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Adjusted earnings'per share in line with
expectations

O Adjusted earnings per share of 24.4 pence (2016: 27.7 pence) in line with
our expectations

£ Basic earnings per share of 5.5 pence {2016: 17.1 pence) reflect
exceptignal charges

€ Dividend per share for the year up 4.4% to 11.9 pence (2016: 11.4 pence}

© Substantial further investment — net capital expenditure of £157.3m
(2016: £187.0m) ‘

€ Our expectation of 2017/18 earnings per share is broadly unchanged

Operational developments

£ Engaged In discussions with Department for Transport on contractual
matters at Virgin Trains East Coast, including implications of Network Rail’s
reprioritised infrastructure programme

— £84.1m exceptional charge to provide for anticipated losses under
current contract, over the next two years

— Business expected to be profitabie from 2019
- £44.8m non-cash exceptional impairment of franchise intangible asset
- High customer satisfaction and around £525m to date in premium

payments to taxpayer — average monthly payments around 30% more
than made by Directly Operated Railways

2> Shortlisted for new East Midlands and South Eastern rail franchises

2> New joint venture with Virgin and SNCF shortlisted to bid for West Coast
Partnership rail franchise

© Management action taken across our bus operations in response to
period of subdued revenue trends — targeted network, pricing and
management changes

©) Improving revenue trends and contract opportunities in North America

© Progress with digital and technology programme, including new initiatives
outside of our core operating divisions
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Financial summary
Results excluding Intangible asset expenses
and exceptional items* Statutory results
2017 2016 w17 2016
Revenue (£m) 3,991.2 38711 3,941.2 3,871.1
Total operating profit [£m) 192.8 228.8 413 1711
Non-operating exceptighal items [Em) - - 4.7 {2.0)
Net finance charges (Em) (34.1) {41.4) (34.1) (64.7)
Profit before taxation (£m) 158.7 187.4 17.9 104.4
Earnings per share (pence) 24.4p 27.7p 5.5p 17.1p
Proposed final dividend per share {pence} 8.1p 7.9p a.1p 7.9p
Full year dividend per share {pence) 11.9p 11.4p 11.9p 114p

* see deflnitions in note 34 to the consolldated financial statements




1. Strategic report

1.1 Introduction

Stagecoach Group pic (“the Company”) is the ultimate parent company of a group of companles {“the Group”) principally involved in the sale and
operation of passenger transpur L. The directors of Stagecaach Greup ple {“the Directors”} arc pieased to present their report on the Group for the year
ended 29 Aprit 2017,

This section contains the Strategic report, which includes the information that the Group is required to 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’

repart is set out in sectian 3,

1.2 Cautionary statement

The Stralegic repurt has been prepared for the shareholders of the Company, as a body, and for ao other persons. Its purpose is to inform sharehelders
of the Company and 1o help them assess how the Directors have performed their duty to promote the success of the Company. This Strategic report
contains forward-looking statements that are subject to risk factors associated with, amongst other things, the economic and business circurmnstances
occurring from time to time in the countries, sectors and markets in which the Group operates, It is belleved that the expectations 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-looking
staterments reflect the knowledge and information available at the date of preparation.

1.3 Overview of the year ended 29 April 2017

We have achieved our recent expectation of adjusted earnings per share for the year ended 29 Aprii 2017. Although the continuing trading challenges
faced by our businesses are reflected in the financial results, we continue to manage the Group with its long-term success in mind. That approach is
reflected in the substantial investment in the business during the year.

Our priority remains delivering safe, high quality and value-for-money travel for cur customers. We are working closely with public sector partners to
defiver on our Joint responsibility for improving services, while also responding to the competitive environment from other modes of travel. We have
made further significant investment in measures to make travel easier and more attractive to customers, as well as ensuring we have strong and
sustainable transport businesses for the long-term,

Overali we have achieved further revenue growth during the year, although the rate of growth was more subdued than in previous years. Revenue for
the year was up 1.8% at £3,941.2m {2016: £3,871.1m). Total operating profit {before intangible asset expenses and exceptional items) was £192.8m
(2016: £228.8m). Unadjusted operating profit for the year was £47.3m (2016: £171.1m). Earnings per share before intangibte asset expenses and
exceptional items (“adjusted earnings per share”} were 24.4p (2016: 27.7p), with the year-on-year decrease mostly due to the previously anticipated fall
in operating profit from our UK Rall Division, Basic, unadjusted earnings per share decreased te 5.5p (2016; 17.1p), principally due to exceptional
charges relating to Virgin Trains East Coast that are explained below,

We are sngaged in discussions with the Departmeant for Transport regarding the terms of our continued aperation of the Virgin Trains East Coast
franchise, taking account of our respective rights and obligations under the current franchise agreement. While any new agreement remalns subject to
approvals and contract, based on our interactions with the Department for Transport, we expect to finalise new commercial terms during the next yvear.
These will provide clarity for custamers, staff, investors and other stakehalders on the future operation of the franchise, and offer value for money for
taxpayers. We look forward ta continuing to deliver our vision and plans for the franchise through to at least 2023, Reflecting our cantractual rights and
obligations, and based on owr ongoing discussions with the Department for Transport and the repricritisation of Network Rail’s Infrastructure
programime, we expect Virgn Trains East Coast to be profitable from 2019 with the potential te earn a profit margin commensurate with that of a “direct
award” franchise. However, we also expect Virgin Trains East Coast to incur losses under the current contract. Accordingly, in the financial statements
for the year ended 29 April 2017, we have recorded an exceptional pre-tax charge of £84.1m to reflect that the current contractual arrangements give
rise 1o an onerous contract. The calculation of that onerous contract provision takes account of the Stagecoach parent company’s £165m loan
commitment to Virgin Tralns East Coast, from which £57.5m was already loaned at 29 April 2017. 10% of any loan is funded by Virgin. We have also
recorded a £44.8m impairment of intangible assets associated with the right to operate the franchise, The Impairment charge is essentially an
acceleratian of amortisation and is a non-cash charge.

We have proposed a final dividend of 8.1p per share {2016: 7.9p]}, which, if approved, would give a total dividend per share for the year up 4.4%. We
have slowed the rate of dividend growth relative to recent years to ensure that the dividend remains at a level we consider to be sustainable. The
dividend per ordinary share grew significantly from 2001/2 to 2015/16 at a compound annual growth rate of over 11% and we continue to seek to grow
the dividend. The final dividend would be payabie on 4 Octaber 2017 to shareholders on the register at 1 September 2017. Shareholders who wish to
participate in the dividend re-investment plan for this dividend should elect to do so by 13 September 2017, Etection requests should be made to the
Company’s registrars in good time before that date.

In gur UK Bus operations, reglonal growth trends are mixed, reflecting the variable economic picture and retail environment in town and cities in
different parts of the country. We have taken actions in response to the period of subdued revenue trends. As well as strengthening our UK Bus
management team, ours low fares strategy has given us scope to have a targeted approach to pricing and network changes. We are pleased at the
increasing take up of our digital offerings, which benefit cur customers and allow us better insight into their needs.

We have maintained our sustainable approach to bidding for bus contracts in London, with a focus on cost efficiencies and capitat discipline. While this
can result in chanyes to the scale of our contract portfolio at certain points in the bidding cycle, we belleve our approach brings long-term benefits to the

business,

In North America, we see some evidence of improving revenue trends in markets previously affected by sustained low fuel prices, and heightened
competition from cars and airlines. Measures we have taken to match service provision with cansumer demand are starting to flow through ta improved
yields. We are also pleased that our strategy of seeking to grow our contract work has resulted in some recent success.

We are a significant and experienced participant in the UK rail market, As well as managing our existing portfolio and investing in improvements for aur
customers, we are actively pursuing other opportuntties which we believe can deliver long-term value. While we were disappointed not to have heen
awarded the new Scuth Western franchise, there are other new franchise opportunities. We have been shortlisted for the new East Midlands and South
Eastern franchises and have farmed a new Joint venture with Virgin and SNCF to bid for the West Coast Partnership franchise. Across the UK, revenue
growth in the franchised rail market remains low by historical standards. Growth rates in 2016/17 at our inter-city businesses cut-performed those at

our London commuter business.

Stagecoach Group pic | page 1



Strategic report

1.3 Overview of the year ended 29 April 2017 {continued)

We continue to invest in our people to equip them to meet the growing expectations of customers, Qur amployees are fundamental to our succass and
the Board extends its thanks to them for their hard work and professionalism. During the year, we have strengthened the Board with the appointments
of Ray O’'Toole and Julie Southern, both of whom bring considerabie senior management experience and an in-depth understanding of transport.
Looking ahead, we remain cautious on the short-term outlook for revenue trends and operating profit in our bus and rail markets in the UK.
Nevertheless, wa have not significantly changed our expectation of our 2017/18 adjusted garnings per share and there are several madium to leng-term
positive drivers for our businesses, These include urbanisation, population growth, and the growing demand for action on road congestion and air
quality, We remain confident that we can continue to deliver long-term value to our customers and investors.

Revenue by divislon is summarised below:

REVENUE

2017 2016 . Functional 2017 2016 Growth
e £m £m currency Functional currency (m) i
Continuing Group operations
UK Bus (regional operations] 1,015.7 1,032.8 £ 1,015.7 10328 (1.71%
megabus Europe 202 18.4 £ 20.2 18.4 9.8%
UK Bus {London) 2634 267.1 £ 2634 267.1 (1.4)%
North America 488.8 430.9 uss 632.3 6547.7 {2.4}%
UK Rail 2,160.7 2,129.1 £ 2,160.7 2,129.1 1.5%
Intra-Group revenue (7.6} {7.2) £ {7.6} {7.2]
Graup revenue 3,941.2 3,371.1
Qperating profit by division is summarised below:
OPERATING PROFIT

2017 2016 Functional 2017 018

. . Em % margin £m % margin currency Functlonal currency (m)
Continuing Group operations
UK Bus (regional operations| 1211 11.9% 1373 13.3% £ 121.% 1373
megabus Europe (4.3) {21.3)% {24.1)  (131.0)% £ {4.3) {24.1)
UK Bus {Landon) 18.4 7.0% 20.2 7.6% £ 18.4 20.2
North America 18.3 4.0% 18,9 4.4% uss 25.0 3.8
UK Rall 31.0 1.4% 66,7 3.1% £ 31.0 66.7
Group overheads (14.1) {11.5)
Restructuring costs {a.8) {3-1)
Qperating profit before joint ventures, intangikle 166.6 2040
asset expanses and excaptional items
Joint ventures — share of profit/(ioss| after tax
Virgin Rall Group 248 242
Citylink 14 14
Twin America - (0.8)
Total operating profit before Intangible
assut expenses and exceptional items 192.8 2288
Intanglible asset expenses {16.8) (15.8}
Exceptional Items (128.7) (41.9)
Total operating profit: Group operating profit
and share of joint ventures’ profit/(loss) after
taxation 473 7.1

More detalls on the financial results for the year are provided in sections 1.5 and 1.6 of this Annual Repart.
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1.4 The Stagecoach Group

1.4.1 Overview of the Stagecoach Group and its business model

Stagecoach Group is a leading international public transportation group, with extensive operations in the UK, the United States and Canada. The Group
employs around 40,000 peaple and operates bus, coach, train and tram services. The Group has four main divisions — UK Bus |regional operations), UK
Bus (Londan), North America and UK Rail. During the year ended 29 April 2017, the Group exited the aperations of its megabus Europe Division.

We offer greener, smarter travel in the UK and North America, Our pringipal business Is providing passenger transport sarvices, primarily by transporting
people by bus, coach, traiis or tram. Our “This is Stagecgach Group” infog

important to an understanding of our business model and we tross-reference them where appropriate.

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

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

Sectian 1.4.2 summarises our strategy and section 1.4.3 explains whot we do and provides a deseription of each of our key business segments, markets

and where appropriate, market share.

