements.

No non-executive directors accrued benefits in the year under money purchase schemes or defined benefits schemes in connection with their roles with
the Group.
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8.5.5 EPP and LTIP awards during the financial year {audited)

Tables 7 and 8 set out the awards to the Executive Directors under the Company’s share schemes during the year ended 30 April 2016.

TABLE 7 = LTIP AWARDS IN YEAR Awards Expected Maximum
Type of Share price at granted inyear| totalvalug at | total value at
interest time of awasd Basis {Incentive time of grant | time of grant Vesting Performance
awarded £ of award Units} £ £ Date period

Martin Griffiths

25 tun 15 Incentive 4.1700 75% of 112,715 321,582 470,022 25Jun 18 1May 2015 -
Units basic salary 30 April 2018

10 Dec 15 Incentive 3.0470 75% of 154,258 321,582 470,024 10 Dec 18 1 Nov 2015 -
Units basic salary 31 Oct 2018

Ross Paterson

25 fun 15 Incentive 4.1700 75% of 75,143 214,387 313,346 25Jun 18 1 May2015-
Units basic salary 30 April 2018

10 Dec 15 Incentive 3.0470 75% of 102,838 214,385 313,347 10 Dec 18 1 Nov 2015 -
Units basic salary 310ct 2018

Each Incentive Unit shown in Table 7 has a national face value equal ta ane of the Company’s ordinary shares and was granted as a cash-settled award.

The maximum and expected values shown above ignore non-market vesting conditions and do not include any assumed share price appreciation or
dividends paid. The actual number of Incentive Units {if any) which vest will depend on the performance conditions being achieved, Both awards are
subject to two performance conditions. One half of the award is based on TSR, where the TSR over the performance period must exceed the median of
the comparator group, which is the list of FTSE 250 companies over the period. The amount of units awarded which are released will range from 25%
to 100% depending on the actual ranking achieved. A challenging performance target of top quartile ranking is required to achieve a 100% release of
units., No units will vest for below-thresheold performance. The other half of each award is based on rargets <ot for a maeasura of EPS over o three-year
period. 1he porticn of the award that is EPS based will attract a threshold payout level of 25% if the EPS growth over the three-year performance
period is at feast 15% and a 100% payout only if the EPS growth is at feast 27% over the three-year performance period. A sliding scale of vesting on 3
straight-line basis would be applied between these tower and upper vesting levels,

TABLE 8 - EPP AWARDS IN YEAR Awards Maximum & expected
Type of Share price at granted in year total vaiue at
interest time of award Basis {Deferred time of grant Vesting Performance
awarded £ of award Shares) £ Date period

Martin Griffiths
25 lun 15 Deferred 4.1700 50% of 47,884 199,676 25 Jun 18 nfa
Shares annual bonus

Ross Paterson
25 tun 15 Deferred 4.1700 50% of 31,923 133,119 25Jun 18 n/a
Shares annual bonus

Each Deferred Share shown in Table 8 has a notianal face value egual to one of the Company’s ordinary shares.

The maximum and total expected values ignore non-market vesting conditions and do not include any assumed share price appreciation or dividends
paid. There are no specific performance conditiens attaching to the release of these Deferred Shares because the annual bonus is already subject to
performance conditions.

8.5.6 Payments to past directors [audited)

There have been no payments {201S: £Nil) in excess of the de minimis threshold to former directors during the year ended 30 April 2016 in respect of
their former roles as directors. The Company has set a de minimis threshold of £10,000 under which it would not report such payments.

8.5.7 Payments for loss of office {audited}
There have been no payments for loss of office to directors during the year ended 30 April 2016 {2015: ENil).
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8.5.8 Statement of directors’ shareholdings and share interests (audited)

The Executive Directors and certain other senior executives are expected to accumulate significant shareholdings in the Company. (n the case of
Executive Directors, they are each expected to accumulate an effective interest in shares in the Group with a value of at least 200% of basic salary. A
target of 100% was first introduced in 2005 and was amended to 200% in June 2014 following feedback from shareholders. The Executive Directors are
allowed five years from the date of appointment to accumulate the agpropriate level of shares. Where there have been relevant increases in basic
salary or significant fluctuations in the share price of the Company, the Committee may allow a further periad of three years for directors to adjust
their holdings within the shareholding guideline. For these purposes, EPP Deferred Shares wilt be counted on a post-tax basis only and all interests in
shares will be counted at current value as at the 30 April year end. LTIP incentive units are not included in this measurement. The Committee noted
that both directors increased their interest in the number of shares held outright during the period, and the Committee remains satisfied that both
directors retained significant interests in the shares of the Company. Martin Griffiths had an interest in shares equivalent to 226% {2015: 332%) of his
basic salary and Ross Paterson an interest in shares equivalent to 179% {2015: 240%} of his basic salary. Ross Paterson had an interest in shares
equivalent to 240% at the start of the financial year and although the number of shares he has an interest in increased during the year, a reduction in
the Company’s share price has resulted in his interest falling below the target 200% of basic salary, Consistent with the Committee's policy explained
above, Ross would have a further period of three years to adjust his holding in shares to achieve the shareholding guideline,

The effective interests of the Directors (including those of connected persons) as at 30 April 2016 were:

TABLE 9 - DIRECTORS’ INTERESTS IN SHARES OF THE GROUP Interests as at Stheme interests vested
AS AT 30 APRIL 2016 erests as a during year ended
30 April 2016 30 Aprit 2016

LTIP Incentive EPP Shares BAYE Shares | LTIP Incentive EPP Shares
Units (subject to| (not subject to | (not subject to | Units {subject to| (not subject to
Shares held | performance | performance | performance | performance | performance

outright conditions) conditions) conditions) conditions) conditions)
Executive directors
Martin Griffiths 435,240 813,503 213,087 2,667 - 76,483
Rass Paterson 226,398 542,330 115,141 2,667 - 27,890
Non-executive directors
Gregor Alexander 10,406 - - - - -
james Bilefield - - - - - -
Sir Ewan Brown see note below
Ann Gloag 62,501,721 - - - - -
Sir Brian Souter 86,900,445 - - - - 55,762
Karen Thomson - - - - - -
Garry Watts 16,000 - - - - -
will Whitehorn 72,288 - - - - -

Sir Ewan Brown has an indirect interest in the share capital of the Company. He and his connected parties own approximately £8% (2015: 18%) of
the ordinary shares of Noble Grossart Holdings Limited, which in turn through its subsidiary, Noble Grossart Investments Limited, held 3,567,999
ordinary shares in the Company at 30 April 2016 (2015: 3,267,999).
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Eurther details of directors’ interests in the LTIP, EPP and BAYE schemes are shown in Table 10 below.

TABLE 10 = SUMMARY OF INTERESTS IN THE LTIP, As at Granted in Dividends Lapsed Vested As at Vesting
£PP AND BAYE SCHEMES 30 April 2015 year in year during year during year |30 April 2016 Date
Long Term Investinent Plan
Martin Griffiths 139,694 - - {139,694) - - 29 Jun 15
114,985 - 2,485 {117,471) - - 10 Dec 15
150,139 - 5,181 - - 155,320 29 Jun 16
125,237 - 4,322 - - 129,559 12 Dec 16
124,613 - 4,300 - - 128,913 26 Jun 17
122,669 - 4,233 - - 126,902 11 Dec 17
- 112,715 3,890 - - 116,605 25)un 18
- 154,258 1,948 - - 156,204 10 De¢ 18
777,337 266,973 26,358 (257,165} - 813,503
Ross Paterson 65,189 - - (65,189} - - 29 Jun 15
53,658 - 1,160 [54,818) - - 10 Dec 15
100,092 - 3,454 - - 103,546 29 Jun 16
83,490 - 2,881 - - 85,371 12 Dec 16
83,075 - 2,867 - - 85,942 26 dun 17
81,779 - 2,822 - - 84,601 11 Dec 17
- 75.143 2,592 - - 77.735 251un 18
~ 102,838 1,297 - - 104,135 10 Dec 18
467,283 177,981 17,073 (120,007) - 542,330
Executive Participation Plan
Martin Griffiths 76,483 - - - (76,483} - 30 Jun 15
76,482 - 2,681 - - 79,163 29 Jun 16
81,506 - 2,856 - - 84,362 26 Jun 17
- 47,884 1,678 - - 49,562 25Jun 18
234,471 47,884 7,215 - (76,483} 213,087
Ross Paterson 27,830 - - - (27,890} - 304un 15
24,982 - 875 - - 25,857 29 Jun 16
54,338 - 1,905 - - 56,243 26un 17
- 31,923 1,118 - - 33,041 25 Jun 18
107,210 31,923 3,898 - (27,890} 115,141
Sir Brian Souter 55,762 - - - {55,762} - 30 Jun 15
Buy as you Earn Scheme
Martin Griffiths 1,989 600 78 -
Ross Patersan 1,989 00 78 -
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8.5.9 Performance graph

The graph below charts the performance of the total shareholder return {“TSR™) (share value movement plus reinvested dividends) from the Company’s
ordinary shares over the seven years to 30 April 2016 compared with that of the FTSE Travel and Leisure All-Share Index, and the FTSE 250 Index, The FTSE
250 Index has been selected for this comparison because it is the index used by the Company for the TSR based performance criterion for the LTIP
Scheme, while the FTSE Travel and Leisure Alf-Share Index is shown as the Company and a number of its peers make up a significant element of that index.

Stagecoach 7-Year TSR Comparative Performance to 30 April 2016:

—— Stagecoach TSR FTSE 350 Travel & Leisure TSR  —— FTSE 250 TSR

For comparative purposes, the pay for the role of Chief Executive over time is shown in Table 11 below,

TABLE 11 - PAY FOR THE ROLE OF CHIEF EXECUTIVE Sir Brian Souter Martin Griffiths

Year ended 30 April: 2019 2011 2012 2013 2014 2015 2016
Bonus {percentage of maximum)* 5% 46% 47% 64% 100% 65% 53%
LTIP vesting rates against maximum opportunity 100% 0% nfa 61% 56% 10% 0%
Single figure of total remuneration {£000} 2,491 1,269 1,227 3,443 2,212 1,451 1,316

* Sir Brian Souter waived entitlement to part of his cash bonus, with the amounts waived being used to support funding of medical screening in the UK Bus
Divisiens, Therefore the bonus percentages shown in Table 11 above reflect the amounts awarded to Sir Brian net of the waivers. For information, the full
bonus percentage entitlements based on performance and before the waivers are shown in Table 12 below,

TABLE 12 - BONUS AWARDED TO CHIEF EXECUTIVE
(before walvers)

Sir Brian Souter
Year ended 30 April: 2010 2011 2012 2013

Bonus {percentage of maximum)® 80% 0% | 0% | 9%

The total remuneration figure is calculated on the same basis as the singte total figura of remuneration for directors shown in Table 1 in section 8.5.3.

8.5.10 Percentage change in Chief Executive Remuneration {audited)

The change in the Chief Executive’s remunaration from 2014/15 to 2015/16 in comparison to a comparator group of employees is shown in Table 13
below,

TABLE 13 - PERCENTAGE CHANGE IN REMUNERATION FOR THE ROLE
OF CHIEF EXECUTIVE

Percentage change of Chief Executive Percentage change per capita of employeas in

the comparator group throughout both years

Salary 2.0% 3.1%
Benefits 6.8% 4.6%
Bonus {16.4)% {7.7)%

The comparator group used comprises over 300 emplayees including the corporate head office employees, the management teams of each of the
Group's divisions and their administrative support staff. This comparator group was used because the Committee believes it provides a sufficiently
large and relative comparator group to give a reascnable understanding of underlying increases, based on similar annual bonus performance measures
utilised by Group management and support functions. The Group seeks to ensure that the basis for pay increases for Group management support
functions are generally consistent with the pay rises at UK Bus and Rail operations.

8.5.11 Relative Importance of spend on pay (audited}

The table below shows the expenditure of the Group on employee remuneration costs in the year ended 30 April 2016 and the year ended 30 April
2015, In addition, it details the disbursements from profit made by way of dividend payments during the same periods.

TABLE 14 ~ SPEND ON PAY RELATIVE TC DIVIDENDS 2016 2015 Percentage
£m £m change

Profit distributed by way of dividend 62.0 56.3 10.1%

Overall spend on pay for employees 1,382.3 1,203.8 14.8%

Fees are effective from 1 May each year.
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8.5.12 Consideration of shareholder views (audited)
The following table shows the results of the vote on the 2015 Remuneration Report at the 2015 Annual General Meeting.

TABLE 15 = SHAREHOLDER VOTE Directors’' Remuneration Repart

Total number % of votes
of votes cast

For+ 438,012,056 99.43%

Against 2,518,347 0.57%

Total votes cast (excluding withheld votes) 440,530,403 100.00%

Vvotes withheld® 417,604

Total votes cast (including withheld votes) 440,948,007

+the number of vates “for” the resolution includes those cast at the Chalrman’s discretion.

* A withheld vote is not a vote in law and is not counted in the calculation of the proportion of votes cast for and against a reselution,

8.5.13 implementation of remuneration policy in the financial year ending 30 April 2017
In the year ending 30 April 2017, the Executive Directors’ and Non-Executive Directors’ remuneration policies will be implemented as follows.

8.5.13.1 Implementation of executive directors’ remuneration policy

8.5.13.1.1 fixed elements — basic salary
The Committee made the following 2016/17 basic salary decisions which are in line with the Directors’ remuneration policy.

TABLE 16 ~ INCREASES IN BASIC SALARY 2016/17 2015/16
salary salary Percentage
f £ change
rAartin Griffiths 634,200 626,700 2.0%
Ross Paterson 426,200 417,800 2.0%

Salaries are effective from 1 May each year, The Committee has considered the broader employee context in determining salaries.

82.5.13.1.2 Other elements

The implementation of palicy in relation to other elements of remuneration is in line with the Directors’ Remuneration Policy, and there are no
changes in the maximum bonus or LTIP potential amounts as a percentage of basic salary.

Short-term incentives — Annual Bonus
The implementation of policy in relation to annual bonus is in line with the Directors’ Remuneration Policy.

Targets are approved by the Remuneration Committee around the beginning of the year. Each executive director has a maximum potential bonus of up
to 100% of basic salary, with 70% allocated over 3 range of demanding key financial objectives and 30% for meeting individual business related
objectives, The Committee has determined that the element of the potential bonus related to financial objectives for 2016/17 will be altocated as

follows:
TABLE 17 - FINANCIAL OBJECTIVES FOR 2016/17 BONUS Potential banus
{% of the basic salary}
Consolidated profit before interest and taxation {“PBIT”) from Group companies 234
Consolidated adjusted earnings per share (EPS") 233
Consolidated net debt {"Net Debt”} 233
Element of bonus related to Group financial objectives 70.0

The three measures listed in Table 17 will be defined consistently with 2015/16 (see note iii to Table 1), except that rail franchise bid costs will be
excluded from both the target and the actual results for PBIT and EPS for the purposes of determining Directors’ bonus awards.

The Committee is of the view that the performance targets for the financial element under the annual bonus are commercially sensitive and that it
would be detrimental to the interests of the Company to disclose these before the end of the financial year. The targets and achievements in respect
of the year ending 30 April 2017 will be disclased in the 2017 Annual Report. The Committee is of the view that the performance targets for the
individual business related objectives are commercially sensitive as they relate to internal management projects, strategic objectives and persanal
goals and it is not intended that these will be disclosed in advance. The Committee’s intention is that a summary of these objectives will be disclosed
when they are no longer considered commaercially sensitive. 50% of any actual bonus earned in the year would ordinarily be deferred as shares under
the EPP,

Long-term incentives - LTIP awards

LTIP awards vest after three years subject to performance conditions. A summary of the intended awards during the year ending 30 April 2017 and the
nature of the performance conditions are provided in Table 18 below.

TABLE 18 = INTENDED LTIP AWARDS Face value of award Percentage of award Length of
Award Performance at maximum vesting vesting for thresheld Performance
Type meatric {% of 2016/17 salary) achievement period
Martin Griffiths incentive Units TSR relative against 5% 25% 3 years
FTSE 250
Incentive Units  EPS growth objectives 75% 25% 3 years
Ross Paterson Incentive Units TSR relative against 75% 25% 3 years
FTSE 250
Incentive Units  EPS growth objectives 75% 25% 3 years
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In all cases, awards will only vest subject to the achievement of the performance conditions and if the Committee determines that the underlying

performance of the Company is sufficient to justify the vesting of awards.

Awards are generally made twice a year following the announcement of the Annual Results in June, and in December following the issue of the results
for the half-year. The maximum level of awards granted for an individual in relation to any financial year is limited to Incentive Units with an aggregate

face value at the time of award not exceeding 150% of basic salary.

The 2016/17 awards will be split one half based on TSR perfermance against a comparator group of the list of FTSE 250 companies, and the other half
based on 3 measure of earnings per share. For the TSR based awards, the TSR must exceed the median of the comparator group and the amount of
Incentive Units awarded which are released will range from 25% to 100% of the available Incentive Units depending on the actual ranking, A top
quartile ranking is required to achieve 100% release of units. Demanding targets for the growth in earnings per share will be set for the other half of
the awards based en relevant market factors and expectations for the Group as at the date of award. The portion of the award that is EPS based will
attract a threshold payout level of 25% if the EPS growth over the three-year performance period is at feast 15% and a 100% payout cnly if the EPS
growth is at least 27% over the three-year performance period. A sliding scale of vesting on a straight-line basis would be applied between these lower

and upper vesting levels,

8.5.13.2 Implementation of non-executive directors’ remuneration policy
Annual fees for 2017

The implementation of policy in relation to the Non-Executive Directors is in line with the remuneration policy. Each non-executive director’s fae is set
by the Board taking account of the views of each director, the specific responsibilities of each directar and the fees for equivalent roles in similar
companies. The fees per annum for the Non-Executive Directors for 2015/16 and the amount set for 2016/17 are set outin Table 19 helow.

TABLE 19 — NON-EXECUTIVE DIRECTOR FEES 2016117 2015/16
fees feas
3 £
Chairman 213,100 208,900
Ceputy Chairman 150,000 120600
Chairmen of Audit, Remuneration and Health, Safety & Environmental Committees 59,700 58,600
Other non-executive Directors {range) 52,500-54,700 52,500 - 53,600
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9. Responsibility statement

The Directors confirm that to the best of their knowledge:

® The cansolidated financial statements, prepared in accordance with the applicable United Kingdom law and in conformity with IFRS, as adopted by
the European Union, give a true and fair view of the assets, liabilities, financial position and profit of the Group and the undertakings included in the
consolidation taken as a whole; and

® The Strategic report and the Directors’ report include a fair review of the development and performance of the business and the position of the
Group and the undertakings included in the consolidation taken as a whole, together with a description of the principal risks and uncertainties that
they face.

Signed on B July 2016 on behalf of the Board by:

Martin A Griffiths Rass Paterson
Chief Executive Finance Directer
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10. Independent auditors’ report to the members of
Stagecoach Group plc (Company No. SC100764)

Report on the Group financial statements

Our opinion
In gur opinion, Stagecoach Group plc’s Group financial statements {the “financial statements”}:
® give a true and fair view of the state of the Group‘s affairs as at 30 April 2016 and of its profit and cash flows for the year then ended;
* have been properly prepared in accordance with International Financiat Reporting Standards (“IFR5s”) as adopted by the European Union; and

* have been prepared in accordance with the requirements of the Companies Act 2006 and Article 4 of the {AS Regulation,

What we have audited
The financial statements, included within the Annual Report and financial statements {the “Annual Report”}, comprise:
* the consolidated balance sheet {statement of financial position) as at 30 April 2016;
* tha consolidated income statement and consolidated statement of comprehensive income for the year then ended;
& the consolidated statement of cash flows for the year then ended;
* the consolidated staternent of changes in equity for the year then ended; and
* the notes to the consolidated financial statements, which include a summary of significant accounting pelicies and other explanatory information.

Certain required disclosures have been presented elsewhere in the Annual Report, rather than In the notes to the financial statements, These are
cross-referenced from the financial statements and are identified as audited.

The financial reporting framewaork that has been applied in the preparation of the financial statements is IFRSs as adopted by the European Union, and
applicable faw,

Our audit approach

Overview

= QOverall Group materiality: £8.6m (2015: £8.7m} which represents 5% (2015: 5%) of profit before
tax prior to exceptional items and after intangible asset expenses.

* In expressing our apinion over the Group financial statements, we audited the financial
information of North America and all reporting units for UK Rail, and the 15 most significant
reporting units by size for UK Bus {London) and UK Bus (regional operations). We also instructed
and received reporting from component auditors in relation to Virgin Rail Group and Twin America.

* We performed additional audit procedures at a2 Group level including over the cansolidation, and
on exceptional items, pensions, taxation, financial instruments, share based payments and
presentation of the Group financial statements,

*  We updated our understanding of the key controls and processes that management have in place
in relation to material balances and tested those that provided us with appropriate evidence for
the purposes of our audit.

*  The reporting units where we conducted our audit work accounted for 93% {2015: 91%) of Group
profit before tax prior to exceptional items, 96% {201%: 92%) of Group revenues and 72% {2015:
73%) of Group total assets.

Cur audit focused on the following areas: .

®  Pension liabilities;

®  North America and UK Bus insurance provisions;
®  Uncertain tax positions;

*  impairment and onerous contracts reviews; and

*  Exceptional items.

The scope of our audit and our areas of focus

We tonducted our audit in accordance with international Standards on Auditing (UK and Ireland) {“ISAs (UK & Ireland)”).

We designed our audit by determining materiality and assessing the risks of material misstatement in the financial statements. tn particular, we looked
at where the Directors made subjective judgements, for example in respect of significant accounting estimates that involved making assumptions and
cansidering future events that are inherently uncertain. As in all of our audits we also addressed the risk of management override of internal controls,
including evaluating whether there was evidence of bias by the Directors that represented a risk of material misstatement due to fraud.

The risks of material misstatement that had the greatest effect on our audit, including the allocation of our resources and effort, are identified as
“areas of focus” in the table below. We have also set out how we tailored our audit to address these specific areas in order ta pravide an opinion on
the financial statements as a whole, and any comments we make on the results of our procedures should be read in this context. This is not a complete
list of all risks identified by our audit.
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10. Independent auditors’ report to the members of
Stagecoach Group plc (Company No. SC100764) (continued)

Area of focus

How our audit addressed the area of focus

pPension liabilities

The Group had a net pension deficit of £96.7m as at 30
April 2016 (2015: £160.5m).

we focused on the valuation of the pension liabilities
because of their significance to the overall financial
statements. Relatively small movements in assumptions
applied can result in a material impact to the financial
statements.

Valuation of pension liabilities is dependent upon
judgement by management in determining and
applying appropriate assumptions used in the actuarial
calculation. These assumptions include life
expectancies of scheme members, discount rate and
inflation rates.

Applying an appropriate methodology consistent with
the requirements of accounting standards alse requires
judgement.

Refer also to notes 6 and 25 to the consalidated
financial statements.

Woe obtained and read the independent actuary’s report commissioned by management
which reported on the assumptions and methodology used to calculate the pension
liabilities and compliance of management’s approach with the relevant accounting
standard.

We challenged the critical actuarial assumptions used {including the discount rate, life
expactancies of scheme members and inflation rates) and the judgements taken by
management in applying these assumptions in calculating the pension liabilities.

This includad comparing those critical actuarial assumptions used by management to
independent estimates prepared by our specialists based on their understanding of
Stagecoach pension schemes and expectations based on wider industry knowledge. In
addition to our assessment of management’s critical assumptions, we also compared
those assumptions to our own benchmark range of companies. The critical assumptions
applied by management were within our expected or benchmark ranges.

We checked that management’s process and methodology in calculating the net pension
deficit was consistently applied year to year for accounting purposes and reflected the
most recent triennial valuation reports and faund this to be the case.

We tested pension scheme membership information as this is a key input used in the

overall pension liability calculations. We agreed this data, on a sample basis, to underlying
employee records. We did not note any material exceptions in our testing.

North America and UK Bus insurance provisions
Total insurance provisions as at 30 April 2016 amount

10 £148.6m {2013 £150.7m), the majority of which
relates to UK Bus and North America.

Although the Group uses insurance policies to protect
against claims, the excesses under these policies that
apply to individual claims are payable by the Group and
provided for on the balance sheet. These provisions are
both material and judgemental. The provisions require
management to use their experience and judgment to
estimate both the liahility for known cases, and the
liability for exposures on cases which have not yet been
reported.

Far the Narth America insurance provision,
management calculates the provision in-house, using
its knowledge and experience of loss rates and applying
a consistent process and methodology.

For the UK Bus insurance provision, the provision is
based upon an independent actuarial review, with
adjustment by management to reflect its view of
volatility in actuarial estimates from year to year,
applying a consistent process and rmethodology.

Refer also to note 24 to the consolidated financial
statements.

Our audit testing with respect to both the North America and UK Bus insurance

provisions was as follows:

» We updated our understanding of the key controis and processes that management
has in place ta assess insurance claims and refated provisions and found these to be
consistently applied year to year,

+ We evaluated whether consistent processes and methodologies had been applied year
on year in determining the fevels of provisioning, by management in North America
and management and the independent actuary for the UK Bus provision. The
processes and methodologies were consistently applied.

In addition for North America:

s We tested certain controls that provided us with audit evidence over the
completeness and accuracy of the claims data, as well as completing substantive
testing over settfements in the year. No exceptions were noted from this testing.

* We used our team, with relevant actuarial experience, in North America to
independently recalculate North American insurance provisions based on underlying
data used by management.

« We compared the level of provision calculated by management with the independent
calculation by our internal US actuaries and found the provision to be within our
expected actuarial range.

In addition for UK Bus:

+ We performed substantive audit testing over the underlying claims data. We tested a
sample of year-end claims provisions by comparing the provision with recent
settiement history for similar cases and obtaining relevant correspondence, We also
tested settlements in the year. We did not nate any material exceptions based on our
evaluation of the available claims and settlement information.

* We obtained and read the independent actuary’s report commissioned by
management which reported on the valuation of the UK Bus insurance provision.
Based on our consicderation of the report and available evidence, the methodology,
assurnptions and approach applied by management are in line with market practice
and accounting standards.

We calculated an expected provision based an settlements and average claim life and
compared this to the level of provision held by management and found that the value
of the UK Bus provision is not materiatly different.

Uncertain tax positions

The Group has a net consolidated tax liability of
E58.8m as at 30 April 2016 (2015: £63.2m) which
includes provisions in relation to uncertain tax
positions. These were an area of focus in our audit
because of the judgemental nature of the balances
and the inherent complexity of interprating and
implemeanting taxation rules and the risk of challenge
of certain of the Group's tax positions.

Refer also to nates 7 and 23 to the consolidated
financial statements.

We obtained reports showing the components of the tax provisions and used them to
identify the most significant balances for testing. We then applied various selection
criteria, including identifying the largest balances, for testing. As appropriate, we tested
the completeness, accuracy and valuation of the provisions as follows:

« In undertaking our testing, we obtained evidence to substantiate the continued
recognition of the opening tax provisions and the recognition and measurement of any
movements in tax provisions in the year.

» We understood and re-performed the provision calculation with no exceptions noted.

s We read relevant correspondence with tax authorities and considered the implications
for our audit.

* We used our tax expertise and our knowledge and experience of developments in the
relevant tax jurisdictions to consider the completeness of Habilities and challenged the
basis of the significant provision judgements made by management and their in-house
tax speciafists.

* We utilised our experience of similar situations elsewhere to independently assess the
evidence supporting those tax provisions.

Based on our evaluation of the evidence obtained from the procedures described above,

we did not identify any material misstatement In the tax provisions.
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Area of focus How our audit addressed the area of focus

Impuairment and onerous contracts review In summary, our agproach to impairment and onerous contract reviews was as follows:
The carrying value of the Group's interest in Twin » We discussed the performance and outlook for the Twin America business, the Sheffield
America is impaired as a result of the challenging market Supertram business and the Virgin Trains East Coast franchise with Twin America, North
factors in the New York sightseeing market, through America, UK Rail and Stagecoach Group management.

increasing competition and regulatory pressures. Trading
conditions at Twin America remain challenging,
Management has undertaken an impairment review as
at 30 April 2016 of the carrying value of the Group’s
int@rest in Twin America and has concluded that the
carrying value is fully impaired at the balance sheet date.

The financial performance at Sheffield Supertram was
adwversely affected by the closure of parts of the tram
network to undertake replacement of the tram track.
The financiat performance has nat recovered to the

* In considering management’s impairment and onerous contract assessment models for
these businesses, we tested and challenged management to substantiate the key
assumptions used in the models, particularly in relation to revenue assumptions applied
by management. We determined that the assumptions used by management were
supportable based an our knowledge of the performance and outlook for the businesses
and based on supporting evidence provided by management.

In evaluating management’s trading and cash flow assumptions used in their impairment
model, we compared forecast results to recent trading results and our knowledge of
future changes to the business, corroborated through discussions with management.

extent previously forecast. Management has also * Using the support of our valuations specialists, we evaluated the methodology used by
undertaken an impairment review as at 30 April 2016 of management within its impairment and onerous cantract calculations. Based on
Sheffield Supertram and cencluded that the carrying available evidence, we can conclude that the methodology, assumptions and approach
value of the assets are impaired by £6.0m. applied are in line with market practice.

The profit of Virgin Trains East Coast has been less than * To assist us in challenging management’s assumptions, we applied sensitivities to

that forecast by the Group at the time of its bid for the management'’s forecasts and considered the extent of a change in those assumptions,
franchise. As a result, management has carried out an Individually or together, that could give rise to a material adjustment ta the identified
onerous contract review of the Virgin Trains East Coast Impairment charge or result in an onerous contract,

franchise and concluded that the contract will earn a + Legal matters were diccussed with Group Legal and their exteémat jegai advisors, and
Froi 167 tie veinaining 1erm or its franchise. appropriate documentation considered to understand the application of contract terms
The assessments for impairment and onerous contracts under the Virgin Trains East Coast Franchise Agreement.

are based on judgement and invoive modelling and
projecting certain assumptions, the most significant of
which are future revenue growth assumptions and the
application of contract terms. In evaluating
management’s assessments we focused on these key
assumptions.

Refer also o notes 4, 13 and 31 to the consolidated
financial statements.

Exceptional items Ir summary, our approach to exceptional items was as follows:

As a result of the exceptional items in refation to the + We assessed the appropriateness of the costs classified as exceptional against the
impairment of the Group’s interest in Twin America, Greup's definition of exceptional items as set out in note 35 to the consolidated

the impairment of assets at Sheffield Supertram and financial statements and determined the classification to be appropriate.

finance costs associated with the early redemption of + We substantively tested the exceptional costs for the bond refinancing expenses, the
bonds, £67.2m of exceptional costs have been Sheffield Supertram and Twin America impairments by testing to supporting
recorded during the year. documentation, We noted no exceptions from this testing,

Because of the judgement involved in determining * We also considered whether there were other significant costs which should have been
what costs are deerned exceptional and whether such included in exceptional items and noted no such items.

determination is made on a consistent basis, we + We checked the nature of the costs and confirmed they were treated appropriately as
focused an this area because misstatements in the exceptional items within the income statement. We reviewed the disclosures in the
exceptional costs could result in 2 misstatement of the Annual Report relating to exceptional items.

Group’s underlying profit. \ ’ . -~ :
P YINg P From the audit work performed, we did not note any exceptions arising from our testing.
Refer also to notes 4 and 35 to the consolidated

financial statements.

How we tailored the audit scope

We tallored the scope of our audit to ensure that we performed enough wark to be able to give an opinion on the financial statements as a whole,
taking into account the geographic structure of the Group, the accounting processes and controfs, and the industry in which the Group operates.

The scope of our audit reflected the organisational structure of the Group, being 5 business areas: UK Bus (London), UK Bus (regional operations),
megabus Europe, UK Rail and North America.

As a result, we performed an audit of the financial information of all reporting units of UK Rail and North America and the 15 most significant reporting
units by scale (based on profit before tax} of UK Bus. The audit work on all in scope reporting units, with the excepticn of Twin America and Virgin Rail
Group, was performed directly by the Group engagement team. For Twin America, the Group engagement tearn instructed component auditors from
PwC US, identifying and explaining areas of focus for their work. We also communicated with a firm outside of the PwC network of firms with respect
to the audit of the complete financial infermation of the Virgin Rail Group joint venture.

The Group engagement team held meetings and calls with those component auditors to clarify and discuss their audit approach, materiality and our
reporting requirements. In addition, we had meetings and calls with the component auditors as their audit work progressed so that we could
effectively supervise, direct and understand the findings from their work.

This scope together with directed scope procedures over certain financial statement line items meant we performed audit work across components of
the Group that accounted for 93% {2015: 91%) of Group profit before tax prior to exceptional items, 96% (2015: 92%) of Group revenue and 72%
{2015: 73%) of Group total assets.

In addition, the Group audit team performed additional procedures over the consolidation process, exceptional items, pensions, taxation, financial
instruments, share based payment and presentation of the Group financial statements, to give us the evidence we needed for our opinion on the
Group financial statements as a whole.
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10. Independent auditors’ report to the members of
Stagecoach Group plc (Company No. SC100764) (continued)

Materiality

The scope of our audit was influenced by our application of materiality. We set certain quantitative thresholds for materiality, These, together with
qualitative considerations, helped us to determine the scope of our audit and the nature, timing and extent of our audit pracedures on the individual
financial statement line items and disclosures and in evaluating the effect of misstatements, both individually and on the financial statements as a whole.

Based on our professional judgement, we determined materiality for the financial statements as a whole as follows:

overall Group materiality £8.6m (2015: £8.7m),

How we determined it 5% of profit before tax prior to exceptional items and after intangible asset expenses of £171.6m. {2015: 5%
of profit before tax prior to exceptional items and after intangible asset expenses of £173.1m).

Rationale for benchmark applied This year, like the prior year, we have excluded exceptional items from our adjusted profit before tax
benchmark so that our overall materiality was not impacted by these one off expenses. We believe that this
is a measure used by shareholders in evaluating the underlying business perfermance, and the exclusion of
exceptional items provides us with a consistent year on year basis for determining materiality. We applied a
lower materiality to the audit of exceptional items.

We agreed with the Audit Committee that we would report to them misstatements identified during our audit above £430,000 (2015: £435,000} as
well as misstatements below that amount that, in our view, warranted reporting for qualitative reasons.

Going concern

Under the Listing Rules we are required to review the Directors’ statement, set out in section 3.12, in relation to geing concern. We have nothing to
report having performed our review.