Business culture
We are committed to conducting husiness in a socially responsible way and we believe this to be consistent with our business objectlves and strategy.
Indeed, by taking a responsible approach towards the environment ard the wider community, we believe we will enhance our objective to deliver

organic growth.

The Group began life as a family business in 1380 and the entrepreneurism and expertise of the founding family has played a signlificant part in its
growth, The founding family continues to play a part In the management of the Group. Although we have been publically listed on the London Stock
Exchange since 1993, we alm to maintain an entrepreneurial culture, reflecting our family heritage. That invelves encauraging sensible risk taking while
managing rlsks appropriately and responding to risks that do crystatlise. it is inevitable and appropriate for 3 group of its size that the Group has a
number of policies and procedures to ensure appropriste behaviours but these are designed to aveid stifling entrepreneurlsm. Mora Information on the
Group’s core values and policies is provided in section 1.8.1 of this Annual Report.

We operate a relatively devotved management structure. That reflects our view that in operating local transport services, day-to-day decision making
should be made by iocal managers who understand the dynamics of their particular markets. We aim to have relatively short chains af command that
facilitate the effective axchange of information and enable timely decision making. Delegated authorities and other policies and procedures are in
place to achieve an appropriate balance between the benefits we perceive of devalved management and the need for proportionate management of

averall risk.

Sources of revenue
We have a number of revenye streams, principally arising from:
*  Amounts we receive from individuals or graups of individuals to travel on our transport services;

* Amounts we recelve from government bodies in respect of travel by individuals on our transpart services — for example, in the UK, older peaple
and people with disabilities are legally entitled to travel on our bus services at certain times free of charge but we receive revenue from

government bodies in respect of that travel;
& Amounts we receive from government bodies as payment to us for operating transport services under contract — for example, g US Transit
Authority may pay us to run specified bus services. Any amount payable by Individual passengers would flow to the US Transit Authority and our

revenue would be from that authority;
* Amounts we receive from corporations or athers far operating transport services under contract — for example, a unlversity might pay us ta

operate a bus service to shuttle students around its campus;
* Subsidy we receive from government bodies to financially support the operation of transport services they consider to be sacially desirable.

We also earn other income, which may include income from:
* commissions for selling travel on other operators’ transport services;
¢ undertaking maintenance work on other aperators’ vehicles;
selling advertising space on vehicles and premises we operate;
access income for others to use railway stations and depots that we operate;
selling fuel to other transpoart operators;
property rental;
Network Rail in respect of UK railway operating performance regimes;
* The UK Department for Transport under UK rail revenue risk sharing arrangements.

* * o o

Stagecoach Group plc [ page 3



Strategic report

1.4.1 Overview of the Stagecoach Group and its business model (continued)

Key costs and inputs
Our main tangible fixed assets are property, coaches, buses and technology. Qur trains, as well as some of aur property, buses and coaches, are
operated under operating leases.

Our people are key to providing our services. Notwithstanding developments In technology, our pusiness remains relatively labour intensive. Around a
third of aur cansolidated operating costs are staff costs and In our bus divislons, the proportion is higher. Relationships with our peaple and their trade

unians are important to the success of the business.

Our other major operating costs are:

amounts payable to the UK Department for Transport under ¢ail franchise agreements for the right to operate the relevant franchises;
amounts payable to Network Rall by our UK traln operating companies for use of the railway infrastructure {tracks, stations etc.);

diesel and efectricity to fuel or power our buses, coaches, trains and trams;
* Insurance costs and claims costs;
* e material and consumables, including replacement parts for vehicles;
e depreciation and lease charges for the vehicles, properties and technology that we operate.
section 1.4.4 of this Annual Report sets out more information on the key relationships and resources that underpin what we do.

Cash conversion

For the most part, our revenues and operating costs [excluding depreciation} are converted to cash within a short timescale. Indeed, payment for travel
by individuals tends to oceur prior to or at the time of travel whereas costs tend to be settied in arrears. The exceptions to this are most significant in
the UK Ralt segment where the complex, contractual arrangements can result in greater timing differences between the recognition of items in income

and the effect of those items on cash.

Competitive advantages
We see our key sources of competitive advantage as being:
® Dur operational excellence — providing safe, reliable, good quality, value for money, customer-focused transpoft services;

¢ Innovation - we have a long record of Innovation, including being the first private company to secure 3 rail franchise in the UK in the 1990s and
also, in disrupting the market for inter-city coach travel by introducing megabus.com In the 2000s as a low-cost, internet-only coach travel
retaiter;

* Our commerclal expertise in designing transport netwarks, pricing our services and marketing our services;

* Our brands - our operational excellence and commerclal expertise is reflected In our generally high customer satisfaction scores meaning that our
key brands are well regarded in their respective markets;

* Our refationships — we view our relationships with employees, trade unions and government bodies, In particular, as key advantages to our
business;

* Qur expertise in bidding and managing complex contracts, particularly in the UK Rail market where we see success as being predicated on 3
combination of bidding and winning new contracts oh acceptable commercial terms, activety managing those contracts during their term and
effective management of the day-to-day train operations;

® The economies of scale of being a relatively large transport provider.

Value for ather stakeholders
As well as the financial value we generate for our investors, lenders and people, we provide value to 2 wider group of stakehoiders, Including:
»  public transport offers environmental benefits versus wide-scale car usage and can contribute to efforis to reduce poliution and improve air
quality, benefitlng the public in general;
* Qur business generates significant tax contributions to public finances across employee, sales, corporation, property and other taxes;
® We contribute argund E1m per annum to charities as wel as providing non-financlal support to charlties and the communities in which we
operate.

Risks

We do Face a number of risks. Section 1.8.5 sets out the principal risks to the achievement of our strategy and objectives which inciude political,
regulatory, technological and macroeconomic risks.

Changes in regulation and technology In particular are likely to drive an evolution of our business model.

Key performance indicators
Section 1.4.6 describes haw we measure and monitor progress against our ebjectives and strategy, and how we are performing.
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1.42 What we look to achieve {business objectives and long-term strategy)

Group strategy ) e 1

The itev 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 2 reasonabie price;

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

® In addition to organic and acquisition grawth, 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 riskfreturn trade-off is acceptable.

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

i UK Bus (reglonal operations) 7
Description The UK Bus (regional operations) Division connects communities in more than 100 towns and citles 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 Exeter,

The UK Bus [reglonal operations) Division uperates a fleet of around 65,900 buses and coaches across a number of
reglonal operating units. Each regional operating unit is managed independently and is led by a managing director.

In addition to local 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.

in Scottand, Stagecoach has a joint venture (Scottish Citylink Coaches Limited} with international transport group,
ComfortDelGro. The joint venture [s responsible for the Scottish Citylink express coach network and megabus.com
branded services to, from and within Scotland. Stagecoach owns 35% of the share capita! of Scottish Citylink Coaches
Limited and CornfortDelGra owns 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 operational 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 deregutated structure: any holder of a Pubfic Service Vehicle operater’s licence may operate bus services,
having first registered various detalls with the relevant traffic commissioner. The traffic commissioners are responsible
for enforcing compllance with these registered details, including standards of maintenance, reliability and punctuality.

The UK 8us {regional operations) bus and coach services are operated an a commercial basis in a largely deregulated
market. Most of the Division’s revenue is from customers paying for their own travel by bus, The Divisian also operates
tendered services, including schaols centracts, on behalf of local authorities, Around 10% 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 {regtonal operations) revenue is earned from statutary concesslanary 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. So, the Group would typlcally receiva both revenue
from passengers and alsg, concessionary revenue from a local authority in respect of a single bus service and in some
cases, may also receive tendered revenue for the same setvice.

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

Market opportunity The Group has around 23% of the UK Bus marker excluding London, The UK Department for Transport’s National Trave)
Survey {“NT5") Is a household survey of personal travel within Great Britain by residents of England, The NTS faund that
bus is mainly used for trips of between one and 25 miles, and that in 2015, there was an average of 914 trips per person
per year. Trips by car or van accounted for 78% of distance travelied, bus trips accounted for 5%, rail trips accounted for
10% and walking, 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 30% of bus [ourneys are for shopping, 20% for
lelsure, 17% for education, 21% for commuting and business, 12% are for personal business {e.g. visits to services such as
banks, medical consultations etc.) and for other purposes.

Macroecanomic factors Although UK Bus [regional operations) revenue is not immune to rnacroecohomic changes, it [s 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 mies,

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 competitor as the private car snd afms to encourage
modal shift from car to public transport. The other major groups that cperate 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, sourtes 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 The level of Government investment in the UK Bus Industry has come under pressure in recent years with reductlons in
developments Bus Service Operators’ Grant {a rebate of fuel tax) and constraints en the payments made by Government to bus
operators for carrying older people and people with disabilities at na charge to the passenger. Funding of tendered
services by focal government has a!so reduced. The Division does continue to face risks related to regulatory changes and
availability of public funding as noted in section 1.4.5. Technological developments present both opportunities and
threats to growing passenger volumes, There are positive lang-term conditions for further growth in demand for UK Bus
services craated 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 da (description and strategy of each business segment) (continued)

megabus Europe

Description

The megabus Europe Division operated megabus.com Inter-city coach services within mainland Europe and between the
UK and mainland Europe. The Division’s revenue was principally derived from the sale of inter-city coach Journeys via its
own websites until the sale of the retalling part of the Division to Flix8us In July 2016. Since that date, the Division’s
revenue was principally derived from operating services under contract ta FlixBus,

;ugulatory anviranment

The regulatory environment for inter-city coach services in Europe varles by country. The f,\rindpai countries served by -
the Division were the UK, Franca, Germany and italy. Each of those countries permits commerclally operated inter-city
ctoach services but some require specific route authorisations to be held.

Strategy and
market oppartunity

Having sold the retailing part of the megabus Europe Division ta FiixBus, and ceased operating services under contract to
FlixBus, the Group naw has no further aperations within the Divisioh,

UK Bus (London)

Description

The Group Is the fourth [argest operator in the London bus market, with an estimated 13% share of that market, The
business operates from @ depots and has a fleet of around 1,300 buses serving routes in and around east and south-east

London.

Regulatory srwironment

The UK Bus (London) business operates bus services under contract to Transport for London, receiving a fixed fee (subject
to adjustment for certain inflation indices) and taking the cost and caplital risk. Bus operators tender to win contracts and
each contract s typically for a five-year period with the potential for it ta be extended by two years. The UK Bus (London)
Division cureentfy has over 80 separate cantracts to provide bus services on behaif of Transport for London — this spreads
the Division’s rlsk of financial performance being adversely affected when a contract explres and the business 1s
unsuccesstul in winning the replacement contract.

Strategy

Market opportunity

Qur strategic focus in the London bus market s now on maintaining good operational performance and tight controf of
costs while seeking to bid competitively for new contracts,

The Group operates approximately 13% of the bus eperating mileage contracted by Transport for London to bus
operators, The Group does not seek to gain market share for its ewn sake and remains disciplined in ensuring that its bids
for new contracts offer an acceptable trade-off of risk and reward.

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 onerating services irespective of the passenger volumes an
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.

Compaetition

UK Bus (Londan] faces cantpetition to win Transport for Landon contracts from other bug operatars, the largest of which
are Go-Ahead Group, Arriva, Metroline, RATP, Transit Systems and Abellio.

Future market
developments
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In the short-term, revenue growth could come from inflationary price increases, retaining work on tender but at higher
rates and/or winping contracts from other operators. Continuing population growth in London and positive govemment
policy an public transpart can contribute to a positive leng-term outlook for the business,




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

North America

Description

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

The North America business is headed by a chief cperating officer, Stagecoach currently operates approximately 2,200
vehicles in the United States and Canada.

In addition to its whally-owned operations in North America, Stagecoach had an interest in a joint venture, Twin America
LLC, with CitySights NY, which the Group sold ta its joint venture partner in February 2017, The joint venture principafiy
operated sightseeing bus services in New York. Prior to disposing its stake in Twin America, the Group held 60% of the
econornic rights and 50% of the voting rights in the joint venture,

Regulatory environment

The Narth America business operates on a commercial basis in a largely deregulated markat. it also operates some
tendered servicas for local authoritles and services contracted by corporations.

Strategy

The strategy of the North America Division Is to deliver organic growth in revenue and passenger volumes as 5 result of
providing safe, reliable, gacd quality, customer-focused services st a reasonable price to customers. This may be
supplemented by winning new contract work and/or acquiring businesses where apprapriate opportunities arise.

Market opportunity

The Group estimates that it has less than 4% of the bus and coach market in North America, The latest US Department of
Transportation’s Bureau of Transportation Statistics, published in 2017, show that in 2015 some 86% of transportation to
work was by car, compared with only 5% by public transport, The appertunity to stimulate modal shift from car to bus and
coach is substantial,

Macroeconomic factors

The Narth American operations are arguably more exposed to macroeconomic factors than the UK Bus aperations as a
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 ol
prices. it nevertheiess 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
maodes of transport. The Group regards its primary competitar as the private car and aims to encourage modal shift from
car to public traasport, Megabus.com faces competition from the car but alsa from other coach cperators, airlines and
train eperators. FirstGroup and National Express Group are also major operators of coach and bus services in North

America,

Future market
developments

The Group has taken a leading role in the development of bus and coach travel in North America through its megobus.com
services. The market for inter-city coach travel, such as that provided by megabus.com, has grown rapidly and whia
megabus.com revenue has declined mare recently reflecting lower oll prices, we expect the inter-city coach market to
cantinue to present significant long-term opportunities to the Group. We are also explaring new contract opportunitias in

North America.

Stageccach Group pk: | page 7



Strategic report

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

UK Rail

Dascription

Stagecoach Group has major rail operations in the UX,

Our 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 London Waterloo railway station, and operates Island Line services on the
Isle of Wight. The South West franchise is due to run until August 2017 and the Group will not operate that business
thereafter. From 11 November 2007, we have gperated the East Midlands Trains business. The business comprises main
line train services runnhing to London St 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 indicated its intention
to extend the franchise until at least November 2018. Stagecoach has a 90% share in tha Virgin Trains £ast 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 untHl 31 March 2023, with the aption for a one-year extension at the discretion of the UK
Department for Transport. It provides Inter-city train services between London and a number of locations including
Edinburgh, Newcastle, Leeds and York. We also operate Supertram, a 28km light rall network incorporating three routes in
the city of Sheffield, on a concession running until 2624,

Stagacoach Group has a 49% shareholding In a Joint venture, Virgin Rail Group, which operates the West Coast Trains rall
franchise. The current West Coast Trains rall franchise runs until March 2018, The other sharehcldar in Virgin Rail Group Is
the Virgin Group of Companies. South West Trains, East Midlands Trains, Virgin Tralns 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. Vicgin Rail Group has a managing director, who reports to the Virgin Rail Group board, which includes
Stagecoach Group and Virgin Group representatives.

Regulatory smvironment

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 conpetitive 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, fevel crossings and key stations.

Strategy

Mariet opportunity

in rail, we seak 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.

The market opportunity In rall arises from the potential to retatn axisting 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 [s scope to win new franchises.

Macroeconomic factors

The rall operations are exposed to macroeconomic factors with passenger revenue correlated to Gross Domestic Procuct
{"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 whersby
Goverament pays the Group a proportion of the shortfall of actual revenue to the revenue expected when the Group
agreed franchise terms. 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 Yirgin Rall Group joint venture, are not entitled ko revenue support in the form
recelved by South West Trains. They do, however, have "GDP sharing” agreements that are intended to ensure that the
Departrent for Transport bears mast of the risk of variances in revenue resulting from UK GDP differing from that
expected at the time of the applicable franchise agreement. On bids for new franchises, the Group’s evaiuation of
macroeconomic risks Is a key component of the bid process.

Compatition The business faces competition for customers not only from other train operators but also from other modes of transport,
The main competitors that bid against the Group for UK rail franchises are firstGroup, Go Ahead Group, Arriva, MTR,
Keolis, Tranitalia, SNCF, Eurostar, Serco and Abellio.

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

and also in lts bids for new franchises.
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1.4.4 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 to use.

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

An important element of the Group’s success in growing its customer base fies 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 achleving Its objectives.
We aim to recrult and retain the best employees in our sector, offering an exceilent package of benefits, 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 tralning scheme which provides one source of training for the managers of the future. We have established strong working relationships with
trade unions and wark in partnership with them on a range of issues, induding 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 performance.
We have contractual arrangements with banks and other finance providers for the provision of funds and financial products to the Group.

Government and regufatory bodles
Our managers have ongoing relationships with national and local government in our main countries of operation to ensure the effective delivery of

government transport policy and to assist in meeting wider objectives. We work with local authorities, including 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 transport in their areas. n the UK, we work closely with the Department for Transport, the Scottish
Government, Transport Scotland, the Welsh Government and Transport for tondan,

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

We have canstructive dialogue with arganisations such 2s the Cammission for integrated Transport, which prevides advice to the UK Government, and
lobbying groups such as the Campaign for Better Transport.

Suppllers

We rely on a range of suppliers to provide goods and services finked to our bus and rail operations. All of our businesses have various contractual
relationships with suppliers, Including purchase contracts with fuel suppliers, vehicle 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 Rall goveming
station and track access arrangements, leases with relling stock companies for the lease of trains and maintenance contracts for the maintenance of
trains.

Information technalogy 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 arganic growth in our business and that help malntain our leading market positipn.

Natural resources and manufacturing technology
Gperating our bus and rail services requires considerable use of natural resources, including dlesel ang electricity. We have arrangements in place to

ensure that these resources are sourced efficiently and that our supplies are maintained to ensure the smoath 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 reguired.

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

Transport and [ndustry representation groups
We are active members of industry groups, such as the Confederation of Passenger Transport UK {which covers buses and light rail}, the Rall Dellvery
Group and the American Bus Assoclation.

Stagecoach Group plc | page §



Strategic report

1.4.5 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 belaw are not intended to be an exhaustive

list of all possible risks and uncertainties.

Generally, the Group s subject to risk factors both internal and external to its businesses, External risks include global pelitical and economic conditions,
competitive developments, supply interruption, regulatory changes, foreign exchange, materials and consumables {including fuel) prices, pensions
funding, environmental risks, industrial actian, litigation and the risk of terrorism, Intemal risks include risks related to capital expenditure, acquisitions,
regulatory compliance and failure of internal cantrols,
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 strateghk objectives.
Information on the risk management process Is provided In section 4.12. 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 likellhood of accurrence of each risk and the potential effect on the Group.,

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 [s a risk
that the demand for the Groug’s
services could be adversely affected by
a significant terrorist incident. Such a
fall in demand would have a negative
effect on the Group’s revenue and
financial performance.

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

We believe that recent high profile
terrerist attacks In major Furopean
cities, including London and
Manchester, continue to suppress
demand for public transport,
particularly for longer distance UK Rail
services.

Description of risk Managemant of risk Developments I year ended Section In
29 April 2017 and since Annual Report

Catastrophic events

There is a risk that the Group is While it is not possible to fully * No significant matters to report.

involved (directly or indirectly} in a eliminate these risks, the Group has a

major operational incident resulting proactive culture that puts health and

in significant human injuries or safety at the top of its agenda in order

damage to property. This could have to mitigate the potential for major

a significant impact on ¢laims against incidents, In the unlikely event that a

the Group, the reputation of the major Incident did occur, the Group has

Graup and [ts chances of winning procedures in place to respond. The

and retaining contracts or franchises. Group periodically rehearses its

In extreme cases, services could be response to a hypothetical major

suspended or structurai changes incident. The Group has insurance

impased on the Group as a result of arrangements in place to reduce the

regulatory or other action. financial effect on the Group of certain

A series of less severe incidents clalms against it.

could have similar consequences.

Terrorism
. = 15.5

Economy

The economic environment in the
geographic areas in which the Group
operates affects the demand for the
Group’s bus and ralfl services. In
particular, the revenue of the
Group’s UK rall operations is
historically correlated with factors
such as UK Gross Domestic Product
and Central London Employment. In
Morth Amerfca, a greater proportion
of the revenue from 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,
coasts and profit. The revenue and
profit of the Group could therefore
be positively or negatively affected
by changes in the economy.

Management monitars actual and
projected economic trends in order
to match capacity to demand and
where possibile, minimise the impact
of adverse economic trends on the
Group. External forecasts of
economic trends form part of the
Group's assessment and
management of economic risk.

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

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

During the year ended 29 April 2017,
the Group’s wholly 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,

The Virgin Trains East Coast franchise,
East Midlands Yrains franchise and
West Coast Trains franchise, operated
by the Group’s Virgln Rail Group Joint
venture, all have "GDP sharlng”
agreements that are intended to ensure
that the Department for Transport and
the train operator share the risk of
variances In franchise revenue resulting
from UK GDP differing from that
expected at the time of the respective
franchise agreements,

* 1.51and 1.55
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1.4.5 The challenges we face {principal risks and uncertainties) (continued)

Description of risk

Management of risk

Davelopmants in year ended
29 April 2017 and since

Section in
Annual Report

Economy {continued)

+ We believe that macroeconomic factors

have contributed to slower revenue
and passenger volume growth in the UK
businesses during the year and since,

The ongoing negotlation of the terms of
the UK leaving the European Union may
{ead to continuing economic, consumer
and political uncertainty. That may in
turn affect asset values and foreign
exchange rates, which have a bearing
on the amounts of our pension,
financlal instruments and other
balances. UK policy following the UK
leaving the European Unlon may affect
the UX economy, including the
availability and cost of staff.

Iia" cost base

A substantial element of the cost base
In the Group’s UK Rall Divislon is
essentially fixed because under its UK
rail franchise agreements, the Group (s
obliged to provide a minimum level of
train services and is therefare unable to
fiex supply in response to short-term
changes in demand. In addition, a
significant part of the cost base Is
comprised of payments to the
infrastructure provider, Network Rail,
and payments under train operating
leases which are committed and do not
vary with revenue. Accordingly, a
sighificant proportion of any change in
revenue (for example, arising as a result
of the risks described above in respect
of terrorism and the economy) will
impact profit from the UK Rail Division.

The Group looks to achieve sensible
Fisk sharing arrangements in its rall
franchise agreaments. The Group's
franchise bids are designed to
deliver an acceptable risk-reward
trade-off. As described above,
econaomic and terrorism risks are
closely managed. In addition, the
Group remains focused on
controlling costs in the UK Rail
Divislon.

* Revenue growth at Virgin Tralns
East Coast has been lower than
that assumed in the bid, which
has reduced the expected
profitability of that business. We
have recarded 2 £84.1m pre-tax
exceptional expense to provide
for the current onercus status of
the contract at Virgin Tralns East
Coast.

v 155

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 positively or negatively} as a
result of the Group winning new
franchises or falling to retain its
existing franchises. Included within
that overall risk, is the risk that the
Group wins a franchise on terms
that are unrealistic (whether due to
error or overly optimistic
assumptions) and which as a result,
adversely affects the Group's
financial performance andfor
financlal position.

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 consultants
are engaged to provide additional
expertise. The Board approves the
ovarall rail bidding strategy and the
key parameters for each bid.

The Group was unsuccessful in its bid
for the new Sauth West Trains
franchise, and the existing franchise is
due to end in August 2017, We expect
the financial impact of lasing the
franchise to include an increase in the
Group’s reported net debt of around
£100m.,

During the year, the Government
confirmed that it requires a short-term
franchise of approximately twelve
months to caver the period from the
end of the current West Coast franchise
in March 2018 untif the planned start
of the West Coast Partnership franchise
in Aprit 2019, Virgin Rall Group is in
discussions with the Department for
Transport with a view to agreeing
cammercial terms for Virgin Rail Group
to continue operating the West Coast
Trains business through to at least
March 2019,

The East Midlands Trains franchise is
contracted to run until at least March
2018, although the DfT has an existing
contractual option to extend it up until
March 2018,

The Group is one of three shortlisted
bidders for the next East Midlands
Trains franchise.