Under ISAs (UK & treland) we are required to report 1o you if we have anything material to add or to draw attention to in relation to the Directors’
statement about whether they considered it appropriate to adopt the going concern basis in preparing the financial staternents. We have nothing
material to add or to draw attention to,

As noted in the Uirectors’ statement, the Directors have concluded that it is appropriate to adopt the going concern basis in preparing the financial
statements. The going concern basis presumes that the Group has adequate resources to remain in operation, and that the Directors intend it to do so,
for at least one year from the date the financial statements were signed. As part of our audit we have concluded that the Directors” use of the going
concern basis is appropriate. However, because not all future events ar conditions can be predicted, these statements are not a guarantee as to the
Group’s ability to continue as a going concern,

Other required reporting

Consistency of other information
Companies Act 2006 opinions
In our opinion:

® the information given in the Strategic report and the Directors’ report for the financial year for'which the financial statements are
prepared is consistent with the financial statements; and

* the information given in the Corporate governance report set out in sectign 4 with respect to internal control and risk management
systems and about share capital structures is consistent with the financial statements.

ISAs (UK & Ireland) reporting

Under I1SAs {UK & Iredand) we are required to report to you if, in our opinion:

* information in the Annual Report is: We have no exceptions
—~ materially inconsistent with the information in the audited financial statements; or to report.
—  apparently materially incorrect based on, or materially inconsistent with, our knowledge of the Group
acquired in the course of performing our audit; or
- otherwise misleading.

*  the statement given by the Directors in section 3.6, in accordance with provision C.1.1 of the UK Carporate We have no exceptions
Governance Code (the “Code”), that they consider the Annual Report taken as a whole te be fair, balanced and to report.
understandable and provides the information necessary for members to assess the Group's and parent Company’s
position and performance, business model and strategy is materially inconsistent with our knowledge of the Group
and parent Company acquired in the course of performing our audit.

*  Section 5.1 to section 5.6 of the Annual Report, as required by provision €.3.8 of the Code, describing the work of We have no exceptions
the Audit Commitiee does not appropriately address matters communicated by us to the Audit Cormmittee. to report,

The Directors’ assessment of the prospects of the Group and of the principal risks that would
threaten the solvency or liquidity of the Group

Under ISAs (UK & Irefand) we are required to report to you if we have anything material to add or to draw attention
to in relation to:

* the Directors’ confirmation in section 4.13.3 of the Annual Report, in accordance with provision C.2.1 of the Code, We have nothing
that they have carried out a robust assessment of the principal risks facing the Group, including those that would material to add or to
threaten its business model, future performance, selvency or liquidity. draw attention to.

* the disclosures in the Annual Report that describe those risks and explain how they are being managed or We have nothing
mitigated. material to add or to

draw attention to.
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« the Directors’ explanation in section 3.12 of the Annual Report, in accordance with provision €.2.2 of the Code, as We have nothing
to how they have assessed the prospects of the Group, over what period they have dane so and why they consider material to add or to
that period to be appropriate, and their staternent as to whether they have a reasonable expectation that the draw attention to.
Group will be able to continue in operation and meet its liabilities as they fall due over the period of their
assessment, including any related disclosures drawing attention to any necessary qualifications or assumptions.

Under the Listing Rules, we are required to review the Directors’ statement that they have carried out a robust assessment of the principal risks facing
the Group and the Directors’ statement in relation to the longer-term viability of the Group. Our review was substantially less in scope than an audit
and only consisted of making inquiries and considering the Directars’ process supporting their statements; checking that the statements are in
alignment with the relevant provisions of the Code; and considering whether the statements are consistent with the knowledge acquired by us in the
course of performing our audit. We have nothing to report having performed our review.

Adeqguacy of information and explanations received

Under the Companies Act 2006, we are required to report to you if, in our opinion, we have not received all the information and explanations we
require for our audit. We have no exceptions to report arising from this responsibility.

Directors’ remuneration

Under the Companies Act 20046, we are required to report to you if, in our cpinion, certain disclosures of Directors’ rermuneration specified by law are
not made, We have no exceptions to report arising from this responsibility.

Corpoarate governance statement
Under the Companies Act 2006, we are required to report ta you if, in our opinion, a corporate governance statement has not been prepared by the
Company. We have no exceptions to repart arising from this responsibility.

Under the Listing Rules, we are required to review the nart of the Cornarate Governance Statement reioting 10 160 further provisions of the Code. We
3
have nothing to report having performed our review.

Responsibilities for the financial statements and the audit

Our responsibilities and those of the Directors
As explained more fully in the Responsibility statement, the Directors are respoansible for the preparation of the financial statements and for being
satisfied that they give a true and fair view.

Our responsibility is to audit and express an opinion on the financial statements in accordance with applicable law and 1SAs (UK & iretand). Those
standards require us to comply with the Auditing Practices Board’s Ethical Standards for Auditors.

This report, including the opinions, has been prepared for and only for the Company’s members as a body in accordance with Chapter 3 of Part 16 of
the Companies Act 2006 and for no other purpose. We do not, in giving these gpinions, accept or assume responsibility for any other purpose or to any
other person to whom this report is shown or into whose hands it may come save where expressly agreed by our prior consent in writing.

What an audit of financial statements involves

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonable assurance that the
financial statements are free from material misstatement, whether caused by fraud or error. This includes an assessment of:

*  whether the accounting policies are appropriate to the Group’s circumstances and have been consistently applied and adequately disclosed;
® the reasonableness of significant accounting estimates made by the Directors; and
® the overall presentation of the financial statements.

We primarily focus our work in these areas by assessing the Directors’ judgements against available evidence, forming our own judgements, and
evaluating the disclosures in the financial statements.

We test and examine information, using sampking and other auditing techniques, to the extent we consider necessary to provide a reasonable basis for
us to draw conclusions, We obtain audit evidence through testing the effectiveness of controls, substantive procedures or a combination of both,

In addition, we read all the financial and non-financial information in the Annual Report to identify material inconsistencies with the audited financial
statements and to identify any information that is apparently materially incorrect based on, or materially inconsistent with, the knowledge acquired by
us in the course of performing the audit, If we become aware of any apparent material misstatements or inconsistencies we consider the implications
for our report.

Other matter

We have reported separately on the parent company financial statements of Stagecoach Group ple for the year ended 30 April 2016 and on the
information in the Directors’ remuneration report that is described as having been audited,

Martin Cowie {Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoaopers LLP
Chartered Accountants and Statutory Auditors
Glasgow

8 luly 2016
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11. Consolidated Financial Statements

Consolidated income statement

For the year ended 30 April 2016

2016 2015
Performance Performance
pre intangibles | Intangibles and pre intangibles [ Intangibles and
and exceptional Results for and exceptional Results for
exteptional items| items (note 4} the year | exceptional items ! items (note 4} the year
Notes £m £m £m £m £m £m
I CONTINUING GPERATIONS
Revenue 2 3,871.1 - 3,871.1 3,204.4 - 3,204.4
QCperating costs and other operating income 3 {3,667.1) {21.8) (3,688.9) {3,002.7) {11.9} (3,014.6}
Operating profit of Group companies 2 204.0 [21.8) 182.2 201.7 (11.9} 189.8
Share of {loss)/profit of joint ventures
after finance costs, finance ingome and taxation 2 24.8 (35.9) (11.1) 25.4 2.7 28.1
Total operating profit: Group operating profit and
share of joint ventures’ {loss)/profit after taxation 2 228.8 (57.7) 17111 271 9.2} 217.9
Non-operating exceptionat items 4 - {2.0) (2.0} - {10.8) {10.6)
Profit before interest and taxation 228.8 (59.7} 169.1 227.1 {19.8) 207.3
Finance costs 3 {431} 123.3} {60.4} [44.8) - (44.8)
Finance income 17 - 1.7 2.7 - 2.7
Profit before taxation 187.4 (83.0) 1c4.4 185.0 {19.8) 165.2
Taxation 7 {26.8) 21.4 {5.4} {31.1) 5.4 {25.7)
Profit for the year from continuing operations
and profit after taxation for the year 160.6 {61.6) 99.0 153.9 (14.4) 139.5
Attributable to:
Equity holders of the parent 1558.8 (60.9) 97.9 153.6 {14.3) 139.3
Non-controlling interests 1.8 (0.7) 1.1 03 (0.1} 0.2
160.6 (61.6} 99.0 153.9 {14.4) 1395
Earnings per share {all of which relates to
continuing cperations}
— Adjusted basic/Basic ] 27.7p 17.1p 26.7p 24.3p
— Adjusted diluted/Diluted 9 27.6p 17.0p 26.6p 24.1p

The accompanying nates form an integral part of this consolidated income statement.
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Consolidated statement of comprehensive income

For the year ended 30 April 2016

2016 2015
fm £m

Profit for the year 99.0 139.5
Items that may be reclassified to profit or loss
Cash flow hedges:
— Net fair value losses on cash flow hedges (84.2) (56.6)
- Reclassified and reported in profit for the year 67.8 35.1
- share of other comprehensive expense on joint ventures' cash flow hedges {0.3) 2.3}
- Tax effect of cash flow hedges 29 4.1
- Tax effect of share of other comprehensive expense on joint ventures’ cash flow hedges - 0.5
Foreign exchange differences on translation of foreign operations {net of hedging) 3.1 8.2
Share of foreign exchange differences on translation of foreign operations of joint ventures - {0.2)
Total items that may be reclassified to profit or loss {10.7) {11.2)
ttems that will not be reclassified to profit or loss
Actuarial gains/{losses) an Group defined benefit pension schemes 68.5 {65.5}
Tax efiect of actuarial (gains)/losses on Group defined benefit pension schemes (16.0) 11.9
Share of actuarial gains on joint ventures' defined benefit pension schemes, net of tax 4.0 0.1
Total items that will not be reclassified to profit or loss 38.3 {53.9}
Other comprehensive income/({expense} for the year 45.8 {64.7)
Total comprehensive income for the year 144.8 74.8
Attributable to:
Equity holders of the parent 143.9 75.0
Non-controlling interests 0.9 [0.2)

144.8 74.8
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Consolidated balance sheet (statement of financial position)

As at 30 April 2016

2016 2015
Notes £m £m
ASSETS
Non-current assets
Goodwill 10 136.9 132.9
QOther intangible assets 11 B3.7 84.7
Property, plant and equipment 12 1,165.2 1,097.9
Interests in joint ventures 13 22.4 57.8
Derivative instruments at fair value 26(g) 5.6 2.3
Retirement benefit assets 25 24.8 255
Other receivables 19 5.6 12.1
1,439.2 1,4132
Current assets
Inventories 18 27.5 269
Trade and other receivables 19 382.2 375.2
Derivative instruments at fair value 26(g) 10 11
Foreign tax recoverable - 0.1
Cash and cash equivalents 20 382.3 3956
793.0 798.9
Total assets 2 2,242.2 2,212
LIABILITIES
Current liabilities
Trade and other payables 21 B25.2 830.4
Current tax liabilities 33.2 38.2
Borrowings 22 53.6 516
Derivative instruments at fair value 2613} 41.3 35.9
Provisions 24 54.9 64,7
1,008.2 1,020.8
Non-current liabllitles
Other payables 21 45.5 40.0
Borrowings 2 738.2 733.7
Derivative instruments at fair value 26{g) 19.5 5.4
Deferred tax liabilities 23 25.6 25.1
Provisions 24 105.9 106.1
Retirement benefit obligations 25 121.5 186.0
1,056.2 1,096.3
Total Nabilities 2(d) 2,064.4 2,117.1
Net assets 2(d) 177.8 95.0
EQUITY
Ordinary share capital 7 3.2 3.2
Share premium account p] 8.4 8.4
Retained earmings 29 (185.1) {279.6)
Capital redemption reserve 29 422.8 422.8
Own shares 29 (34.3) {32.1)
Translation reserve 19 1.3 {1.8}
Cash fiow hedging reserve 29 (40.3) {26.8)
Total equity attributable to the parent 176.0 94.1
Non-controlling interests 1.8 0.9
Total equity 177.8 95.0

These financial statements have been approved for issue by the Board of Directors on 8 July 2016. The accompanying notes form an integral part of
this consolidated balance sheet.

Martin A Griffiths Ross Paterson
Chief Executive Finance Difector
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Consolidated statement of cash flows

For the year ended 30 April 2016

2016 2015

Notes £m Em
Cash flows fram operating activitles
Cash generated by operations 30 303.7 3677
Interest paid {32.3} (38.5)
Interest received 1.7 2.7
Dividends received from joint ventures 28.8 14.5
Net cash flows from operating activities before tax 3019 346.4
Tax paid {23.0) (30.9)
Net cash from operating activities after tax 278.9 315.5
Cash flows from Investing actlvities
Acquisition of subsidiaries, net of cash acquired {0.5) -
Cash inflow on inception of rail franchise - 13
Purchase of property, plant and equipment (191.2) (182.4)
Disposal of property, plant and equipment 26.5 47.9
Purchase of intangible assets {19.6) {12.5)
Movements in loans to joint ventures 5.9 {5.8)
Net cash outflow from investing activities {178.5} {15L.5)
Cash flows from financing activities
Purchase of treasury shares [2.2) (2.5)
Investment in own ordinary shares by employee share ownership trust - {3.9)
Repayments of hire purchase and lease finance {35.4) {33.2)
Redernption of 5.75% sterling bond - principal {400.0) -
Redemption of 5.75% sterling bond - exceptional items {23.3) -
issue of new 4.00% sterling bond 3935 -
Brawdown of other borrowings 270.0 205.9
Repayment of other borrowings {255.2) {121.2)
Dividends paid on ordinary shares 8 {62.0) {56.3)
Sale of tokens 0.3 0.5
Redemption of tokens {0.5) {0.8)
Net cash used in financing activities {114.8) (11.5)
Net (decrease)/increase in cash and cash equivalents {14.8) 152.5
Cash and cash equivalents at the beginning of year 395.6 240.3
Exchange rate effects 15 28
Cash and cash equivalents at the end of year 20 382.3 395.6

Cash and cash equivalents for the purposes of the consclidated statement of cash flows comprise cash at bank and in hand, overdrafts and other short-
term highly liquid investments with maturities at the balance sheet date of twelve months or less.

The accompanying notes form an integral part of this consolidated statement of cash flows.

page 70 | Stagecoach Group plc




Notes to the consolidated financial statements

Note 1 IFRS accounting policies

These consolidated financial statements are presented in accordance with International Financial Reporting Standards ("IFRS”), as adopted by the
Eurcpean Union.

The principal accounting policies adopted in the preparation of these consolidated financial statements are set out below. These policies have been
consistently applied to all the years presented, unless otherwise stated.

« Basis of preparation

The consolidated financial statements have been prepared in accordance with IFRS and International Financial Reporting Interpretations Committee
{“IFRIC"} interpretations as adopted by the European Union (and therefore comply with Article 4 of the European Union IAS Regulation), and with
these parts of the Companies Act 2006 applicabte to companies reporting under IFRS. The consofidated financial statements have been prepared under
the historical cost convention as modified by (i) the revaluation of available for sale financial assets and {ii) financial assets and financial liabilities
{including derivative financial instruments) at fair value through profit or loss.

The consolidated financial statements are presented in pounds sterling, the presentation ¢urrency of the Group, and the functional currency of the
Company and all values are rounded to the nearest one hundred thousand (£0.1m) except where otherwise indicated.
« New accounting standards adopted during the year

The following new standards, amendments to standards and interpretations are mandatary for the first time for the financial year beginning 1 May
2015:

+ Amendments to |AS 19, defined benefit ptans, employee contributions

» IFRIC 21, Levies

None of these have materially impacted the consolidated financial statements of the Group.

» New standards and interpretations not applied
The International Accounting Standards Board {“IASB”) and IFRIC have issued the following standards and interpretations with an effective date for
financial years beginning on or after the dates disclosed below and therefore after the date of these financial statements:

international Accounting Standards and interpretations Effective for onnuel periods

beginning on or after
1 january 2018

Postponed indefinitely

IFRS 9 Financial instruments: Hedge accounting®
Amendments to IFRS 10 and IAS 28

Sale or contribution of assets between an investor and its associate or
joint venture*

Amendments to IFRS 10, 12 and IAS 28

investment Entities: Applying the consolidation exception®

1 January 2016

Amendments to 1AS 12

Recognition of Deferred Tax Assets for Unrealised Losses*

1 January 2017

Amendments to IFRS 11

Accounting for acquisitions of interests in joint operations *

1 January 2016

IFRS 14 Regulatory deferral accounts® 1 January 2016
IFRS 15 Revenue fram contracts with customers* 1 January 2018
IFRS 16 Leases* 1 January 2019

Annual improvements to IFRSs 2012-2014 Cycle

1 January 2016

Amendments to IAS 16 and [AS 38

Clarification of Acceptable Methods of Depreciation and Amaortisation

1 January 2016

Amendments to 1AS 16 and 1AS 41

Bearer Plants

1 January 2016

Amendment to 1AS 27

Eguity method in separate financial staterments

1 January 2016

Amendments to IAS 7

Statement of cash flows: disclosure initiative

1 January 2017

*Not yet adopted for use in the European Unien.

With the exception of IFRS 15 and IFRS 16, the Directors have reviewed the requirements of the new standards and interpretations listed above and
they are not expected to have a material impact on the Group’s financial statements in the period of initial application. The impact of IFRS 15 and
IFRS 16 is being assessed,

The Directors expect the application of IFRS 16 to have a material effect on the consolidated financial statements. In particular, the accounting for
the Group's substantial rolling stock operating lease commitments will be affected by the application of the new standard. IFRS 16 eliminates the
classification of leases as either operating leases or finance leases and, instead, introduces a single lessee accounting model, Applying that model, a
lessee is required to recognise assets and liabilities for all leases with a term of more than 12 months, unless the underlying asset is of low value; and
depreciation of lease assets separately from interest. On adopting IFRS 16, the Group expects to recognise substantizl new assets and new liabilities

in respect of those leases currently classified as operating leases.
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Notes to the consolidated financial statements

Note 1 IFRS accounting policies {continued)

+ Comparatives
Where appropriate, comparative figures for the previous year have been adjusted to confarm to changes in presentation. These changes have no
impact on the consolidated income statement or on consolidated net assets.

« Basis of consolidation

The consolidated financial statements include the financial statements of the Company, its subsidiary undertakings and joint ventures made up to
30 April in each year.

The conselidated income statement includes the results of businesses purchased from the effective date of acquisition and excludes the results of
disposed operations and businesses sold from the effective date of disposal.

Non-controlling interests represents the portion of earnings and equity attributable to third party shareholders of a subsidiary of the Group.

+ Subsidiaries and joint ventures

(i) Subsidiaries
Subsidiaries are all entities over which the Group has control. The Group controls an entity where the Group is exposed to, or has rights to,
variable returns from its involvement with the entity and has the ability to affect those returns through its power to direct the activities of the
entity.
Subsidiaries are consolidated from the date on which control is transferred to the Group and are no longer consolidated from the date that control
ceases. Where a business is acquired, the purchase method {also known as the acquisition method) of accounting is used to account for the
acquisition of the subsidiaries and other businesses. The cost of an acquisition is measured as the fair value of the assets given up, shares issued or
liabitities undertaken at the date of acquisition. The excess of the cost of acquisition over the fair value of the acquiree’s identifiable assets,
liabiities and contingent liabilities is recorded as goodwill. Costs attributable to the acquisition are expensed to the consolidated income
statement.
The Group recognises any non-controlling interest on an acquisition-by-acquisition basis, either at fair value or at the non-controlling interest’s
proportionate share of the acquiree’s identifiable net assets at the acquisition date.
Intercompany transactions, balances, income and expenses are eliminated on consalidation,

(i} Joint ventures
loint ventures are entities over which the Group has joint control with other investors.
Investments in joint ventures are accounted for using the equity method of accounting.
Under the equity method of accounting, interests In joint ventures are initially recognised at cost and adjusted thaereafter to recognise the Group’s
share of the post-acquisition profits or losses and movements in other comprehensive income. When the Group’s share of losses in a joint venture
equals or exceeds its intarests in the joint venture (which includes any long-term interests that, in substance, form part of the Group’s net investment
in the joint venture), the Group does not recognise further losses, unless it has incurred obligations or made payments on behalf of the joint venture.
The Group’s reported interest in joint ventures includes goodwill on acquisition.
The Group applies its own accounting policies and estimates when accounting for its share of joint ventures making appropriate adjustments
where necessary, having due regard to all relevant factors.

» Presentation of income statement and exceptional items

Where applicable, income staternent information has been presented in a columnar format, which separately highlights intangible asset expenses and
exceptional items. This is intended to enable users of the financial statements to determine more readily the impact of intangible asset expenses and
exceptional items on the results of the Group.

Exceptional items are defined in note 35.

+ Use of estimates

The preparation of financial statements in conformity with IFRSs as adopted by the European Union requires the use of estimates and assumptions
that affect the reported amounts of assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses
far the period. Although these estimates and assumptions are based on management’s best knowledge, actua! results may ultimately differ from those
estimates and assumptions used.

The key sources of estiration uncertainty that have a significant risk of causing material adjustments to the carrying amounts of assets and liabilities
within the next financial year are the measurement of tax assets and liabilities, the measurement of contract provisions, the measurement of
retirement benefit amounts, the measurement and impairment of goodwill and other non-current assets, the measurement of insurance provisions
and the measurement of receivables and payables in relation to rail contracts. The measurement of tax assets and liakilities requires an assessment to
be made of the potential tax consequence of certain items that will only be resolved when agreed by the relevant tax authorities. The measurement of
contract provisions requires estimates of future cash flows relating to the relevant contracts and the selection of a suitable discount rate. The
measurement of retirement benefit amounts requires the estimation of life expectancies, future changes in salaries, inflation and the selection of a
suitable discount rate. The Group determines whether goodwitl arising on business combinations is impaired on an annual basis and this requires the
estimation of value in use of the cash generating units to which the goodwill is allocated. This requires estimation of future cash flows and the
selection of a suitable discount rate. The estimation of the insurance provisions is based on an assessment of the expected settlement on known claims
together with an estimate of settiements that will be made in respect of incidents occurring prior to the balance sheet date but for which claims have
not been reported to the Group. The estimation of receivables and payables in relation to rail contracts requires an estimate of the likely outcomes
based on interpreting the applicable contracts.

These accounting policies that the Directors believe require the greatest exercise of judgement are described in section 1.6.12 of this Annual Report,
which forms part of these financial statements.

* Revenue

Revenue represents gross revenue earned from public transport services and excludes payments received on account. Amounts receivable from
government bodies for tendered services and concessionary fare schemes are included as part of revenue as these represent payments for services
provided. Where appropriate, amounts are shown net of rebates and VAT, Revenues incidental to the Group's principal activity {including advertising
income and maintenance income) are reported as miscellaneous revenue.

Rail revenue includes amounts attributable tg the train operating companies, based principally en agreed models of route usage, by Raitway
Settlement Plan Limited {which administers the incorne allocation system within the UK rail industry) in respect of passenger receipts. Franchise
agreement receipts or payments fram or to the UK’'s Department for Transport are treated as operating costs or other operating income.
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Note 1 [FRS accounting policies {continued)

+« Revenue (continued)

Revenue is recognised by reference to the stage of completion of the customer's travel or services provided under contractual arrangements as a
proportion of total services to be provided. Cash received for the sale of season tickets and travelcards is deferred within liabilities and recognised
in the income statement over the period covered by the relevant ticket.

Income from advertising and other activities is recognised as the income is earned.

Finance income is recognised using the effective interest method as interest accrues.

under the contractual terms of its franchise agreements to operate rail services, the Group has revenue sharing arrangements with the Department
for Transport, As a result of these arrangements, the Group may be liable to make payments to the Department for Transport or receive amounts
from the Department for Transport. The arrangements vary by franchise. The amounts at South West Trains are based on calculations that involve
comparison of actual revenue with the target revenue specified in the relevant franchise agreement. The amounts at West Coast Trains {operated
by the Group’s Virgin Rail Group joint venture], Virgin Trains East Coast and from October 2015, East Midlands Trains, are based on calculations
that involve comparing published UK national Gross Domestic Product ("GDP"} with the GOP comparator specified in the relevant franchise
agreement. The Group recognises revenue share amounts payabie or receivable in the income statement in the same period in which it recognises
the related revenue. Revenue share amounts payable or receivable (if any) are treated as operating costs or other operating income.

The Group’s regional UK Bus operations receive Bus Service Operators’ Grant {“BSOG"} which is essentially a rebate of fuel tax. BSOG is recognised
within operating costs as part of the net fuel costs of the Group.

* Performance Incentive payments
Performance incentive payments received from or made to Network Rail by the Group in respect of rail operational performance are recognised in
the same period that the performance relates to and are treated as operating costs or other operating income.

* Government grants

Grants from government are recognised where there is reasonable assurance that the grant will be received and the Group will comply with all
attached conditions. Government grants relating to costs are deferred and recognised in the income statement over the period necessary to match
them with the costs they are intended to compensate. Government grants relating to the purchase of oroperry, nlant and equizment are recotded as
tiakilities and are <rediled Lo the income statement on a straight-line basis over the expected lives of the related assets. Amounts are held as deferred
grant income within trade and other payables.

Revenue grants receivable {and franchise premia amounts payable} in respect of the operation of rail franchises in the UK are recognised in the income
statement in the period in which the related revenue or expenditure is recognised in the income statement or where they do not relate to any specific
revenue or expenditure, in the period in respect of which the amount is receivable or payable. These premia payments and rail franchise granis are
classified within operating costs and other operating income.

* Share based payments
The Group issues equity-settled and cash-settled share based payments to certain employees,

Equity-settled transactions

The cost of equity-settled transactions with employees is measured by reference to the fair value at the date at which they are granted and is
recognised as an expense over the vesting period. in valuing equity-settled transactions, ng account is taken of any non-market based vesting
conditions and no expense is recognised for awards that do not ultimately vest as a result of a failure to satisfy a non-market based vesting condition,
None of the Group's equity-settled transactions have any market based performance conditions.

Fair value for eguity-settled share based payments is determinable from the Company’s quoted share price at the time of the award.

At each balance sheet date, before vesting, the cumulative expense is calculated based on management’s best estimate of the number of equity
instruments that will ultimately vest taking into consideration the likelihood of achieving non-market based vesting conditions. The movement in this
cumulative expense is recognised in the income statement, with a corresponding entry in equity.

Where an equity-settled award is cancelled by the Group or the holder, it is treated as if it had vested on the date of cancellation and any cost not yet
recognised in the income statement for the award is expensed immediately, Any compensation paid up to the fair value of the award at the
cancellation or settlement date is deducted from equity, with any excess over fair value being treated as an expense in the income statement.
Cash-settled transoctions

The cost of cash-settled transactions is measured at fair value. Fair value is estimated Initially at the grant date and at each balance sheet date
thereafter until the awards are settled. Market based performance conditions are taken into account when determining fair value. At each balance
sheet date, the liability recognised is based on management's best estimate of the cash that will ultimately be payable taking inta consideration the
likelihood of non-market based vesting conditions being achieved.

fair value for cash-settled share based payments relating to the Long Term Incentive Plan is estimated by use of a simulation model.

During the vesting period, a liability is recognised representing the estimated fair value of the award and the portion of the vesting period expired as at
the balance sheet date. Changes in the carrying amount of the liability are recognised in the income statement for the period.

Choice of settlement

The Company can choose to settle awards under the Long Term Incentive Plan in either cash or equity, although it currently expects to settle all such
awards in cash, Awards under the Long Term Incentive Plan are accounted for as cash-settled transactions (see above),

The Company can choose to settle awards under the Executive Participation Plan in either cash or equity, although it currently expects to settle afl such
awards in equity. The awards under the Plan can also be structured as deferred shares or share options with a zero exercise price. The Company
intends the awards to operate in substance as deferred shares such that, subject to fulfilling the service condition, each partitipant receives actual
shares on the applicable vesting date. Awards under the Executive Participation Plan are accounted for as equity-settled transactions (see above).
Employment toxes .

Liabilities are recognised for employment taxes (principally, employers' national insurance liabilities) payable by the Group on share based payments.
The liability for employment taxes is calculated at the balance sheet date with reference to the fair value of the retated share based payments at that
date. In the case of cash-settled share based payments, the fair value is the pre-tax amount recorded in the balance sheet. Movements in the
liabilities for employment taxes on share based payments are charged or credited to the income statement.

* Operating profit
Consolidated operating profit is stated inclusive of restructuring costs and the share of after-tax results of joint ventures but before finance income,
finance costs, non-cperating exceptional items and taxation.
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Notes to the consolidated financial statements

Note 1 [FRS accounting policies (continued)

« Taxation

Tax, current and deferred, is calculated using tax rates and laws enacted or substantively enacted at the balance sheet date. Management periedically
evaluates positions taken in tax returns with respect to situations in which applicable tax regulation is subject to interpretation.

Corporation tax is provided on taxable prafit at the current rate applicable. Tax charges and credits are accounted for through the same primary
statement as the refated pre-tax item.

Deferred incame tax is provided in full, using the liability method, on temporary differences arising between the tax bases of assets and liabilities and
their carrying amounts In the financial statements, Deferred income tax is measured at tax rates that are expected to apply in periods in which the
temporary differences reverse based on tax rates and law enacted or substantively enacted at the balance sheet date,

Deferred tax assets are recognised to the extent that it is probable that future taxable profit will be available against which the temporary differences
can be utilised.

Deferred income tax is provided on temporary differences arising on investments in subsidiaries and joint ventures, except where the timing of the
reversal of the temporary difference can be controlled and it is probable that the temporary difference will not reverse in the foreseeable future.

* Segment reporting
Ogperating segments are reported in @ manner consistent with the internal reporting provided to the chief operating deciston-maker, who is responsible
for allocating resources and assessing performance of operating segments, which for this purpose has been identified as the Board of Directors,

= Forelgn currency translation

The financial statements of foreign operations are maintained in the functional currencies in which the entities transact business. The trading results of
foreign operations are translated into sterling using average rates of exchange. The assets and fiabilities of foreign operations, including goodwill and fair
value adjustments arising on acquisition, are translated into sterling using rates of exchange at the relevant balance sheet date. Exchange differences
arising on the translation of the opening net assets and results of foreign operations, together with exchange differences arising on net foreign currency
borrowings and foreign currency derivatives, to the extent they hedge the Group's investment in foreign operations, are recognised as a separate
component of equity being the translation reserve, Further information on the Group’s accounting policy on hedges of net investments in a foreign entity
is provided on page 78.

Foreign currency monetary assets and liabilities are translated into the respective functional currencies of the Group entities at the rates of exchange
ruling at the balance sheet date. Forelgn currency transactions arising during the year are translated into the respective functional currencies of Group
entities at the rate of exchange ruling on the date of the transaction. Foreign currency differences arising on retranslation are recognised in profit or loss.

On disposal of a foreign subsidiary, the amount of any exchange differences relating to the subsidiary that has been deferred in the transtation reserve is
recognised in the income statement within the reported gain or loss on disposal.

The principal rates of exchange applied to the consolidated financial statements were:

2016 2015
Us Dollar:
Year end rate 1.4649 1.5368
Average rate 1.5031 1.5988
Canadian Dollar:
Year end rate 1.8349 1.8614
Average rate 1.9756 1.8323

* Business combinations and goodwill

On the acquisition of a business, fair values are attributed to the identifiable assets, liabilities and contingent liabillties of the acquiree. Goodwill
represents the excess of the fair value of the consideration given for a business over the fair value of such net assets. The fair value of intangible assets
{other than goodwill} and acquired customer cantract provisions on the acquisition of a business are amortised to the income statement.

Goodwill arising on acquisitions is capitalised and is subject to impairment review, both annually and when there are indications that the carrying value
may not be recaverable. Prior to 1 May 2004, goodwill was amortised over its estimated useful life; such amortisation ceased on 3¢ April 2004 but
goodwill amortisation expensed prior to 1 May 2004 was not reversed. Goodwill that arose prior to 1 May 2004 is measured at the amount recognised
under the Group’s previaus accounting framework, UK GAAP.

Goodwill arising on acquisitions in the year ended 30 April 1998 and earlier periods was written off directly to equity in accordance with the UK
accounting standards then in force. Under IFRS 1 and IFRS 3, such goodwill remains eliminated against equity.

For the purpose of impairment testing, goodwill is allocated to each of the Group's cash generating units expected to benefit from the combination.
Cash generating units to which goodwill has been allocated are tested for impairment annually, or more frequently when there is an indication that the
unit may be impaired. If the recoverable amount of the cash generating unit is less than the carrying amount of the unit, then the impairment loss is
altocated first to reduce the carrying amount of any goodwill allocated to the unit and then to the other assets of the unit pro-rata on the basis of the
carrying amaunt of each asset in the unit. The recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use,
the estimated future pre-tax cash flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of
the time value of money and the risks specific to the cash generating unit. An impairment loss recognised for goodwill is not reversed in a subsequent
period.

Any tmpairment of goodwill is recognised immediately in the income statement.

Where goodwill [other than that already written off directly to equity) forms part of a cash generating unit and ali or part of that unit is disposed of, the
associated goodwill is included in the carrying amount of the disposed operation when determining the overall gain or loss on disposal.

* Impairment of non-current assets
Property, plant and equipment, intangible assets (excluding goodwill] and cther non-current assets are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable.
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Note 1 IFRS accounting policies (continued)

« Impalrment of non-current assets (centinued)

An impairment loss is recognised for the amount by which the carrying amount of the asset exceeds its recoverahle amount. The recoverable amount is
the higher of fair value less costs to sell and value in use. For the purposes of assessing impairment, assets are grouped at the lowest level for which there
are separately identifiable cash flows. Non-financial assets other than goodwill that have suffered an impairment are reviewed for possible reversat at each
reporting date.

In assessing value in use, the estimated future pre-tax cash flows are discounted to their present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the asset. Any impairment loss is recognised immediately in the
incgme statement.

+ Intangible assets

Intangible assets acquired separately from a business combination are initially capitalised at cost and subsequently rmeasured at cost iess accumulated
amortisation and accumulated impairment losses. The initial cost recognised is the aggregate amount paid plus the fair value of any other
consideration given to acquire the asset. intangible assets acquired as part of a business combination are capitalised, separately from goadwill, at fair
value at the date of acquisition if (i} the asset is separable or arises from contractual or legal rights and (ii) its fair value can be measured reliably, and
are subsequently measured at fair value less accumulated amortisation and accumulated impairment losses.

Amartisation is calculated to write-off the cost or fair value at acquisition {as the case may be) of each asset over their astimated useful lives shown
below, and is recorded in ocperating costs in the income statement. Amortisation of intangible assets relating to customer contracts and lease contracts
is amortised based on the pattern of the consumption of economic benefits obtained from the relevant contract. Amortisation on other intangible
assets is caleulated on the straight-line method. Intangible assets relating to rail franchises of a finite duration are amortised over the expected life of
the franchise.