The Group is also shortlisted for the
new South Eastern rail franchise,
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1.4.5 The challenges we face (principal risks and uncertainties) {continued)

Description of risk Management of risk Develapments in year ended Section In
29 April 2017 and since Annual Report
Breach of franchise
The Group is reguired to tomply with Our UK Rail businesses are subject to * We are engaged in constructive e 155
certain conditions as part of ts rail complex contractual arrangements. discussions with the Gepartment for
franchise agreements. If it faits to Contractual management is an Transport regarding the terms of our
comply with these conditions, it may important part of our rail activities continued operation of the Virgin
be liable to penalties including the because the way in which contracts are Trains East Coast franchise, taking
potantial termination of one ar more managed can be a significant account of our respective rights and
of the rail franchise agraements. This determinant of financial performance. obligations under the existing
would resuit in the Group losing the Compliance with franchise conditions is franchise agreement. While any
right to continue operating the closely managed and monitored and new agreement remains subject to
affected operations and consequently, procedyres are in place to minimise the approvals and contract, we expect
the related revenues and cash flows, risk of non-comeliance. to finalise new commercial terms
The Group may also lose some orall | The Group maintains an averview of during the next year.
of the amounts committed for the Virgin Rail Group's business risk
sharcholder ioan faciiities, the management process through
performance bonds and the season representation on its board and audit
ticket bonds. The Group can do more committes
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 Rall
Group, the Group- has less contro! over
the Joint venture’s cperations and that
means the Group’s management may
be less able to prevent a breach of the
Virgin Rail Group franchise agreement.
Changing customer habits
There are opportunities for the Group The Group monitors trends in revenue | # Lower rates of growth seen recently in e 155
to shape its services and its interaction | and passenger numbers across its the UK rail sector are partly a result of
with its customers in response to businesses, In forecasting future changes in werking patterns. On our
changes in customer habits such a5 revenue and passenger numbers, London commuter rall services, we
their working patterns and shopging. ;ncluf‘iing n J;.espert of bids. ;or new rail havifseen evidence cfl changing
. . ranchises, the Group considers working patterns resulting in variztions

People travel on the Group's bus, train research and evidence on changing In demar?d by weekday, s
ard tram services for a variety of customer hehaviour
reasons, including in some cases, to get Er Qe ' * In recent years, we have adjusted the
to and from work and/ar to get to and The Group will, from time to tlmg. vary timetables for certaln of our North
from shopping locations, its timetables, pricing, range of ticket America commuter bus services to

, types and transport networks in adapt ta changes in working patterns.
Changes [n people’s working patterns, | raspanse to actual or antiipated
shopping hablts andfor other changes in demand.
preferences could affect demand for
the Group’s transport services, which
could in turn affect the Group's
financial performance and/or financial
paosition.
For example, increases in the
proportion of working time that people
spend at home, or in the level of
shopping undertaken online, couid
affect demand for travel.
Pension scheme funding

® Pension scheme liabllities have ¢ 169

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

Decisions on pension scheme funding,
asset allocation and benefit promises
are taken by management and/for
pension scheme trustees in
consultation with trade unions and
suitably qualitied advisors. A Pensions
Oversight Committee comprising the
finance Director, a Non-Executive
Director and other senior executives,
oversees the Group's overall pensions
strategy. The Board participates in
major declsions on the funding and
design of pension schemes.

Increased during the year, principally
due to a fall in corporate bond yields,
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1.4.5 The challenges we face (principal risks and uﬁcerlainties) {continued)

Public transport i subject to varying
degrees of regulation across the
locations in which the Group operates.
There is a risk that changes to the
regutatory environment could impact
the Group’s praspects. We see the
greatest risk in thls respect as being
the risk that some bus services in the
UK outside Landon become subject to
franchising [whereby a government
body specifies the bus services and
puts them out to tender) compared to
the current madel where commerclal
bus operators are free to design and
operate their own services.

Similarly, many of the Group’s
businesses benefit from goverament
Investment In bus and traln services,
including tax rebates, the provision of
equipment, contracted services and
concessionary travel schemes for
passengers. There s a risk that the
availability of government finances
changes due to political, 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
frem others. in addition, in the case of
tax, there is a risk the Group suffers
reputational darmage 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 clasely monitors
relevant proposals for changes in the
regulatory environment and
¢ommunicatas the Group’s views to
key decision makers and bodies. The
Group actively participates In various
trade bodies and government forums.

The Group seeks to maintaln good,
cooperative relationships with all
levels of government, by developing
and promoting ideas that offer cost
effective ways of improving public
transport.

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

The Group uses internal and/for
external experts to advise it on

compliance and management in
specialist areas such as tax and

transport law.

Description of risk Management of risk Developments in year ended Section In
29 April 2017 and since Annual Repart

Iinsurance and claims environment

The Group recelves claims in respect The Group has a proactive culture * No significant matters to report,

of traffic incidents and employee that puts health and safety at the

clalms. The Group protects Htself top of its agenda and this helps

against the cost of such claims mitigate the potential for claims

through third party insurance policies. | arising. Where daims do arise, they

An element of the claims is not are managed by dedicated insurance

insured as a result of the "excess” on and claims specialists in order to

insurance policles. minimise the cost to the Group.

There is a risk that the number or Where appropriate, legal advice Is

magnitude of claims are not as ohtained from appropriately

expected and that the cost to the qualified advisors. The balance

Group of settiing these claims is between insured and retained risks

slgnificantly higher or lower than is re-evaluated at least once a year

expected. In the US, in particular, and insurance and claims activity is

there s a risk that given the size of the | manitored closely.

“excess”, that a small number of large-

value claims could adversely impact

the Group’s financial performance

and/or financial position.

Regulatory changes and availabliity of public funding
» The greater devolution of powers " 151

within the UK, reflected in the Bus
Services Act 2017, could see the
Intraduction of franchised bus
networks in some areas of England,
which could affect our commercialised
bus operations.

» There are growing signs that the
Scottish Government is considering
giving local authorities the option to
franchise bus services and councils to
set up municlpal bus companles as
part of measures to be included in a
planned Transport Blll. Some of the
measures in the Bus Services Act
referred to above {such as open data
and smart ticketing) could provide 2
basis for developing bus policy in
Scotland. The timing of the Transport
Bill is yet to be canfirmed. The Bill is
also expected to cover legislation on
enhanding and improving the
ragulation of road works, matters
around parking and also, air quality.

* The Ontaric Ministry of
Transportaticn is consuiting on
proposals to deregulate the cumrent
market, which may ultimately lead to
a more open, private-sector driven
inter-clty coach market in this part of
Canada.

Management and Board succession

The Group valuas the continued
services of its sepior employees,
including its directors 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 hy 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,
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1.4.5 The challenges we face {principal risks and uncertainties} {continued)

competitors pr new entrants to the
markets in which we operate could
have a significant impacton our
business. We face competition for
customers not only from other
operators of trains, trams, coaches and
buses but aiso from other modes of
transport. The Group regards its
primary competitor as the private car
and aims to encourage modai shift
from car to public transport.

Developments in new technology
and/or new business models could
affect the competitive environment in
which the Group operates.
Technological developments could
enable new competitors and/or
business mpdals to be developed that
disrupt or compete with the Group’s
business,

Section 1.4.3 of this Annual Repart
includes comments on competition in
the context of each of the Group’'s key
divisions,

appropriate, That includes monitoring
developments in technology and
business models that could affect the
compatitive [andscape. Multi-modal
travel portals, taxi hailing technology
and businesses, ride-sharing
techinoiogy and businesses, and
autonomous vehicles are amongst the
developments we are monitoring and
assessing.

We work with local autherities,
including passenger transport
exscutives, regional transport
committees and transit authorities, in
the delivery and planning of bus and
rall services.

airlines.

Descriptien of risk Management of risk Developments in year ended Saction in
29 April 2017 and since Annual Report

Disease

There is a risk that demand for the The Group has plans in place to * No significant matters to report,

Group’s services could be adversely respond ta any significant outbreak

affected by a significant outbreak of of disease,

disease. Such a fall in demand would

have a negative impact on the Group’s

revenue and financial performance.

Information security

There is a risk that confidential and/er | An information Security Board * No significant matters to report.

commercially sensitive [nformation oversees the management of

relating to and/or held by the Group information security risks, and takes

is subject ta unauthorised access, use, | appropriate advice from suitably

disclosure, modificatlon, perusal, experienced third party consultants

recording or destructlon. and Internal experts.

There I5 alsg a risk that the Group’s Investment is made in appropriate

Information and/or systems are policies, peopia and technology to

subject to disruption, corruption or reduce the severity and likelihood of

failure due to security breaches. Information security risks crystallising.

information technology

The Groups is refiant on information The Group Is continually investing in ® A Digital and Technology

technology for sales, operations and its information technology systems, Committee was established during

back office functions. Information people and suppliers to ensure the the year to monitar the

technology fzitures or interruptions robustness of its Information development and effectiveness of

could adversely affect the Group. technology. It is developing new digital strategies across the Groug.

An increating proportion of the Group's digital platforms and continues to look

sales are made digltally. There is a risk | 10 gnsure that it secures reliable

that the Group’s capabifity to make service provision.

sales digitally either fails or cannot

maet levels of demand and the time

taken to implement restorative actions

is unacceptably long due to insufficient

resource belng available and/or over

rellance oh a small number of service

providers. This risk could resuit in

significant levels of lost revenuye.

Litigation

The Group is exposed to the risk of The Group has compliance * The WS Degartment of Justice’s « 1562

commercial and consumer litigation programmes in order to reduce the Investigation of the conduct of

arising from the legal envirenmentin | risk of material litigation against the company personnel in responding to

some markets, particularly the United | Group, discovery obligations relating to Twin

States. America Is no longer ongeing.

Competition

Loss of business to existing We monitor competitive developments |  * Sustalned low fuel prices have led to * 151,154
in each of aur markets and respond as increased competition from cars and and 1.5.5

Details of the Group's treasury risks are discussed in note 25 to the cansolidated financlal statements, and Include the risk to operating cests arising from

movements in fuel prices.
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1.46 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 a Group {evel to measure the Group's progress
in achieving its objectives. The most impartant of these KPis at a Group level forus on four key areas:

& Profitabllity
*  Organic 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 en this by division, looking at like-for-like growth in
passenger volumes and/or revenue as we consider most appropriata for the particular division.

KPis 3 and 4 - safety and service dellvery
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
detivery by division using a range of measures appropriate for each business.

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

Profitability
Adjusted earnings per share s earnings per share bafore exceptional ftems and Intangible asset expenses ("Adjusted EPS”). Adjusted EPS (s calculated

based on the profit attributable to equity shareholders (adjusted to exclude exceptional items and intangible asset expenses) divided by the weighted
average number of ordinary shares ranking for dividend during the relevant perled.

Adjusted EPS was as follows:

Year ended
29 April 2017 30 April 2018 340 April 2015
Target pence pence pence
Adjusted EPS Ta Increase in excess of the UK Consumer Prices index 24.4p 27.7p 26.7p

Organic growth

The following measures of organic growth are monitored:

® UK Bus {regional operaticns} and megabus Europe ~ growth in passenger journeys measured as the percentage increase in the number of passenger
journeys ralative to the equivalent period in the previcus 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 — growth 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 refiecting differences in the underlying businesses — for example, a significant proportion of the revenue in North

America and all of the revenue in UK Bus {London) is not determined on a “per passenger” basis,

Throughaut this Annual Report, referances to passenger volume growth for UK Bus or Rail businesses mean growth determined on the basis set out

here.

Certain of these growth KP)s involve a degree of estimation in respect of passenger volumes, All of the organic growth KPis are normalised to exclude

businesses that have not been heid by the Group for the whole of the relevant year and the preceding year. The growth figures for the year ended

28 Aprll 2017 are also normalised for differences in the number of days In each year.

Year ended Year ended Year ended
29 April 2017 30 April 2016 30 April 2015

Target Growth % Growth % Growth %
UK Bus [regional operations) passenger journeys {1.5)% {0.8)% 0.1%
megabus Europe passenger journeys nfa 235.0% 65.1%
UK Bus (London) revenue (0.8)% 2.5% 6.4%
UK Rail passenger miles .
- South West Trains Positive growth (©0.8)% 2.7% 3.9%
- East Midlands Trains each year 21% 1.2% 6.3%
- Virgin Tralns East Coast 2.1% 1.7% nfa
- Virgin Rail Group — West Coast Trains 5.9% 1.6% 10.2%
North America revenue {2.1)% (3.51% 0.9%

The reduction In passenger journeys at UK Bus (regional operations) in the year ended 29 Agril 2017 is partly attributable to weak underlying local ecanomic
tonditions in same parts of the UK, sustained lower fuel prices, worsening road cangestion and increased competition from other transport providers.

The lower revenue in North America during the year ended 29 April 2017 reflects the actions we have taken at our megabus.com inter-city coach business to
match our services with changes in demand from customers.

The increase In passenger miles at West Coast Trains during the year ended 29 April 2017 partly reflects the prior year impact of the temparary closure of
Lamington vliaduct in southern Scotland, which carries the West Coast mainfine railway.
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1.4.6 How we measure our 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:

ﬁ . Year ended Year ended Year ended
Target 29 April 2017 30 April 2016 30 April 2015
UK Bus {regional operations) - number of blameworthy
accidents per I million miles travelled 18.6 0.4 198
“megabus Europe — number of blamewaorthy
accidents per 1 million miles travelled nfa 11.9 6.7
UK Bus (London) — number of blameworthy
accidents per 1 million miles travelled 45.8 356 285
US = number of biameworthy accidents per
1 million mites travelled Yo decrease each 6.9 6.2 4.4
South West Trains — workforce lost time injuries year - ultimate target
per 1,000 staff Is zero 1.4 1.4 1.5
East Midlands Trains — workforce lost time injuries
per 1,000 staff 09 13 11
Virgin Trains East Coast - workforce lost time injuries
per 1,000 staff 11 1.5 ‘ n/a
Virgin Rail Group — West Coast —workforce lost time
injurles per 1,000 staff 10 13 : 18

An increased proportion of newer, less experienced bus drivers, combined with the Impact of greater read congestion, have contributed ta the
increased rate of blameworthy accidents at UK Bus {London) during the year ended 29 Aprit 2017. While the increase tends to be mostly low speed
manoeuvring incidents, each incident is investigated and health and safety remains our top priority.

We believe the increase in the number of blameworthy accidents in North America during the year ended 29 April 2017 reflects an increased focus on
reporting alt such Incidents, irrespective of how minor, rather than belng Indicative of deteriorating safety performance.

Service defivery

Our measures of service delivery Include:

» UK Bus (reglonal operattons), megabus Europe and UK Buys (London) ~ relfabllity measured as the percentage of planned miles to be operated that
were operated.

* Rall - 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 20 minutes for inter-city services) of their scheduled arrival time having
calied at all scheduled stations. References to rail punctuality throughout this Annual Report refer 1o punctuality calculated on this basis.

Due to the nature of the North American busipess, there is no single measure of service delivery for the North American Division as a whole,
Service delivery KPI5 are not reported for businesses acquired or disposed of in the year.
The service delivery KPIs were as follows'

Year ended
29 April 2017 30 April 2016 30 April 2015
Target % % %

UK Bus {reglonal aperations) reliability >99.0% 99.5% 99.4% 99.5%
megabus Europe retiability >99.0% nfa 99.7% 99.3%
UK Bus {London} relizbility *9%.0% 97.9% 97.4% 97.2%
UK Rail punctuality

- South West Trains >90.0% 37.0% 90.0% 90.1%
~ East Midlands Trains >85.0% 92.1% 92.8% 92.3%
- Virgin Trains East Coast >85.0% 83.1% 85.0% nfa
- Virgin Rail Group ~ West Coast Trains >B5.0% 89.4% 86.2% 84.4%

The adverse trends in punctuality during the year ended 28 April 2017 at South West Trains and Virgin Trains €ast Coast in partieular, reflect the poor
Network Rail operational performance on these parts of the network. In contrast, punctuality has improved at West Coast during the vear, reflecting
positive work by Network Rail and Virgin Rall Group.
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1.5 Divisional Performance
1.5.1 UK Bus {regional operations)

Summary

+ Migh margin public transport business — ¢.12% operating margin

+ High passenger satistaction — 86% in England, $0% in Scotland

+ Further investment in digital and technology

= Action taken in response ta a period of subdued revenue trends -
targeted network, pricing and management changes

+ No change in our expectation of 2017/18 operating profit

Financial performanea

The financial performance of the UK Bus {regional operations) Division
{excluding exteptional items) for the year ended 29 April 2017 is
summarised helow:

2017 2016
Em £m Change
Revenue 1,015.7 1,032.8 11.7)%
Like-for-like* revenue 1,008.3 1,023.7 [1.5)%
Operating profit* 121.1 137.3 {11.8)%
Operating margin 11.9% 13.3%  {140}bp

While the operating profit for the year ended 25 April 2017 of £121.1m
(2016: £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
with am operating margin of almost 12%, passenger satisfaction of 86% int
England and passenger satisfaction of 90% In Scotland, We have made
further investiment in the future of the business, in new vehicles and new
technology.

The Division is organised and managed based on a number of core regional
bus businesses, Across those businesses, the operating margins in the year
ranged upwards from around 8%. Although the margin varies from
business to buginess, each of them continues to deliver 4 satisfactory level
of profitability,

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

2017 2016

£m Em Change
Commercial on and off bus revenue
-~ megabus.com 238 24.0 10.8)%
- other 596.6 601.0 (0.7)%
Concesslonary revenue 246.6 246.2 0.2%
Commercial & concessionary revenue  867.0 871.2 0.5)%
Tendered and school revenug 99.9 1103 9.4%
Contract revehug 38.8 393 (1.319%
Hires and eavusiuns 2.6 29 {10.31%
Like-for-like revenue 1,0083  1,023.7 (1S)%

The like-for-iike revenue growth rates across our core regional bus
husinesses ranged from around minus 4% to pius 4% In the year, reflecting
our view that the subdued revenue trends reflect variations in local
economies and traffic conditions to a greater extent than they reflect any
nationwide structural changes in transport markets.

The age at which older people are entitled to free bus travel in England has
been increasing in line with changes to the state penslon entitlement age.
Therefore, the number of older people eligible for free bus travel in
England has réduced year-on-year, While that has some adverse effect on
the number of concessionary passenger journeys on gur bus services, it
should have a positive effect on the number of commercial [i.e. where the
passenger pays for his or her own travel) journeys. To understand the
year-on-year revenye trends, therefore, we consider commercial and
concessionary ravenue together,

* see definitipns in note 34 to the consolidated financial statements

Like-for-like combined commercial and concessionary revenue was 0.5%
lower than in the previous year, although there was some improvement in
revenue trends in the second half of the year.

Total like-for-like passenger journeys fell by 1.5%, largely as a resuit of
weak underlying local ecanomic conditions in some parts of the UK,
sustained Jawer fue! prices and worsening road congestion. We continually
review and adjust our local bus networks to take account of changing
patterns of demand. We have therefore taken action in response to the
current period of subdued revenue trends.

In partnership with transport authorities, we seek to maximise the value
from their funding for saclally necessary services to provide as wide a set
of bus networks as possible for local communities, Revenue from tendered
and school services provided under contract has continued to decline, as a
resuit of local authorities reducing spending due to budget constraints.
While contract revenue akso declined year-on-year, that revenue stream
does vary from year to year based on the particular contract opportunities
available.

Road works and worsening road congestion in many towns and citles are
increasingly having a negative impact on customer use of bus services,
damaging reliability and adding to operating costs. Along with other bus
operators, we are Increasing pressure on local authoritles to take practical
steps to address road congestion and invest in bus priority measures which
can help improve mobility and air quaiity for everyone.

The movement in operating margin was built up as follows:

Operating margin — 2015/16 13.3%
Change in:
Staft costs {1.8)%
Fuel costs 1.5%
Gain on disposal of property 0.6%
Depreciation {0.6)%
Other (11)%
Operating margin — 2016/17 11.9%

The main changes in the operating margin shown above are:

» Staff costs have continued to rise against a backdrop of subdued
revenue,

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

Non-exceptlonal gains on property disposals, principally on two specific
properties, were higher than in the previous year.

Our continued investment in our vehicle fleet and technology is
reflected In higher depreciation charges.

Other ¢costs have increased, including higher IT and digital costs as we
progress our digital programme.

Networks and pricing

Providing our customers with value for money travel is at the heart of
our strategy. Independent research by transport specialists TAS,
published in February 2017, found that weekly bus travel offered by
Stagecoach is almost 10% cheaper than the UK average. Stagecoach was
also found to have the country’s lowest average single bus fares. Our
market-leading low fares, and the fact that there were no price rises on
many of our tickets in the previous 12 months, has also given us
flexibility to make targeted changes to pricing recently whilst remaining
competitive to the private car,

We are pleased to have partnered with Special Olymplcs Great Britain to
support its National Games in Sheffield in August 2017, We will provide
daily transport for around 3,000 competitors and thefr sports coaches
between thelr event accommadation and the 13 sports venues,

We are continuing to develop our megabus.com inter-clty ¢coach brand in
the UK. In May 2017, we significantly expanded the network with a serles
of new routes across the Midiands and south-west England, offering
direct links to Heathrow or Gatwick Airport from 13 towns and cities.
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Enhanced customer experience

We are continuing to invest in the quality of our services, inttiatives to
further increase customer satisfaction, and steps to deliver better air quality
for local communtities. In April 2017, we announced orders worth £70m for
around 340 new Euro 6 standard vehicles for 2017/18, most of which wilt
be built in the UK and support the country's manufacturing sector. Almast
half the new vehicles ordered mest the Gavernment's Low Carbon Emission
8us specification, while around twe-thirds feature innovative stop-start
technology 10 help improve fuel consymption and reduce emissions. All
new vehides are fitted with CCTV and USB charging points, while most will

"also offer free Wi-Fi. It brings our totat investment in new buses and

roaches in the UK to well over £1bn in the past 11 years, dellvering around
7,000 new vehicles.

We have also further invested in our digita! offerings. Qur new Stagecoach
Bus smartphone app provides customers with journey planning, next-stop
information and live bus tracking, and enabies people to buy and download
bus tickets straight to their mobile phone. Smart ticketing Is in place at all
Stagecoach regional companies with more thanh two milllen
StagecoachSmart cards in circulation and more than 330 milfion smart
transactlons every year. In partnership with other bus companies, we have
ensured multi-operator smart ticketing 15 available in all of England’s city
regions, benefitting around 15 million people, We are pleased to have been
part of the launch of Scotland’s first smartcard muktl-cperator Initiative
covering Aberdeen City and Aberdeenshire, as wefl as the introduction of a
similar initiative in Oundee. Further multi-operator schemes are set to follow
in Glasgow and Edinburgh, These projects will provide a platform to deliver
multi-modal travel in partnership with transport authorities. During
2016/17, we started the roll-out of contactess payment technology across
our UK regional bus services. This technology allows passengers to pay for
their travel with contactiess credit or debit card, Apple Pay and Android Pay.
The most recant independent research by Transport Focus shows that our
customers continue to have high levels of satisfaction with Stagecoach
services, as high a5 93% in some areas, and we have again been rated as
offering the best value for money of any malor bus company.