Operating leases on favourable terms over the life of the lease {up to 4 years for current contracts)
Customer contracts over the life of the contract (1 to 5 years for current contracts}
Right to operate rail franchises over the expected life of the franchise (10 years from February 2007 to February 2017 for South

West Trains franchise, 2 years and 5 months from Qctober 2015 to March 7018 for East
Midland Trains franchise and 8 years and 1 month from March 2015 to March 2023 for Virgin
Trains East Coast franchise}
Software costs 2to 5 years
Where the life of a contract or rail franchise is shortened or extended, the useful economic lives of any related intangible assets are reviewed, the
intangible assets are reviewed for impairment and the remaining carrying value of each asset is amortised aver its revised, remaining economic life.
New contracts and franchises are not treated as extensions of existing arrangements even when they cover the same business operations as expiring
contracts and franchises.
Marketing costs incurred during the start-up phase of a new activity are charged to the income statement as incurred.

+ Property, plant and equipment

Property, plant and equipment acquired as part of a business combination is stated at fair value at the date of acquisition and is subsequently
measured at fair value on acquisition less accumulated depreciation and any provision for impairment. All other property, plant and equipment is
stated at cost less accumulated depreciation and any provision for impairment. Cast includes the original purchase price of the asset and the costs
attributable to bringing the asset to its working condition for its intended use.

Depreciation is calculated on the straight-line method to write off the cost, fair value at acquisition or deemed cost of each asset to their residual
values over their estimated useful lives as follows:

Heritable and freehold buildings and lang leasehold properties 50 years
Short leasehold properties period of lease
IT and other equipment, furniture and fittings 3 to 10 years
Passenger Service Vehicles ("P5Vs”) and transportation equipment 7 to 16 years
Motor cars and other vehicles 3to 5 years

Freehold land is not depreciated.

The useful lives and residual vatues of property, plant and equipment are reviewed at least annually and, where applicable, adjustrments are made on a
prospective basis.

An itemn of property, plant or equipment is derecognised upen disposal. An item on which no future economic benefits are expected to arise from the
continued use of the asset is impaired if it is continued to be used by the Group. Gains and losses on disposals are determined by comparing the
proceeds received with the carrying amount of the asset and are included in the income statement. Any gain or loss on derecognition of the asset is
included in the income statement in the period of derecognition.

Repairs and maintenance are charged to the income statement during the financlal period in which they are incurred. The cost of major renovations is
included in the carrying amount of the asset when it is probable that future economic benefits in excess of the originally assessed standard of
performance of the existing asset will flow to the Group. Major rencvations are depreciated over the remaining useful life of the related asset.

* Inventories

Inventories are stated at the lower of cost and net realisable value after making due allowance for obsolete or slow moving items. Cost is determinad
using the first-in, first-out (“FIFO*) or average cost method. Net realisable value is the estimated selling price in the ordinary course of business, less
the costs of completion and selling expenses.

¢ Cantract provisions

A provision is recognised in the consolidated balance sheet for any cantract that is “onerous” or when acquired as part of a business combination, that
is unfavourable to market terms. A contract is considered onerous where it is probable that the future economlc benefits to be derived from the
contract are less than the unavoidable costs under that contract. Determining the amount of any contract provision necessitates forecasting future
cash flows and applying an appropriate discount rate to determine a net present valye.

The recognition of a contract provision {ather than a provision arising from a business combination} is charged to the consolidated income statement.
Losses that subsequently arise on that contract are treated as a utilisation of the provision to the extent they have been provided for.

The amount of any contract provision (or potential contract provision) is re-assessed at each balance sheet date. Any increase or decrease required to
the amount of the provision is charged or credited to the consolidated income statement.
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Note 1 |FRS accounting policies {continued)

+ Pre-contract ¢costs

The costs associated with securing new rail franchises are expansed as Incurred, except when at the time the ¢osts are incurred it is probable that a
contract will be awarded, in which case they are recognised as an intangible asset and are charged to the income statement gver the life of the
franchise. In general, costs incurred in bidding for a UK rail franchise pricr to the signing of a franchise agreement are expensed because until an
agreement is signed, the Directors do not consider a franchise award to be probable. Costs incurred after an agreement is signed, but before the
tranchise period commences, are generally capitalised as intangible assets,

« Hire purchase and lease obligations

Assets acquired under hire purchase and finance lease arrangements, where substantially ail the risks and rewards of ownership of the asset have
passed to the Group, are capitalised at the commencement of the lease at the fair value of the leased asset or, if lower, at the present value of the
minimum lease payments. Fixed lease payments are apportioned between the finance costs and the reduction of the lease liability, so as to achieve a
constant rate of interest on the remaining balance of the liability. Finance costs are charged directly against income and are reported within finance
costs in the consolidated income statement.

Assets capitalised under finance leases and other similar contracts are depreciated over the shorter of the lease terms and their useful economit lives.
Assets capitalised under hire purchase contracts are depreciated over their useful economic lives.

Rentals under operating leases are generally charged on a straight-line basis over the lease term. However, contingent rentals, principally being rental
adjustments related to inflation indices, are accountad for in the periad they are incurred.

The principal restriction on assets held under finance lease or hire purchase agreements is a restriction on the right to dispase of the assets during the
period of the agreement.

+ Tokens
Tokens issued by the Group to facilitate public passenger travel in the United Kingdom are credited to a token redemption provision to the extent they
are expected to be redeemed,

The estimate of the balance sheet provision for token redemptions is remeasured at each balance sheet date and is based on the value of tokens
issued hy the Group byt not yoi redeemed v cenceiied at the balance sheet date. Allowance is made for the estimated proportion of tokens in issue
that will never be redeemed.

* Restructuring pravisions
Provisions for restructuring are recognised when the Group has a present legal or constructive obligation as a result of past events and a reliable
estimate of associated costs can be made.

* |nsurance
The Group receives claims in respect of traffic incidents and employee claims. The Group protects against the cost of such claims through third party
insurance policies. An element of the claims is not insured as a result of the “excess” or “deductible” on insurance policies.

Provision is made on a discounted basis for the estimated cost to the Group to settle claims for incidents occurring prior to the balance sheet date. The
estimate of the balance sheet insurance provisions is based on an assessment of the expected settlement of known claims together with an estimate of
settlements that will be made in respect of incidents occurring prior to the balance sheet date but for which ¢laims have not yet been reportad to the
Group. The provision is set after taking account of advice from third party actuaries.

+ Retirement benefit obligations
The Group contributes to a number of pension schemes.

In respect of defined benefit schemes, obligations are measured at discounted present value whilst scheme assets are recorded at market value. In
refation te each scheme, any recognised net asset is limited to the present value of economic benefits available in the form of any future refunds from
the scheme or reductions in future contributions to the scheme. An economic benefit is available to the Group if it is realisable during the life of the
scheme or on settlement of the scheme liabilities.

The service costs of defined benefit schemes are spread systernatically over the working lives of employees and included within operating profit.
Scheme administration expenses are also included within operating profit. Net interest expense or income is calculated by applying the discount rate
to the net defined benefit asset or liability and included within net finance costs. Actuarial gains and losses are recognised immediately in the
staternent of comprehensive income. Actuarial gains and [osses include the difference between the actual return on assets (net of investment
administration costs and taxes, such as amounts levied by the UK Pensicn Protection Fund) and the discount rates applied to the assets. Mortality rates
are considered when retirement benefit obligations are calculated.

Past service costs and adjustments are recognised immediately in income, unless the changes to the pension scheme are conditional on the employees
remaining in service for a specified period (the vesting pericd), in which case the past service costs are amortised using a straight-line method over the
vesting period.

Curtailments arise where the Group makes a material reduction in the number of employees covered by a pension scheme or amends a defined
benefit pension scheme’s terms such that a material element of future service by current employees will qualify for no or significantly reduced
benefits. Settlements arise when the Group enters into a transaction that eliminates all or part of the Group’s obligations for benefits provided under a
defined benefit pension scheme. The gain or loss arising on a settlement or curtailment comprises the resulting change in the net pension asset or
liability, and such gain or loss s recagnised in the income statement when the settlement ar curtailment occurs. Where the gain or loss is related to a
disposal of a business, it is included within the reported gain or loss on disposal.

A full actuarial valuation is undertaken triennially for each scheme and updated annually using Independent actuaries following the projected unit credit
method. The present vatue of the scheme obligations is determined by discounting the estimated future cash outflows using interest rates of high quality
corporate bonds which have terms to maturity equivalent to the terms of the related obligations. Experience adjustments and changes in assumptions
which affect actuarial gains and losses are reflected in the actuarial gain or loss for the year.

The liability or asset recognised for the relevant sections of the Railways Pension Scheme represents only that part of the net deficit {or surplus} of each
section that the emplayer expacts to fund {or recover} over the life of the franchise to which the section relates. Where the award of a new rail franchise
to the Group results in it assuming a net pension liability, a corresponding intangible asset is recognised, reflecting a cast in obtaining the right to aperate
the franchise. When a pension asset is assumed, a corresponding deferred income balance is recognised. The intangible asset or deferred income balance
is amortised to the income statement on a straight-line basis over the expected life of the related franchise.
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Note 1 [FRS accounting policies {cantinued)

+ Retirement benefit obligations

For defined contribution schemes, the Group pays contributions to separately administered pension schemes. Once the contributions have been paid, the
Group has no further payment obligations. The Group's contributions to defined contribution schemes are charged to the income statement in the period
ta which the contributions relate.

= Financial instruments
The disctosure of the accounting policies that follow for financial instruments are thase that apply under IFRS 7 ‘Financial Instruments: Disclosures’, 1AS 32
‘Financial Instrurnents: Presentation’ and 1AS 39 ‘Financial Instruments: Recognition and measurement’.

Financial assets

Financial assets are classified, as appropriate, as financial assets at fair value through profit or loss; loans and receivables; hetd-to-maturity investments or
as available for sale. They include cash and cash equivalents, accrued income, trade receivables, other recelvables, other investments and derivative
financial instruments. The Group determines the classification of its financial assets at initial recognition. When financial assets are recognised initially, they
are measured at fair value, normally being the transaction price plus, in the case of financial assets not at falr value through profit or foss, directly
attributable transaction costs, The subsequent measurement of financial assets depends on their classification, as follows:

Financial assets at fair value through profit or loss: Financial assets classified as held for trading and other assets designated as such on inception are
classified as financial assets at fair value through profit or loss where the assets meet the criteria for such classification. Financial assets are classified as
held for trading if they are acquired for sale in the short-term. Derivatives are also classified as held for trading unless they are designated as hedging
instruments. Assets in this category are carried an the balance sheet at fair value with gains or losses recognised in the income statement.

Lowns and receivables: Loans and receivables are non-derivative financial assets with fixed or deterrinable payments that are not quoted in an active
market, do not qualify as trading assets and have not been designated as either at fair value through profit or loss or avaifable for sale. Such assets are
carried at amortised cost using the effective interest method. Gains and losses are recognised in the income statement when the loans and receivables are
derecognised or impaired, as well as through the amortisation process. Trade receivables are recognised initlally at fair value and subsequently measured
at amortised cost using the effective interest method, less provision for impalrment. Where the time value of money is material, recelvables are
discounted to the present value at the point they are first recognised and are subsequently amortised to the invoice amount by the payment due date. A
provision for impairment of trade receivablas is estahlished when thara is ghicctive evideindce ifak Lhe Group wiil not be able to collect all amounts due
according to the original terms of the recelvables. Significant financial difficulties of the debtor, probability that the debtor will enter bankruptcy or
financial reorganisation, and default or delinquency in payments are consldered in evaluating whether a trade receivable is impaired. The amount of the
provision is the difference between the asset’s carrying amount and the present value of estimated future cash flows, discounted at the original effective
interest rate. The carrying amount of the asset is reduced through the use of an allowance account, and the amount of the loss is recognised in the income
statement within ‘Other external charges'. When a trade receivable is uncellectable, it is written off against the allowance account for trade receivables.
An impairment loss is reversed if the reversal can be related objectively to an event occurring after the impairment loss was recognised. For financial
assets measured at amortised cost, the reversal is recognised in profit or loss.

Held-to-maturity investments: The Group holds no held-to-maturity investments.

Available for sate financial assets: Available for sale financial assets are those non-derivative financial assets that are designated as such or are not
classified in any of the above categories. These are included in non-current assets unless the Group intends to dispose of them within 12 months of the
balance sheet date. After initial recognition, available for sale financial assets are measured at fair value, with gains or losses being recognised as a
separate component of equity until the asset is derecognised or until the asset is determined to be Impaired, at which time the cumulative gain or loss
reported in equity is included in the income staternent.

The Group assesses at each balance sheet date whether there is objective evidence that a financial asset or group of financial assets is impaired. In the
case of equity securlties classified as available for sale, a significant or prolenged decline in the fair value of the security below its cost is considered an
indicator that the securities are impaired. If any such evidence exists for available for sale financial assets, the cumulative loss - measured as the difference
between the acquisition ¢ost and the current fair value, less any impairment loss on that financial asset previously recognised in profit or loss - is removed
from equity and is recognised in the income statement. Impairment losses recognised in the income statement on equity instruments are not reversed
through the income statement.

Financial iabilities

When a financial liability is recognised initially, the Group measures it at its fair value plus, in the case of a financial liability not at fair vafue through profit
or loss, transaction costs that are directly attributable to the issue of the financial liability. Financial liabilities include trade payables, accruals, other
pavyabies, borrowings ang derivative financial instruments. Subsequent measurement depends on its classification as follows:

Financiol liabilities at fair value through profit or loss; Financial liabilities classified as held for trading and derivative liabilities that are not designated as
hedging instruments are classified as fimancial liabilities at fair value through profit or loss. Such liabilities are carried on the balance sheet at fair value with
gains or losses being recognised in the income statement.

Other: All gther financial liabilities not classified as fair value through profit or lass are measured at amortised cost using the effective interest method.

Fair velues
The fair value of guoted Investments is determined by reference to appropriate market prices at the close of business on the balance sheet date. Where
there is no active market, fair value is determined using valuation techniques, These include using pricing models and discounted cash flow analysis,

Derivative financial instruments
Derivative financial instruments are initially recognised at fair value on the date on which a derivative contract is entered into and are subsequently re-
measurad at fair value. Derivatives are carried as assets when the fair value is positive and as liabilities when the fair vatue is negative.

For those derivatives designated as hedges and for which hedge accounting is desired, the hedging refationship is documanted at its inception. This
documentation identifies the hedging instrument, the hedged item or transaction, the nature of the risk being hedged and how effectiveness will be
measurad throughout its duration. Such hedges are expected at Inception to be highly effective.
For the purpose of hedge accounting, hedges are classified as:

- Fair value hedges, when hedging the exposure to changes in the fair value of a recognised asset or liability;

- Cash flow hedges, when hedging exposure to variability in cash flows that is either attributable to a particular risk associated with a recognised

asset of liability or a highly probable forecast transaction; or
= Hedges of net investment in a foreign entity.
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Note 1 IFRS accounting policies {continued)

« Financial instruments (continued)

Net gains or losses arising from changes in the fair value of all other derivatives, which are classified as held for trading, are taken to the income statement.
These may arise from derivatives for which hedge accounting is not applied because they are either not designated or not effective as hedging instruments
from an accounting perspective,

The treatment of gains and Iosses arising from revaluing derivatives designated as hedging instruments depends on the nature of the hedging refationship,
as follows;

Fair value hedges: For fair value hedges, the carrying amount of the hedged item is adjusted for gains and losses attributable to the risk being hedged; the
derivative is remeasured at fair value and gains and losses from both the derivative and the hedged item are taken to the income statement,

The Group discontinues fair value hedge accounting if the hedging instrument expires or is sold, terminated or exercised, the hedge no longer meets the
criteria for hedge accounting or the Group revokes the designation.

Cash flow hedges: For cash flow hedges, the effective portion of the gain or loss on the hedging instrument is recognised in the statement of
comprehensive income, while the ineffective portion is recognised in the income statement, Amounts recorded in the statement of comprehensive income
are transferred to the income statement when the hedged transaction affects profit or toss, such as when a forecast sale or purchase occurs. For cash flow
hedges of forecast fuel purchases, the transfer is to operating costs within the income statement.

If the hedging instrument expires or is sold, terminated or exercised without replacement or rollover, or if its designation as a hedge is revoked, amounts
previously recorded in the statement of comprehensive income remain in equity until the forecast transaction oceurs and are then transferred to the
income statement. If a forecast transaction is no longer expected to occur, amounts previously recognised in the statement of comprehensive income are
transferred to the income statement immediately,

Hedges of net investment in a foreign entity: For hedges of the net investment in a foreign entity, the effective portion of the gain or loss on the hedging
instrument is recorded in the statement of comprehensive income, while the ineffective portlan is recognised in the income statement. Amounts recorded
in the statement of comprehensive income are transferred to the income statement when the foreign entity is sold.

Non-derivative financial liabilities, such as foreign currency borrowings, tan be designated as hedges of a net investment in a foreign entity and are subject
to the same requirements as derivative hedges of a net investment in a foreign entity.

Casin and wush equivaients

For the purposes of the balance sheet and cash flow statement, cash and cash eguivalents comprise cash in hand, deposits held at call with banks and
other short-term highly liquid investrments with maturities at the balance sheet date of twelve months or less.

interest bearing loans and borrowings

Borrowings are recognised initially at the proceeds received, net of transaction costs incurred. Borrowings are subsequently stated at amortised cost using
the effective yield method subject to any adjustments in respect of fair value hedges. Any difference between the proceeds (net of transaction costs) and
the redemption value is recognised in the income statement over the period of the borrowings. Interest on borrowings to purchase property, plant and
equipment is expensed in the income statement,

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer or rollover settlement for at least 12 months after the
balance sheet date.

Trade and other payables

Trade and other payables are generally not interest bearing and are stated at amortised cost which approximates to nominal value due to creditors days
being relatively low.

Share capital and dividends

Qrdinary shares are classified as equity.

Incremental external costs directly attributable to the issue of new ordinary shares are shown in equity as a deduction, net of tax, from the proceeds.
Where the Company, its subsidiaries or employee share ownership trusts sponsored by the Company purchase ardinary shares in the Company, the
consideration paid, including any attributable incremental external casts net of inceme taxes, is deducted from equity. Where such shares are
subsequently sold or reissued, any consideration received is included in equity.

Dividends on ordinary shares are recorded In the Group’s financial statements in the period in which they are approved by the Group's shareholders, or in
the case of interim dividends, in the period in which they are paid.
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Note Z Segmental information

Management has determined the operating segments based on the reports reviewed by the Board of Directors that are used to make strategic decisions,
The Group is managed, and reports internally, on a basls consistent with its five continuing operating segments, being UK Bus {regional operations),
megabus Europe, UK Bus {London), North America and UK Rail. megabus Europe is now reported as a separate segment having been reported within
the UK Bus {regional operations) segment in previous years. The prior year figures have been restated accordingly. The Group’s IFRS accounting
policies are applied consistently, where appropriate, to each segment.

The segmental informatien provided in this note is on the basis of the five operating segments as follows:

Segment name Service operated

UK Bus {regional operations}
megabus Europe

UK Bus (London)

Narth America

UK Rail

Coach operations
Bus operations

Rail operations

Coach and bus operations

Coach and bus operations

Country of operation

United Kingdom

United Kingdom and mainland Europe

United Kingdom

United States and Canada

United Kingdom

The Group has interests in three joint ventures: Virgin Rail Group that operates in UK Rail, Citylink that operates in UX Bus [regional operations} and
Twin America LLC that operates in North America. The results of these joint ventures are shown separately in notes 2(c} and 2{g).

{a} Revenue

Due to the nature of the Group‘s business, the origin and destination of revenue (i.e. United Kingdom, maintand Europe or North America) is the same
in atl cases except in respect of an immaterial amount of revenue for services operated by megabus Europe between the UK and mainland Europe. As
the Group sells bus and raif services to individuals, it has few custaomers that are individually “major”. Its major customers are typically public bodies
that subsidise or procure transport services — such customers include local authorities, transport authorities and the UK Department for Transport.

Revenue split by segment was as follows:

2016 2015
fm fm
Continutng operations
UX Bus (regional operations) 1,032.8 1,036.3
megabus Eurcpe 18.4 9.2
UK Bus (London} 267.1 260.6
North America 430.9 425.4
Tatal bus continuing operations 1,749.2 1,731.5
UK Rail 2,129.1 1,478.4
Total Group revenue 3,878.3 3,209.9
Intra-Group revenue — UK Bus {regionaf operations) 7.2 (5.5}
Reported Group revenue 3,871.1 3,204.4
{b) Operating profit
Operating profit split by segment was as follows:
2016 2015
Performance Performance
pre intangibles | Intangibles and pre intangibles | [ntangibles and
and exceptional Results for and exceptional Results for
exceptional items| items (note 4} the year | exceptional iems | items (note 4) the year
£m £m £m £m fm fm
Continuing operations
UK Bus {regional operations) 137.3 - 137.3 1453 - 1453
megabus Europe (24.1) - {24.1) (4.2} - (4.2}
UK Bus (London) 20.2 - 20.2 26.3 - 263
North America 18.9 - 18.9 221 - 22.1
Total bus continuing operations 1523 - 152.3 i89s - 189.5
UK Rail 66.7 (6.0) 60.7 269 - 26.9
Total continuing operations 219.0 (5.0} 213.0 216.4 - 216.4
Group overheads {11.9) - (11.9) {13.9) - {13.9)
Intangible asset expenses - (15.8) [15.8) - {11.9) {11.9)
Restructuring costs {3.1) - {3.1} (0.8} - {0.8)
Total operating profit of continuing
Group companies 204.0 {21.8) 182.2 201.7 {11.9) 189.8
Share of joint ventures’ {loss)/profit
after finance costs, finance income and taxation 24.8 (35.9) (11.1) 25.4 2.7 28.1
Total operating profit:
Group operating profit and share of joint ventures’
{loss)/profit after taxation 228.8 {57.7) 1711 227.1 (9.2} 217.9
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Note 2 Segmental information (continued)

{c} Joint ventures

The share of (loss)/profit from joint ventures was further split as follows:

2016 2015
Performance Perfarmance
pre intangibles | Intangibles and pre intangibles | Intangibles and
and exceptional Results for and exceptional Resuits for
exceptional iterms| items [note 4} the year | exceptional items | items [note 4) the year
£m Em Em Em £m £m
Centinuing
Virgin Rail Group {UK Rail}
Operating profit 32.6 - 32.6 8.0 - 28.0
Finance income {net) 0.7 - 0.7 - - -
Taxation {9.1) - {9.1} {5.7) - (5.7}
24.2 - 24.2 223 - 223
Citylink {UK Bus, regional operations)
Operating profit 1.8 - 1.8 1.4 - 1.4
Taxation {0.9) - {0.4) 0.3) - {0.3)
1.4 - 14 11 - 1.1
Twin America LLC {North America)
Operating (loss)/profit (0.6} - [0.6) 2.1 2.7 4.8
Impairment loss - {35.9] (35.9) - - -
Finance costs (net) (0.2} - (0.2) ©.1) - {0.1)
(0.8} {35.9) (36.7) 2.0 2.7 a7
Share of (loss)/profit of joint ventures after finance costs, .
finance income and taxation 24.8 {35.9} {11.1) 5.4 2.7 28.1
{d) Gross assets and liabilities
Assats and liabilities split by segment were as follows:
2016 2015
Gross Net assets/ Gross Net assets/
assets Gross labilities | {liabiities) assets Gross liabilities] ({liabilities)
im fm fm £m £Em £m
UK Bus (regional operations) 909.2 {283.2) 626.0 861.7 (341.2} 520.5
megabus Europe 24.2 {5.6) 18.6 5.0 (0.5} 4.4
UK Bus {London) 74.3 {103.6) {29.3) 80.5 {99.1} {18.6)
North America 391.8 {132.8) 259.4 372.0 {129.3} 242.7
UK Rail 413.0 {635.8) {222.8) 415.1 {660.6) {245.5)
1,812.5 (1,160.6) 651.9 1,734.3 {1,230.8} 503.5
Central functions 25.0 (53.2} (28.2) 24.3 (37.7} {13.4)
loint ventures 224 - 22.4 57.8 - 57.8
Borrowings and cash 382.3 {791.8} {409.5) 3956 [785.3) {389.7)
Taxation - (58.8) {58.8) 01 (63.3) {63.2)
Total 2,242.2  (2,064.49) 177.8 2,2121 [2,117.1) 95.0

Central assets and liabilities include the token provision, interest payable and receivable and other net assets of the holding company and ather head
office companies.

Segment assets and liabilities are determined by identifying the assets and liabilities that relate to the business of each segment but excluding intra-
Group balances, cash, borrowings, taxation, interest payable, interest receivable and the token provision.
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Note 2 Segmental information (continued)

{e) Capital expenditure on property, plant and equipment
The capital expenditure on property, plant and equipment is shown below and is on an accruals basis, not on a cash basis,

2016 2015
£m £m
UK Bus {regional operations) 123.8 119.8
megabus Europe 7.3 4.5
UK Bus {London) 2.5 38
North America 52.8 311
UK Rail 33.2 43.8
2196 203.0
{f} Capital expenditure on intangible assets
The capitat expenditure on intangible assets (including goodwill) is shown below.
2015 2015
£Em £m
UK Bus {regional operations} 14.2 8.4
UK Rail 5.4 64.9
19.6 733
(g) Earnings befare interest, tax, depreciation and amortisation [“EBITOA")
The results of each segment are further analysed below:
Year ended 20 April 2016
ERITDA Operating profit
£8ITDA Joint venture | including joint pre intangibles | tntangible Allocation
pre-exceptional] interest and |venture interestt Depreciation |and exceptionat asset Exceptional |of restructuring|  Operating
items tax and tax expense items expenses items €05%% profit
£m £m £m £m fm &m £m £m £m
UK Bus {regional operations) 208.5 - 208.5 {71.2) 137.3 {2.6) - {0.9) 1338
megabus Europe {20.4) - {20.4) (3.7) {24.1) - - - (24.1}
UK Bus (London} 26.1 - 261 (5.9} 20.2 {0.3) - {0.1) 19.8
North America 56.2 - 56.2 {37.3) 18.9 [1.8) - {0.6} 16.5
UK Rail — subsidiaries 80.6 - 80.6 {13.9) 66.7 {11.1) (6.0} {1.5) 48.1
UK Rail = joint venture (Virgin
Rail Group) 3286 (8.4) 24.2 - 24.2 - - - 24.2
UK Bus -~ joint venture (Citylink) 18 (0.4) 14 - 14 - - - 1.4
North America — joint venture
{Twin America) [(0.6) {0.2) {0.8) - {0.8) - (35.9) - (356.7}
Group overheads {11.7) - {11.7) {0.2) {11.9} - - - {11.9)
Restructuring costs 3.1) - 3.1 - {3.1) - - 3.1 -
370.0 {9.0) 351.0 {132.2) 228.8 (15.8) (41.9) - 171.1
Year ended 30 April 2015
EBITDA Operating profit
EBITDA Jeint venture | including joint pre intangibles |  Intangible Allpcation
pre-exceptional| interest and [venture interestt Depreciation |and exceptional asset Exceptional |of restructuring!  Operating
items tax and tax expense items expenses items €asts profit
Em £m £m [14] fm im £m £m Em
UK Bus (regiona! operations) 2153 - 215.3 {70.0) 145.3 {1.5} - (0.4) 143.4
megabus Europe (3.1 - (3.1) {1.1) (4.2} - - - {4.2}
UK Bus {London) 324 - 324 {6.1) 26.3 {0.8) - - 25.5
North America 55.7 - 55.7 (33.6) 221 {5.3}) - {0.2) 16.6
UK Rail — subsidiaries 359 - 35.9 {9.0) 269 {4.3) - {0.2) 22.4
UK Rail — joint venture {Virgin
Rail Group) 28.0 {5.7) 223 - 22.2 - - - 223
UK Bus — joint venture |Citylink) 14 (0.3} 11 - 11 - - - 11
North America - joint venture
(Twin America) 21 {0.1) 2.0 - .0 - 2.7 - 4.7
Group overheads {13.6) - {13.6) {0.3) (13.9) ~ - (13.9}
Restructuring costs {0.8) - {0.8) - {0.8) - - 0.8 -
3533 {6.1) 347.2 {120.1) 227.1 {11.9} 2.7 - 2179
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Notes to the consolidated financial statements

Note 3 Operating costs and other operating income

Operating costs and other operating income were as follows: 2016 2015
ftm £m

Miscellaneous revenue (see explanation below} 183.3 131.2
Rail franchise premia (see explanation below) [935.7) (805.7}
Rail revenue support {see explanation below) 140 315.3
Materials and consumables {416.4) (419.8}
Staff costs (hote 6) (1,382.3) {1,203.8}
Depreciation on property, plant 2nd equipment {note 12) (132.2) {120.1}
{Loss}/gain on disposal of property, plant and equipment (0.5} 2.3
Repairs and maintenance expenditure on property, plant and equipment (27.2} {32.8}
Amortisation of intangible assets {note 11} {15.8) {11.9}
Network Rail charges, including electricity for traction {234.1) (197.4}
Operating lease rentals payable {292.2) (207.7}
Other external charges {700.7} (463.4}
Impalrment {note 4) {6.0) -
Restructuring costs {3.1} (0.8}
Total operating costs and other operating income (3,688.9) (3.014.6}

Miscellaneous revenue comprises revenue incidental to the Group’s principal activities. it includes commissions receivable, advertising income,
maintenance income, railway station access income, railway depot access income, fuel sales and property income.

Rail franchise premia is the amount of financial premia payable to the UK’s Department for Trancnort in ragsoct of the operation of UR passenger rai
franchuses.

Rail revenue support is the amount of financial support receivable from the UK’'s Department for Transport in certain circumstances where a train
operating company’s revenue is below target or where defined macroecenomic indices are below target.

Amounts payable to the Company’s auditors, PricewaterhouseCoopers LLP, and their associates by the Company and its subsidiary undertakings in
respect of audit and non-audit services are shown below:

2016 2015

€000 £000
Fees payable to the Company’s auditors and its associates for the audit of the Company’s financial
statements and consolidated financial statements 400.0 400.0
Fees payable to the Company’s auditors and its associates for the audit of the Company’s subsidiaries
pursuant to legislation 510.0 434.0
Total audit fees 910.0 834.0
Taxation advisory services 20.0 46.5
Taxation compliance services 28.0 -
Other non-audit services 23.5 -
Other assurance services 103.6 96.0
Non-audit fees 175.1 142.5
Total fees payable by the Group to its auditors 1,085.1 §976.5

In addition to the fees detailed above, PricewaterhouseCoopers LLP received US$180,000 {2015: USS165,000) in relation to the audit of the Group's
joint venture, Twin America LLC,

A description of the work of the Audit Committee is set out in the Audit Committee Report in section 5 of this Annual Repart, and includes an
explanation of how auditor independence is safeguarded when non-audit services are provided by the auditors,
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Note 4 Exceptional items and intangible asset expenses

The Group highlights amounts before Intangible asset expenses and exceptional items as well as clearly reporting the results in accordance with IFRS.

Exceptional items are defined in note 35,
Information on exceptional items is provided in section 1.6.2 of the Strategic report.

The items shown in the column headed “Intangibles and exceptional items” on the face of the consolidated income statement for the year ended

30 April 2016 and far the prior year comparatives can be further analysed as follows:

2016 2015
Exceptional Intanglble {ntangibles and Exceptional intangible Intangibles and
items assat expenses |exceptional items items asset expenses |exceptionai items
£m £m fm £m £m Em
Operating costs
Impairment of assets at Sheffield Supertram (6.0} - (6.0) - - -
Intangible asset expenses - {15.8) {15.8) - {11.9} (11.9)
{6.0) (15.8) {21.8) - {119} (11.9)

Share of {loss)/profit of joint ventures
Twin America litigation - - - 2.7 - 2.7
Impairment of interest in Twin America (35.9) - {35.9) - - -

(35.9) - {35.9) 27 - 2.7
Non-operating exceptional items
Provision for commitment to Twin America (2.0} - {2.0} - - -
Provision for onerous property lease - - - [2.1) - {2.1)
Twin America litigation - - - {8.5} - (8.5}
Non-operating exceptional items (2.0) - (2.0} {10.6} - {10.6}
Finance costs
Premium on early redemption of bonds (21.3) - (21.3} - - -
Cancellation of ineffective interest rate swaps {2.0) - (2.0} - - -
Finance costs {23.3) - (23.3) - - -
tntangible asset expenses and exceptional items {67.2) {15.8) (83.0) {7.9) {11.9) {19.8})
Tax effect of intangible asset expenses
and exceptional items 19.4 2.0 214 2.3 3.1 5.4
Intangible asset expenses and exceptionatl
items after taxation (47.8)} (13.8) (61.6) (5.6} {8.8) {14.4)

In respect of the Twin America litigation, the Group made payments in the year ended 30 April 2016 of £1.4m (2015: £4.5m) to settle litigation and
legal fees. Its share of payments made by Twin America in that respect was £1.1m {2015: £6.7m). The £23.3m (2015: £Nil} of exceptional finance costs

were paid in cash in the year ended 30 April 2016.

Note 5 Finance costs and income

Net finance costs and items of income, expense, gains and losses in respect of financial instruments {exeluding commodity hedges, trade and other

payables, and trade and other receivables) have been recognised in the income statement as follows:

2016 2015
£m £m

Interest income on financial assets not at fair value through profit and loss
- Interest receivable on cash 1.4 1.5
Interest income on fair value hedges
- Interest receivable on interest rate swaps qualifying as fair value hedges 03 1.2
Finance income 1.7 2.7
Interest expense on financial liabifities not at fair value through profit and loss
- Interest payable and other facility costs on bank loans, loan notes, overdrafts and trade finance 5.9} {7.9)
= Interest payable on hire purchase and finance teases (2.3) {2.5)
— Interest payable and other finance costs on bonds (25.9) {27.3)
Other finance costs
- Unwinding of discounts on provisions (3.9) {3.8)
= Interest charge on defined benefit pension schemes (5.3} (3.3)
- Exceptional finance casts (note 4} {23.3} -
Finance costs (66.4) {44.8)
Net finance costs (64.7) {42.1)
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Note 6 Staff costs

Total staff costs were as follows; 2016 2015
Em £m
Staff costs
Wages and salaries 1,177.2 1,027.0
Social security costs 100.9 91.1
Pension costs, excluding interest on net liability {note 25) 101.4 80.9
Share based payment costs (excluding social security costs)
- Equity-settied 2.2 2.2
- Cash-settled 0.6 2.6
1,382.3 1,203.8

The total amount shown for staff costs above includes an amount of £Nil {2015: £0.5m) in respect of share based payment costs for the Directors,

Key management personnel are considered to be the Directors and full information on their remuneration, waivers of remuneration, share based
payments, incentive schemes and pensions is contained within the Directors’ remuneration report in section 8 of this Annual Report.