Loca! partnerships and devolved arrangements

One of the Division’s strengths is the breadth of partnership working with
lacal authorities who understand the joint responsibility we share for
improving bus services for passengers. We are pleased to have signed a new
partnership agreement that will defiver significant investment in improved
bus services in Merseyside over the next five years. The Liverpool City Region
Bus Alliance, a partnership with Merseytravel and Arriva, will deliver more
than £25m waorth of investment in bus services in the first year to boost
sarvices for existing passengers and attract more people to bus travel.
Around 80% of public transport journeys in the Liverpaol City Region are
made by bus, with overall customer satisfaction at 89%. The partnership will
provide a more modern bus fleet, improved smartcard ticketing, WI-Fi and
USB charging on all new buses, foint marketing campalgns, impraved bus
links, and clearly defined targets around punctuality and passenger
satisfaction. This builds on existing strong partnerships in several other city
regions and local authority areas around the country. We are daveloping
similar partnership proposals in conjunction with fellow bus cperators for
other key reglons.

New mayors have been appolnted in a number of areas where we operate
local bus services. A further mayoral election for the Sheffield City Reglon
will take place In May 2018. We look forward to continuing to engage with
the newly appointed mayors and local authorities in these reglons and
demonstrating how a partnership between bus operators and the public
sector offers the best and most cost effective route to deliver on their
aspirations for stronger and smarter igcal bus networks.

The Bus Services Act came into effect in April 2017 and makes some
amenrdments to the framework for the delivery of bus services in England
outside of London, We are pleased that this enabling leglslation has retained
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a significant focus on partnerships and that sorhe proposals introduced
during its passage through Parliament which would not have benefitted
egither customers or taxpayers have been reversed. The important
associated statutory instruments and guidance linked to the Act are not vet
finalised and we are continuing to engage constructively with key
stakeholders. Our focus is to ensure that there are proper protections for
passengers, taxpayers and bus operators, Including a robust and transparent
assessment process for evaluating any proposed franchising of bus services.
A National Transport Bill is expected to be introduced in Scotland In the near
future, We are engaging with key stakeholders on what this may mean for
our bus operations in Scotland and will continue to monitor developments.

Qutlook

We continue to expect subdued revenue trends from our local bus services
in the short-term. We have implemented targeted mileage reductions and
selective fare rises, as we make changes to our services that we consider
will support the [ong-term success of the business. Our costs remaln well
controtied, aithough the reduction in fuel costs in 2017/18 Is anticipated to
be more modest than that for the year ended 29 April 2017.

We have not significantly changed our expectation of the Division’s
operating profit for the year ending 28 April 2018 since our last update on
trading.

1.5.2 megabus Europe

Summary

» Exit from megabus Europe business complated
+ No further losses expected

Financlal performance
The financial performance of the megabus Europe Division (excluding
exceptional items) for the year ended 29 April 2017 is summarised below:

2017 2016

£m £m Charge
Aevenue and like-for-like revenue 20.2 184 9.2%
Qperating loss (4.3} (24.1) {82.2)%
Qperating margin (21.3)% (131.0}% 10,970bp

The Group completed the sale of the retailing part of the megabus Europe
business to FlixBus on 1 July 2016, The consideration was satisfied by the
issue of a loan note and that loan note was settled in fil! in December 2016,
The Group also agreed to transfer a number of vehicles to FlixBus, ora
nominee of FlixBus. These transfers are now largely rompleted, After taking
account of costs and losses related to the sale, we have reporied a pre-tax
exceptional loss on the disposal of the business of £6.9m. The exceptional
loss has Increased from the lost of £2.8m reported for the half-year ended
29 Dctober 2016, malnly reflecting additional costs relating to the Group's
exit from its operations in France,

The operating loss of £4.3m shown above represents the loss incurred prior
to 1July 2016, partly offset by a smali profit from the operation from 2 July
2016 of an international network of coach services between the UK and
mainland Europe. These services were operated by us under contract to
FlixBus, where the revenue from passengers flowed to FixBus and FlixBus
paid us for the aperation of the coach services. These services have now
ceased operating. We have also ceased operating the other coach services
we previously ran in mairfand Europe prior to 1 July 2016. Losses on all of
these services since 1 July 2016 and costs assoclated with terminating
services, where applicable, have been accounted for as part of the
exceptional loss on the sale of the retail business.

No further profits or losses are currently expected in respect of megabus
Europe.




1.5.3 UK Bus {London)

Summary

+ Significant value delivered since 2010 acquisition

+ tondon Bus operator of the year 2017

% Pressure on wage rates and competition for new contracts
expected to result in lower operating profit in short-term

+ Significant value in freehold property portfolio

Financial performance

The financial performance of the UK Bus {London) Division for the year
ended 29 April 2017 is summarised below:

2017 2016

£m Em Change
Revenue 263.8 267.1 [1.8)%
Uke-for-like revenue 263.4 265.6 (0.8)%
Operating profit 114 20.2 {8.9)%
Operating margin 7.0% 7.6% [60)bp

We have generated significant value from our acquisition of the Landon
bus business in 2010, when we paid around £60m to acquire the business,
In the last three years alone, the business has delivered over £60m of
operating profit.

The value of the business is supported by its freehold property portfolic.
Property in London is expensive and our properties provide a strong base
for the continuing operation of our bus services in East and South East
Londan. We believe the properties would also realise significant value if
they were to be sold to third parties.

As expected, like-for-like revenue was slightiy down at 0.8% below the
prior year, That reflected a net reduction In vehicle miles operated
resylting from contract tenders concluded in the prior year. Revenue per
vehicle mile increased 1.4%.

The movemsnt in operating margin was built up as follows:

volume risk in the short-term, a combination of declining revenues and
moves by central government to make the London bus network self-
financing means that Transport for London's current business plan
envisages no significant growth in Lendon bus mileage for the next five
years.

Outlook

We currently expect our UK Bus (London) operating profit to reduce in the
year ending 28 April 2018. That reflects two main factors. Firstly, 10 ensure
we recruit and retain sufficlent bus drivers ta continue to reliably provide
the contracted bus services, we plan to increase our starting rates of pay for
bus drivers reflecting market conditlons in London. Secondly, we are seeing
heightened competition for contracts In some parts of our London
operations resulting in us losing same contracts. While this means that the
2017/18 operating margin is likely to be below our long-term aspiration of
at least 7%, we plan to continue o bid for new contract opportunities at
prices we believe would dellver appropriate rates of return.

1.5.4 North America

Summary

»  Actions taken to adjust megabus.com networks to reflect
passenger demand

+ New contract wins

« Introduction of low-cost digltal offerings for customers

« Targeting growth In operating profit In 2017/18

Qperating margin - 2015/16 7.6%
Change in:
Insurance and clabms costs 0.7%
Fuel costs 0.6%
Staff costs {0.3)%
Operating lease costs (0.4)%
Other (1.2)%
Op_erating margin — 2016/17 7.0%

Insurance and claims costs have reduced due to lower costs on the self-
insyred poartion of clairmns.

Although the Divisian’s fuel costs have reduced year-on-year, there is an
offsetting effect from the impact of lower fuel costs on the indexation of
contract revenue. Staff and other costs have continued to rise as a
proportion of revenue.

We have built a sustainable business In the contracted London bus market
through a measured approach 1o bidding, a focus on high operational
quality and 3 close control of costs, Qur East London bus business was
named Bus Operator of the Year at the 2017 London Transport Awards in
recognition of high levels of reliability, driving standards and customer
satisfaction.

Road works and traffic congestion are a continuing challenge for
operatars in the Lendon bus market. Engagement Is ongoing with both
Transport for London and the London Assembly on these issues. We
belleve congestion is a major factor In the decline in bus passenger
volumes, which are now falling at a faster rate in the capital than in the
rest of the country. Whik: London bus operators do not take passenger

Financial parformance
The financlal performance of the North America Division for the year
anded 29 April 2017 is summarised below:

2017 2016
usSm ussm Change
Revenue - 532.3 647.7 [2.4)%
Like-for-like ravenue 632.6 646.2 {2.1)%
Operating profit 5.0 284 (12.01%
Operating margin 4.0% 4.4% (40)bp
Like-for-like revenue was built up as follows:
2017 2016
usSm ussm Change
megabus.com 193.0 202.9 (4.9)%
Scheduled service
- Commercial revenue 158.1 159.5 [0.9)%
— Support from local authorities 20,5 19.0 7.9%
Charter 115.0 121.7 {2.2)%
Sightseeing and tour 238 27.9 (14.7)%
Contract services 118.2 115.2 2.6%
Like-for-like revenue 632.6 646.2 (2.1}%

The market in North America has been challenging in recent years due
to the effects of sustained lower fuel prices, which have heightened car
and air competition. However, trading at our megabus.com inter-city
coach business shows some signs of improvement {with the rate of
revenue decline Further moderating and revenue per mile for the year
up 3.2%} including as a result of the positive action we have taken to
match our services with changes in demand from customers. As well as
having taken proactive steps to reduce the mileage operated by
megabus.com in North America, we are making targeted use of smaller
vehicles. In addition, we have moved the core operating bases of our
Midwest operation fram Chicago to Wisconsin and Chio to deliver a
more efficiant service, Marketing activity to promote the megabus.com
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brand in Narth America and to generate new customers is particularly
focused on digital channels. We remain well positiened to quickly
respand to further recovery in demand.

Trading at the other businesses in North America remains in line with
our expectations. While revenue from the more leisure-dependent
activities {charter, sightseeing and tour) reduced during the year, we
saw better trends in our scheduled service and contract revenues. The
fall in like-for-like revenue from sightseeing and taurs largely reflects
reductions in mileage at our sightseelng business in Callfornia. Contract
revenue growth of 2.6% Includes recent contract wins and we are
currently In discussions regarding several further apportunities to secure
new contract business.

As in the UK, the North Amerlca Divislon is expanding Its digital
initiatives, Given the smaller stze of the North America business relative
to our UK business, a number of our digital initiatives in North America
have been focused on ideas that are relatively low cost to the business
but which are valued by customers. As well as offering 2 link to buy
travel on some of our current commuter services to and from New York
City, our new www.commuterwiz.com website also allows commuters
to provide us with details of their commutes to enable us to develop
new services for journeys not already well served by public transport.
Our airport express services have increased their online sales
significantiy following the launch of mare mobile-friendiy wabsites.We
currently have a small group of staff working on how we can further
Improve our digital offerings, marketing, branding and overall customer
saervice at our airpert express services. A new
www.stewartalrportexpress,com website has recently been launched to
promote and sall our new coach services batween Stewart International
Alrport and New York City, linking the city to new low-cost international
flights Frotn Norwegian Air.

The mavement in the operating margin was built up as follows:

1.5.5 UKRail

Ssummary

» Engaged in discussions with Department for Transport on
contractual matters at Virgin Trains East Coast, including implications
of Network Rail's reprioritised infrastructure programme

s Onerous contract provision at Virgin Trains East Coast, reflecting
expected losses in the near-term, but business expected to be
profitable from 2019

» Rate of Stagecoach UK Rall revenue growth ahead of sector

» South West Trains franchise due to end in August 2017

»  Shortiisted for new East Midlands and South Eastern franchises

+ Joint venture with Virgin and SNCF shortlisted to bid for new West
Coast Partnership franchise

« Shortlisted for involvement in Califarnia High Speed Rail project

Operating margin — 2015/16 4.4%
Change in: -
Fuel costs 23%
Insurance and ciaim costs 1.1
Staff costs {1.0)%
Other {0.6)%
Operating margin - 2016/17 4,0%

The main changes in the operating margin shown above are:

# Fuel costs have reduced by around US$16m reflecting changes in
vehicle miles operated, market fuel prices and our fuel hedging
programme.

* The change in insurance and claims costs reflects our latest assessment
of the required provision for claims.

= Querall staff costs are in line with the pravious year but haverisen as a
proportion of our lower revenue base.

Outlook

As oll prices have stabilised, the trend in cur megabus.com revenue per
vehicle mile has improved. If these revenue trends continue to recover,
we have the fleet capacity and operational plans to Increase our overall
vehicle mileage.

We also see growth opportunities for the Division in new contract wins
but will ramain disciplined in ensuring that our contract bids are designed
to daliver a satisfactory rate of return on capital.

Given the actions we have taken to match our services with customer
demand, and new contract opportunities, we are targeting growth in the
Division's aperating profit in 2017/18.

page 20 | Stagecoach Group plc

Financlal performance
The financlal performance of the UK Rail Division {excluding exceptional
rtems) for the year ended 29 April 2017 is summarised below:

2017 2016
£m £m Change
Revenue ) 2,160.7 2,129.1 15%
Like-for-like revenue 2,160.7 - 2118.0 2.0%
Operating profit 31.0 66.7 (53.5)%
Operating margin 1.4% 3.1% (170)bp

As expected, profit at the UK Rail Divislon has declined year-on-year,
principally due to our operations at Virgin Tralns £ast Coast and Sauth
West Trains, where passenger revenue growth was insufficient to cover
the combination of increased premia payments to Government and
movements In cperating costs.

Revenue grawth at our UK Rail Division, and for the UK rail sector as a

whole, has been lower over the last eightaen months or so than was

generally seen in preceding years. Llke-for-like revenue growth in cur UK

Rail Division was 2,0%. After normalising for differences in the timing of

events between years and for one-off revenue effects, we estimate that

underlying revenue growth was around 2.4%. This compares favourably
to our estimate of 2.0% normalised revenue growth for UK franchised
train operators in general over that perlod. We befleve the reduced rate
of growth over the last eighteen months or so reflects & number of
factors including the fallowing:

* Poor Network Rail operating performance impacting some train
companies within our UK Rail Division, although Virgin Rail Group’s
Waest Coast franchise is seeing notable improvements in infrastructure
performance.

® [nereased car competition as a result of historically low fuel prices.

* Continued aggressive competition from airlines in light of lowar fuel
prices.

* Slower UK GDP growth and weakened consumer and business
confidence, including uncertainty among consumers and businesses
following the UK's decision te leave the Eurcpean Union.

* The effect of changing working pattems on commuter services.

Virgin Trains East Coust — contractual arrangements

We are engaged in discussians with the Department for Transport
regarding the terms of our continued operation of the Virgin Trains East
Coast franchise. This takes account of our respective rights and
obligations under the existing franchise agreement, including in respect
of the reprionitisation of Network Rail’s infrastructure programme.
Accordingly, we expect Yirgln Trains East Coast to be profitable from
2019 under new commerclal terms.

Virgin Trains East Coast has already delivered extensive promised
Improvements for passengers and completed a significant part of its




overall £140m investment programme for the franchise to create a more
personalised travel experience far customers. This has included a
complete upgrade of the existing train fleet, new services and extra
capacity, improved fares and ticketing, as well as harnessing new
technology to deliver better informatian, on-board service and station
facllities. As a result, Virgin Trains East Coast has amongst the highest
customer satisfaction of any franchised rall aperator. At the same time,
Virgin Trains East Coast has continued to meet its contractual and
financlal obligations, including delivering around £525m to 29 April 2017
in premlum payments to the taxpayer. This Is around 30% more than the
average monthly payments made by Directly Operated Railways when it
ran the East Coast route. Trading, however, at Virgin Trains East Coast
have been challenging for some time, for the reasons we have set out in
previous reports. Revenue and profit at Virgin Trains East Coast have
been below the leveis anticipated In our 2014 bid for the franchise, albeit
the shortfalls are primarily due to macroeconomic and other externat
factors beyond its control. Revenue growth for the UK rail sector as a
whole has also heen adversely affected by macroeconomic and other
external factors. Recently, the business has incurred operating losses.
While revenue trends showed some improvement In the second half of
the year to 29 April 2017, revenue (s not growing as strongly as we
anticipated and most recently, revenue has been adversely affected by
increased terrorism concerns and political uncertainty. In addition, the
amounts payable to and receivable fram Network Rail in respect of
operating performance remain volatile and uncertain.

Ovur bid for the franchise reflected forecast financial benefits of new
roling stock and enhanced railway infrastructure, While we and the
Department for Transport continue to expect improved rolling stock and
infrastructure, the scope and timing of those have been reprioritised
such that they are not consistent with what was assumed in our
franchise bid and then contracted. Qur contractual pasition is that the
financial risks related to changes in the scope and timing of new rolling
stack and infrastructure rest with the Department for Transport.

We expect Virgin Trains East Coast to incur kosses under the current
contract but taking account of our centractual rights and ohligatians, we
would expect the franchise to be profitable from 2019. Accordingly, In the
financial statements for the year ended 29 April 2017, we have recorded
an exceptional pre-tax charge of £84.1m to reflect that the current
contractual arrangements give rise t¢ an onerous contract. We have also
recortled a £44.Bm impalrment of intangible assets associated with the
right to operate the franchise. The impalrment charge is essentially an
acceleration of amortisatlon and is a non-cash charge. The Stagecoach
parent company Is committed to loan up to £165m to Virgin Trains East
Coast, of which 10% is to be funded by Virgin. As at 29 April 2017, the loan
to Virgin Trains East Coast was £57.5m.

Virgin Trains East Coast — revenue, investment and customer
satisfaction

As previousty highlighted, revenue at Virgin Tralns East Coast remains
below our original plans for the franchise, with like-for-like revenue
growth in the year of 3.2%. However, customers are responding well to
our improvements and we are yet to deliver some of the major
elemunts of vur planned investment programme to transfonn wusloner
journeys and increase revenue.

We have now completed a £40m investment [n upgrading the existing
train fleet, which has seen nearly 25,000 new seats installed. Customers
can also now benefit from 42 additianal services per week between
Edinburgh and London, providing 22,000 extra seats. Next year should
sea the introduction of completely new Azuma trains being built in the
UK by Hitachi. We are continuing to innovate tc make travel easier and
more enjoyable for our customers. tn an industry first, Virgin Trains East
Coast extended its booking horizon from the industry standard of three
months to six months in advance for weekday tickets and has recently
extended this to include weekends. We have launched a global first in
rall travel technology with our new Exploret app which helps customers
navigate their way around stations to locate friends, shops and
platforms. The app also enables real time automatic sign translation for
intemational custamers to read signs in their cwn language. On board,

we have had a positive response from customers to our “Beam”
entertainment system, and we have introduced free WiFi for those
tustomers that book direct with Virgin Trains East Coast. We have also
transformed the dining and shopping experlence for customers with a
revamped menu and food bar packed with new products. A cross-Virgin
Trains brand advertising campaign has been launched and Virgin Trains
has also expanded its customer contact centre in Newcastle,

Our Investment programme and marketing initiatives have had a
positive impact on passenger volumes and customer satisfaction. There
has been an Increase in the number of passengers choosing train over
plane, the result of a deliberate strategy by Virgin to win market share
on the UK’s busiest domestic alr route. Customers consistently rate
Virgin Trains as one of the top long-distance rail franchise operators in
the National Rail Passenger Survey {"NRPS”) commissioned by industry
watchdog, Transport Focus. Figures for the autumn 2016 survey show
91% satisfaction, which is the best autumn result on the East Coast
route In three years and puts Virgin Trains East Coast top of the
franchised fong-distance rail operators.

East Midlands Trains

Like-for-like revenue at East Midlands Trains grew 3.3% in the year. The
business Is delivering a strong financial performance and a share of that
strong performance Is being paid to the Department for Transport under
the franchise *profit share” arrangement. The current East Midiands
Trains franchise is contracted 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 has already indicated its
intention to extend the franchise ta November 2018,

South West Trains

South West Trains’ like-for-like revenue grew by 0.6% in the year. it
currently receives revanue support from the Department for Transport
such that any future shortfall in revenue versus our current expectation
would be 80% offset by increased revenue support income from the
Department.

We were disappointed to hear in March 2017 that we had been
unsuccessful in our bid to operate the next South Western franchise,
The current South West Trains franchise is due to expire in August 2017,
In the final months of our franchise, we are continuing to work hard to
deliver a professianal service to our customers, meet our obligations
and ensure a smooth transition to the new operator. Satisfaction
amangst South West Tralns passengers is continuing to Increase, with
the |atest independent research by Transport Focus showing that overall
satisfaction has risen to 83%, up from 81% in autumn 2015, Overall
satisfaction with South West Tralns services was higher than both the
national and London & South East sector average.

We are proud ta have operated the network under the South West
Trains brand for more than 20 years. Over that time, we have delivered
significant improvements for our customers, We belicve we submitted
a strong bid for the new South Western franchise. it offered a
transformation in the travel experience for our customers, mare
inyestment to help the railway suppert the communities and ecenamy
of the south-west, as well as a substantial and dellverable financial
benefit to taxpayers to help fund better public services.

We have received feedback from the Department for Transport on the
various elements of our bid. Together with our own review of our bid,
this will inform our approach ta bids for other new franchises.

We are most grateful to all of our employees and partners who have
been involved in delivering our vision for the raitway in the south-west
over the past two decades as well as those who contributed to our
strong bid for the new franchise. We know they share our
disappointment in the result.

Franchising update

We are pleased that the Group is one of three bidders to have been
shortlisted by the Department for Transport for the new East Midtands
rafl franchise. The new franchise, which is likely to be for between seven
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and 15 years, is due to start in 2018 when the current East Midlands
Trains contract comes to an end.

We have also been shorttisted to bid for the new South Eastern
franchise. The franchise, which runs from 2018, incorporates rail
services In south =ast London, Kent, the Medway towns and East Sussex.
In April 2017, we confirmed that Stagecoach Group and Virgin Group
had joined forces with French high speed operator, SNCF, to bid for the
West Coast Partnership rail franchise. This creates a powerful world-
ctass partnership, bringing together the team which has transformed
inter-city rail travel in the UK with the most recognised and capable high
speed operator In Europe. Collectively, we have been shortlisted to bld
for the new franchise, which is expected to run from 2019 and include
current West Coast services and the first three to five years of operation
of High 5peed 2 services. Stagecoach has a 50% share in the bid vehicle,
West Coast Partnership Limited, with a 30% share held by SNCF and the
femaining 20% owned by Virgin. It is envisaged that services under a
successful bid would carry the Virgin brand.

We take some encouragement from haw the UK franchising madel is
developing. The parent company of a franchised train operator is
required to commit lean facilities, which can be drawn down by the
train operator where necessary to meet contractual obligations or
funding needs, We are encouraged by early signs of moderation in the
amount of such foan commitments. We are also encouragad to hear
that the Department for Transport recognises that the risk sharing
arrangements on franchises awarded in recent years leaves train
operators too financially exposed to risks outside of their control — in
that regard, we welcome moves tawards something more akin to a full
sharing of revenue risk rather than just risk sharing arrangements based
on specific macroeconomic measures,

We remain, however, concerned that the Department may continue to
expect traln operators to bear significant Anancial risks in relation to the
availability of the train paths required to pperate the train services that
an operator planned in its franchise bid and/for in relation to Network
Rail’s delivery of infrastructure improvements. Both of these risks are
affected by events putside of a train operator’s control yet can have
substantial financial consequances. We will continue to share our views
and ideas on the UK franchising model with the Department for
Transport,

We are one of five bidders shortlisted for an early train operator
("ETO"} contract for a new high-speed railway being constructed in
California. The ETO will provide advice during the design and
construction of the new rail system and would also be expected to
initlally run the train service, We look forward to further understanding
the objectives and expectations of the high-speed rail authority with
regards to the project.