The average monthly number of persons employed by the Group during the year (including executive directors) was as follows:

2016 2015
nurnber number
UK operations 31,296 28,381
UK administration and supervisory 3,862 3,430
North America 4,669 4,860
Mainland Europe 376 138
40,203 36,809

The average monthly number of persons employed by the Group during the year, split by segment, was as follows:
2016 2015
number nurmber
UK Bus {regional operations) 20,513 19,937
megahus Europe 376 138
UK Bus {London) 4,189 4,144
North America 4,669 4,860
UK Rail 10,342 7,609
Central 114 121
40,203 36,809
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Note 7 Taxation

fa) Analysis of charge in the year

2016 2015
Performance Performance
pre intangibles | Intangibles and pre intangibles | intangibles and
and exceptional Results for and exceptional Results for
exceptional items| items {note 4) the year exceptional items | items (note 4) the year
£m Em £fm fm £m Em
Current tax:
UK corporation tax at 20.0% (2015: 20.9%} 21.8 {1.3} 205 22.3 {1.4} 20.9
Prior year over provision for corporation tax (2.2} - {2.2) {2.7) - {2.7)
Foreign tax {current year} 0.8 - 0.8 0.8 - 0.8
Fareign tax (prior year) (0.1} - {0.1) 0.4 - 0.4
Total currant tax 203 (1.3) 19.0 20.8 {1.4) 19.4
Deferred tax:
Qrigination and reversal of temporary differences 143 (20,1} {5.8) 14.2 (4.0) 10.2
Change in tax rates {5.0) - {5.0) - - -
Adjustments in respect of prior years {2.8) - {2.8) {3.9) - {3.9)
Total deferred tax {note 23) 6.5 (20.1) {13.6) 10.3 {4.00 6.3
Tatal tax on profit 26.8 121.4) 5.4 211 {s.4} 25.7
(b} Factors affecting tax charge for the year
2016 2015
£m £m

Profit before taxation 104.4 165.2

Profit multiplied by standard rate of corporation tax applying to the year in the UK of

20.0% (2015: 20.9%) 20,9 34.5
Effects of:

Intangible asset allowances/deductions 1.5 03
Non-deductible expenditure/non-taxable income 1.7 16
Utilisation of tax losses not previously recognised as deferred tax assets (0.2} -
Foreign taxes differences (3.3) 0.6
Adjustments to tax charge in respect of prior years (5.1) [6.2}
Tax effect of share of results of joint ventures (5.0) (4.7}
Change in UK corporation rate (5.1) (0.4}
Total taxation (note 7a) 5.4 25.7

{c) Factors that may affect future tax charges

There are no temporary differences associated with investments in foreign subsidiaries for which deferred tax liabilities have not been recognised.
Gross deductible temporary differences of £23.2m {2015: £27.4m) have not been recognised due to restrictions in the availability of their use.
Ternparary differences in respect of the revaluation of land and buildings and in respect of rolled over capital gains are fully offset by temporary
differences in respect of capital losses.

The deferred tax balances have been calculated with reference to the enacted UK corporation tax rates of 20% to 31 March 2017, 19% from 1 April 2017
and 18% from 1 April 2020 {2015: 20%}. A planned reduction in the rate to 17% has yet to be substantively enacted.

Had the reduction in the rate to 17% been substantively enacted, the estimated impact of this reduction on the deferred tax liability would be a
reduction of £1.8m.

(d) Tax onitems taken directly or transferred from equity

The components of tax on items taken directly to or transferred from equity are shown in the consolidated statement of comprehensive income on
page 67 and the consolidated statement of changes in equity on page 64.
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Notes to the consolidated financial statements

Note 8 Dividends

Dividends payable in respect of ordinary shares are shown below,

2016 2015 2016 2015
pence per share | pence per share £m £m

Amounts recognised as distributions in the year
Dividends on ordinary shares
Final dividend in respect of the previous year 7.3 6.6 419 3749
Interim dividend in respect of the current year 3.5 3.2 20.1 18.4
Amounts recognised as distributions to equity holders in the year 10.8 9.8 62.0 56.3
Dividends proposed but neither paid nor included as liabillties in the
financial statements
Dividends on ordinary shares
Final dividend in respact of the current year 7.9 7.3 45.3 419

Nete 9 Earnings per share

Basic earnings per share ("EPS”) have been calculated by dividing the profit attributable to equity shareholders by the weighted average number of
ordinary shares in issue during the year, excluding any ordinary shares held in treasury and by employee share ownership trusts.

The diluted earnings per share was calculated bv adjusting the weighted average nember of ordinary shares cuisianding to assume conversion of all
dilutive potantial ordinary shares in relation to executive share plans and long-term incentive plans.

2016 2015
no. of shares no. of shares
million million
Basic weighted average number of ordinary shares 573.8 574.4
Dilutive ordinary shares
- Long Term Incentive Plan - Q.2
— Executive Participation Plan 2.0 2.3
Diluted weighted average number of ordinary shares 575.8 576.9
2016 2015
£m Em
Net profit attributable to equity holders of the parent {for basic EPS calculation) 97.9 139.3
Intangible asset expenses before tax (see note 4) 15.8 11.9
Non-centrolling interest in intangible asset expenses 0.7) {0.1)
Exceptional items hefore tax (see note 4) 67.2 79
Tax effect of intangible asset expenses and exceptional items (see note 4} (21.4) {5.4)
Profit for adjusted EPS calculation 158.8 153.6

Earnings per share before intangible asset expenses and exceptional items (“adjusted EPS™) is calculated by adding back intangible asset expenses and
exceptional items (after taking account of taxation and the non-controlling interest), as shown on the consolidated income statement. This has been
presented to allow sharehoiders to gain a further understanding of the underlying performance.
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Note 10 Goodwill
The movements in goodwill were as follows:

2016 2015
£m £m
Cost and net book value
At beginning of year 132.9 125.4
Foreign exchange movements 4.0 7.5
At end of year 136.9 1329

For the purpose of impairment testing, all goodwill that has been acquired in business combinations has been allocated to three individual cash
generating units (“CGUs"} on the basis of the Group’s operations. Each cash generating unit is an operational division. The UK Bus {regional
operations) and UK Bus {Landon) cash generating units operate coach and bus operations in the United Kingdom. The North America cash generating
unit operates coach and bus operatiens in the US and Canada. No goodwill has been allocated to the Group’s megabus Europe and UK rail operations.

The cash generating units are as follows: "
UK Bus UK Bus North Amarica

{regional operations) {tondon)

2016 2015 2016 2015 2016 2015

£m £m £m £m Em £m
Carrying amount of gogawill 47.5 42.5 3.6 3.6 85.8 81.8
Basis on which recoverable amount has
been determined Value in use Value in use Value in use Value in use Value in use Value in use
Pericd covered by approved management
plans used in vatue in use caleulation 5 years 5 years 5 years 5 years 5 years 5 years
Pre-tax discount rate applied to cash flow
projections 8.6% 9.0% 8.6% 9.0% 11.3% 11.8%
Growth rate used to extrapolate cash flows
beyond period of management plan 2.3% 2.3% 2.3% 2.3% 4.3% 4.4%
Difference between abave growth rate and
long-term average growth rate for market in
which unit operates il Nil Nil Nl Nil Nil

The calculation of value in use for each cash generating unit shown above is most sensitive to the assumptions an discount rates and growth rates and
in the case of UK Bus [London}, the number of new contracts won and the commercial terms of such contracts. The assumptions used are considered
to be consistent with past experience and external sources of information and to be realistically achievable in light of economic and industry measures
and forecasts.

The principal risks and uncertainties facing the Group are set out in section 1.4.6 of the Strategic report.

The cost base of the UK Bus {regional operations} and North American operations can be flexed in response to changes in revenue and there is scope
to reduce capital expenditure in the medium-term if othar cash flows deteriorate. Risks to the cash flow forecasts remain, however, and are described
in section 1.4.6. The cost base of UK Bus [London) is less flexible because the business is contractually committed to operate the majority of its
services.

The discount rates have been determined with reference to the estimated post-tax Weighted Average Cost of Capital ("WACC") of the Group. The
WACC has been estimated as at 30 April 2016 at 6€.9% (2015: 7.2%} based on:

* The market capitalisation and net debt of the Group as at 30 April 2016 as an indication of the split betwean debt and equity;
® A risk-free rate of 1.7% (2015: 1.9%);

* A levered beta for the Group of 0.8 {2015: 0.8);

* A marginal pre-tax cast of debt of 3.9% (2015: 5.4%).

The pre-tax discount rate for each CGU has been determined by adjusting the Group’s WACC for the risk profile and effects of tax on each of the
relevant CGUs.

The Directors believe that in the case of each of the cash generating units shown above, any reasonably possible change in the key assumptions on
which the recoverable amount of the unit is based would not cause its carrying amount to exceed its recoverable amount,
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Note 11 Other intangible assets

The movements in other intangible assets, none of which were internally generated and all of which are assumed to have finite usefu! lives, were as

follows:

Year ended 30 April 2016

Operating Customer Rail Software
leases contracts franchises costs Total
£m £m Em fm £m

Cost
At beginning of year 11 21.8 80.6 29.8 133.4
Additions - 01 0.2 19.3 19.6
Disposals (1.1} (2.6) (7.7) - (11.4}
Foreign exchange movements - 1.0 - 0.3 1.3
At end of year - 20.4 73.1 49.4 142.9
Accumulated amaortisation
At beginning of year (1.1) {19.8) (18.9) (8.9) (48.7)
Amortisation charged to income statement - {1.5) (8.8) (5.5} (15.8)
Disposals 1.1 2.6 7.7 - 114
Foreign exchange movements - {0.9) - (0.2} (1.1)
At end of year - {19.6) (20.0) {14.6) (54.2)
Net book value at beginning of year - 21 61.7 2098 84.7
MNat book value at end of year - 0.8 53.1 34.8 88.7

Intangible assets include customer contracts and operating feases on favourable terms to market purchased as part of business combinations, the right

to operate UK Rail franchises and software costs.

Year ended 30 April 2015

Operating Customer Non-compete Rail Software
leases contracts contracts franchises costs Total
im £Em £m £m £m Em

Cost
At beginning of year 1.0 38.0 4.1 19.7 169 79.7
Additions - - - 60.9 12.4 733
Disposals - (17.7) (4.3} - - {22.0)
Foreign exchange movements 0.1 1.6 0.2 - 0.5 2.4
At end of year 11 219 - 80.6 29.8 1334
Accumulated amortisation
At beginning of year (0.6} (30.9) (4.1) {15.4) {6.1) {57.1)
Arortisation charged to income statement (0.4) {5.4) - {3.5) {2.6) [11.9)
Disposals - 17.7 43 - - 22,0
fForeign exchange movements (0.2) {1.2) (0.2) - {0.2) (1.7)
At end of year 1.1} {19.8) - {18.9) {8.9) [48.7)
Net book value at beginning of year 0.4 7.1 - 43 10.8 2.6
Net book value at end of year - 2.1 - 61.7 20.9 84.7
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Note 12 Property, plant and equipment

The movements in property, plant and equipment were as follows:

Year ended 30 April 2016 Land and Passenger Other ptant

buildings sarvice vehicles and equipment Total

£m fm fm £m

Cost
At beginning of year 327.0 1,364.1 222.0 1,913.1
Additions 18.6 153.0 48.0 219.6
Disposals (4.2} {72.3) (28.4) {104.9)
Reclassifications {2.6) - 2.6 -
Foreign exchange movements 2.4 19.0 0.2 21.6
At end of year 341.2 1,463.3 244.4 2,049.4
Depreciation
At beginning of year [70.4) {587.5) {157.3} (815.2)
Depreciation charged to income statement {3.3) {103.9) (19.0) {132.2}
Disposals 2.3 61.8 9.0 73.1
Reclassifications 1.1 - {1.1) -
Foreign exchange movements 10.8) {9.1) - {9.9}
At end of year (77.1) 1638.7) (168.4) {884.2}
Net book value at beginning of year 256.6 776.6 64.7 1,097.9
Net book value at end of year 264.1 825.1 76.0 1,165.2
included in the above net bouk vaiue at end of year are:
Assets on hire purchase - 78.2 - 78.2
Assets on finance leases - 433 - 43.3
Lang leasehold land and buildings 514 - - 514

Included in the net book value of property, plant and equipment is £8.9m (2015: £17.1m) in respect of assets under construction that the Group

expects to be sold to Network Rail and other third parties following the completion of each asset’s construction.

Year ended 30 April 2015 Land and Passenger Dther plant

buitdings service vehicles and equipment Tatal

£m £fm £m £fm

Cost
At beginning of year 3227 1,259.0 2249 1,806.6
Additions 13.4 1385 51.1 203.0
Disposals {16.7) {64.2) {50.7} (131.6)
Reclassifications 3.4 - (3.4} -
Foreign exchange movements 4.2 30.8 0.1 35.1
At end of year 327.0 1,364.1 2220 1,913.1
Depreciation
At beginning of year {66.1) (535.8) {164.0) [765.7}
Depreciation charged to income statement {10.0) {96.6) {13.5) (120.1}
Disposals 6.9 586 20.2 85.7
Foreign exchange movements (1.2} {13.9) - {15.1}
At end of year {70.4) {587.5) {157.3) (815.2}
Net book value at beginning of year 256.6 723.4 60.9 1,040.9
Net bogk value at end of year 256.6 776.6 64.7 1,097.9
Included in the above net book value at end of year are:
Assets on hire purchase - 90.5 - 90.5
Assets on finance leases - 36.8 - 36.8
Long leasehold land and buildings 48.7 - - 48,7
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Note 13 Interests in joint ventures

The Group has three joint ventures as summarised below. Each joint venture is structured as a distinct legal entity and the Group accounts for its
interests in all three joint ventures vsing the equity method of accounting. There are no quoted market prices for any of the Group's investments in
foint ventures,

{a) Vvirgin Rail Group Holdings Limited

The Group holds 49% of the equity and voting rights in Virgin Rail Group Heldings Limited {"Virgin Rail Group”). The principal business of the group
headed by Virgin Rail Group is the operation of inter-city train services under the West Coast rail franchise. Virgin Rail Group is incorporated in the UK.

The Group tonsiders that it has joint control of Virgin Rail Group even though it controls less than half of the voting rights in Virgin Rail Group. That
joint control results from contractual arrangements between the shareholders of Virgin Rail Group that require the agreement of both shareholders to
make decisions an key matters,

Virgin Rail Group's principal subsidiary is West Coast Trains Limited. Under the terms of its rail franchise agreement, West Coast Trains Limited may
only pay dividends and/or repay loans from other related companies to the extent it remains compliant with certain financial ratios specified in the
franchise agreement. This could restrict West Coast Trains Limited from making distributions or repaying loans that would be otherwise permitted by
company law. West Coast Trains Limited is also prohibited from loaning money to related companies without the prior consent of the UK Department
for Transport. Such restrictions on distributions and loans generally apply to all entities operating train services under UK rail franchise agreements.

in addition, under arrangements pursuant to which a performance bond has been issued by an insurance company in connection with the West Coast
rail franchise, Virgin Rail Group is required to maintain consolidated net assets {appiying its own accounting policies) of no less than £22.5m {2015:
£22.5m). This could restrict Virgin Rail Group’s ability to make distributions to the Stagecoach Group.

Subject to the shareholders’ consideration of how much cash to retain in the business for working capital requirements and subject to retaining
sufficient cash to meet any obligations under rail franchise agreements, the distributable profits of Virgin Rail Group are to be distributed in full to its
shareholders. Both shareholders in Virgin Rail Group would need to agree to any changes to or deviations from that dividend policy.

{b} Twin America LLC

The Group holds 60% of the economic interests and 50% of the voting rights in Twin America LLC {"Twin America”}, The principal business of the group
headed by Twin America is the operation of sightseeing coach tours in and arcund the city of New York in the United States. Twin America is
incorporated in the United States.

Contractual arrangements are in place in respect of Twin Armerica which require the agreement of both members to decisions on key matters. In light
of that, the fact voting rights are split 50:50 between the two joint venture members and despite the fact that the Chief Executive of Twin America is a
reprasentative of the other member, the Group considers that it has joint control of Twin America.

In connection with the settlement of litigation (see note 31{iv}}, the Group contractually committed to make loans to Twin America. As at 30 April 2016,
no loans (2015:; US59.0m) were outstanding and the remaining loan commitment that Twin America could draw from the Group in certain circumstances
was US$3.0m {2015: USS6.0m}. The Group has contractually committed to pay further non-refundable amounts of US$2.0m {2015; US$2.0m) to the
plaintiffs in connection with the Twin America litigation. Twin America has contractually committed to pay further non-refundable amounts of U$53.0m
and the Group could be directly liable for these amounts if Twin Amertca fails to meet its payment obligations. Other than where both members agree
otherwise, the available cash flow of Twin America is distributed to its members quarterly after retaining sufficient cash faor the anticipated working
capital needs of the business.

{¢c} Scottish Citylink Coaches Limited

The Group holds 35% of the equity and voting rights in Scottish Citylink Coaches Limited {“Citylink”). The principal business of Citylink is the operation
of inter-city coach services to, from and within Scotland. it is incorporated in the UK,

The Group considers that it has joint controd of Citylink even although it controls less than half of the voting rights in Citylink but is responsible for the
day-to-day management of the business. That joint control results from contractual arrangements between the sharehalders of Citylink that require
the agreement of both shareholders to make decisions on key matters.

The profit after tax of Citylink is distributed in full to its shareholders subject to retaining sufficient cash to meet the liquidity requirements of the
business and subject to there being no outstanding amounts payable by Citylink in respect of loans from its shareholders and accrued interest an such
loans. Both shareholders in Citylink need to agree to any changes to or deviations from that dividend policy.

{d} Impairment reviews

The Directors undertaok an impairment review as at 30 April 2016 of the carrying value of the Group’s joint venture interests. Other than in respect of
Twin America, they concluded that there were no impairment losses and no reasonably possible change that would cause the carrying values to exceed
the recoverable amounts.

Trading at Twin America has remained challenging during the year ended 30 April 2016, as the New York sightseelng market continues to be
competitive. Following an impairment review, an impairment foss of £35.9m has been recognised.
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MNote 13 Interests in joint ventures {continued}
{e) Movements in carrying values

The movements in the carrying values were as follows:

Virgin Rail Twin Total Total
Group Citylink America LLC 2016 2015
£m Em im £m £m

Net book value
At beginning of year 171 4.8 35.9 57.8 42.8
Share of recognised profit/{loss) 24.2 1.4 (36.7) (11.1) 28.1
Share of actuarial gains on defined
benefit pension schemes, net of tax 4.0 - - 4.0 0.1
Share of other comprehensive expense on
cash flow hedges, net of tax (0.3) - - (0.3) (1.8}
Share of foreign exchange differences on translation
of foreign operations - - - - {0.2)
Dividends received in cash (27.1) {1.7) - {28.8) {14.5)
Foreign exchange movements - - 0.8 0.8 33
At end of year 17.9 4.5 - 224 57.8

A loan payable to Citylink of £1.7m {2015; £1.7m) is reflected in note 21. A loan receivable from Twin America of £Nil (2015: £5.9m) is reflected in
note 19.

(f) Summarised financial information of joint ventures

The summarised financial information shown below is in accordance with IFRS and the Group’s accounting policies. Where a joint venture’s own
accounts are prepared other than in accordance with IFRS and the Group's accounting policies, appropriate adjustments have been made to determine
the figures shown below. Adjustments have also been made, as appropriate, 1o reflect fair value adjustments made at the time of acquisition. Except
where stated, the amounts shown are in respect of 100% of each joint venture and not just the Group’s share of the joint venture.

Each of the Group's joint ventures has a statutory financial year-end that differs from that of the Group's, which is 30 April. In applying the equity
method of accounting to its interests in joint ventures, the Group refers to the edition of each joint venture’s management accounts that has a balance
sheet date ciosest to the Group’s balance sheet date. In some tases, the balance sheet date differs from the Group’s by a few days but the impact of
that on the Group’s consolidated financial statements is not material. Further information on the relevant dates in respect of joint ventures is below:

Joint venture Latest statutory financial year-end Balance sheet date of management accounts
closest to 30 April 2016

Virgin Rail Group 31 March 2016 30 April 2016

Twin America 31 March 2016 30 April 2016

Citylink 31 December 2015 30 April 2016
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Note 13 Interests in joint ventures {continued)

{g) Summarised financial information of joint ventures (continued)

The consolidatad balance sheets of each of the Group's other joint ventures are summarised below:

As at 30 April 2016 Virgin Rail Twin Total
Group Citylink America 2016
£m £m £m £m
Non-current assets 21.2 0.1 6.4
Cash and cash equivalents 98.4 1.4 5.9
Other current assets 84.3 9.0 6.6
Mon-current liabilities {10.1) - {10.3)
Current Nabilities {157.1) 15.2) (8.6}
Net assets 36.7 5.3 -
Non-controlling interests {0.2) - -
Shareholders’ funds 36.5 5.3 -
Group share 49% 35% 60%
Group share of net assets 17.9 1.9 - 19.8
Goodwiil - 2.6 - 2.6
Group interest [n Joint ventures 17.9 4.5 - 22.4
Ag av 30 Aprii 2015 Virgin Rail Twin Total
Group Cltylink America 2015
£m £m £m £m
Non-current assets 16.2 0.1 18.8
Cash and cash equivalents 92.3 3.3 5.5
QOther current assets 85.3 11.3 6.2
Nen-current liabilities {9.8} - (3.8}
Current liabilities {149,0} (8.4} {15.8}
Net assets 35.0 6.3 10.9
Non-controlling interests (0.1} - -
Shareholders’ funds 34.9 6.3 10.9
Group share 49% 35% 60%
Group share of net assets 141 2.2 6.5 25.8
Goodwill - 2.6 29.4 320
Group interest in joint ventures 17.1 4.8 359 57.8

The assets and liabilities shown above include the following financial assets and financial liabilities {excluding cash, cash equivalents, trade receivables,

other receivables, trade payables and cther payables):

2016 2015
Em £m

Virgin Rail Group
Neon-current assets — derivative instruments at fair value 0.4 -
Non-current liabilities — derivative instruments at fair value - {2.4)
Current liabilities — derivative instruments at fair value (4.5) {2.3)
Citylink
Current assets — loan to Stagecoach Group 17 17
Twin America
Current liabilities — bank borrowings (6.5} -
Current liabilities — loan from Stagecoach Group - (5.9
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Note 13 Interests in joint ventures (continued)
{g) Summarised financial information of joint ventures (continued)

The financial perfarmance of each of the Group’s joint ventures is summarised below:

Year ended 30 April 2016 virgin Rait Twin
Group Citylink America
£m £m £m

Revenue 1,072.1 41.2 774
Depreciation & amortisation - - (3.2)
Other operating expenses {1,005.5) (36.0) {75.2)
Operating profit/(loss) 66.6 5.2 (1.0}
Finance income 1.4 - -
Finance costs - - {0.3)
Taxation {18.6} {1.1) -
Profit after tax 49.4 4.1 (1.3}
Other comprehensive income 7.6 - -
Total comprehensive income 57.0 4.1 (1.3}

tn addition to the above amounts, the Group has recognised exceptional costs in the year ended 30 April 2016 in respect of Twin America [see note 4}.

Year ended 30 April 2015 Virgin Rall Twin
Group Citylink America
£m £m £m
Revenue 1,041.4 43.7 779
Depreciation & amortisation {0.3) - [3.2)
Other operating expenses 984.0) {39.9) (71.2)
Operating profit 571 3.8 3.5
Exceptional items - - 45
Finance income 0.5 - -
Finance costs {0.5) - (0.2)
Taxation {11.6) (0.8) -
Profit after tax 45.5 3.0 7.8
Other comprehensive expense (3.5} - (0.3)
Total comprehensive income 42.0 3.0 7.5

Note 14 Available for sale and other investments
The available for sale and other investments of the Greup are immaterial.

Note 15 Business cornbinations
The Group completed no material business combinations during the year ended 30 April 2016, Details of business combinations completed in previous
years are provided in the Annual Reports for the years concerned.

Note 16 Disposals
The Group completed no material dispesals of businesses during the year ended 30 April 2016. Details of disposals of businesses completed in previous
years are provided in the Annual Reports for the years concerned.
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Note 17 Subsidiary and related undertakings

The Company owns the following subsidiary and refated undertakings. The Company indirectly owns 100% of each undertaking through its holding of
the stated class or classes of share or other interest unless otherwise stated.

Company

Country of registration

Class of shares/other interest

3329003 Canada Inc

3376249 Canada Inc

349 First Street Urban Renewal Corporation
4216849 Canada Inc

777 8th Avenue LLC {50%)

Al Service Limited

AA Buses Limited

Aberdare Bus Company Limited

All West Coachlines Inc

American Coach Lines of Atlanta Inc
American New York Tours Corporation
American Tour Connection Inc
andrews {(Sheffield) Limited

Atlanta Airport Shuttle Inc

B&B Bus Company Inc

Barclay Airport Service Inc

Barclay Transportation Services Inc
Basichour Limited

Bayline Limited

Bluebird Buses Limited

Busways Travel Services (1986) Limited
Busways Travel Services Limited
Busways Trustee {No, 1) Limited
Busways Trustee (No. 2} Limited
Butler Motor Transit Inc

CAM Leasing LLC

Cambus Limited

Cape Transit Corporation

Central Cab Company In¢

Central Charters & Tours In¢

Central lersey Transit Inc

Century Airline Services Inc
Cheltenham and Gloucester Omnibus Company Limited
Cheltenham District Traction Limited
Chenango Valley Bus Lines Inc
Chesterfield Transport (1989) Limited
Chesterfleld Transpart EBT (number 2) Limited
Chesterfield Transport Limited
Chesterfield Transport PST Limited
Cisko Bus Company

Cleveland Transit Limited

Cleveland Transit Trustee {No. 1) Limited
Clinton Avenue Bus Company

Coach Leasing Inc

Coach USA Administration Inc

Coach USA tnc

Coach USA Investment Inc

Coach USA MBT LLC

Coach USA Tours - Las Vegas Inc
Colonial Coach Corporation
Commaodore Tours Inc

Community Bus Lines Inc

Community Coach Inc

Community Tours Inc

Cormmunity Transit Lines In¢
Community Transportation Inc
County Wide Travel Limited
Cumberland Motor Services Limited
Devon General Limited

Dillon’s Bus Service Inc
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Canada
Canada
United States
Canada
United States
Scotland
Scotland
England
United States
United States
United 5tates
United 5tates
England
United States
United States
United States
United States
England
England
Scotland
England
England
England
England
United States
United 5tates
England
United States
United States
United States
United States
Canada
England
England
United States
England
England
England
England
United States
England
England
United States
United States
United States
United States
United States
United States
United States
United States
United States
United States
United States
United States
United 5tates
United States
England
England
England
United States

A Shares
Cammoan shares and Dividend Access shares
Cemmon stock
Commoen stock
LLC Units
Guarantor
Ordinary shares
Ordinary shares
Common Stock
Comman Stock
Common A and Common B non-voting
Comman stock
Ordinary shares
Commaon stock
Commaon stock
Common stock
Commen stogk
Qrdinary shares
Qrdinary shares
QOrdinary shares
Ordinary shares
Ordinary shares and Qrdinary-A shares
Ordinary shares
Ordinary shares
Common stock
LLC Units
Qrdinary shares
Commaon stock
Commaon stock
Comman stock
Common stock
Commaon stock
Ordinary and Preference shares
Ordinary shares
Common stock
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Common stock
Ordinary shares
Ordinary shares
Common stock
Common stock
Common stock
Common stock
Common stock
LLC Units
Common stock
Common stock
Cornmon stock
Common stock
Common stock
Commeon stock
Common stock
Common stock
Ordinary shares
Ordinary shares
Qrdinary shares
Common stock




Note 17 Subsidiary and related undertakings (continued)

Company

Country of registration

Class of shares/other interest

Douglas Braund Investments Limited

Dragon Bus LLC

E&A Bus Company

East Coast Mainline Company Limited {90%})
East Kent Coaches Limited

East Kent Road Car Company Limited

East London Bus and Coach Company Limited
£ast London Bus Group Propesty investments Limited
East London Bus Limited

East Midlands Trains Limited

East Midlands Transport Information Service Limited {28%)
Eastbourne Buses Limited

Elizabeth Bus Company

ELKO Inc

Fife Scottish Omnibuses Limited

Fleet Buzz Limited

Formia Lirnited

Frenchwood Holdings Limited

Friedman Transportation Inc

G&G Travel Limited

Gad About Tours Inc

Generic Halding inc

Gilsarn Bus Company Inc

GL Bus Lines Inc

Glenvale Transport Limited

Glossopdale Bus Company Limited

GM Buses South (EBT} Limited

Go West Travel Limited

Gray Line Air Shuttle Inc

Gray Line New York Tours Inc {50%)

Greater Manchester Buses South Limited
Greater Manchester Buses West Limited
Grimshy Cleethorpes Transport Company Limited
Halliday-HartleTravel (1988) Limited

HAML Corporation

Hartlepool Transport {1993} Limited

Hartle pool Transport Limited

Hastings and District Transport Limited
High Adventure Tours Inc

Highland Country Buses Limited

Hudsen Transit Corporation

Hudson Transit Lines inc

Independent Bus Company lnc

Inter City Railways Limited {90%)
international Bus Services inc

1&]) Bus Company

18J Transit Inc

J&L Bus Company

leredin Cruises LLC (50%)

IMB Property LLC {50%)

JW Coaches Limited

Kansas Bus Company

Keeshin Charter Service Inc

Kerrville Bus Company

KHCT (ESOP) Limited

KHCT (Holdings) Limited

KILT of CT Inc {previously The Arrow Line Inc)
KILT of MA Inc (previously Mini Coach of Boston Inc}
KILT of RI Ine {previously Bonanza Bus Lines)
Kingston Upon Hull City Transport Limited
Lakefront Lines Inc

Landylines Limited

Canada
United States
United States
England
England
England
England
England
England
England
England
England
United States
United States
Scotland
Engtand
England
England
United States
England
United 5tates
United States
United States
United 5tates
England
tEngland
England
England
United States
United States

England
England
England
England
United States
England
England
England
United States
Scotland
United States
United States
United States
England
United States
United States
United States
United States
United States
United States
Scotland
United States
United States
United States
England
England
United States
United States
United States
England
United States
England

Class A, Common and preference shares
LLC Units
Common stock
QOrdinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Qrdinary shares
Ordinary shares
COrdinary shares
Ordinary shares
Ordinary shares
Common stock
Common stock
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Commaon stock
Ordinary shares
Common stock
Common stock
Common stock
Cammon stock
Ordinary shares
Qrdinary shares
Ordinary shares
Ordinary shares
Class A and Class B stock
Class A common stock and
class B non-voting stock
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Common stock
Ordinary B and Preference shares
Ordinary shares
Ordinary shares
Common stock
Ordinary shares
Commaon stock
Common stock
Common stock
A Shares
Common stock
Common stock
Common stock
Common stock
LLC Units

LLC Units
Ordinary shares
Common stock
Cammon stock
Common stock
Ordinary shares
Ordinary shares
Class A and Class B Common stock
Common stock
Common stock
Ordinary shares
Commen stock
Ordinary shares
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Note 17 Subsidiary and related undertakings {continued)

Company Country of registration

Class of shares/other interest

Letsure Time Tours United 5tates
Lenzner Tours Inc United States
Lenzner Tours, Ltd United States
Lenzner Transit Inc United States
Lenzner Transportation Group Incorporated United States
LER Transportation Company United States
Liberty Bell Taxi Company Inc United States
Limousine Rental Service Inc United States
Lincoln City Transpart Limited England
Lincolnshire Road Car Company Limited England

M&J Bus Company United States
Massachusetts Bay Transportation Services LLC United States
Meadowlands Transit nc United States
Megabus Acquisition LLC United States
Megabus Northeast LLC United States
Megahbus Philadelphia LLC United States
Megabus Southeast LLC United States
Megabus Southwest LLC United States
Megabus USA LLC United States
Megabus West LLC Unitad Gtates
Megabus.com BVBA Belgium
Megabus.com Europe Limited England
Megabus.com GmbH Germany
Megabus.com SAS France
Megabus.com SRL Italy
Megabus.com (UK} Limited England
Megacity Limited (35%) Scotland
Midland Red {South) Limited England
Midtown Bus Terminal New York Inc United States
Minsel Bus Company inc United States
Mister Sparkle Inc United States
Mountaineer Coach Inc United States
National Transport Tokens Limited England

New Delaware Coach Inc United States
New York Splash Tours LLC United States
Niagara Scenic Bus Lines Ing United States
Nicecon timited (50%) Scotland
North Shore Dispatch Inc United States
NYCS LLC (50%) United States
Olympia Trails Bus Company Inc United States
Orange, Newark, Elizabeth Bus Inc United States
P. Phythian and Son Limited England
Pacific Coast Sightseeing Tours and Charters Inc United States
Paramus Northeast Management Company LLC United States
Parfitts Motor Services Limited England
PCSTC Inc United States
Penn-Mali Transit Inc United States
Pennsylvania Transportation Systems In¢ United States
Perfect Body Inc United States
Phantom Cab Company Inc United States
Powder River Transportation Services Inc United States
Precis (1628) Limited England

PSV Claims Bureau Limited England

PTi {South East) Limited (20%) England
REW inc United States
R&W Transit Inc United States
Red and Tan Charter Inc United States
Red and Tan Enterprises Inc United States
Red and Tan Tours Inc United States
Red and Tan Transportation Systems inc United States
Red and Tan Unlimited Inc United States
Red and White Services Limited England
Rhondda Buses Limited England
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Common stock
Common stock

Partnership interest

Common stock
Common stock
Common stack
Common stock
Common stock
Ordinary shares
Ordinary shares
Common stock
LLC Units
Commaon stock
LLC Units

LLC Units

LLC Units

LLC Units

LLC Units

LLC Units

LLC Units
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shatres
Ordinary shares
Ordinary shares
Comman stock
Common stock
Comman stock
Common stock
Ordinary shares
Comman stock
LLC Units
Common stock
Qrdinary shares
Cammon stock
LLC Units
Comman stock
Common stock
Ordinary shares
Comman stock
LLC Units
Ordinary shares
Comman stock
Common stock
Common stock
Common stock
Common stock
Common stock
Ordinary shares
Ordinary shares
Ordinary shares
Common stock
Common stock
Common stock
Common stock
Common stock
Common stock
Common stock
Ordinary shares
Ordinary shares




Note 17 Subsidiary and related undertakings (continued)

Company

Country of registration

Class of shares/other interest

Rhondda Valley Buses Limited
Ribbte Mator Services Limited
Road Runner Tours Inc
Rockland Coaches Inc
Rockland Transit Corporation
Route 17 North Realty LLC
RTI Stagecoach Limited *

Sam Van Galder Inc

Schoolbus Limited

SCOTO Limited

SCOTO US Subsidiary Limited LLC

Scottish Citylink Coaches Limited {35%)
SCUSI Limited

SCUSH US Subsidiary Limited LLC

Seven Bus Corporation

SGP Group Finance Sarl *

Sharpton Limited

SHM Transit Inc

Short Line Terminal Agency Inc
Sightseging Buses SL {24.5%)

Skipburn Limited

SL Capital Corporation

South East London and Kent Bus Company timited
South Orange Avenue Bus Association Inc
South Orange Avenue Bus Company

South West Trains Limited

South Yorkshire Supertram Limited

South Yorkshire Supertram Operating Company Limited
Southdown Motor Services Limited
Sporran AWC Inc

Sporran FL Inc

Sporran GBL Inc

Sporran GCBS Inc

Sporran GCTC Inc

Sporran GLS Inc

Sporran Tt Inc

Stagecoach {North West) Limited
Stagecoach {South) Limited

Stagecoach Bus Holdings Limited
Stagecoach Cheetah Limited

Stageccach Devon Limited

Stagecoach Glasgow Limited

Stageccach Holdings Limited

Stage-coach International Services Limited
Sstagecoach London Midland Trains Limited
Stagecoach QUEST Trustee Limited
Stagecoach Rail Holdings Limited
Stagecoach Rail North America LLC
Stagecoach Rail Passenger Services LLC
Stagecoach Rail Projects Limited
Stagecoach Rail Replacement {East) Limited
Stagecoach Rail Replacement (South) Limited
Stagecoach Rail Replacement Limited
Stagecoach (Scotland) Limited

Stagecoach Services Limited

Stagecoach South West Limited
Stagecoach South Western Trains Limited
Stagecoach SWT Oldco Limited
Stagecoach Supertram Maintenance Limited
Stagecoach Technology Limited
Stagecoach Thameslink Trains Limited

England
England
United States
United States
United States
United States
England

United States
Scotland
England
United States
Scotland
England
United States
United States
Luxembourg
England
United States
United S13tcs
Spatn

Canada
United States
England
United States
United States
England
England
England
England
United States
United States
United States
United States
United States
United States
United States
England
England
Scotland
England
England
Scotland
Scotland
Scotland
England
Scotland
Scotland
United States
United States
England
England
England
England
Scotland
England
England
England
England
England
Scotland
England

Crdinary shares
Qrdinary shares
Common stock
Common stock
Common stock
LLC Units

Ordinary-A shares, Ordinary-B shares and

Preference shares

A and 8 Common stock

QOrdinary shares
Ordinary shares
LLC Units

Ordinary shares

Ordinary, A and B shares

LLC Units
Common stock
Ordinary shares
Ordinary shares
Common stock

o~

Comimon stulk and preferred stack

Qrdinary shares
Ordinary shares

Class A voting and Class B non-voting shares

Ordinary shares
Common stock
Common stock
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Common stock
Common stock
Common stock
Common stock
Common stock
Common stock
Common stock
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
LLC units

LLC units
Ordinary shares
Ordinary shares
QOrdinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
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Note 17 Subsidiary and related undertakings (continued)

Company Country of registration i Ciass of shares/other interest J
Stagecoach Transport Holdings Limited * Scotland Ordinary shares
Suburban Management Corporation United States Common stock
Suburban Trails Inc United States Cormmon stack
suburban Transit Corporation United States Comman stock
SuperCAM Limited England A and B shares
Superior Bus Company United States Common stock
Swindon and District Bus Company Limited England Ordinary shares
Syracuse and Oswego Coach Lines Inc United States Comman stock
Tanport Limited England Ordinary shares
Tees Valley Limited England Ordinary and A-Qrdinary shares
Thames Transit Limited England Qrdinary shares
The Barnsiey and District Traction Company Limited England Ordinary shares
The Bus Exchange Inc United States Commeon steck
The Hudson Bus Transportation Company United States Common stock
The Mexborough and Swinton Traction Company Limited England Qrdinary shares
The Vaileys Bus Company Limited England Ordinary shares
The Viscount Bus and Coach Company Limited England Ordinary shares
The Yorkshire Traction Company {Trustee) Limited Engiand QOrdinary shares
The Yorkshire Traction Company Limited England Ordinary shares
Trans Maintenance Ing United States Commen steck
Trans-Hudson Express Inc United States Common stock
Transit Advertising Limited England Ordinary shares
Transportation Management Services Inc United States Common stock
Trentway-Wagar {Properties} Inc Canada Class A and class B Common shares
Trengway-Wagar Inc Canada Commaon stock and first preference shares
Tri State Coach Lines, Inc United States Commaon stock
TRT Transportation Inc United States Commaon stock
Twenty-Four Corporation United States Cammeon stock
Twin America LLC {50%}) United States LLC Units
Tyburn Limited United States Comman stock
Tyne and Wear Omnibus Company Limited England Ordinary shares
United Counties Omnibus Limited England Ordinary shares
Vailsburg Bus Company United States Common stock
Van Noertwick Bros Inc United States Commen stock
Virgin Rail Group Holdings Limited {49%) England B shares
Virgin Rail Group Limited (49%) England Ordinary and Preference shares
Virgin Rail Projects Limited (49%) England Ordinary shates
Virgin Trains Sales Limited (49%) England Qrdinary shares
Virgin Trains Limited {49%) England Ordinary shares
Welcome Passenger Transport Limited England Ordinary shares
West Coast Trains Limited {49%)} England Ordinary shares
West Sussex Buses Limited England Ordinary shares
Western Buses Limited England Ordinary shares
Whites World Travel Limited England Ordinary shares
Wisconsin Coach Lines Inc United States Common stock
WiB Bus Company Inc United States Common stock
Wohlgemuth Bus Company United States Common stock
XYZ-JP Taxi Inc United States Common stock
XYZ-PBT Ing United States Commeon stock
Yellow Cab Leasing Company of San Diego United States Commen stock
Yellow Cab of 5an Diego Inc United States Commeon stock
Yellow Cab Service Corporation United States Common stock
Yorkshire Terrier Limited England Ordinary shares

* Companies are directly held by Stagecoach Group plc

Al subsidiary undertakings are included in these consolidated financial statements.
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Note 17 Subsidiary and related undertakings (continued)

Asset purchase and non-controffing interests

The UK Department for Transport awarded the Virgin Trains East Coast rail franchise to the Group during the year ended 30 April 2015. In connection
with that award, a subsidiary company, Inter City Railways Limited, purchased all of the equity in East Coast Main Line Company Limited, the train
operating company that now operates inter-city train services in the UK under the Virgin Trains East Coast rail franchise. East Coast Main Line
Company Limited held certain assets and liabilities at the date of purchase. However, it did not constitute a business and so the purchase was
accounted for by the Group as an asset purchase rather than as a business combination. The purchase price was allocated to the assets acquired and
liabilities assumed by the Group based on their fair values. The excess of the purchase price over the fair value of the net liabilities assumed was
recognised as an intangible asset, being the cost of the right to operate the franchise.

Inter City Railways Limited is the one subsidiary in which a third party has a material non-contralling interest. The Group holds 90% of the equity and
voting rights in Inter City Railways Limited. Both Inter City Railways Limited and East Coast Main Line Company Limited are incorporated in the UK.
The Virgin Group of companies holds the other 10% of the equity and voting rights of Inter City Railways Limited and may also receive a royalty fee
from East Coast Main Line Company Limited that varies depending on the revenue and profit of that company. The Group has contractual
arrangements with the Virgin Group in respect of the business. However, the Group may appoint a majority of the directors of Inter City Railways
Limited and appoint the executive management of East Coast Main Line Company Limited. Also, the Group is responsible for the day-to-day
management of the business, the Managing Director of the business reports directly to the Group Chief Executive and so the Group has the power to
direct the activities of the entity. The Group therefore accounts for Inter City Railways Limited and East Coast Main Line Company Limited as
subsidiaries.

The profit for the year ended 30 April 2016 allocated to the non-controlling interest Is shown on the consolidated income statement. The accumulated
non-controfling interest as at 30 April 2016 is shown on the consalidated balance sheet and the movement in that interest in the year (including any
dividends paid to non-controlling interests) is shown in the consolidated statement of movements in equity,

At least 75% of the distributable profit of Inter City Railways Limited should be distributed to its shareholders within four months of each financial
year-end subject to retaining sufficient cash to meet any obligations under rail franchise agreements. Both shareholders in Inter City Ballywvays Limited
need to agree to any changes to or deviations from that dividend policy.

Under the terms of its rail franchise agreement, East Coast Main Line Company Limited may only pay dividends and/or repay loans from other Group
companies to the extent it remains compliant with certain financial ratios specified in the franchise agreement. This ¢ould restrict it from making
distributions or repaying loans that would be otherwise permitted by company law. East Coast Main Line Company Limited is also prohibited from
foaning money to other Group companies without the prior consent of the UK Department for Transport. Such restrictions on dividends and loans
generally apply to all entities operating train services under UK rail franchise agreements, including two of Stagecoach Group’s other subsidiaries,
Stagecoach South Western Trains Limited and East Midlands Trains Limited.

The Group may be required to loan further amounts to East Coast Main Line Company Limited pursuant 1o the committed loan facilities shown in note
314ii).

The consolidated balance sheet of Inter City Railways Limited as at 30 April 2016 and its financial performance for the year ended 30 April 2016 are
summarised below, The amounts shown below are determined in accordance with the Group's accounting policies before inter-company eliminations,

2016 2015
£m £m

Non-current assets 18.6 80.8
Current assets 1936 129.3
Current liabilities {175.4} {138.5)
Non-current liabllities {78.4) (63.0)
Net assets 18.4 9.1
Revenue 730.4 118.0
Expenses {704.9} {114.5)
Operating profit 25.5 3.5
Management recharge (0.2} -
Intangible asset expenses (9.2 {1.5)
Restructuring costs (0.8} -
Finance costs (net) {1.0) {0.1}
Taxation {2.7) (0.4}
Profit after tax 11.6 15
Other comprehensive expense (2.4) {5.7)
Total comprehensive Income/(expense) 9.2 {4.2)
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Notes to the consolidated financial statements

Note 18 Inventories

Inventories were as follows:

2016 2015
£m £m
Parts and consumables 215 26.9

All inventories are carried at cost less a provision to take account of slow moving and obsolete itemns. Changes in the provision for slow moving and

obsolete inventories were as follows:

2016 2015
£m Em
At beginning of year {3.8) [2.3}
Charged to income statement {0.3) (1.8}
Amount utilised 0.2 0.3
At end of year (3.9) (3.8}
Note 19 Trade and other receivables
Trade and other receivables were as follows: 2016 2015
£m £m
Non-current:
Prepayments 5.4 11.9
Other receivables 0.2 0.2
5.6 121
Current:
Trade receivables 2371 204.7
Less: provision for impairment [2.5) {2.8)
Trade receivables — net 234.6 201.9
Other receivables 30.3 22.0
toans to joint ventures - 5.9
Prepayments 44.2 54.6
Accrued income 38.5 50.9
VAT and other government receivables 34.1 399
382.2 375.2
The movements in the provision for impairment of current trade receivables were as follows:
2016 2015
£m £m
At beginning of year (2.8) (2.1)
Impairment losses in year charged to income statement (0.7 (1.0}
Reversal of impairment losses ¢credited to income statement 03 0.1
Amounts utilised 0.7 0.2
At end of year {2.5) (2.8)

Further information on credit risk is provided in note 26.
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Note 20 Cash and cash equivalents

2016 2015
£m £m
Cash at bank and in hand 382.3 395.6

The cash amounts shown above include £15.0m on 12 month deposit maturing by March 2017, £50.0m on & month deposit maturing by October
2016, £35.0m on § menth deposit maturing by September 2016, £10.0m on 6 month deposit maturing by August 2016, £27.0m on 3 month deposit
maturing by June 2016, £10.0m on 3 month deposit maturing by May 2016 and £10.0m on 2 month deposit maturing by June 2016. (2015: £10.0m
on 9 manth deposit maturing by August 2015, £15.0m on 6 month deposit maturing by August 2015, £15.0m on 6 month deposit maturing by
September 2015, £15.0m on 3 month deposit maturing by May 2015, £22.0m on 3 month deposit maturing by june 2015, £40.0m on 1 month
deposit maturing by May 2015 and £25.0m on 1 week deposit maturing by May 2015). The remaining amounts are accessible to the Group within
one day (2015: one day). The deposits with an original maturity in excess of 3 months are held within train operating companies. They relate to cash
balantes that are not available to be loaned or distributed to other members of the Group [see note 31 (iil)) but are not expected to be required by
the train operating companies during the deposit period. The deposits can be accessed prior to the end of the deposit period without incurring
rmaterial break costs.

The Group has a bank offset arrangement whereby the Company and several of its subsidiaries each have bank accounts with the same bank, which
are subject to rights of offset. The cash at bank and in hand of £382.3m (2015: £395.6m) above included the net balance on these offset accounts of
£43.2m {2015: £49.4m), which comyprised £152.8m (2015 £309.8m) of positive bank balances iess £109.6m {2015: £260.4m} of bank overdrafts.

Note 21 Trade and other payables

Trade and other poyablas were as follows: 7 2016 2015
Em £m
Current

Trade payables 270.3 229.6
Accruals 381.8 436.4
Deferred income 114.4 1229
Cash-settled share based payment liability 0.6 1.3
Deferred grant income 20.6 6.2
Loans from joint ventures 1.7 1.7
Loan from non-controlling interest 5.3 35
PAYE and NIC payable 30.4 28.5
VAT and other gevernment payables 0.1 0.3
825.2 830.4

Non-current
Accruals 6.0 1.0
Deferred grant income 18.7 14,9
Cash-settled share based payment liakility 0.5 1.2
PAYE and NIC payable 0.3 0.5
OCther payables - 0.5
Deferred income 20.0 21.9
45.5 40.0
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Note 22 Borrowings

(a) Repayment profiie

Borrowings are repayable as follows: 2016 2015

£m £m

On demand or within 1 year

Loan notes 19.3 195
Hire purchase and lease obligations 333 321
53.6 51.6
within 1-2 years
Hire purchase and lease obligations 18.8 308
Sterling 5.75% Notes - 408.5
18.8 439.3
Within 2-5 years
Bank loans 189.6 172.1
Hire purchase and lease obligations 23.7 251
213.3 197.2
Over 5 years
Sterling 4.00% Notes 403.8 -
U5 Dollar 4.36% Notes 102.3 97.2
506.1 97.2
Total borrowings 791.8 785.3
Less current maturities (53.6) {51.6)
Non-current portion of borrowings 738.2 733.7

Interest terms on UK hire purchase and lease obligations are at annual rates between 0.40% and 1.90% {2015: 0.40% and 1.90%) over bank base rate
or equiivalent LIBOR rates, subject to certain minimum rates. Interest terms on overseas lease obligations are at fixed rates, which at 30 April 2016
averaged 2.0% per annum {2015: 2.3%). Interest terms on bank loans are at LIBOR plus margins ranging from 0.40% to 1.10% (2015; 0.40% to 1.10%).
Interest on loan notes are at three months LIBOR. Loan notes amounting to £19.3m (2015: £19.5m} are backed by guarantees provided under Group
banking facilities.

The lpan notes have been classified by reference to the earliest date on which the 1oan note holders can request redemptions,

Bank loans, Sterling Notes and US Dollar Notes are unsecured.

The minimum lease gpayments under hire purchase and lease obligations fall due as follows: 2016 2015
£m £m
Not later than one year 35.7 336
Later than one year but not more than five years 43.7 57.2
79.4 90.8
Future finance costs on hire purchase and finance leases (2.6) {2.8}
Carrying value of hire purchase and finance lease liahilities 76.8 B8.0

For variable-rate hire purchase arrangements, the future finance costs included in the above table are based on the interest rates applying at the
balance sheet date.

The Group in its ordinary course of business enters into hire purchase and finance lease agreements to fund or refinance the purchase of vehicles, All
of the hire purchase and lease obligations shown above are in respect of vehicles. The lease agreements are typically for periods of 5 to 10 years and
do not have contingent rent or escalation clauses,

The agreements have industry standard terms and do not contain any restrictions on dividends, additional debt or further leasing.

{b) Sterling 5.75% Notes

On 16 December 2009, the Group issued £400m of 5.75% Notes. Interest on the Notes was paid annually in arrears and all remaining Notes were
redeemed in Qctober 2015.

The consalidated carrying value of the Notes at 30 April 2016 was therefore NIl {2015: £408.5m) after taking account of accrued interest, the discount
on issue and issue costs.
{c) Sterling 4.00% Notes

0On 29 September 2015, the Group issued £400m of 4.00% Notes. Interest Is paid annually in arrears and the Notes are due to be redeemed at their
principal amount on 29 September 2025,

The Notes were issued at 98.979% of their principal amount. The consolidated carrying value of the Notas at 30 April 2016 was £403.8m (2015: £Nil)
after taking account of accrued interest, the discount on issue, issue costs and the effect of fair value hedges.
(d} US Dollar 4.36% Notes

On 18 October 2012, the Group issved US5150m of 4.36% Notes as a private placement. Interest on the Notes is paid semi-annually In arrears and all
remaining Notes are due to be redeemed at their principal ameunt on 18 October 2022. The consolidated carrying value of the Notes at 30 Aprit 2016
was £102.3m (2015; £97.2m) after taking account of accrued interest, issue costs and the effect of fair value hedges.
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Note 23 Deferred tax

The Group movement in deferred tax during the year was as follows: 2016 2015
£m Em
Due after more than one year:
At beginning of year (25.1) {34.0)
Credited/{charged) to income statement 13.6 6.3)
{Charged)/credited to equity {13.3) 16.0
Foreign exchange movements (0.8) 0.8)
At end of year {25.8) {25.1)
Deferred taxation is calcutated as follows:
2016 2015
Assets Liabilitles Net Assets Liabilities Net
£m £m £m £m Em £Em
Accelerated capital allowances - (99.3) (99.3) - {115.2) {115.2)
Pension temporary differences 21.0 - 21.0 35.3 - 353
short-term temparary differences 52.7 - 52.7 54.8 - 54.8
13.7 {99.3) {25.6) 90.1 {115.2) (25.1)
The amount of deferred tax recognised in the income statement by type of temporary difference is as follows: 015
2016 2
£m £m
Accelerated capital allowances 20.1 {8.1)
Pension temporary differences 1.7 0.2
Short-term temporary differences (8.2) 1.6
13.6 {6.3)
Note 24 Provisions
The movements In provisions were as follows: Token redemption| Insurance Environmental | Redundancy Onerous
provision provisions provisions provision contracts Total
£m £m £m £m £m £m
Beginning of year 5.9 150.7 a6 0.5 9.1 170.8
Provided during year {after discounting) - 49.2 - 1.4 1.5 52.1
Unused amounts credited to income statement (2.4} - - - - (2.4}
Unwinding of discount - 3.8 - - 0.1 39
Utilised in the year - {57.2) {0.6) (1.7) (6.1} (65.6}
Arising on sale of tokens during year 0.3 - - - - 0.3
Redemgption of tokens (0.5} - - - (0.5}
Foreign exchange movements - 21 151 - - 2.2
End of year 33 148.6 4.1 0.2 4.6 160.8
30 April 2016:
Current 0.7 49.5 1.2 0.2 33 54.9
Non-current 26 9.1 2.9 - 1.3 105.9
33 148.6 4.1 0.2 4.6 160.8
30 April 2015:
Current 1.2 55.2 13 0.5 6.5 64.7
Non-current a7 95.5 33 - 2.6 106.1
59 150.7 4.6 0.5 9.1 170.8

The token redemption provision relates to tokens issued to third parties to be redeemed as payment for transportation services. Tokens are typically

redeemed within five years of issue.

The insurance provisions relate to insurance reserves on incurred accidents up te 30 April in each year where claims have not been settled. These are based
on actuarial reviews and prior claims history. Claims are typicalty settled within five years of origination,

The environmental provisions relate 10 tegal or constructive obligations to undertake environmental work, such as an obligation to rectify land which has
been contaminated by fuel or to eliminate the presence of asbestos. The provision is based on the estimated cost of undertaking the work required, and is
expected to be utilised over the next five years.

The redundancy provision relates to planned redundancies and is expected to be utllised within one year.

Provisions for onerous contracts relate to contracts where the costs of fulfilling the contract outweigh the economic benefits to be received, which includes
contracts that have been acquired through business combinations that have been identified as being on unfavourable terms at the relevant acquisition date.
The provisigns are expected to be fully utilised within three years.
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Note 25 Retirement benefits
{a} Description of retirement benefit arrangements
United Kingdom funded schemes

The Group participates in a number of funded defined benefit schemes in the UK as follows.

Date as at which last scheme valuation was prepared

« Stagecoach Group Pension Schemes {“SP5"); 30 April 2014
« The South West Trains section of the Railways Pension Scheme (“RP5”}; 31 December 2013
« The Istand Line section of the Railways Pension Scheme (“RPS"); 31 December 2013
« The East Midlands Trains section of the Railways Pension Scheme {“RPS”"); 31 Decemnber 2013
s The East Coast Main Line section of the Railways Pension Scheme {“RP5"); and 31 Decermmber 2013
« A number of UK Local Government Pension Schemes {"LGPS™), 31 March 2013

During the year ended 30 April 2016, the East Londan and Selkent Pension Scheme was merged with the Stagecoach Group Pension Scheme. A
separate East London and Selkent section of the Stagecoach Group Pension Scheme is now maintained.

The Stageccach Group Pension Scheme and the Local Government Pension Schemes are closed ta new members from the Group. All relevant sections
of the Railways Pension Schemes are open tc new members.

For the defined benefit schemes, benefits are related to length of service and pensionable salary. Pensionable salary for the Stagecoach Group Pension
Scheme is subject to capped increases. The weighted average duration as at 30 April 2016 of the expected benefit payments across all UK defined

e

benefit cchemes | 512015, 26,0 yeans}.

The Directors believe that separate consideration should be given to RPS as the Group has no rights or obligations in respect of the relevant sections of
the scheme foltlowing expiry of the related franchises. In addition, under the terms of RPS, any fund deficit or surplus is shared by the employer {60%)
and the employees (40%) in accordance with the shared cost nature of RPS. The employees’ share of the deficit {or surplus) is reflected as an
adjustment to RPS liabilities {or assets). Therefore the liability (or asset) recognised for the relevant sections of RPS reflects only that part of the net
deficit {or surplus] of each section that the employer is expected to fund {or expected to recover} over the life of the franchise to which the section
relates. The adjusting entry referred to as the “franchise adjustment” represents that proportion of the deficit {or surplus) that is expected 10 exist at
the end of the franchise and which the Group would not be obliged to fund (or entitled to recover).

The Group is a participating employer in a number of UX Local Government Pension Schemes, and has limited influence over the operations of these
schemes. Active membership of these schermes is small and represents 1.1% (2015: 2.3%) of the pensions charge in the consclidated income
statement, but historic liabilities mean that these schemes represent around 8.9% {2015: 8.9%) of the gross present value of pension obligations as at
30 April 2016 shown in the consolidated balance sheet. The Group liaises with the administering authorities to seek to set contributions at appropriate
levels to fund the benefits and deficit recovery payments aver a reasonable period of time. There is no right for the Group to receive any surplus in the
schemes, although there is an obligation on the Group to fully fund the benefits. To reflect this, the Group only recognises existing surpluses relating to
these schemes, to the extent that these surpluses could be recouped through the reduction of future contributions.

The Group also operates a number of defined contribution schemes covering UK employees, for which the Group has no further payment obligation
once the contributions are paid other than lump-sum death in service benefits that are provided for certain UK employees.

North America funded schemes

The Group participates in two small funded defined benefit schemes in North America, both of which are closed to new members, The Group also
operates defined contribution schemes which are open to eligile North American employees, for which the Group has no further payment obligation
once the contributions are paid.

Unfunded schemes

The Group makes contributions to an unapproved employer-financed retirement benefit scheme ("EFRBS”) in the UK and a non qualifying defined
contribution scheme {"NQDC”) in the US, In each case, the liabilities of these schemes are unfunded but the Group has set aside assets to meet its
obligations under the schemes. In the case of the EFRBS, the scheme holds a guarantee over the assets which the Group has set aside. The Group
considers that the assets set aside are in substance pensions assets and so the amounts of those assets are included within the net pension amounts
reported in the consolidated balance sheet. The carrying value of those assets as at 30 April 2016 was £4.7m {2015: £5.2m}.

Other unfunded benefits are provided to a small number of former employees with the net liabilities included within the unfunded balance reported in
the tabtes that follow.
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Note 25 Retirement benefits (continued)

{b) Principal actuarial assumptions

The printipal actuarial assumptions used in determining the pensions amounts as at 30 April 2016 and 30 April 2015 are shown below:

2016 2015

Discount rate 1.7% 3.7%
Retail Prices inflation assumptien 3.0% 3.2%
Consumaer Prices inflation assumgption 1.7% 1.9%
Rate of increase in pensionable salaries

SPS 2.0% 2.0%

Others 2.2% 3.2%
Rate of increase of pensions in payment

SPS 2.9% 3.1%

Others 1.7% 1.9%
Post-retirement mortality (life expectancies in years)

Current pensioners at 65 - male 19.4 19.3

Current pensioners at 65 — female 23.7 23.6

Future pensioners at 65 aged 45 now — male 21.5 214

Future pensioners at 65 aged 45 now - female 25.6 25,5

The assumptions shown above are chosen from a range nf passihle actuarial assumptions which, due to tha long-term noture of the schemes, may not
be borne out in practice, The discount rate assumption is not determined using a cash-weighted method and is based on market yields on high quality
corporate bonds at the year end, adjusted to reflect the duration of the schemes’ liabilities.

The post-retirement mortality assumptions have been chosen with regard to the latest available published tables adjusted to reflect the experience of
the Group and its sector and allow for expected increases in longevity.

[c) Pension amounts recognised in the balance sheet

The consolidated balance sheet shows retirement benefit assets of £24.8m {2015: £25.5m} and retirement benefit obligations of £121.5m (2015;
£186,0m), resulting in the net Bability of £96.7m (2015: £160.5m) analysed below.

The amounts recognised in the balance sheet were as follows:

Funded schemes

As at 30 April 2016 unde ¢

5Ps RPS LGPS Other Unfunded schemes Total

£m fm £m £m £m £m
Equities 786.8 - 221.2 4.1 - 1,012.1
Private Equity 48.7 151.3 - - - 200.0
infrastructure - 55.0 - - - 55.0
Growth Pooled Fund* . - 1,204.6 - - - 1,204.6
Bonds 255.3 - 49.3 0.7 - 305.3
Cash 48.8 3.0 42.1 0.5 - 594.8
Property 116.7 - 20.2 - - 136.9
Fair value of scheme assets 1,256.3 141358 332.8 5.7 - 3,008.7
Present value of obligations {1,366.5)  {1,691.7) (299.2) (8.5) (3.8) (3,369.7)
- adjustment for members’ share of RPS deficit (40%) - 111.1 - - - 11%.1
- franchise adjustment - 191.1 - - - 1911
(Deficit)/Surplus in the scheme (110.2) 24.4 33.6 {2.8) (3.8} {58.8)
Asset ceiling - - {37.9) - - (37.9)
Pension (liability}/asset before tax (110.2) 24.4 {4.3) {2.8) (3.8} {96.7)
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Note 25 Retirement benefits {continued)

{c) Pension amounts reccgnised in the balance sheet (continued)

As at 30 April 2015

Funded schemes

SPS RPS LGPS Other unfunded schemes Total

£m Em £m £m £m
Equities 687.8 - 2250 39 916.7
Private Equity 46.5 148.5 - - 195.0
infrastructure - 56.1 - - 56.1
Growth Pooted Fund* - 1,127.7 - - 1,127.7
Bonds 364.8 - 49.7 1.2 415.7
Cash 100.2 6.3 426 09 150.0
Property 60.2 - 205 0.2 80.9
Fair value of scheme assets 1,259.5 1,338.6 3378 6.2 - 2,942.1
Present value of obligations {1,431.2) {1,793.6) {314.7} {8.8) (4.0) (3,552.3)
= adjustment for members’ share of RPS deficit [40%} - 182.0 - - - 182.0
— franchise adjustment - 197.4 - - - 297.4
{Deficit}/Surplus in the scheme {171.7} a4 231 {2.6} (4.0} [130.8}
Asset ceiling - - {29.7} - - (29.7}
Pension (liability)/asset before tax {171.7} 24.4 {6.6) {2.6} (4.0} (160.5)

*The Growth Pooted Fund is the principal investment vehicle for the Group's sections of the RPS. This fund is a multi-asset fund, tactically adjusted by
the RPS Investment team.

{d) Funding srrangaemeants aa

The schemes’ investment approach, which aims to meet their liabilities as they fall due, is to invest the majority of the schemes’ assets in a mix of
equities and other return-seeking assets in order to strike a balance between:

« maximising the returns on the schemes’ assets, and

* minimising the risks associated with lower than expected returns on the schemes’ assets.

Trustees are required to regularly review investment strategy in light of the term and nature of the schemes’ liabilities.

The regulatory framework in the UK requires the Trustees of the Stagecoach Group Pension Scheme and the Group to agree upon the assumptions
underlying the funding target, and then to agree upon the contributions necessary ta fund the benefits, inctuding any deficit recovery amounts, over a
reasonable period of time. A Pensions Oversight Committee has been established comprising the Finance Director, a Non-Executive Director and other senior
executives, to oversee the Group’s averall pensions strategy. The Board participates in major decisions on the funding and design of pension schemnes.
There is a risk to the Group that adverse experience could lead to a requirement for the Group to make additianal contributions to fund deficits. The defined
benefit pension schemes typically expose the Group to actuarial funding risks such as investment risk, interest rate risk, and lengevity/life expectancy risk.
Pension contributions are determined with the advice of independent gualified actuaries on the basis of regular valuations using the projected unit method.
The actuarial valuation for the East London and Selkent Pension Scheme was completed fast year, and showed that as at S April 2013, the scheme was 100%
funded on the Trustees’ technical provisions basis. Actuarial valuations were completed for the Local Government Pension Schemes, showing that the
schemes were underfunded on the technical provisions basis as at 31 March 2013 with deficit contributions payable, The actuarial valuation for the
Stagecoach Group Pension Scherne as at 30 April 2014 was finalised during the year, and showed that as at 3Q April 2014, the scheme was 111% funded on
the Trustees’ technical provisions basis. The Group forecasts to contribute £69.6m {forecast at 30 April 2015 for year ended 30 April 2016: £73.4m) to its
defined benefit schemes in the financial year ending 30 April 2017.

{e) Changes in net retirement benefit obligations

The change in net liabilities recognised in the balance sheet in respect of defined benefit schemes is comprised as follows:

Year ended 30 April 2016 Funded schemes

SPS RPS LGPS Cther Unfunded | Total

schemes

Em £m £m Em £m £m
At beginning of year — (liability}/asset {171.7) 24.4 (6.6) {2.6) {4.0} {160.5)
Rail franchise changes - 5.3 - - - 53
Expense charged to consolidated income statement {27.1) (57.1) (1.2} {1.0) {0.1} (86.5)
Recognised in the consolidated statement of comprehensive income 70.3 1.6 (3.5) 0.1 - 68.5
Employers’ contributions and settiements 18.3 50.2 7.0 0.7 0.3 76.5
At end of year - (liability)/asset {110.2) 24.4 (4.3) (2.8) (3.8) (96.7)
Year ended 30 April 2015 Funded schemes

SPS RPS LGPS Other Unfunded Total

schemes

£m fm £m £m £m £m
At beginning of year - {liability)/asset {92.6) 6.3 {23.6) 2.0 {3.9) {115.8)
Rail franchise changes - 24.5 - - - 245
Expense charged to consolidated income statement {24.1) {38.1} {1.9) {0.9) 0.2) {65.2)
Recognised in the consclidated statement of comprehensive income [74.3) 3.2} 124 {0.2} {0.2) {65.5)
Employers’ contributions 19.3 34.9 6.5 0.5 0.3 61.5
At end of year - (liability)/asset {170L.7) 24.4 {6.6) {2.6) (4.0} (160.5)
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Note 25 Retirement benefits (continued)

{f} sensitivity of retirement benefit obligatiens to changes in assumptions

The measurement of the defined benefit obligation is particularly sensitive to changes in key assumptions as described below:

+ The discount rate has been selected following actuarial advice and taking into account the duration of the liabilities. A 10 basis points increase in the
discount rate would result in a £18.7m decrease in the net pensian liabilities as at 30 April 2016 (2015: £20.3m}. A 10 basis points decrease in the
discount rate would result in a £18.9m increase in the net pension liabilities as at 30 April 2016 (2015: £20.6m).

« The inflation assumption adopted is consistent with the discount rate used. It is used to set the assumptions for pension increasas, pensionable salary
increases and deferred revaluations. A 10 basis points increase in the inflation rate would result in a £11.6m increase in the net pension liabilities as at
30 April 2016 {2015: £11.4m). A 10 basis points decrease in the Inflation rate would result in a £11,5m decrease in the net pension liabilities as at

30 April 2016 {2015: £11.4m).

» A 10 basis point increase in the rate of increase in pensionable salaries would result in @ £1.7m increase in the net pension liabilities as at 30 April 2016
{2015: £1.2m}. A 10 basis peint decrease in the rate of increase in pensionable salaries would result in a £1.7m decrease in the net pension liabilities as

at 30 April 2016 (2015: £1.3m).

« A 10 basis point increase in the rate of increase of pensions in payment woutd result in a £8.2m increase in the net pension liahilities as at 30 April
2016 (2015: £7.1m}. A 10 basis point decrease in the rate of increase of pensions in payment would result in a £8.2m decrease in the net pension

liabilities as at 30 April 2016 {2015: £7.1m).

« The longevity assumptions adapted are a best estimate of the mortality of scheme members both during and after employment, and are based on the
mast recent mortality data available from actuarial valuations. If life expectancy of the relevant individuals was to increase by ene year, this would
result in an increase of £42.4m in the net pension liabilities as at 30 April 2016 (2015 £36.2mj. If life expectancy of the relevant individuals was to

decrease by one year, this would result in a decrease of £43.9m in the net pension liabilities as at 30 April 2016 {2015: £36.2m).

These sensitivities have been calculated to show the movement in the net liability in isolation, and assuming no other changes in market conditions at the
accounting date. In practice, a change in discount rate is unlikely to occur without any movement in the value of the invested assets held by the schemes.

{g) Pension amounts recognised in income statement

The amounts recagnised in the conselidated income statement are analysed as follows:

Funded schemes

SPS RPS LGPS Other Uniunded Total
and DC
Schemes
Year ended 30 April 2016 Em £m £m £m £m £m
Current service cost {20.4) {57.3} (1.1} (0.9) - {79.7)
Administration costs {0.9) (0.6} - - - (1.5}
Defined contribution costs - - - - [20.2) {20.2)
Included in operating profit (21.3) [57.9) (1.1} (0.9) (20.2) {101.4)
Net interest {expense)/income (5.8) {10.0} 1.0 {0.1) {0.1} {15.0)
Interest expense on asset ceiling - - (1.1} - - (L.1)
Unwinding of franchise adjustment - 108 - - - 10.8
(27.1) (57.1} (1.2} (1.0 {20.3} (106.7)
" Funded schemes
SPS RPS LGPS Other Unfunded | Total
and DC
Year ended 30 April 2015 Schemes
Em £m f£fm tm fm £m
Currant service cost (19.0) [39.4} {1.3) (0.8) - {60.5)
Administration costs {1.0) (0.4} - - - (1.4}
Defined contribution costs - - - - (19.0) {19.0)
Included in operating profit {20.0} (39.8) {1.3) {0.8) (19.0} {80.9}
Net interest {expense)/income {4.1) (8.4} 0.3 (0.1) {0.2) {12.5)
Interest expense on asset ceiling - - (0.9} - - (0.9)
Unwinding of franchise adjustment - 10.1 - - - 10.1
(24.1) {38.1} (1.9) (0.9) (19.2) (84.2)

Current service costs and administration costs are recognised in operating costs and net interest on net pensien liability and unwinding of franchise

adjustment are recognised in net finance costs.
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Note 25 Retirement benefits {continued}

{h) Pension amounts recognised in statement of comprehensive income
The amounts recognised in the consclidated statement of comprehensive income are analysed as follows:

Funded schemes
SPS RPS LGPS Other Unfunded | Tozal
Schemes

Year ended 30 April 2016 Em £m Em £m £m £m
Actual return on scheme assets {lower)/higher than the discount rate (13.2) 42.7 (10.8} (0.2 - i8.5
Changes in financial assumptions 373 241.7 13.3 01 - 292.9
Changes in demographic assumptions 24.4 - 0.9 - - 25.3
Experience on benefit obligations 21.8 (136.6) 0.3) 0.2 - (114.9)
Changes in asset ceiling {net of interest) - - {7.1) - - (7.1)
Change in franchise adjustment - {146.2) - - - (146.2)

703 16 (3.5 0.1 - 68.5

Funded schemes
5PS RPS LGPS Other Unfunded | Total
Schemes

Year ended 30 April 2015 £m Em £m £m Em £m
Actual return on scheme assets higher than the discount rate 79.9 117.2 25.0 0.1 - 222.2
Changes in financial assumptions {153.3) (36.0) {14.6} [0.3) (0.1} {204.3)
£xperience on benefit obligations 0.9} {14.5} 1.0 - 0.1} {4.9)
Changes in asset ceiling (net of interest} - - {5.0) - - {9.0)
Change in franchise adjustment - {69.5) - - - {64.5)

(74.3) {3.2) 12.4 (0.2) {0.2} {65.5)

(i) Benefit obligations
Changes in the present value of the defined benefit obligations {net of franchise adjustments and members’ share of RPS deficit) are analysed as follows.

Funded schemes
5Ps RPS LGPS Other Unfunded Total
Schemes
Year ended 30 April 2016 Em £m £m £m £m £m
At beginning of year 14312 1,314.2 314.7 8.8 4.0 3,072.9
Rail franchise changes - {5.3) - - - (5.3}
Current service cost 20.4 57.3 1.1 0.9 - 79.7
Interest on benefit obligations 51.7 40.0 114 0.4 0.1 103.6
Unwinding of franchise adjustment - (10.8) - - - (10.8}
Benefits paid (54.1} (53.9} {13.9) {1.7} (0.3) (123.9}
Contributions by employees 0.8 6.9 0.3 0.2 - 8.2
Actuarial losses/{gains) due to:
— Changes in demographic assumptions {24.9) - 0.9} - - {25.3)
— Changes in financial assumptions {37.3) (241.7) {13.8) (2.1) - {292.9)
— Experience on benefit obligations {21.8) 136.6 0.3 (0.2) - 1149
— Change in franchise adjustment - 146.2 - - - 146.2
Foreign exchange movements - - - 0.2 - 0.2
At end of year 1,366.5 1,389.5 299.2 85 38 3,067.5
Funded schemes
SPS RPS LGPS Other Unfunded Total
Schemes

Year ended 30 April 2015 £m em £m m £m £m
At beginning of year 1,248.2 789.5 309.6 7.0 3.9 2,358.2
Rail franchise changes - 3734 - - - 374.4
Current service cost 19.0 39.4 13 0.8 - 60.5
Interest on benefit obligations 55.6 31.6 133 03 0.2 101.0
Unwinding of franchise adjustment - {10.1) - - - 10.1)
Benefits paid (46.8) (36.6) {13.5) {0.5) {0.3) (97.7}
Contributions by employees 1.0 5.6 0.4 0.6 - 7.6
Actuoriof losses/(geins) due to:
- Changes in financial assumptions 153.3 36.0 14.6 03 0.1 204.3
- Experience on benefit obligations 0.9 14,9 (11.0) - 0.1 49
~ Change in franchise adjustment - €9.5 - - - 69.5
Foreign exchange movements - - - 0.3 - 0.3
At end of year 1,431.2 1,314.2 314.7 8.8 4.0 3,072.9
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Note 25 Retirement benefits (continued}
{j) Scheme assets

The movement in the fair value of scheme assets was as follows:

Funded schemes
SPS RPS LGPS Cther Unfunded Total
Schemes
Year ended 30 April 2016 £m m £m £m m m
At beginning of year 1,259.5 1,338.6 337.8 6.2 - 2,942.1
Administration costs {0.9) {0.6) - - - (1.5)
interest income 459 300 12.4 0.3 - 33,6
Empleoyer contributions 183 50.2 7.0 0.7 0.3 76.5
Contributions by employees 0.8 6.9 0.3 0.2 - 8.2
Benefits paid {54.1) {53.9} {13.9) (1.7} {0.3) {123.9)
Remeasurements
— Return on assets excluding amounts included in net interest {13.2) 427 {10.8) (0.2} - 18.5
Foreign exchange movements - - - 0.2 - 0.2
At end of year 1,256.3 1,413.9 3328 5.7 - 3,008.7
Funded schemes
SPS RPS LGPS Other Unfunded Total
Schemes
Year ended 30 April 2015 £ £ S £ - Zn
At beginning of year 1,155.6 795.8 305.8 5.0 - 2,262.2
Rail franchise changes - 398.9 - - - 398.9
Administration costs (1.0) {0.4) - - - {1.4)
Interest income SLS 23.2 13.6 0.2 - 88.5
Employer contributions 19.3 349 6.5 0.5 03 &1.5
Contributions by employees 1.0 5.6 Q.4 Q.6 - 7.6
Benefits paid {46.8) (36.6}) {13.5} {0.5) {0.3} (97.7)
Remeasurements
- Return on assets excluding amounts included in net interest 79.9 117.2 25.0 0.1 - 222.2
Foreign exchange movements - - - 0.3 - 0.3
At end of year 1,2595 1,338.6 337.8 6.2 - 2,942.1
{k} Asset ceiling
The movement in the asset ceiling Is shown below: 2016 2015
£m £Em
At beginning of year {29.7) (19.8)
Interest expense {1.1) {0.9)
Remeasurements {7.1) {9.0)
At end of year {37.9) (29.7)
(I} Franchise adjustment
The mavement in the franchise adjustment is shown below:
2016 2015
£m Em

At beginning of year 297.4 2049
Rail franchise changes 29.1 151.9
Amounts recognised in income statement:
— Unwinding of franchise adjustment 10.8 10.1
Remeasurements:
— Change in franchise adjustment (146.2} {69.5)
At end of year 191.1 297.4
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Note 26 Financial Instruments

{a) Overview

This note provides details of the Group's financial instruments. Except where otherwise stated, the disclosures provided in this note exclude:

- Interests in subsidiaries and joint ventures accounted for in accordance with International Financial Reporting Standard 10 ("IFRS 10”}, Consofidoted
Financial Statements and International Financial Reporting Standard 11 (“IFRS 11"}, Joint Arrongements.

— Retirement benefit assets and obligations.

- Financial instrumenits, contracts and obligations under share based payment transactions.

Liabilities or assets that are not contractual (such as income taxes that are created as a result of statutory requirements imposed by governments,

prepayments, provisions and deferred income) are not financial liabilities or financial assets. Accordingly, prepayments, provisions, deferred income

and amounts payable or receivable in respect of corporation tax, sales tax (including UK Value Added Tax), payroil tax and other taxes are extluded
from the disclosures provided in this note.

{b) Carrying values of financlal assets and financial liabilities

The carrying amounts of financial assets and financial liabilities on the consolidated balance sheet and their respective fair values were:

2016 2015 2016 2015
Other
balance Carrying value Carrying value Fair value Fair value
sheet
notes £m £m Em £m
Financial assets
Loans and receivables
- Non-current assets
- Other receivables 19 0.2 0.2 0.2 0.2
— Current assets
- Accrued income 15 385 50.9 8.5 50.9
— Trade receivables, net of impairment 19 234.6 2019 234.6 2019
- Loans 1o joint ventures 19 - 5.9 - 5.9
— Other receivables 15 30.8 22.0 30.8 22.0
-~ Cash and cash equivalents 20 3823 395.6 382.3 395.6
Total financial assets 686.4 676.5 686.4 676.5
Financial liabilities
Financial liabilities measured at amortised cost
~ Non-current liabilities
— Accruals 21 (6.0} {1.0) {6.0) (1.0}
- Other payables 21 - (0.5) - {0.5)
— Borrowings 22 [738.2) {733.7) {755.6) {760.4}
= Current liabilities
— Trade payables 1 (270.3) {229.6) (270.3) {229.6)
~ Accruals 21 (381.8) {436.4) (381.8) (436.4)
— Loans fram joint ventures 21 (1.7} {1.7) 1.7) (1.7)
~ Loan from non-controlling interest 21 (5.3} {3.5) (5.3) {3.5)
- Barrowings 22 (53.6) {51.6) (53.6) {51.6)
Total financial liabilities {1,456.9) {1,458.0) {1,474.3) {1,484.7)
Net financial liabilities (770.5) (781.5) (787.9) {808.2)

Derivatives that are designated as effective hedging instruments are not shown in the above table. Information an the carrying value of such
derivatives is provided in note 26{g).

The fair values of financial assets and financial liabilities shown above are determined as follows:
* The carrying value of cash and cash equivalents, accrued income, trade receivables, loans to joint ventures and other receivables is considered to be

a reasonable approximation of fair value. Given the short average time to maturity, no specific assumptions on discount rates have been made, The
effect of credit losses not already reflected in the carrying value as impairment losses is assumed to be immaterial.

+ The carrying value of trade payables, other payables, accruals, loan from non-controlling interest and loans from joint ventures is considered to be a
reasconable approximation of fair value. Given the relatively short average time to maturity, no specific assumptions on discount rates have been
made,

¢ The fair value of fixed-rate notes {included in borrowings) that are quoted on a recognised stock exchange is determined with reference to the “bid”
price as at the batance sheet date.
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Note 26 Financial instruments (continued)

{b) Carrying values of financial assets and financial liabilities {continued)

+ The carrying value of fixed-rate notes that are not guoted on a recognised stock exchange and fixed-rate hire purchase and finance lease liabilities
{included in borrowings) is considered to be a reasonable approximation of fair value taking account of the amounts involved in the context of total
financial liabilities and the fixed interest rates relative to market interest rates at the balance sheet date.

« The fair value of other borrowings on which interest is payable at floating rates is not considered to be materially different from the carrying value.

We do not consider that the fair value of financial instruments would change materially from that shown above as a result of any reasonable change to

the assumptions made in determining the fair values shown above. The fair value of financial instruments, and in particular the fixed rate notes, would

be affected by changes in market interest rates. Excluding the element hedged in a fair value hedge, we estimate that a 100 basis points reduction in
market interest rates would increase the fair value of the fixed-rate notes liability by around £37.7m {2015: £12.1m).

Fair value estimation

Financial instruments that are measured in the balance sheet at fair value are disclosed by level of the following fair value measurement hierarchy:

tevel 1 - Quoted prices (unadjusted) in active markets for identical assets or liabilities.

tevel 2 — Inputs other than quoted prices included within Level 1 that are observable for the asset or liability either directly (that is, as prices) or

indirectly {that is, derived from prices).

tevel 3 - Inputs for the assets or fiability that are not based on cbservable market data {that is, unobservable inputs}.

The following table presents the Group's financial assets and liabilities that are measured at fair value within the hierarchy at 30 April 2016.

Note Level 2 & Total
£im
Assets
Derivatives used for hedging 26(g) 6.6
Labiities
Derivatives used for hedging 26(g) {60.8)

The following table presents the Group's financial assets and liabilities that are measured at fair value within the hierarchy at 30 Aprii 2015.

Note Level 2 & Total
£m
Assels
Derivatives used for hedging 261g) 34
Liabilities
Derivatives used for hedging 261g] (41.3)

The “Level 3" financial assets of £0.3m were written down to nil during the year ended 30 April 2015. The value of the assets is not material to the
Group and therefore changes in valuations would not have a material effect on the financial statements.

{c} Nature and extent of risks arising from financial instruments

The Group’s use of financial instruments exposes it to a variety of financial risks, principally:

« Market risk — including currency risk, interest rate risk and price risk;

* Credit risk; and

s Liquidity risk.

This note {c} presents qualitative information about the Group’s exposure to each of the above risks, including the Group’s abjectives, policies and
processes for measuring and managing risk: there have been no significant changes to these matters during the year ended 30 April 2016. This note {c)
also provides summary quantitative data about the Group's exposure to each risk. In addition, information on the Group’s management of capital is
provided in section 1.6.10 of the Strategic report which forms part of these financial statements.

The Group’s overall financial risk management programme focuses on the unpredictability of financial markets and seeks to reduce the likelihood
and/or magnitude of adverse effects on the financial performance and financial position of the Group. The Group uses derivative financial instruments
from time to time to reduce exposure to foreign exchange risk, commodity price risk and interest rate movements. The Group does not generally hold
or issue derivative financial instruments for speculative purposes.

A Group Treasury Comimittee and central treasury department {“Group Treasury”} oversee financial risk management in the context of policies
approved by the Board. Group Treasury identifies, evaluates and hedges financial risks in co-operation with the Group's operating units. Group
Treasury is responsible for the execution of derivative financial instruments to manage financial risks. Certain financial risk management activities {for
example, the management of credit risk arising from trade and other receivables) are devolved to the management of individual business units, The
Board provides written principles for overall risk management, as well as written policies covering specific areas such as foreign exchange risk, interest
rate risk, credit risk, use of derivative financial instruments and investing excess liquidity.

i} Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates, equity prices and commodity prices will affect the
Group’s financial performance and/or financial position. The objective of the Group’s management of market risk is to manage and control market risk
exposures within acceptable parameters.

The Group enters into derivative financial instruments in the ordinary course of business, and also incurs financial liabilities, in order to manage market
risks. All such transactions are carried out within the guidefines set by the Board. Generally the Group seeks to apply hedge accounting in order to
reduce volatility in the consolidated income statement,
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Note 26 Financial instruments (continued)
{¢) Nature and extent of risks arising from financial instruments {continued)
{i) Market risk {continued)

Foreign currency transiation risk

Forelgn currency translation risk is the risk that the fair vatue or future cash flows of a financial instrument (including foreign net investments) will
fluctuate because of changes in foreign exchange rates. The Group is exposed to forefgn currency translation risk principally as a result of net
investments in foreign operations and borrowings denominated in foreign currencies.

The Group has material foreign investments in Canada and the USA. To reduce balance sheet translation exposure, the Group partially hedges the
sterling carrying value of foreign operations through barrowings denominated in their functional currency or, where appropriate, through the use of
derivative financiai instruments. Gains and losses arising from hedging instruments that provide a hedge against foreign net investments are
recognised in the statement of comprehensive income, Bank loans drawn in US Dollars and a US$150.0m bond issued in October 2012 have been
accounted for as a hedge of the Group’s foreign net investments,

The Group's objective in managing and measuring foreign currency translation risk associated with net investments in foreign operations and
borrowings denominated in foreign currencies is to maintain an appropriate cost of borrowing and retain some potential for benefiting from currency
movements whilst partially hedging against adverse currency movements. |t is the Group's policy to examine each foreign investment individually and
to adopt an appropriate hedging strategy. The Group measures foreign currency translation risk by identifying the carrying value of assets and
liabilities denominated in the retevant foreign currency and quantifying the impact on equity of changes in the relevant foreign currency rate.

The Group’s consolidated income statement fs principally exposed to movements in foreign exchange rates in the following ways:

® The translation of the revenues and costs of the Group's North American operations; and

* The translation of interest payable on US dollar denominated debt.

The Group’s consolidated balance sheet exposures to foreign currency translation risk {exchuding immaterial exposure to Euros) were as follows:

2016 2018
£&m £m

US dollars
~ Net investments in foreign operations (excluding intra-group bafances, cash and horrowings) 234.6 243.4
= Cash 25.9 338
= Borrowings {198.7) {183.3)
Canadlan dollars
- Net investments in foreigh operations (excluding intra-group balances, cash and borrowings) 23.6 238
- Cash 2.1 1.0
Net exposure 97.5 130.7

The amounts shown above are the carrying values of all US and Canadian dollar items in the consolidated balance sheet that would have differed at
the balance sheet date had a different foreign currency exchange rate been applied, except that derivatives that are cash flow hedges are excluded,

The sensitivity of the amounts shown above in the Group's consglidated balance sheet to US and Canadian dollar translation exposures is illustrated

below:
2016 2015
US dollar
US dollar balance sheet foreign exchange rate 1.4649 1.5368
Impact of 10% depreciation of UK sterling against US dollar
= WIS dollar foreign exchange rate 1.3184 1.3831
~ Increase in consolidated equity (Em) 8.0 111
Impact of 10% appreciation of UK sterling against US dollar
— US dollar foreign exchange rate 1.6114 1.6905
~ Decrease in consolidated equity {Em}) (6.5} {9.1)
Canadian dollar
Canadian dollar balance sheet foreign exchange rate 1.8349 1.8614
Impact of 10% depreciation of UK sterling against Canadian dollar
— Canadian dollar foreign exchange rate 1.6514 1.6753
- Increase in consolidated equity (Em) 2.9 3.4
Impact of 10% appreciation of UK sterling against Canadian dollar
= Canadian dollar foreign exchange rate 2.0184 2.047%
— Decrease in consolidated equity {£m) (2.3) (2.8}

The above sensitivity analysis is based on the following assumptions:
- Only those foreign currency assets and liabilities that are directly affected by changes in foreign exchange rates are included in the calcufation,
- The above calculations assume that the exchange rates between sterling and any currencies other than the one stated do not change as a result
of the change in the exchange rate between the currencies stated.
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Note 26 Financial instruments {continued)

(c) Nature and extent of risks arising from financial instruments {continued)

(i} Market risk (continued)

The Group's consalidated income statement exposures to foreign currency translation risk {excluding immaterial exposure to Euras) were as follows:

2016 2015
Em £m

Us dollars

~ USS element of Narth American operating profit 14.0 16.9
- |ntangible asset expenses (1.8} (5.3}
- Redundancy/restructuring costs (0.6) {0.3}
- Share of {loss)/profit of joint ventures {excluding exceptional iterns) [0.8) 20
— Exceptional items {37.9) (7.9)
- Net finance costs (9.0) {3.6)
~ Net tax ¢redit 12,3 0.5
Canadian dollars

- €$ element of North American operating profit 4.3 4.7
- Redundancy/restructuring costs adjustment - 0.1
- Net tax charge [1.0) {1.1)
Net exposure (20.5) 1.0

The operating profit figures shown in the above table reconcile to the operating profit for North America shown in the segmental information in note

2{b) as follows:

2016 2015
£m £m

UsS element of North American operating profit shown above 14.0 169
C$ element of North American operating profit shown above 4.3 4.7
Share based payment adjustment denominated in sterling 0.6 0.5
Operating profit shown in segmental information 18.9 221
The sensitivity of the Group’s consolidated income statement to US and Canadian dollar translation exposures is illustrated below:

2016 2015
UsS dallar
U5 dollar average foreign exchange rate 1,5031 1.5988
Impact of 10% depreciation of UK sterling against US dollar
— US dollar foreign exchange rate 1.3528 1.4389
— Decrease in consolidated profit after taxation {(£m) (2.6) {0.3}
Impact of 10% appreciation of UX sterling against US dollar
- US dollar foreign exchange rate 1.6534 1.7587
— Increase in consolidated profit after taxation {£m) 2.2 0.2
Canadian dollar
Canadian dollar average foreign exchange rate 1.9756 1.3323
Impact of 10% depreciation of UK sterling against Canadian dollar
— Canadian dollar foreign exchange rate 1.7780 1.6491
- Increase in consolidated profit after taxation {(£m) 0.4 0.4
Impact of 10% appreciation of UK sterling against Canadian dollar
- Canadian dollar foreign exchange rate 2.1732 2.0155
~ Decrease in consolidated profit after taxation (£Em) {0.3) (0.3}

The above sansitivity analysis is based on the following assumptions:

- Ondy those income statement items directly affected by changes in foreign exchange rates are included in the calculation. For example, changes
in the sterling value of commodity prices that indirectly occur due to changes in foreign exchange rates are not included in the sensitivity

calculation.

- The above calculations assume that the exchange rates between sterling and any currencles other than the one stated do not change as a result

of the change in the exchange rate between the currencies stated,
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MNote 26 Financial Instruments (continued)
{c} Nature and extent of risks arising from financial instruments (continued)

{i} Market risk (continued)
Foreign currency transoctional risk

Foreign currency transactional risk is the risk that future cash flows (such as from sales and purchases of goods and services) will fluctuate because of
changes in foreign exchange rates,

The Group is exposed to limited foreign currency transactional risk due to the low value of transactions entered into by subsidiaries in currencies other
than their functional currency. Group Treasury carries out forward buying of currencies where appropriate.

The Group reviews and considers hedging of actual and forecast foreign exchange transactional exposures up to one year forward, At 30 April 2016
there were no material net transactional foreign currency exposures {2015: ENil},

The Group’s exposure to commodity price risk includes a foreign currency element due to the impact of foreign exchange rate movements on the
sterling cost of fuel for the Group’s UK operations. The effect of foreign exchange rate movements on sterling-denominated fuel prices is managed
through the use of fuel derivative financial instruments denominated in the functional currency in which the fuel is purchased. Further information on
fuel hedging is given under the heading “Price risk” on page 115.

Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market interest rates,
The Group is exposed to interest rate risk principally through its borrowings and interest rate derivatives. It has a mixture of fixed-rate borrowings
{wherae the fair value is exposed to changes in market interest rates), cash and floating-rate borrowings {where the future cash flows are exposed to
changes in market interest rates}.

The Group’s objective with regards to interest rate risk is to reduce the risk of changes in interest rates significantly affecting future cash flows and/er
profit. To provide some certainty as to the level of interest cost, it is the Group’s policy to manage interest rate exposure through the use of fixed and
floating rate debt. Derivative financial instruments are al<o used whare annronriate to ganerate the decired interost rate profile.

The Group measures interest rate risk by quantifying the relative proportions of each of gross debt and net debt that are effectively subject to fixed
interest rates and considers the duration for which the relevant interest rates are fixed.

At 30 April 2016, the interest rate profile of the Group’s interest bearing financiai liabilities was as follows:

Currency Floating rate Fixed rate Total Weighted Weighted
average fixed average pericd
interest rate for which rate

is fixed

£m £m £m % Years
Sterling 187.2 405.9 593.1 4.0% 9.4
us Dollar 156.9 41.8 198.7 2.0% 2.7
Gross borrowings 344.1 447.7 791.8 3.8% 3.8

At 30 April 2015, the interest rate profile of the Group’s interest bearing financial liabilities was as follows:

Currency Floating rate Fixed rate Total Weighted Weighted
average fixed average period
interest rate for which rate

is fixed

£m £m £m % Years
Sterling 189.9 412.1 602.0 5.8% 1.6
US Dollar 149.3 340 183.3 2.3% 2.2
Gross borrowings 339.2 446.1 785.3 5.5% 1.7

The abave figures take into account the effect of US5150m of interest rate derivatives which swap the US$150m Notes maturing October 2022 from

fixed to floating rate debt for a period of four years to December 2016,
The floating rate financial liabilities bear interest at rates fixed in advance for periods ranging from one to six menths based on market rates.
The maturity profile of the Group's borrowings is shown in note 22{a).

The Group's financial assets on which floating interest is receivable include cash deposits and cash in hand of £382.3m {2015: £395.6m}. Loans to joint
ventures of £Nil (2015: £5.9m) bear interest at a fixed rate of 6% (2015: fixed rate of 6%) per annum. As at 30 April 2016, the Group had ne other
financial assets on which fixed interest is receivable {2015: £Nil).

The Group does not account for any fixed rate financial assets and liabilities at fair value through profit or loss.
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Note 26 Financial instruments (continued)
{c) Nature and extent of risks arising from financial instruments {continued)

{i) Morket risk (continued}

The net impact of a change of 100 basis points on all relevant floating interest rates on annualised interest payable on cash and borrowings balances
outstanding at the balance sheet date was not material.

Price risk

The Group is exposed to commodity price risk. The Group’s operations as at 30 April 2016 consume approximately 425.3m litres of diesel fuel per
annum. As a result, the Group's future profit and cash flows are exposed to movements in the underlying price of fuel.

The Group's objective in managing commodity price risk is to reduce the risk that movements in fuel prices result in adverse movements in its profit
and cash flow, The Group has a policy of managing the volatility in its fuel casts by maintaining an ongaing fuel-hedging programme whereby
derivatives are used to fix or cap the variabie unit cost of a percentage of anticipated fuel consumption. The Group’s exposure to commaodity price risk
is measured by quantifying the element of projected future fuel costs, after taking account of derivatives in place, which varies due to movements in
fuel prices. Group Treasury is responsible for the processes for measuring and managing commodity price risk.

The Group’s overall fuel costs include the impact of delivery margins, fuel taxes and fuel tax rebates. These elements of fuel costs are not managed as
part of Group Treasury’'s commodity price risk management and are managed directly by business unit management.

The Group uses a number of fuel derivatives to hedge against movements in the price of the different types of fuel used in each of its divisions. The
fuel derivatives hedge the underlying commodity price risk {denominated in U5$) and in the case of the UK Bus [regional operations) Division, the UK
Bus {London) Division and the UK Rail Division, they also hedge the currency risk due to the commodity being priced in USS$ and the functional currency
of the divisions being pounds sterling.

At 30 April 2016 and 30 April 2015, the projected fuel costs {excluding premia payable on fue!l derivatives, delivery margins, fuel taxes and fuel tax
rebates) for the next twelve months were:

2016 2015
£m £m
Costs subject to fuel swaps:
- UK Bus {regional operations) (66.5) (81.7)
- UK Bus {London) 7.1} (8.4)
- UK Rail (26.3) (25.1)
- North America (26.0} (33.2)
{125.9} {148.4)
Costs not subject to fuel swaps:
— UK Bus {regional operations} (1.1} {2.1)
— megabus Europe (1.3} {2.6)
- UK Bus {London) (4.5) (6.1)
- UK Rail 1.7} 1.4}
~ North America {4.6) {6.0}
13.2) (18.2}
Total {139.1) {166.6}

The figures in the above table are after taking account of derivatives and applying the fuel prices and foreign exchange rates as at the balance sheet
date.

If all of the relevant fuel prices were 10% higher at the balance sheet date, the amounts in the above table would change by the following:

2016 2015

£m £m
Costs not subject to fuel swaps:
— UK Bus {regional operations) {0.1) {0.2}
- megabus Europe {0.1) (0.3}
— UK Bus {Landon) {>.4} {0.6}
- UK Rail {0.2} {0.1}
— North America {0.5) {0.6)
Decrease in projected profit before taxation {1.3) {1.8}
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Note 26 Financial Instruments (continued)
.
{c) Nature and extent of risks arising from financial instruments (continued)

i) Market risk (continued)
tf all of the relevant fuel prices were 10% lower at the balance sheet date, the amounts would change by the following:

2016 2015

£m £m
Costs not subject to fuel swaps:
- UK Bus {regional operations) 0.1 0.2
- megabus Eurcpe 0.1 0.3
= UK Bus {London) 0.4 0.6
- UK Rail 0.2 0.1
~ MNorth America Q0.5 0.6
Increase in projected profit before taxation 13 1.8

The revenue receivable under certain of the contracts that the Group has with customers is subject to adjustmant for changes to certain fuel prices.
This further reduces the unhedged exposure to fuel prices shown above.

Demand for the Group’s services can also be affected by mavements in fuel prices due to the impact on the cost of competing transport services,
including private cars.

The Group is also exposed to changes in electricity prices, principally in its UK Rail Division where electricity is consumed to power some of the trains
operated. The Group has some protection to price changes via rail industry arrangements to fix the price on a proportion of anticipated future
electricity consumption.

The Group's joint venture, Virgin Rail Group, is also exposed 1o changes in fuel and electricity prices and applies commodity price risk management
strategies similar to those applied by the Group and explained above.

{ii} Credit risk
Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial instrument fails to meet its contractual obligations.

Credit risk is managed by a combination of Group Treasury and business unit management, and arises from cash and cash equivalents, derivative
financial instruments and deposits with banks and financial institutions, as well as credit exposures to amounts due from outstanding receivables and
committed transactions.

The Group’s objective is to minimise credit risk to an acceptable level whilst not overly restricting the Group’s ability to generate revenue and profit, It

is the Group's policy to invest cash assets safely and profitably. To control credit risk, counterparty credit limits are set by reference to published credit

ratings and the counterparty's geographical location. The Group considers the risk of material loss in the event of non-performance by a financial

counterparty to be fow.

In determining whether a financial asset is impaired, the Group takes account of:

» The fair value of the asset at the balance sheet date and where applicable, the historic fair value of the asset;

» In the case of receivables, the counterparty’s typical payment patterns;

» In the case of receivables, the latest available information on the counterparty’s creditworthiness such as available financial statements, credit
ratings etc.

The movement in the provision for impairment of trade and other receivables is shown in note 19.
The table below shows the financial assets exposed to ¢redit risk at the balance sheet date:

Gross Impairment | Net exposure Gross Impairment | Net exposure
2016 1016 2016 2015 2015 2015
Em £m £m £m £m £m

Trade receivables 237.1 {2.5) 234.6 204.7 {2.8) 201.9
Loans, gther receivables and accrued income 69.5 - 69.5 79.0 - 79.0
Cash and cash equivalents — pledged as collateral 18.6 - 18.6 18.8 - i8.8
Cash and cash equivalents — other 363.7 - 2363.7 376.8 - 376.8
Excluding derivative financial instruments 688.9 {2.5} 686.4 679.3 {2.8) 676.5
Derivatives used for hedging 6.6 - 6.6 3.4 - 34
Total exposure to credit risk 695.5 [2.5) 693.0 682.7 2.8} 679.9

The Group's exposure to credit risk is influenced mainly by the individual characteristics of each customer or counterparty. The Group's largest credit
exposures are to the UK’s Department for Transport, Transport for London, and other government bodies and financial institutions with short-term
credit ratings of A2 {or equivalent) or better, all of which the Group considers unlikely to default on their respective liabilities to the Group.
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{¢) Nature and extent of risks arising from financial instruments (continued)

fii} Credit risk fcontinued)

The Group's total net exposure to credit risk by geographic region is analysed below: 2016 M5
£m £m
United Kingdom & Europe 644.6 623.5
North America 48.4 56.4
693.0 6579.9
The Group’s fi ial assets by ¢ lysed below:
e Group’s financial assets by currency are analysed below. 2016 2015
£m £m
Sterling & Euros 643.7 623.2
Us dollars 46.5 54.8
Canadian dollars 238 19
693.0 6§79.9
The amount of financial assets denominated in Euros included in the figures above is immaterial,
The following financial assets were past due, bul not impaired at the balance sheet date: 2016 2015
£m Em
Amounts 1 to 90 days overdue 4.7 7.0
Amounts 91 1o 180 days overdue ¢.8 2.0
Amounts 181 to 365 days overdue 0.8 0.8
Amopunts more than 365 days overdue 2.0 1.8
8.3 12,2

The Group does not hold any collateral in respect of its credit risk exposures set out above {2015: £Nil) and has not taken possession of any collateral it
holds or called for other credit enhancements during the year ended 30 April 2016 {2015: ENil}.

(i} Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty in meeting its financial obligations as they fall due. The Group’s objective in managing
liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its liabilities when due, under both normal and stressed
conditions, without incurring unacceptable losses or risking damage to the Group's reputation,

The funding policy is to finance the Group through a mixture of bank, lease and hire purchase debt, capital markets issues and cash generated by the
business.

As at 30 April 2016, the Group's credit facilities were £1,146.6m {2015 £1,141.1m), £686.5m (2015: £673,7m} of which were utilised, including
utilisation for the issuance of bank guarantees, performance/season ticket bonds and letters of credit.

The Group had the following undrawn committed banking and uncommitted asset finance facilities: 2016 2015
£m fm

Expiring within one year 189.9 168.1

Expiring beyond two years 270.2 299.3

460.1 467.4

Although there is an element of seasonality in the Group’s bus and rail operations, the overall impact of seasonality on working capital and liquidity is not
considered significant,

The Board expects the Group to be able to meet current and future funding requirements through free cash flow and available committed facilities. In
addition, the Group has investment grade credit ratings which should allow it access at short notice to additional bank and capital markets debt funding.
The Group has bank lines of credit arranged on a bi-lateral basis with a group of refationship banks which provide bank facilities for general corporate
purpases. These arranged lines of credit allow cash drawdowns to finance the Group and also include facilities which are dedicated to issuing
performance/season ticket bonds, guarantees and letters of credit.

The Group's committed bank facilities as at 30 April 2016 are analysed below:

Performance bonds,  Avaitable for Avallable for
Loans guarantees non-cash cash
Facility drawn etc drawn utilisation only drawings
Expiring in £m £m £m im £m
MAIN GROUP FACILITIES
- 2020 620.0 (189.6) {160.2) (2.5) 267.7
- 2018 15.0 - [15.0) - -
- 2017 209.7 - {181.4) {28.3) -
844.7 (189.6) {356.6) (30.8) 267.7
LOCAL & SHORT-TERM FACILITIES
- Various 23.0 - {9.5) - 13.5
867.7 {189.6) {366.1) (30.8) 281.2
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Note 26 Financial instruments (continued)
{c} Nature and extent of risks arising from financial instruments (continued)
(iii) Liquidity risk {continued)

The Group manages its liquidity risk based on contracted cash flows. The following are the contractual maturities of financial liabilities, including
interest payments,

As at 30 April 2016 Carrying Contractual Less 1-2 2-5 More
amount cash flows |than 1 year | years years than 5 years
£m £m Em £m £m £m

'Non derivative financial liablilities:

Unsecured bond issues {S506.1) (691.5) (20.5) (20.5) {61.4) {589.1)
Finance lease liabilities (41.8) {43.5) {18.5) (7.4) {17.6) -
Hire purchase liabilities {35.0) (35.9) [17.2) {12.0) (6.7} -
Loan notes payakle {19.3} {19.3} [19.3} - - -
Trade and other payables [665.1) {665.1) [659.1} {6.0} - -
Bank leans {189.6} (189.8) (0.2} - (1896) -
(1,456.9) {1,645.1) (734.8) {4s.8) (275.3) (589.1)

Derivative financial liabilities:
Derivatives used for hedging (60.8) {60.8) {41.3} {18.5) (1.0) -
{1,517.7} {1,705.9) {776.1) (64.4) (276.3) (589.1)
As at 30 April 2015 Carrying Contractual Less 1-2 2-5 More

ameunt cash flows | than 1vyear | vyears years than 5 years
£m £m Em £m £m Em

Non derivative financial liabilities:

Unsecured bond issues {505.7) {564.9) (27.3) [416.3) (12.9) (108.4)
Finance lease liabilities {34.0) {35.0) {13.4) {14.1) (2.5) -
Hire purchase liabilities {54.0) {55.8) (20.2) (17.6) (18.0) -
Loan notes payable {19.5) {19.5) {19.5) - - -
Trade and other payables {672.7) (672.7) {671.2) {1.5) - -
Bank loans §172.1) {172.5) {0.4) - (172.1) -
(1,458.0) (1,520.4) {752.0)  {449.5) (210.5) (108.4)
Derivative financial liabilities:
Derivatives used for hedging {41.3) {41.3) {35.9) {3.4) (1.7) (0.3}
(1.495.3) (1,561.7) (787.9)  (452.9) (212.2) {(108.7)

The “contractual cash flows” shawn in the above tables are the contractual undiscounted cash flows under the relevant financial instruments. Where
the contractual cash flows are variable based on a price, foreign exchange rate, interest rate or index in the future, the contractual cash flows in the
above table have been determined with reference to the value of the relevant price, foreign exchange rate, interest rate or index as at the balance
sheet date. In determining the interest element of contractual cash flows in cases where the Group has a choice as to the length of interest caleulation
periods and the interest rate that applies varies with the period selected, the contractual cash flows have been calculated assuming the Group setects
the shortest available interest calculation periods. Where the holder of an instrument has a choice of when to redeem, the amounts in the above
tables are on the assumption the holder redeems at the earliest opportunity. In the case of bank loans, which are drawn under revolving facilities, the
contracted interest cash flows in respect of interest up to and including the next rollover date are shown and the principal is shown as repayable at the
expiry date of the relevant facility.
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(d) Accounting policies

The Group’s significant accounting policies and measurement bases in respect of financial instruments are disclosed in note 1,

{e) Collateral

Included within the cash and cash equivalents balance of £382.3m as at 30 April 2016 (2015: £395.6m) are £18.6m (2015: £18.8m) of cash balances
that have been pledged as collateral for liabilities as follows:

- £18.2m (2015: £18.4m} has been pledged by the Group as collateral for £18.2m (2015: £18.4m} of loan notes that are classified within current
liabilities: borrowings. The cash is held an deposit at Bank of Scotland. Bank of Scotland has guaranteed the Group's obligations to the holders of

the loan notes and to the extent that the Group fails to satisfy its obligations under the loan nates, Bank of Scotland shall yse the cash collateral to
satisfy such obligations.

~  £0.4m {2015: £0.4m} is held in an escrow account in North America in relation to insurance claims.

The fair value of the financial assets pledged as collateral is the same as their carrying value as at 30 April 2016 and 30 April 2015.

{f) Defaults and breaches

The Group has not defaulted en any loans payable during the years ended 30 April 2016 and 30 April 2015 and no loans payable were in default as at
30 April 2016 and 30 April 2015. The Group was in compliance with all bank loan covenants as at 30 April 2016 and as at 30 April 201S.

{g) Hedge accounting

A summary of the Group’s current hedging arrangements is provided in the table below.

Type of hedge Risks hedged by Group Hedging instruments used

Fair value hedges - Interest rate risks — Derivatives [interest rate swaps)

Cash flow hedges - Commedity price risk - Derivatives (commodity swaps)
- Interest rate risks — Derivatives {interest rate swaps]

Hedges of net investment in foreign operations - Foreign investment risk — Foreign currency borrowings

Carrying value and fair value of derivative financial instrurments
Derivative financial instruments are classified on the balance sheet as follows:

2016 2015
Em £m
Non-current assets
Interest rate derivatives 18 0.1
Fuel derivatives 3.8 2.2
5.6 23
Current assets
Fuel derivatives 1.0 11
Current liabilities
interest rate derivatives (1.1) -
Fuel derivatives (80.2) (35.9)
{41.3) (35.9)
Non-current liabllities
Interest rate derivatives - (0.8
Fuel derivatives (19.5} (4.6}
(19.5) (5.4}
Interest rate derivatives 0.7 [0.7)
Fuel derivatives {54.9) {37.2)
{54.2) (37.9)

The fair value of derivative financial instruments is equal to their carrying value, as shown in the above table.

Embedded derivatives

In accordance with 1AS 39, Financial Instruments: Recognition and measurement, all significant contracts to which the Group is a party have been
reviewed for embedded derivatives. There were no embedded derivatives as at 30 April 2016 {2015: None} which were separately accounted for.
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Note 26 Financial instruments {continued)
{8) Hedge accounting [continued)

Cash flow hedges - fuel

As noted previously, the Graup uses a number of fuel derivatives to hedge the different types of fuel used in each of its divisions.

The movements in the fair value of fuel derivatives in the year were as follows:

2016 2015
£m £m
Fuel derivatives
fair value at start of year (37.2) (12.3}
Changes in fair value during year taken to cash flow hedging reserve (82.8) {56.0}
Cash paid during the year 65.1 311
Fair value at end of year (54.9) (37.2}
The fair value of the fuel derivatives split by maturity was as follows: Assets Liabilities
£m Em
As at 30 April 2016
Within one year 1.0 (400.2)
1to 2 years 2.9 {18.5)
2 to 3 years 0.9 {0.8)
Mare than 3 years - {0.2)
4.8 {59.7)
As at 30 April 2015
Within one year 1.1 {35.9)
1to 2 years 2.2 {3.0)
2to 3 years - {1.3)
More than 3 years - {0.3)
3.3 140.5}
The fair value of fuel derivatives is further analysed by currency and segment as follows: Fair value Notional quantity
of fuel covered
by derivatives
£m Milliens of litres
As at 30 April 2016
Sterling denominated — UK Bus (regional operations) 34.1) 634.1
Sterling denominated — UK Bus (London} {4.5) 63.4
Sterling denominated — UK Rail {5.6) 183.1
US dollar denominated — North America (10.7) i52.4
54.9) 1,023.0
As at 30 April 2015
Sterling denominated ~ UK Bus (regional operations) {20.0) 398.8
Sterling denominated — UK Bus {London) (3.7} 47.5
Sterling denominated — UK Rail {3.3) 1142
US dellar dengminated — North America {10.2) 143.9
(37.2) 04.4

Fair value and cash flow hedges - interest

The Group uses a number of interest rate derivatives to hedge its exposure to movements in interest rates. In connection with the issue of the Group's
U5$150m Bonds in October 2012, the Group entered into @ number of interest rate fair vatue hedges. In addition, during the year ended 30 April 2015,
the Group entered into a number of interest rate derivatives as cash flow hedges of the Group’s exposure to floating interest rates from Dacember 2016.
In September 2015, following the issue of the Group’s £400m sterling notes, these sterling-denominated interest rate derivatives were subsequently
cancelled. The Group entered into new interest rate derivatives as fair value hedges of the Group’s exposure to fixed interest rates from December 2016

on expiry of the existing US dollar-denominated fair value hedges.

Cash flow hedges

Fair value hedges

2016 2015 2016 2015

£m £m £m £m
Interest rate derivatives
Fair value at start of year {0.6) - {0.1) (0.3)
Changaes in fair value reflected in carrying value of hedged item - - 11 0.6
Changes in fair value during the year taken to cash flow hedging reserve {1.4) {0.6) - -
Cash paid/{received} during the year 20 - {(0.3) (0.4)
fair value at end of year - (0.8) 0.7 {0.1)

page 120 | Stagecoach Group ple




Note 26 Financial instruments {continued)

(g) Hedge accounting (continued)
Fair value and cash flow hedges - interest {continued)

The fair value of the interest rate derivatives split by maturity as at 3¢ April 2016 was as follows: .
Assets Liabilities
£m £m
As at 30 April 2016
within one year - {1.1)
1to 2 years 0.5 -
2to 3 years 13 -
1.8 {1.1)
The fair value of the interest rate derivatives split by maturity as at 30 April 2015 was as follows:
Assets Liabilities
£m £m
As at 30 April 2015
1to 2 years - (0.4)
2to 3 years - (0.4}
More than 3 years 0.1 -
0.1 (0.8)
All of the interest rate derivatives were managed and held centrally.
Cash flow hedging reserve
Th in th h flow hedgi fol . Interast fuel Total
e movements in the cash flow hedging reserve were as follows: derivatives derivatives
£€m £m £m
Cash flow hedging reserve at 30 April 2014 - (9.4) (9.4)
Changes in fair value during the year taken to cash flow hedging reserve {0.6) (56.0) {56.6)
Cash flow hedges reclassified and reported in profit for year - 35.1 35.1
Tax effect of cash flow hedges 01 4.0 4.1
Cash flow hedging reserve at 30 April 2015 {0.5) (26.3) {26.8)
Changes in fair value during the year taken to cash flow hedging reserve (1.4) (82.8) {84.2)
Cash Flow hedges reclassified and reported in profit for year 2.0 65.8 67.8
Tax effect of cash flow hedges (0.1) 3.0 29
Cash flow hedging reserve at 30 April 2016 - (40.3}) (40.3)
Cash flow hedging reserve before tax - (49.8} {49.8)
Tax to be credited to income statement in future periods - 9.5 9.5
Cash Flow hedging reserve after tax - (40,3} {40.3)

During the year ended 30 April 2015, the Group entered inta interest rate derivatives as cash flow hedges. These derivatives were intended to hedge
against the variability of ferecast future floating-rate interest payments on debt from December 2016. In September 2015, the Group issued £400m of
new fixed-rate bonds to re-finance the previous £400m of fixed-rate bonds that were due to mature in December 2016, Following that issue of new
bonds, the forecast floating-rate interest payments were no longer expected to occur because fixed-rate debt had been issued rather than the
previously anticipated floating-rate debt. The derivatives were cancelled following the new bond issue.

There have been no other instances during the year ended 30 Aprit 2016 {2015: None) from a Group perspective where a forecast transaction for
which hedge accounting had previcusly been used was no longer expected to occur.

Hedge of foreign net investments

The Group's hedging of foreign net investrments during the year ended 30 April 2016 is explained on page 112.

The movements in the fair value of the U5S5150m 4.36% notes and USS bank loans used as hedging instruments in the year were as follows:

2016 2015
£m fm

US5 4.36% notes
Fair value at start of year 97.6 88.9
Changes in fair value during the year 4.8 8.7
Fair value at end of year 102.4 97.6
USS$ bank loans
Fair value at start of year 52.1 47.4
Changes in fair value during the year 2.5 4.7
Fair value at end of year 54.6 52.1

The fair values of the non-derivative hedging instruments shown above only take account of fair value movements arising from movements in foreign
exthangae rates.
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Note 27 Share capital

Under the Companies Act 2006, companies are no longer required to have an authorised share capital and a resolution was passed at the 2010 Annual
General Meeting to take advantage of this deregulating measure. Therefore, the Company no longer has an authorised share capital, The allotted,
called-up and fully paid ordinary share capital was:

2016 2015
Ng, of shares £m No. of shares £m
Allotted, calied-up and fully-paid
ordinary shares of 125/228 pence each
At beginning and end of year 576,099,960 3.2 576,099,960 3.2

The balance on the share capital account shown above represents the aggregate nominal value of all ordinary shares in issue. This figure includes
1,885,887 (2015: 1,371,639) ordinary shares hetd in treasury, which are treated as a deduction from equity in the Group’s financial statements. The
shares held in treasury do not qualify for dividends.

The Group operates two Employee Share Qwnership Trusts: the Stagecoach Group Qualifying Employee Share Ownership Trust (“QUEST”) and the
Stagecoach Group Employee Benefit Trust (“EBT”}, Shares held by these trusts are treated as a deduction from equity in the Group’s financial
staternents. Other assets and liabilities of the trusts are consolidated in the Group's financial statements as if they were assets and liabilities of the
Group. As at 30 April 2016, the QUEST heid 300,634 (2015: 300,634) ordinary shares in the Company and the EBT held no {2015: 891,396} ordinary
shares in the Company. The trusts have waived dividends on the shares they hold and therefore received no dividends during the year ended 30 April
2016 (2015: ENil). The trust deed for the EBT obliges the trustee to waive the right to any dividend on the shares unless and until they are vested in an
individual. The trustee is confirmed not to be liable for any lost income as a result of that waiver. The QUEST deed requires the trustee to waive any
dividends payable on the shares and the QUEST confirms that waiver within the deed. This can be reversed by a direction from the Company to the
truste e but is otherwise ongoing.

Note 28 Share based payments

The Group operates a Buy as You Earn Scheme {“BAYE"), a Long Term Incentive Plan {“LTIP”) and an Executive Participation Plan ("EPP”). The Directors’
remuneration report in section 8 of this Annual Report gives further details of each of these arrangements.

As disclosed in note 6, share based payment charges of £2.8m (2015: £4.8m) hava been recognised in the income statemeant during the year in relatien
to the above schemes.

The following assumptions were applied in accounting for awards under the LTIP scheme:

Grant date lune December lune December lune December June December
2012 2012 2013 2013 2014 2014 2015 2015
Share price at time of grant/award (E) 26170 31210 3.1595 3.7200 3.5000 3.7920 4.1700 3.0470
Vesting pericd {years) 3 3 3 3 3 3 3 3
Cption/faward life {years) 3 3 3 3 3 3 3 3
Expected life (years} 3 3 3 3 3 3 3 3
Expected dividends expressed
as an average annual dividend yield 3.22% 2.70% 2.94% 2.50% 2.70% 2.71% 2.72% 3.72%
Fair value per incentive Unit
at grant date {£) 0.75 0.90 0.90 1.06 2.60* 2.59* 2.85* 2.08*
Bespoke Bespoke Bespoke Besnoke Bespoke Bespoke Bespoke Bespoke
Option pricing model simulation  simutation sispulation simutation simulation simulation simulation simulation

*Ignoring non-market vesting conditions.

LTIP awards are based on Incentive Units, One Incentive Unit has a value equal to one of the Company’s ordinary shares but subject to performance
conditions, LTIP awards are not share optiens and are valued using a separate simulation model and disclosures in respect of exercise prices, expected
volatility and risk free rates are not applicable. Expectations of meeting market-based performance criteria are reflected in the fair value of the LTIP
awards,
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Long Term Incentive Plan
Under the LTIP, executives are awarded Incentive Units with a value equal to one of the Company’s ordinary shares but subject to the same performance
conditions disclosed in the Directors’ remuneration report. The movements in the LTIP Incentive Units during the year to 30 April 2016 were as follows:

Fair value per | Fair value per )
Qutstanding | Awards granted Lapsed Dividends Qutstanding LTIP unit at LTIP unit at TSR ranking
at startof year In year in year in year atend of year grant 30 april 2016 at Vesting date

Award date {incentive Units} | {incentive Units) | (Incentive Units)| (Incentive Units} | (Incentive Units} £ £ 30 April 2016**
27 lune 2012 905,708 - (905,708) - - 0.7523 - - 29 June 2015
6 Dec 2012 764,475 - [779,559) 15,084 - £.8972 - - 10 Dec 2015
27 June 2013 912,705 - {71,796} 29,011 869,920 (.8987 0.3832 171 29 June 2016
12 Dec 2013 154,346 - {55,610} 24,101 722,837 10574 0.5346 173 12 Dec 2016
26 June 2014 804,117 - {53,905) 25,876 776,088 2.595%* 1.4836* 138 26 June 2017
11 Dec 2014 797.594 - {56,680} 25,557 766,471 2.5645°* 1.4446* m 11 Dec 2017
25 june 2015 - 774,464 {53,846} 24,856 745,474 283317 1.4740* 191 25 Jun 2018
10 Dec 2015 - 1,060,828 - 13,278 1,074,206 2.0847* 1.3851* 227

4,938,945 1,835,292 {1,977,104) 157,863 4,954,996

‘ignoring non-market based vesting conditions.

“T5R ranking is based on the Group's ranking of total shareholder return in the FTSE 250 whereby 1 is top of the cemparator group. The TSR ranking is
calculated hy independent advisors.

Fxecutive Participatlan Plan

Under the EPP, executives and senior managers sacrifice part of their actual annual cash bonus and are awarded Deferred Shares with an initial market
value approximately equal to the amount of bonus faregene. The movements in EPP Deferred Shares were as follows:

Outstanding Awards granted Vested iapsed Dividends Outstanding Expected total Closing

at start of year inyear in year in year in year at end of year value of award at | share price on

Award date {Deferred Shares) | {Deferred Shares) |(Deferred Shares) | {Deferred Shares) | (Deferred Shares) | {Deferred Shares) | Vesting date time of grant date of grant

£ £
27 lune 2012 891,396 - (891,396) - - - 30 tune 2015 1,271,556 26190
27 June 2013 748,255 - (2,168) {22,583) 25,288 1879 29 lune 2016 2,289,350 1.1500
26 June 2014 673,119 - (1,720} {14,617} 22,957 679,739 26 June 2017 2,497,467 3.8100
25 lune 2015 - 519,366 - {14,905} 17,635 522,096 25 june 2018 2,165,756 41960
19 Dec 2015 - 26,153 - - 344 26,597 10 Dec 2018 74,993 2.9800
2,312,770 545,619 [895,284) {52,105) 66,224 1,972,224

Buy As You Earn Scheme

BAYE enables eligible employees to purchase shares (“partnership shares”) from their gross income. The Company provides two matching shares for
every share bought from the first £10 of each employee’s monthly investment, subject to a maximum Company contribution of shares to the value of
£20 per employee per month. If the shares are held in trust for five years or more, no Income Tax and National Insurance wilk be payable. The
matching shares will be forfeited if the corresponding partnership shares are removed from trust within three years of award.

At 30 April 2016 there were 9,578 (2015: 8,732) participants in the BAYE scheme to which were attributed 5,848,847 {2015: 4,438,746} shares that
they purchased, 1,831,550 (2015: 1,473,172 matching shares that the Company contributed and 458,081 shares (2015: 261,500) in respect of notional
dividends. These amounts exclude unattributed shares and any shares to be withdrawn because the employee has left the Group or requested a
withdrawal,

Note 29 Reserves

A reconciliation of the movements in each reserve is shown in the consolidated statement of changes in equity on page 69.

The balance of the share premium account represents the amounts received in excess of the nominal value of the ordinary shares ofiset by issue costs,
bonus issues of shares and any transfer between reserves,

The balance held in the retained earnings reserve is the accumulated retained profits of the Group. Cumulative goodwill of £113.8m (2015: £113.8m)
has been written off against reserves in perinds prior to 1 May 1998 in accordance with the UK accounting standards then in force and such goodwill wili
remain eliminated against reserves,

The capital redemption reserve represents the cumuiative par value of all shares bought back and cancelled.

Details of own shares held are given in note 27. The own shares reserve represents the cumulative cost of shares in Stagecoach Group plc purchased in
the market and held in treasury and/ar by the Group's twe Employee Share Qwnership Trusts offset by cumulative sales proceeds.

The translation reserve is used to record exchange differences arising from the translations of the financial statements of foreign operations. It is also
used to record the effect of hedging net investments in fareign operations.

The cash flow hedging reserve records the portion of the gain or loss on a hedging instrument in 2 cash flow hedge that is determined to be an effective
hedge. The cumulative gain or loss is recycled to the income statement to match the recognition of the hedged itern through the income statement.
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Notes to the consolidated financial statements

Note 30 Consolidated cash flows

(a) Recenciliation of operating profit to cash generated hy operations

The operating profit of Group companies reconciles to cash generated by operations as follows: 2016 2015
£m £m

Operating profit of Group companies 182.2 189.8
Depreciation 132.2 1201
Loss/{gain) on disposal of property, plant and equipment 4.5 {2.3)
Exceptional items 6.0 -
Intangible asset expenses 15.8 119
Equity-settled share based payment expense 2.2 2.2
Operating cashflows before working capital movements 338.9 321.7
{Increase)/decrease in inventories {0.5) 3.4
Increase in receivables (11.2) (34.1)
{Decrease)/increase in payables (12.0) B5.8
Decrease in pravisions (16.2) [9.5)
Differences between employer pension contributions and pension expense in operating profit 4.7 0.4
Cash generated by operations 303.7 367.7

(b) Reconciliation of net cash flow to movement in net debt

The {docrease)/increass in cash recondiles to the moveiment in ivel debi as Toliows: 2016 2015
£m £m
{Decrease)/increase in cash {14.8} 1525
Cash flow from mavement in borrowings 50.4 (51.5)
35.6 101.0
New hire purchase and finance leases (22.3) (6.4}
Foreign exchange movemants {7.6) {14.1)
Other movements {23.7) (0.2)
[Increase)/decrease in net debt {18.0) 80.3
Opening net debt (as defined in note 35) {381.3) {461.6}
Closing net debt {as defined in note 35) {399.3) {381.3)

{¢) Analysis of net debt

For the purpose of this note, net debt is as dafined in note 35, The analysis below further shows the other items classified as net borrowings in the
consolidated balance sheet.

Cther/
New hire Foreign Charged to
purchase/ exchange income
Opening Cashflows |finance fgases| movements statement Closing
fm £m £rm £m £m £m
Cash 376.8 {14.6) - 1.5 - 363.7
Cash collateral (see note 26{e)} 18.8 ©.2) - - - 18.6
Hire purchase and finance lease
cbkligations (88.0} 354 {22.3) (1.9} - {76.8}
Bank loans and Ican notes {191.6) {14.8) - (2.5} - {208.9)
Bonds (497.3} 29.8 - (4.7} {23.7) (495.9)
Net debt (381.3} 35.6 (22.3) (7.8} {23.7) {399.3)
Accrued interest on bonds [8.5) 24.5 - - [25.5) {2.5)
Effect of fair value hedges on carrying value of borrowings 0.1 - - - (0.8} {0.7)
Net borrowings {IFRS) (389.7) 60,1 {22.3) (7.6} (50.0} {409.5)

The cash amounts shown above include term deposits as explained in note 20 and cash held by train operating companies as explained in note 31(iii).

(d} Non cash transactions
The principal non cash transactions were the acquisition of property, ptant and equipment using new hire purchase and finance leases.

During the year, the Group entered into hire purchase and finance lease arrangements in respect of new assets with a total capital value at the
inception of the contracts of £22.3m (2015: £6.4m} and no deposits paid up front.
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Note 31 Contingencies

Contingent fiabilities

(i)

At 30 April 2016, the following bonds and bank guarantees were in place relating to the Group's rail operations:

2016 2015
£m £m

Performance bonds backed by bank facilities and/or insurance arrangements
~ South West Trains 40.2 36.8
— East Midlands Trains 15.0 30.5
— Virgin Trains East Coast 20.0 200
Season ticket bonds backed by bank facilities and/or insurance arrangements
- South West Trains 60.5 59.7
- East Midlands Trains . 6.6 6.3
- Virgin Trains East Coast 4.6 4.0
Shareholder loan commitment backed by bank facilities
— Virgin Trains East Coast 82.5 82.5

These contingent liabilities are not expected 1o crystallise.

{ii)

The Group and its joint venture, Virgin Rail Group Holdings Limited, have, in the normal course of business, entered into a number of long-term
supply contracts. The most significant of these relate to track, station and depot access facilities, together with train lease and maintenance
arrangements.

¥ {Inder Uk Rail franchise agreaments, the Growun and ite inint venture, Virgin Rail fsrnun Holdings timiterd, have agreed with the Department for

Transport annual amounts receivable or payable in respect of the operation of rail franchises for future periods. Under these agreements, there is a
requirement 1o comply with a number of obligations. Faiture to comply with these obligations would be a breach of the relevant franchise.

The profit of Virgin Trains East Coast under the rail franchise that began on 1 March 2015 has been less than that forecast by the Grougp at the time
of its bid for the franchise. Revenue growth has been slower than anticipated and that may affect the forecast of future years’ profitability.
Accordingly, the Group has updated its financial forecasts in respect of Virgin Trains East Coast for the full, core term of its franchise. Those
forecasts anticipate that the business will earn a prafit over the remaining term of its franchise and as a result, no onerous contract provision is
required as at 30 April 2016. The forecasts are based an a number of assumptions, most significantly in respect of future revenue growth and on
the application of relevant contracts. There can be no certainty that actual outcomes wilt be consistent with those currently forecast.

The Group assessed whether a provision for onerous contracts is required in respect of its other rail franchises. The Group has discounted the
expected future cash flows related to its raif franchises to determine whether it is probable that the benefits to be derived by the Group from the
franchises will be tower than the unavoidable costs of meeting its obligations under the franchises. Estimates of cash flows are consistent with
management’s plans and forecasts. The Group has determined that no pravision is necessary. The estimation of future cash flows and the discount
rate involves a significant degree of judgement, Actual results ¢an differ from those assumed and there can be no absolute assurance that the
assumptions used will hold true.

U nder certain circumstances following a breach by the Group of one or more of its rail franchise agreements, the Department for Transport has the
right to terminate the relevant franchises. Where the Group has defaulted on one franchise, the Department for Transport has cross-default rights in
certain circumstances that might enabte it {but not require it) to terminate another of the franchises. The financial effect on the Group of a
termination of one or more franchises would depend on which, if any, of the Group’s contingent liabilities that the Department for Transport sought
to call. As at 30 April 2016, the capital at risk of the Group in this respect was:

Virgin Trains South West East Midlands
East Coast Trains Trains Total
tm Em £m £m

Actuat liabilities
Net intra-group amounts payable te train operatars - 659 - 659
Contingent liabilities
Season ticket bonds 4.6 60.5 6.6 nz
Performance bonds 200 40.2 15.0 75.2
Parent company guarantees to suppliers 6.6 - 3.0 2.6
Undrawn committed loan facilities 131.0 25.0 40.9 196.9
Capital at risk as at 30 April 2016 162.2 191.6 65.9 419.3
Cash
Cash in train operating companies 105.0 1031 75.0 283.1
Pro forma impact on net debt 267.2 294.7 140.5 702.4

To the extent that any of the above contingent liahilities in respect of Virgin Trains East Coast crystallise the Group is contractually entitled to
recover 10% of any such payment from Virgin Holdings Limited. The Group has credit exposure to Virgin Holdings Limited in this regard.

We cansider the likelihood of the contingent liabilities crystallising as being low. However, if all of the contingent liabilities had crystallised at
30 April 2016, the Group would have needed to have financed £419.3m {2015: £425.2m) and, subject to any amounts it recovered from Virgin
Holdings Limited, its gross debt would have increased by this ameunt. In addition, some of the cash in the train operating companies would be
transferred with the franchises.

There is no recourse to the Group in raspect of any liabilities or contingent liabilities of Virgin Rail Group.

Under the terms of the franchise agreements, other than with the UK Department far Transport’s consent, train operating companies can only
distribute cash out of retained earnings and only to the extent they do not breach the financial covenants specified in applicable contracts.
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Notes to the consolidated financial statements

Note 31 Contingencies [continued)
Contingent llabilities {continued)

{iv) The US Department of Justice and the New York Attorney General {together, "the Government plaintiffs”) initiated litigatlon against Twin America
and its jeint venture partners in 2012. The litigation alleged that the formation of the Twin America joint venture in 2009 was anti-competitive. A
sattlement was agreed with the US Department of Justice and the New York Attarney General's office, and has received court approval.

Retated to the Twin America litigation involving the Group’s North America Division, the Department of Justice is continuing to investigate the
conduct of company personnel in responding to discovery obligations in the investigation and litigation. The Department of Justice has not taken
any enforcement action related to these issues, and the Group is co-operating with the investigation.

{v) The Group and the Company are from time to time party to other legat actions arising in the ordinary course of business. Liabilities have been
racognised in the financial statements for the best estimate of the expenditure required to settle obligations arising under such legal actions. As at
30 April 2016, the accruals in the consolidated financial statements for such claims total £0.1m {2015: £0.1m} in addition to the amounts recognised
specifically in respect of the Twin America litigation noted in (iv) above. In addition, certain of the elaims intended to be covered by the insurance
provisions {see note 24) are subject to or might become subject 1o litigation against the Group and/or the Company.

Note 32  Guarantees and other financlal commitments

{a} capital commitments

Contractual commitments for the acquisition of property, plant and equipment were as follows:

2016 2015
£m £m
Contracted for but not provided:
For delivery within one year 141.7 145.0

{b} Operating lease commitments
The following were the future minimum contractual lease payments due under unexpired operating leases as at 30 April 2016:

As at 30 April 2016 Buses & other
Land & road transportation Trains & Plant &
bulldings equipment rolling stock machinery Total
£m Em £m £m Em

Lease payments due in respect of:

Year ending 30 April 2017 19.7 17.2 237.0 5.9 279.8
Year ending 30 April 2018 14.3 12.9 112.2 4.9 144.3
Year ending 30 April 2019 113 11.0 1225 32 148.0
Year ending 30 April 2020 9.3 6.1 296.5 2.2 314.1
Year ending 30 Aprit 2021 8.8 23 329.2 1.8 342.1
1 May 2021 and thereafter 30.4 a1 638.6 3.2 672.3

93.8 49.6 1,736.0 21.2 1,900.6

The following were the future minimum contractual lease payments due under unexpired operating leases as at 30 April 2015;

As at 30 April 2015 Buses & other
Land & road transportation Trains & Plant &
buildings equipment rolling stock machinery Total
Em Em £m £m £m

Lease payments due in respect of:

Year ending 30 April 2016 17.0 19.3 216.9 6.8 260.0
Year ending 30 April 2017 12.1 133 1761 5.0 206.5
Year ending 30 April 2018 8.0 9.3 78.5 4.2 100.0
Year ending 30 April 2019 7.1 7.4 75.1 3.7 93.3
Year ending 30 April 2020 6.2 23 36.4 3.5 48.4
1 May 2020 and thereafter 28.5 - 35 8.8 40.8

78.9 S1.6 586.5 32.0 742.0

The amounts shown above do not include Network Rail charges, which are shown separately in note 32(c).
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Note 32 Guarantees and other financial commitments (continued)

{c) Network Rail charges

The Group’s UK Rail franchises have contracts with Network Rail for access to the railway infrastructure (track, stations and depots), Commitments far
payments, until the expected end of the franchises or the end of the current Network Rail regulatory control period, if earlier, under these contracts as
at 30 April 2016 are as shown below.

2016
Em
Year ending 30 April 2017 88,2
Year ending 30 April 2018 46,4
Year ending 30 April 2019 51.0
185.6
Commitments for payments under these contracts as at 30 April 2015 were as follows: 7015
£m
Year ending 30 April 2016 80.9
Year ending 30 April 2017 63.3
Year ending 30 April 2018 26.7
Year ending 30 April 2019 456.7
217.6

{d) Joint ventures

Qur share of commitments and contingent liabilities in joint ventures shown below are based on the latest statutory financial statements of the
relevant companies:

2016 2015

Em £m
Annual commitments under non-cancellable operating leases 71.3 715
Franchise performance bonds 10.3 10.3
Season ticket bonds 2.9 28

Note 33  Related party transactions

Details of major related party transactions during the year ended 30 April 2016 are provided below, except for those relating to the remuneration of
the Directars and management.

{i}  Virgin Rail Group Holdings Limited

Two of the Group’s directors are non-executive directors of the Group’s joint venture, Virgin Rail Group Holdings Limited, During the year ended 30
April 2016, the Group earned fees of £60,000 {2015: £60,000) from Virgin Rail Group Holdings Limited in this regard. As at 30 April 2016, the Group had
£60,000 (2015: £60,000) receivable frorm Virgin Rail Group Holdings Limited in respect of this. In addition, the Group net purchased £0.2rm {2015:
£0.4m) from the group headed by Virgin Rail Group Haldings Limited, principally in respect of work undertaken on rait franchise bids, and had an
outstanding receivable of £Nil as at 30 April 2016 {2015. £0.1m} in this respect.

The Group also earned £Nil (2015: £0.3m) from Virgin Haldings Limited {which holds a 51% joint venture interest in Virgin Rail Group Holdings Limited), in
respect of work undertaken on rail franchise bids, and had an cutstanding receivable of £Mil as at 30 Aprit 2016 (2015; £NIl) in this respect.

{ii) West Coast Trains Limited

Woest Coast Trains Limited is a subsidiary of Virgin Rail Group Haoldings Limited (see note 33{i)). In the year ended 30 April 2016, East Midlands Trains
Limited {a subsidiary of the Group) had purchases totalling £0.2m {2015: £0.2m) from West Coast Trains Limited, and sales to West Coast Trains
Limited totalling £0.3m (2015: £1.4m). The outstanding amounts payable as at 30 April 2016 and 30 April 2015 were immaterial, The Group had £Nil
receivable from West Coast Trains Limited as at 30 April 2016 (30 April 2015: £1.4m).

(iii) Atexander Dennis Limited

Sir Brian Souter {Chairman) and Ann Gioag (Non-Executive Director) collectively hold, via companies that they controt, 55.1% {2015: 55.1%) of the
shares and voting rights in Alexander Dennis Limited. Noble Grossart Investments Limited {of which Sir Ewan Brown {Non-Executive Director} is a
director of its holding company) controls a further 33.2% (2015: 33.2%} of the shares and voting rights of Alexander Dennis Limited, None of Sir Brian
Souter, Ann Gloag or Sir Ewan Brown is a director of Alexander Dennis Limited nor do they have any invelvement in the management of Alexander
Dennis Limited. Furthermore, they do not participate in deciding on and negotiating the terms and cenditions of transactions between the Group and
Alexander Dennis Limited.

For the year ended 30 April 2016, the Group purchased £75.4m (2015: £64,0m) of vehicles from Alexander Dennis Limited and £9.8m (2015: £8.9m}) of
spare parts and other services. As at 30 April 2016, the Group had £1.0m (2015: £0.8m) payable to Alexander Dennis Limited, along with outstanding
arders of £86.0m (2015: £64.0m).

{iv} Pension Schemes
Details of contributions made to pension schemes are contained in note 25.
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Note 33 Related party transactions {continued)

{v) Scottish Citylink Coaches Limited

A non interest bearing loan of £1.7m {2015: £1.7m) was due 1o the Group's joint venture, Scottish Citylink Coaches Limited, as at 30 April 2016. The Group
earned £22.0m in the year ended 30 April 2016 in respect of the operation of services subcontracted by Scottish Citytink Coaches Limited {2015: £23.8m).
As at 30 April 2016, the Group had a net £0.5m (2015; £0.7m) receivable from Scottish Citylink Coaches Limited, excluding the loan referred to above.

{vi} Twin America LLC

In the year ended 3¢ April 2016, the Group earned revenue of £2.4m (2015: £3.3m} from its joint venture, Twin America LLC, in respect of ticket sales
made by Twin America LLC for tour services provided by Group subsidiaries. As at 30 April 2016, the Group had £0.2m {2015: £0.5m) receivable from
Twin America LLC in this regard.

The Group had an outstanding receivable of £Nil as at 30 April 2016 (2015: £5.9m} in respect of a Joan note to Twin America LLC. The interest receivable
for the year ended 30 April 2016 was £Nil (2015: £0.1m).

{vii} East Coast Main Line Company Limited

The Group owns 30% and Virgin Holdings Limited owns 10% of the ordinary shares in Inter City Railways Limited. East Coast Main Line Company Limitad
is 100% owned by Inter City Railways Limited and enters into varicus arm’s length transactions with other Group companies. In the year ended 30 April
2016, other Group companies earned £16.3m {1 March 2015 to 30 April 2015: £4.4m} from €ast Coast Main Line Company Limited in respect of the
provision of certain services including train maintenance and rail replacement bus services. Other Group companies had a net payable to East Coast Main
Line Company Limited of £0.8m as at 30 April 2016 (2015: £1.2m).

The ultimate parent company of the Group, Stagecoach Group plc, had an outstanding receivable of £52.5m as at 30 April 2016 (2015; £35.0m) in respect
of loans to East Coast Main Line Company Limited. The interest receivable for the year ended 30 April 2016 was £1.2m {1 March 2015 to 30 April 2015:
£0.2m)}. Related to that, the Group had an outstanding payable of £5.3m (2015; £3.5m) in respect of a Joan from Virgin Holdings Limited.

In addition, in the year ended 30 April 2016, East Caast Main Line Company Limited purchased services amounting to £2.2m {2015: £0.5m) from Virgin

MNote 34 Post balance sheet events
Details of the final dividend proposed are given in note 8.

On 1 July 2016, the Group completed the sale of the retailing part of the megabus Europe business to FlixBus. The consideration was satlsfied by the issue
of a loan note and the Group expects that loan note to be fully settled by the end of 2017. The Group has also agreed that it will transfer a number of
vehicles to FlixBus, or a nominee of FlixBus, at a future date. The Group may incur some costs as a result of the sale. After taking account of these costs,
the Group expects to repart an exceptional gain on the disposal of the business. In addition, the Group expects to profitably operate a number of inter-
city coach services on behalf of FlixBus between the UK and mainland Europe for at least a further three years.

Note 35 Definitions

* Adjusted earnings per share is calculated by dividing profit attributable to equity holders of the parent excluding intangible asset expenses and
exceptional items by the basic weighted average number of shares in issue in the period.

¢ Like-for-like amounts are derived, on a constant currency basis, by comparing the relevant year-to-date amount with the eguivalent prior year
periad for those businesses and individual operating units that have been part of the Group throughout both periods.

*  Operating profit or loss for a particular business unit or division within the Group refers to profit or loss before net finance income/costs, taxatian,
intangible asset expenses, exceptional items and restructuring costs {except where shown otherwise in nate 2(g}).

* Operating margin for a particular business unit or division within the Group means operating profit or loss as a percentage of revenue.

* Exceptional items means items which individually or, if of a similar type, in aggregate need to be disclosed by virtue of their nature, size or
incidence in order to allow a proper understanding of the underlying financiai performance of the Group.

* Gross debt is borrowings as reported on the consolidated balance sheet, adjusted to exciude accrued interest and the effect of fair value hedges
on the carrying value of borrowings.

* Net debt (or net funds) is the net of cash and gross debt.
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12. Independent auditors’ report to the members of
Stagecoach Group plc

Report on the parent company financial statements

Our opinion
In our opinion, Stagecoach Group plc's parent campany financial statements {the “financial statements”}:
* give a true and fair view of the state of the parent company’s affairs as at 30 April 2016;
* have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice; and

® have been prepared in accordance with the requirements of the Companies Act 2006.

What we have audited
Stagecoach Group plc’s financial statements comprise:
* the Company balance sheet as at 30 April 2016;
* the Company statement of changes in equity for the year then ended; and

® the notes to the financial statements, which include a summary of significant accounting policies and other explanatory information.

Certain required disclosures have been presented elsewhere in the Stagecoach Group Annuai Report and Financial Statements 2016 {the "Annual
Report”}, rather than in the notes to the financial statements. These are cross-referenced from the financial statements and are identified as audited.

The financial reporting framewaork that has been applied in the preparation of the financial statements is United Kingdom Accounting Standards,
comprising FRS 101 "Reduced Disclosure Framework”, and applicabla law (United Kingdom Generally Accepted Accounting Practice).

Other required reporting

Consistency of other information

Companies Act 2006 opinion

In our opinion, the informaticn given in the Strategic report and the Directors’ report for the financial year for which the financial statements are
prepared is consistent with the financial statements.

1SAs (UK & Ireland) reporting

Under International Standards on Auditing (UK and Ireland) {“ISAs (UK & Ireland)”) we are required to repart to you if, in our opinion, information In
the Annual Report is:

* materially inconsistent with the information in the audited financial statements; or

* apparently materially incorrect based on, or materially inconsistent with, our knowledge of the parent company acquired in the course of
performing our audit; or

* otherwise misleading.

We have no exceptions to report arising from this responsibility.

Adeguacy of accounting records and information and explanations received
Under the Companies Act 2006 we are required to report to you if, in our opinicn:
* we have not received all the information and explanations we require for our audit; or

* adequate accounting records have not been kept by the parent company, or returns adequate for our audit have not been received from
branches not visited by us; or

* the financial statements and the part of the Directors’ remuneration report to be audited are not in agreement with the accounting records and
returns,

We have no exceptions to report arising from this responsibility.

Directors’ remuneration

Directors’ remuneration report - Companies Act 2006 opinion

In our opinion, the part of the Directors’ remuneration report to be audited has been properly prepared in accordance with the Companies Act 2006.
Other Companies Act 2006 reporting

Under the Companies Act 2006 we are required to report to you if, in our opinion, certain disclosures of directors’ remuneration specified by law are
not made. We have no exceplions to report arising from this responsibility.
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12. Independent auditors’ report to the members of
Stagecoach Group plc (continued)

Responsibilities for the financial statements and the audit

Our responsibilities and those of the Directors

As explained more fully in the Responsibility statement, the Directors are responsible far the preparation of the financial statements and for being
satisfied that they give a true and fair view.

Qur responsibility is to audit and express an opinion on the financial statements in accordance with applicable law and ISAs (UK & Ireland). Those
standards require us to comply with the Auditing Practices Board's Ethical Standards for Auditors.

This report, including the opinions, has been prepared for and only for the Company’s members as a body in accordance with Chapter 3 of Part 16 of
the Companies Act 2006 and for na ather purpose. We do not, in giving these opinions, accept or assume responsibility for any other purpose or to any
other persan to whom this report is shown or inte whose hands it may come save where expressly agreed by our prior consent in writing.

What an audit of financial statements involves
We conducted our audit in accordance with [SAs (UK & Ireland). An audit involves obtaining evidence about the amounts and disclosures in the
financial statements sufficient to give reasonable assurance that the financial statements are free from material misstatement, whether caused by
fraud or error, This includes an assessment of:
¢ whether the accounting policies are appropriate to the parent company’s circumstances and have been consistently applied and adequately
disclosed;

* the reasonableness of significant accounting estimates made by the directors; and
¢ the overall presentation of the financial statements.

we primarily focus our work in these areas by assessing the Directors’ judgements against available evidence, forming our own judgements, and
evaluating the disclosures in the financial statements.

We test and examine information, using sampling and other auditing techniques, to the extent we consider necessary to provide a reasonable basis for
us to draw conclusions. We obtain audit evidence through testing the effectiveness of controls, substantive procedures or a combination of both.

In addition, we read all the financial and non-financial information in the Annual Report to identify material inconsistencies with the audited financial
staterments and to identify any information that is apparently materialty incarrect based on, or mataerially inconsistent with, the knowledge acquired by
us in the course of performing the audit. If we become aware of any apparent material misstaternents or inconsistencies we cansider the implications
far our report.

Other matter

We have reported separately on the group financial statements of Stagecoach Group plc for the year ended 30 April 2016.

Martir Cowie {Senior Statutory Auditor)

for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Glasgow

8 July 2016

page 130 | Stagecoach Group plc




13. Separate Financial Statements of Parent, Stagecoach Group PLC

Company balance sheet
As at 30 April 2016

2016 2015
Nates Em £m
ASSETS:
Non-current assets
Intangible assets 2 0.3 0.4
Property, plant and equipment ) 0.1 0.2
lnvestments 4 1,197.7 1,188.3
Derivative instruments at fair value 8 4.5 2.1
1,202.6 1,191.0
Current assets
Other receivables 5 659.2 783.7
Deferred tax asset 7 0.9 0.8
Derivative instruments at fair value 8 0.7 0.5
Cash and cash equivalents 18.1 18.4
678.9 803.4
Total assets 1,881.5 1,994.4
LIABILITIES:
Current liabilities
Trade and other payables 6 {350.3) {349.3)
Derivative instruments at fair value 8 (38.5) {35.9)
(388.8) {385.2)
MNon-current liabilities
Other payables [ {695.7) {678.5)
Derivative instruments at fair value 8 {19.5) (5.4)
Retirement benefit obligations ] (5.1) (4.9)
{720.3) (688.8)
Total liabilities [1,109.1) (1,074.0)
Net assets 772.4 920.4
EQUITY:
Ordinary share capital 10 3.2 3.2
Share premium account 11 8.4 8.4
Retained earnings 11 372.3 5181
Capital redemption reserve 11 422.8 422.8
Own shares 1 {34.3) 132.1)
Total equity 772.4 920.4

These financial statements were approved for issue by the Board of Directors on 8 July 2016. The accompanying notes form an integral part of this
batance sheet.

Martin A Griffiths Ross Paterson
Chief Executive Finance Director
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Company statement of changes in equity

Ordinary Share Capital
share premium Retained | redemption Own Total
capital account earnings reserve shares equity
£m £m £m £m £m £m
Balance at 3¢ April 2014 3.2 8.4 525.6 422.8 {25.7) 934.3
Profit for the year - - 46.6 - - 46.6
Total comprehensive income - - 46.6 - - 45.6
Own ordinary shares purchased - - - - (6.4} (6.4}
Credit in relation to equity-settled share based payments - - 22 - - 2.2
Dividends paid on ardinary shares - - {56.3) - - {56.3)
Balance at 30 April 2015 3.2 8.4 518.1 422.8 {32.1) 920.4
Loss for the year - - {86.0} - - (85.0)
Total comprehensive expense - - (86.0) - - {86.0)
Own ordinary shares purchased - - - - {2.2) {2.2)
Credit in reiation to equity-setiied share based payments - - F ¥ - - 2.2
Dividends paid on ordinary shares - - {62.0) - - {62.0}
Balance at 30 April 2016 32 8.4 372.3 4q12.8 (34.3) 172.4
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Notes to the Company financial statements

Note 1 Parent company accounting polities

The Company transitioned from UK Generally Accepted Accounting Practice {“UK GAAP”} te Financial Reporting Standard 101, “Reduced Disclosure
Framewerk” (“FR5101”)} for all periods presented. The transition fram UK GAAP is not considered to have resulted in any material restatements. Full
details of the transition are shown in note 15.

= Basis of preparation

These financial statements have been prepared on a going concern basis and under the historical cost accounting canvention, as modified by the
revaluation of certain financial assets and financial liabilities {including derivative financial instruments} at fair value, in accordance with the Companies
Act 2006.

The Company has taken advantage of the legal dispensation contained in Section 408 of the Companies Act 2006 allowing it not to publish a separate
income statement and related notes, The Company has also taken advantage of the legal dispensation contained in Section 408 of the Companies Act
2006 allowing it not 1o publish a separate statement of other comprehensive income, The following exemptions from the requirements of IFRS have been
applied in the preparation of these financial statements, in accordance with FRS 101:

» Paragraphs 45(b) and 46-52 of IFRS 2, ‘Share-based payment’
* IFRS 7, 'Financial Instruments: Disclosures’
« Paragraphs 10(d), 10(f) and 134-136 of IAS 1 ‘Presentation of financial statements’
= 1AS 7, ‘Statement of cash flows’
* Paragraphs 30 and 31 of 1AS 8 “Accounting pelicies, changes in accounting estimates and errors’
* Paragraph 17 of IAS 24, ‘Related party disclosures’
s The requirements in IAS 24, ‘Related party disclosures’ to disclose related party transactions entered into between two or more members of a
Rroup
*  |ntangible assets
Intangible assets, consisting of software, are shown at their original historic cost net of amortisation and any provision for impairment. Cost includes the
original purchase price of the assets and costs attributable to bringing the asset to its working condition for its intended use.
Amortisation is charged on a straight-line basis over their estimated useful economic lives, typically between 2 to 5 years.

The need for any impairment write-down is assessed by comparing the carrying value of the asset against the higher of net realisable value and value in
use.

+ Froperty, plant and equipment
Property, plant and equipment are shown at their original historic cost net of depreciation and any provision for impairment. Cost includes the original
purchase price of the assets and costs attributable to bringing the asset to its working condition for its intended use.

Depreciation is provided at rates calculated to write off the cost less estimated residual value of each asset on a straight-line basis over their estimated
useful lives, as follows:

IT and other equipment, furniture and fittings 3 to 10 years
Motor cars and other vehicles 3 to 5 years

The need for any impairment is assessed by comparing the carrying value of the asset against the higher of net realisable value and value in use.

* Investments
Investments in subsidiary undertakings are stated at cost, less provision for impairment.

Where the Company has designated foreign currency borrowings as a fair value hedge against its foreign equity investments, the part of that investment
which has been hedged is treated as a monetary asset and retranslated at the spot rate at the balance sheet date.

Exchange differences arising on the translation of foreign currency equity investments and on foreign currency borrowings (including leans from other
Group companies), to the extent the borrowings hedge the equity investments, are dealt with in the income statement.

o Taxation

Tax, current and deferred, is calculated using tax rates and laws enacted or substantively enacted at the balance sheet date. Management periodically
evaluates positions taken in tax returns with respect to situations in which applicable tax regulation is subject to interpretation.

Corporation tax is pravided on taxable profit at the current rate applicable. Tax tharges and eredits are accounted for through the same primary
statement as the related pre-tax item.

Deferred income tax is provided in full, using the liability method, on temporary differences arising between the tax bases of assets and liabilities and
their carrying amounts in the financial statements. Deferred income tax is measured at tax rates that are expected to apply in periods in which the
temporary differences reverse based on tax rates and law enacted or substantively enacted at the balance sheet date.

Deferred tax assets are recognised to the extent that it is probable that future taxable profit will be available against which the temporary differences can
he utilised.

Deferred income tax is provided on temporary differences arising on investments in subsidiaries and joint ventures, except where the timing of the
reversal of the temporary difference can be controlled and it is probable that the temporary difference will not reverse in the foreseeable future.

+ Foreign currencies

Foreign currency transactions arising during the year are translated into sterling at the rate of exchange ruling on the date of the transaction. Foreign
currency monetary assets and liabilities are retranslated into sterling at the rates of exchange ruling at the year end. Any exchange differences so arising
are dealt with through the income statement.

For the principal rates of exchange used see the Group accounting policies on page 74.
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Notes to the Company financial statements

Note 1  Parent company accounting policies (continued)

= Share based payments

The Company issues equity-settied and cash-settled share based payments to certain emplayees of jts subsidiary companies.

Share based payment awards made by the Company to emplayees of its subsidiary companies are recognised in the Company’s financial statements as
an increase in its investments in subsidiary undertakings rather than as an expense in the income statement to the extent that the amount is not
recharged to each subsidiary company.

Equity-settled transactions

The cost of equity-settled transactions with employees is measured by reference to the fair value at the date at which they are granted and is
recognised as an expense (or as an increase in investments in subsidiary undertakings) over the vesting period. In valuing equity-settfed transactions,
no account is taken of any non-market based vesting conditions and no expense or investment is recognised for awards that do not uitimately vest as a
result of a failure to satisfy a non-market based vesting condition. None of the Company’s equity-settled transactions have any market based
perfermance conditions.

Fair value for equity-settled share based payments is determinable from the Company’s quoted share price at the time of the award.

At each balance sheet date, before vesting, the cumulative expense or investment is calculated based on management’s best estimate of the number
of equity instruments that will ultimately vest taking into consideration the likelihoad of achieving non-market based vesting conditions.

Cash-settled transactions

The cost of cash-settied transactions is measured at fair value. Fair value is estimated initially at the grant date and at each balance sheet date thereafter
until the awards are settled. Market based performance conditions are taken into account when determining fair value.

Fair value for cash-settled share brased payments {being only those that relate to the Long Term Incentive Plan) is estimated by use of a simulation model.

Ouring the vesting period, a liability is recognised representing the estimated fair value of the award and the portion of the vesting period expired as at
the balance sheet date.

Choice of lemen
The Cempany can choose to settle awards under the Long Term Incentive Plan in either cash or equity, although it currently expects to settle all such
awards in cash. Awards under the Long Term Incentive Plan are accounted for as cash-settled transactions (see above).

The Company can choose to settle awards under the Executive Participation Plan in either cash or equity, although it currently expects to settle all such
awards in equity. The awards under the Plan can alsc be structured as deferred shares or share options with a zero exercise price. The Company
intends the awards to operate in substance as deferred shares such that, subject to fulfilling the service condition, each participant receives actual
shares on the applicable vesting date. Awards under the Executive Participation Plan are accounted for as equity-settled transactions {see above).

»  Dividends
Dividends on ordinary shares are recorded in the financial statements in the period in which they are appraved by the Company's shareholders, or in
the case of interim dividends, in the period in which they are paid.

*  Financial instruments

Financial instruments are accounted for in accordance with 1AS 32 “Financial Instruments: Presentation”, 1AS 39 “Financial instruments: Recognition
and measurement”, and IFRS 7 “Financial instruments: Disclosures” which is the same as the accounting policy for the Group. Therefore, for details of
the Company’s accounting policy for financial instruments refer to pages 77 and 78.

The Campany holds derivative financial instruments that hedge financial risks of the Group as a whole and to which hedge accounting is applied in the
consolidated financial statements. However, these instruments and certain intra-group derivative financial instruments are accounted in the Company
financial statements at fair value through profit or loss.

* Investment in own shares
Own shares held by the Group’s Employee Benefit Trust and Qualifying Employee Share Gwnership Trust are treated as deductions from equity in the
Company’s financial statements. Shares held in treasury by the Company have also been classified as deductions from equity.

*  Interest bearing loans and borrowings

Borrowings are recognised initially as the proceeds received, net of transaction costs incurred. Borrowings are subsequently stated at amortised cost
using the effective interest rate method; any difference between praceeds {net of transaction costs) and the redemption value is recognised in the
income statement over the period of the borrowings. The carrying value af borrowings takes account of accrued interest, issue costs and the effect of
fair value hedges.

* Retirement benefit obligations
The Company has no employees and is therefore not liable for a share in any of the Group defined benefit schemes that are disclosed in note 25 to the
consclidated financial statements. It does have unfunded liabilities in respect of former employees and these are reflected in the balance sheet,

Note 2 Intangible assets

The movements in intangible assets were as follows: 2016
Em

Cost

At beginning and end of year 0.7

Accumulated amortisation

At beginning of year {0.3)
Amortisation charged to incame statement {0.1)
At end of year 0.4)
Net book value at beginning of year 0.4
Net boak value at end of year 03
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Note 3 Property, plant and equipment

The movements in property, plant and equipment were as follows:

Cost
At beginning and end of year 18
Depreciation
At beginning of year {1.6}
Depreciation charged to income statement {0.1}
At end of year {1.7}
Net book value at beginning of year 0.2
Net book value at end of year 0.1
Note 4 Investments

Subsidiary

The mavements in investments were as follows:

undertakings

£m
Cost and net book value
Al beginning of year 1,188.3
Additions 2.2
Foreign exchange movements 7.2
At end of year 1,187.7
Neote 5 Other receivables
Other receivables were as follows:
2016 2015
Em tm
Current:
Amounts owed by Group undertakings 563.2 720.4
Other receivables 95.8 63.1
Prepayments and accrued income 9.2 0.2
659.2 783.7

0Of amounts owed by Group undertakings £53.7m (2015: £258.4m) accrue no interest and are repayable on demand. The remaining £509.5m {2015:
£462.0m}) accrue interest at 6 ranth LIBOR plus margins ranging from 2,5% to 3.5%, These are all repayable on demand.

Note 6  Payables
2016 | 2015
Trade and other payables were as follows:
Em | £m

Current:
Bank overdrafts 48.2 147.5
Loan notes 19.3 19.5
Amounts owed to Group undertakings 270.1 176.4
Accruals and deferred income 7.4 2.4
Loan from non-controlling investor in subsidiary 5.3 35

350.3 349.3
Non-current:
Sterling 5.75% Notes - 408.8
Sterling 4.00% Notes 403.8 -
US Dollar 4.36% Notes 102.3 97.5
Bank lgans 189.6 172.1
Accruals and deferred income - 0.1

695.7 678.5

Of amounts owed by Graup undertakings £120.1m {2015: £27.4m) accrue na interest and are repayable on demand. The remaining £150.0m {2015:
E149.0m} acerue interest at 6 month LIBOR or bank rate plus a margin of 1.5%. These are all repayable on demand,
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Notes to the Company financial statements

MNote 6  Pavables {continued)

2016 2015
Borrowings are repayable as follows: Em £m
On demand or within t year
Bank overdraft 48,2 147.5
Loan notes 19.3 19.5
Repayable between 1 and 2 years
Bank loans - -
Sterling 5.75% Notes - 408.8
Repayable after 2 years, but within 5 years
Bank loans 189.6 172.1
Repayable after 5 years
Us Dollar 4.36% Naotes i02.3 97.5
Sterling 4.00% Notes 403.8 -
Total horrowings 763.2 845.4
Nate 7 Deferred tax
The movement in the deferred tax asset during the year was as follows: 2016 2015
£m £m
At beginning of year 0.8 0.8
Credit to the inceme statement 0.1 -
At end of year 0.9 0.8
Deferred taxation is calculated as follows:
2016 2015
£m £m
Pension temporary differences 0.9 1.0
Short-term timing differences - (0.2
At the end of year 0.9 0.8
Note 8 Financial instruments
The fair values of derivative financlal instruments are set out below: 2016 2015
£m £m
Non-current assets:
Interest rate derivatives — external 1.8 0.1
Fuel d erivatives = external 2.7 2.0
4.5 2.1
Current assets
Fuel derivatives — external 0.7 05
Current liabilitles
Interest rate derivatives ~ external {1.1) -
Fuel derivatives ~ external {37.9) {35.9)
{38.5) {35.9)
Nan-current liabilities
Interest rate derivatives — external - {0.8)
Fuel derivatives — external {19.5} {4.6)
{19.5} {5.4)

In accordance with IAS 39, “Financial Instruments: Recognitian and measurernent”, the Company has reviewed all significant contracts far embedded
derivativas that are required to be separately accounted for. No such embedded derivatives were identified (2015: None}.

There were no derivatives outstanding at the balance sheet date designated as hedges.

Note B  Retirement benefit obligations

2016 2015
fm fm
Retirement benefit obligations 5.1 4.9

The Company no longer has any employees but has unfunded retirement benefit liabilities in respect of former employees which are shown above. See
note 25 to the consolidated financial statements for more details on retirement benefits.
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Note 10 Share capital
Information on share capital is provided in note 27 to the consolidated financial statements.

Note 11  Equity reserves

The loss of £86.0m {2015: profit of £46.6m) shown in the statement of changes in equity is consolidated in the results of the Group. Details of dividends
paid, declared and proposed during the year are given in note 8 to the consolidated financial statements.

The retained earnings are distributable but the other components of equity shewn in the statement of changes in equity are not distrlbutable.

The remuneration of the Directors is borne by other Group companies and Is detailed in section 8 of this Annual Report. The remuneration of the
auditors is shown In note 3 to the consolidated financial statements.

Note 12 Share based payments

For details of share based payment awards and fair values see note 28 to the consolidated financial statements. The Company accounts for the equity-
settled share based payment charge for the year of £2.2m {2015: £2.2m) by recording an increase to its investment in subsidiaries for this amount and
recording a corresponding entry to retained earnings to reflect the fact that the Company has no employees (2015: Nil} and alt share based payment
awards are to employees of subsidiary companies. The Company accounts for the cash-settled share based payment credit for the year of £1.2m (2015:
£0.9m charge) by recording an adjustment to the liability for this amount and recording a corresponding entry as a charge through the profit and loss
account. The cash-settled share based payment charge is recharged in full to subsidiary companies and the recharge income and related expense are
both included in the income statement.

Note 13 Guarantees, other financial commitments and contingent liahilities

{a) The Company has provided guarantees to third parties of £252.7m (2015: £231.0m) In respect of subsidiary companies’ liabilities. The liabilities that
are guaranteed are included in the consolidated balance sheet but are not included In the Company balance sheet.

In addition, the Company has provided guarantees to third parties of £292.1m {2015: £302.1m} in respect of contingent liabilities that are neither
included in the consolidated balance sheet nor the Company balance sheet.

The Company is also party to crass-guarantees whereby the bank overdrafts and Value Added Tax liabilities of it and certain of its subsidiaries are
cross-guaranteed by it and all of the relevant subsidiaries,

None of the above contingent liabilities of the Company are expected to crystallise.
The Company may be found to be liable for some of the legal fiabilities referred to in note 31 {v) to the consolidated financial statements.

{b} Capital commitments
Capital commitments (where the Company has contracted to acquire assets on behalf of its subsidiaries) are as follows:

2016 2015
£m £m
Contracted for but not provided:
For delivery in one year 99.1 92.7

(c) Operating lease commitments
The following were the future minimumm contractual lease payments due under unexpired operating leases as at 30 April 2016:

tand and buildings Other Totak
As at 30 April 2016 Em £m Em
Lease payments in respect of:
Year ending April 2017 Q1 0.1 0.2
Year ending April 2018 0.1 0.1 0.2
Year ending April 2019 Q.1 01 Q0.2
Year ending April 2020 0.1 0.1 0.2
Year ending April 2021 0.1 - 0.1
1 May 2021 and thereafter 03 - 0.3
0.8 04 12

The following were the future minimum centractual lease payments due under unexpired operating leases as at 30 April 2015:

Land and buildings Other Total
As at 30 April 2015 £m £m £m
Lease payments in respect of:
Year ending April 2016 01 0.1 0.2
Year ending April 2017 0.1 0.1 0.2
Year ending April 2018 0.1 0.1 0.2
Year ending April 2019 0.1 01 0.2
Year ending April 2020 0.1 - 0.1
1 May 2020 and thereafter 04 - 0.4
a.e 0.4 1.3
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Note 14 Related party transactions

The Company has taken advantage of the exemption under FRS 101 from disclosing related party transactions entered into between two or more
members of a group. Related party disclosures provided by the Group can be found in note 33 to the consolidated financial statements.

Note 15 Transition to FRS 101

For all periods up to the year ended 30 April 2015, the Company prepared its financial statements in accordance with previously issued UK GAAP. For
the year ended 30 April 2016, the Company has transitioned to FRS 101.

In preparing these financial statements, the Company has started from an opening balance sheet as at 1 May 2014, the Company’s date of transition te
FRS 101, and made those changes in accounting policles and other restatements required for the first time adoption of FRS 101. This note explains the
principal adjustments made by the Company in restating its balance sheet as at 1 May 2014 prepared under previously issued UK GAAP and its
previously published UK GAAP financial statements for the year ended 3¢ April 2015.

On transition to FRS 101, the Company has applied the requirements of paragraphs 6-33 of IFRS 1 "First time adoption of International Financial
Reporting Standards”.

Restatement required on transition from UK GAAP to FRS 101

Reclassification of software assets

Under previously issued UK GAAP, software development costs were capitalised as tangible assets. Under FRS 101, these costs meet the criteria for
capitalisation as intangible assets under 1AS 38 *Intangible Assets” and as such have been reclassified from tangible assets to intangible assets in the
balance sheet as at 1 May 2014 (£0.6m} and 30 April 2015 {£0.4m),

Note 16 Employees
The Company has no {2015: none} employees.
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14. Shareholder information

Registrars
All administrative enquiries relating to shareholdings should, in the first instance, be directed to the Company’s registrars and clearly state the
shareholder’s name and address. Please write to: Capita Asset Services, Stagecoach Group Share Register, The Registry, 34 Beckenham Road,
Beckenham, Kent, BR3 4TU. Telephone +44 {0)371 664 0443 {Calls are charged at the standard geographic rate and will vary by provider. Calls from
outside the UK will be charged at the applicable international rate, Lines are open 9.00am to 5.30pm, Menday to Friday excluding public holidays in
England and Wales), or email StagecoachGroup@capita.co.uk. Registrar ferms can be obtained on-line at

H iny rs/shar Ider- i registrar-form

Online share portal

You can register to access your share account online using the share portal service at www.capitashareportal.com. You will need your investor Code,
which is shown on shareholder correspandence, in order to register to use the portal.

Registering your account is quick and easy and you will immediately be able to benefit from the full range of services available on the share portal,
including updating your personal detaits, adding a mandate to receive dividends direct to your bank account and registering proxy votes onfine. Using
the anline share portal reduces the need for paperwork and provides 24 hour access.

Stagecoach individual savings accounts

The Cempany has appointed Halifax Share Dealing Limited as an ISA provider and shareholders who would like further information should cantact their
help desk on +44 {0}8457 22 55 25. Lines are open 8.00am to 9.15pm, Monday to Friday.

The Company has also made arrangements with Stocktrade for 1SAs. Full details and an application form are available from Stocktrade (a division of
Brewin Dolphin), 6th Floor, Atria One, 144 Morrison Street, Edinburgh, EH3 88R. Telephone +44 {0j131 240 0448, Lines are open 8.00am to 4.30pm,
Monday to Friday.

Other organisations also offer ISA facilities.

Share deaiing Taciiities

The Company has set up a range of execution only share dealing services to enable Stagecoach shareholders to buy and sell shares by phone, online or
by post. The phone and online dealing services are provided by Capita Share Dealing Services and offer a quick and easy way to buy and sell shares at
latest market prices. To use these services go to www .capitadeal.com or call +44 {0}371 664 0364 {Calls are charged at the standard geographic rate
and will vary by provider. Calls from outside the United Kingdom will be charged at the applicable international rate. Lines are open 8.00am 10 4.30pm,
Monday to Friday excluding public holidays in England and Wales}. Please have your share certificate to hand when you log-in or call. Charges are
1.25% with a £30.50 minimum charge online and 1.5% with a £40.50 minimum charge by phone.

A postal dealing service is available from Stocktrade, a division of Brewin Dolphin. Charges are 0.5%, with a £17.50 minimum charge and 0.2% for
trades exceeding £10,000. Shareholders who would like further information should write to Stocktrade, 6th Floor, Atria One, 144 Morrison Street,
Edinburgh, EH3 8BR or call +44 (0}131 240 0414, guoting dealing reference ‘Stagecoach dial and deal’. Lines are open 8.00am to 4.30pm, Monday to
Friday. Postal dealing packs are available on request.

Other organisations also offer facilities to buy and sell shares.

Payment of dividends by BACS

Many shareholders have already arranged for dividends to be paid by mandate directly to their bank or building society account, The mandates enable
the Company to pay dividends through the BACS [Bankers' Automated Clearing Services) system. The benefit to shareholders of the BACS system is
that the registras posts the tax vouchers directly to them, whilst the dividend is credited on the payment date to the shareholder’s bank or building
society account. Shareholders who wish to benefit from this service should request the Company's registrars {address above} to send them a
dividend/interest mandate farm or alternatively complete the mandate form attached to the next dividend tax voucher they receive, or register their
details through the Capita Share Portal.

Dividend Re-Investment Plan

The Company operates a Dividend Re-Investment Plan which allows a sharehalder’s cash dividend to be used to buy Stagecoach shares at agreed rates.
Shareholders who would like further information should telephone the Company’s registrars, Capita Asset Services, on +44 (0)371 664 0443 (Calls are
charged at the standard geographic rate and will vary by provider. Calls from outside the UK will be charged at the applicable international rate. Lines
are open 9.00am to 5.30pm, Monday to Friday excluding public holidays in England and Wales}, or email StagecoachGrouyp®capita.co.uk.
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Share fraud warning

Share fraud includes scams where investors are called out of the blue and offered shares that often turn out to be worthless or non-existent, or are
offered an inflated price for shares they own. These calls come from fraudsters operating in ‘boiler rooms’ that are mostly based abroad.

While high profits are promised, those who buy or sell shares in this way usualiy lose their money.

The Financial Conduct Authority (“FCA”) has found most share fraud victims are experienced invastors who lose an average of £20,000, with around
£200m lost in the UK each year.

PROTECT YOURSELF

If you are offered unsolicited investment advice, discounted shares, a premium price for shares you own, or free company or research reports, you
shou!d take these steps before handing over any money:

LA

6.

Get the name of the person and organisation contacting you.

Check the FCA Register at www.fca.org.uk/consumers/pratect-yourself/unauthorised-firms/ to ensure they are authorised.

Use the details on the FCA Register to contact the firm,

Call the FCA Consumer Helpline on 0800 111 6768 if there are no contact details on the Register or you are told they are cut of date.
Search the FCA list of unauthorised firms and individuals to avoid doing business with.

REMEMBER: If it spunds too good to he true, it probably Is!

If you use an unauthorised firm to buy or sell shares or other investrents, you will not have access to the Financial Ombudsman Service or Financial
Services Compensation Scheme {“FSCS”) if things go wrong.

REPORT A SCAM

If you are approached about a share scam you should tell the FCA using the share fraud reporting form at www.fca.org.uk/consumers/scams/report-
scam, You can find gut about the |atest investment scams at www.fca.org.uk/consumers/scams/investment-scams. You can also call the Cansumer
Helpline on 0800 111 6768.

If you have already paid money to share fraudsters you should contact Action Fraud on: 0300 123 2040
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