Outlook

Our UK Rail operating profit for 2017718 will reflect the end of our
South West Trains franchise with an expected full-year profit at East
Midlands Trains being partly offset by the costs of bidding for naw
opportunities. We continue with our eamphasls on growing revenue,
controlling costs and managing contracts,

Revenue has been weaker in recent weeks reflecting the effects on
demand of the dreadful terrarist attacks in Manchester and London as
well as political uncertainty refated to the General Election and the UK's
planned exit from the European Unlon. This in turn increases
uncertainty in forecasting revenue for the weeks and months ahead.
We will continue to consider rall bldding opportunities where we
beileve we can deliver benefits to passengers and add vaiue for our
Investors. Qur record of winning franchises, actively managing the
contracts during the life of franchises and operational excellence leaves
us well placed to consider contract opportunities, not just in the UK but
also overseas.
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1.5.6 Joint Ventures
1.5.6.1 Virgin Rall Group

Summary

¢ Profit growth, record punctuaiity and high customer satisfaction

s Revenue growth shead of sector avarage

*  Opportunity for further "Clrect Award” franchise through to
March 2019

Financlal performance
The financial perfarmance of the Group’s Virgin Rail Group joint venture
for the year ended 29 April 2017 Is summarised below:

2017 2016
45% share £m £m
Revenye 556.8 5253
Operating profit 3.5 326
Net finance income 05 0.7
Taxation (r.2) (9.1)
Profit after tax 4.3 4.2 -
Operating margin  ~ 5.1 6.2%

Our share of Virgin Rail Group's profit after tax increased from £24.2m
in 2015/16 to £24.8m in 2016/17. The business continuas to deliver
strong profit margins for a franchised UK rail operator, notwithstanding
the slowing of UK rail sector revenue growth, Virgin Rail Group's West
Coast rail franchise continues to perform well, with revenue growth
higher than the Industry average, and that is benafitting taxpayers
through profit share payments by the business to the UK Department
for Transport. The franchise, which is contracted to run until March
2018, is continuing to perform ahead of our expectations at the time
the contract was agreed. The Government has confirmed that It plans a
short-term franchise of approximately 12 months to cover the perfod
from the end of the current West Coast franchise in March 2018 untii
the planned start of the West Coast Partnership franchise in April 2019,
Virgin Rall Group is in discussions with the Department for Transport
with a view to agreeing commercial terms to that end.

In March 2017, Virgin Frains marked 20 years of operating services on
the West Coast route. Over the past two decades, Virgin Trains has
revolutionised UK train travel with the introduction of new trains and
increased frequency along the route, as well as setting the industry
benchmark for customer service, Latest National Rail Passenger Survey
results showed B0% customer satisfaction an West Coast, amongst the
highest in the UK franchised rall sector, Passenger growth and
satisfaction have also coincided with punctuality reaching its highest
ever level since privatisation, as a result of strong partnarship working
with Network Rall.

During 2016/17, Virgin Trains Wast Coast has delivered further
improvements for customers. It Is the first train company to
automatically compensate customers who book advance tickets through
virgintrains.com or its app if their train service is delayed. In partnership
with thetrainiine.com, Virgin Trains has also become the first operator
to glve customers the option o add traln tickets stralght to thelr Apple
Wallet. Recently, the company unveiled its vision for the station of the
future, with a radical new £1m-plus open plan cesign for Blrmingham
International’s ticket office. It features more user friendly information
screens, improved ticket machines and touch screen Information points,
Customers can access roving staff eguipped with tablets, wireless
charging for devices, cashless payment at car park barriers to reduce
gqueues and free station Wi-Fl.




1.5.6.2 Twin America
Financia! performance

In February 2017, the Group compieted the sale of its interest in the
Twin America LLC joint venture. Twin America was a joint venture
between Stagecoach North America and City Sights. It principally
operated sightseeing bus services in New York City, Stagecoach North
America, which held 50 per cent of the voting rights and 60 per cent of
the economic rights of the jaint venture, sold its Interest to City Sights.
We have recognised an exceptional gain of £11.6m in respect of the
disposal. Qur share of Twin America’s profit for the year ended 29 April
2017 is pot material, In the year ended 30 April 2016, we determined
that the carrying value of the Group's investment in Twin America was
impaired and an Impairment loss was recorded to reduce the carrying
value to nil as at 30 April 2016,

titigatiom

Related to the Twin America litigation involving the Group's North
America Division, which we have set out in previous reports and which as
noted In our annual report for the year ended 30 Apri) 2016 was settied,
the Department of Justice investigated the conduct of company
personnel in responding to discavery obligations in the investigation and
litigation. The Group co-operated with the investigation, which is no
lenger cngoing, and we do not anticipate any further action,

1.5.7 Other businesses

We see hoth structural risks and oppartunities from advancements in areas
such as autonomous vehicles, electric vehicles, digital transport information
and retall channels, the sharing economy such as digitally enabled car
sharing and different operating models for ransport. We continue to
monitor developments in and participate in trials in these areas.

I soMme cases, qur participation in these areas sits outside our existing,
core operating divisions. That is because we belleve we can better
harness multi-modal opportunities and explore new areas of transport
outwith the day-to-day management of the core divisions.

For example, sarlier in 2017, we launched the TravelHere app. The
TravelHero concept is to provide a customer the opportunity to select
from multiple travel modes and/or operators for his or her journey, The
app allows customers to plan, book, pay for and make travel. We are
currently trialling it in Canterbury, East Kent where it can be used to
plan and purchase travel by buses and taxis.

Also, earlier this year, we invested In Glabal Travel Ventures and now
hoid around 20% of the equity in that company. Global Travel Vantures
bullds clever technology to create better deals for travellers. In January
2017, It launched the first independent rail ticketing website,
www.ticketdlever.cam, in Great Britaln for five years and the DK's first
post-pay contactless bus ticketing system outside London.
www.ticketclever.com uses Global Travel Ventures’ in-house clouc
technology to offer more cheap train journeys than anywhere else,
saving up to 60% compared with station kiosks or other websites for on-
the-day purchases.

1.6 Other financial matters

1.6.1 Pre-exceptional EBITDA, depreciation and intangible
asset expenses

Earnings from cantinulng aperations before interest, taxation,

depreciation, intangible asset expenseas and exceptional items (pre-

exceptional EBITDA) amounted to £345.4m (2016: £370.0m). Pre-

exceptional EBITDA can be recondiled to the consolidated finandal

statements as fallows:

2017 2016
£m £m

Total operating profit before
intanglibie asset expenses and
exceptional items 192.8 228.8
Depreciation 145.5 1322
Add back joint venture
finance income & tax 7.1 9.0
Pre-exceptional EBITDA 345.4 3700

The income statement charge for regular intangible asset amortisation
increased from £15.8m to £156.8m, principally due to higher software
amortisation assoclated with investment in technology.

Depreciation increased by £13.3m, reflecting continued capital
Investment and the effect of foreign axchange movements on the
sterling amount of depreciation for the North America Division.

1.6.2 Exceptional items
The followlng exceptional items were recognised in the year ended
29 Aprif 2017:

* A pre-tax exceptional loss of £3.2m was recognised in raspect of an
impalirment of surplus vehictes following the withdrawal of the
megabus Sleeper services in the UK.

A pre-tax exceptional gain of £7.1m was recognised in respect of the
disposal of a depot within the UK Bus (regional operations) Division,
We do not ordinarily show gains and losses on the disposals of land and
buildings as exceptional items. However, we conslder that this gain
arising from the sale of a single UK Bus depot s sufficiently farge that it
should be presented as an exceptional gain to allow a proper
understanding of the Group’s financial performance.

As explained in section 1,5.2, a pre-tax exceptional loss of £6.9m was
recognised in relation to the sale of the retalling part of the megabus
Europe business.

A pre-tax exceptional loss of £3.7m was recorded in relation to the
megabus.com Midwest restructuring of operations, as explained in
section 1.5.4,

As explained in section 1.5.5, an exceptional pre-tax expense of £84.1m
has been recorded in respect of an onerous contract provision for
Virghn Trains East Coast and an exceptional charge of £44.8m has also
been recognised in respect of Virgin Trains East Coast intangible assets.
As explained in section 1.5.6.2, a pre-tax exceptional gain of £11.6m
was recognised In respect of the disposa) of the Group's interest in
Twin America,

The net effect of exceptional items was a pre-tax loss of £124.0m (2016:
£67.2m}.

*
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1.6.3 Netfinance costs

Net finance costs, excluding exceptional items, for the year ended 29
April 2017 were £34.1m {2016: £41 4m) and can be further analysed as
follows:

2017 2016
Em £m

Finance costs, excluding exceptional items
interest payable and other facility costs on bank

Ioans, loan notes, overdrafts and trade finance 4.7 5.9
Hire purchase and finance [ease interest payable 1.7 21
Interest payable and other finance costs on bonds 22.0 5.9
Unwinding of discount on provisions 3.5 39
Interest charge on defined benefit pension schemes 37 5.3
35.6 431
Finance income o T - T
Interest receivable an cash {1.2) (1.4]
Effect of interest rate swaps 0.3} 0.3)
(1.5} 1.7)
Net finance costs, axcluding exceptional items 34.1 41.4

The fall in net finance costs includes the benefit of the full-year effect of
our 2015 bond re-financing.

1.6.4 Taxation

Qur share of prafit from joint ventures is reported after tax in arriving at
the profit before tax in the consolidated income statement. To better
understand the Group’s effective tax rate, we show below the Group’s
tax charge including our share of joint ventures’ tax relative to the
Group’s profit before tax excluding jaint ventures’ tax. On that basis, the
effactive tax rate for the year ended 29 April 2017, excluding exceptional
items, was 17.5% (2016: 18.9%}.

The tax charge tan be analysed as follows:

Taking account of the planned further reduction in the rates of UK
corporate tax rate, and assuming that the compaesitlon of the Group
temains broadly unchanged, we cansider the Group's sustainable,
effective tax rate to be in the range of 18% to 23%.

1.6.5 Fuel costs

The Group’'s operations as at 29 April 2017 consume approximately 411m
litres of diesel fuel par 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 oil prices.

The propertion of the Group's projected fuel usage that is now hedged
using fuel swaps is as follows:

Year ending April:
Total Group 81% 70%

2018 201% 2020 2021

48% 1%

The Group has no fuel hedges in place for periods beyond April 2021,

1.6.6 Cash flows and net debt

Net debt (a5 analysed in note 29(c) to the consolidated financial
statements) has, as expected, increased from 3¢ April 2016, reflecting
additional investment in our businesses, mavements in foreign exchange
rates causing ah increase in the sterling value of our US dollar debt,
dividend payments and UK Rail working capital timing differences, partly
offset by continued strong cash generation from operations.

Net cash from operating activities before tax for the year ended 29 April
2017 was £253.7m (2016: £301.9m) and can be further analysed as
follows:

Year to 29 Apri 2017 Pre-tax profit Tax Rate
£m Em %

Excluding intangible asset expenses 166.3 (28.3) 17.0%

and exceptlonal Items

Intangible asset expenses (16.8) 1 12.5%

149.5 (26.2) 17.5%

Exceptional items {124.0) 18.8 15.2%
255 {7.4) 29.0%

Reclassify joint venture taxation for

reporting purposes [7.6) 7.6

Reported in income statement 17.9 0.2 [1.1}%

The effective tax rate, excluding exceptional items, of 17.5% is lower
than the 19.9% rate of UK corporatian tax for the year. The difference is
principally due to the utillsation of previously unrecognised historic tax
losses.

The cash tax paid in the year of £21.6m compares to a tax credit for
Group companies of £0.2m shown above. The largest difference relates
to the £18.8m tax credlt recognised on exceptional items that has yet to
affect cash tax.

Where there is uncertainty regarding the amount of tax that will
ultimately be payable, the Group generally racognises a liability for the
maximum amount it expects will be payable or an assetfar the minfmum
amaunt it expects to receive. In respect of periods up to 29 April 2017,
the Group therefare considers there to bie a fow risk that it will be
required to pay significantly more tax than is pravided for In the
consolidated financial statements. The areas where the Group sees
uncertainty around the amount of tax that Is payable relate to the
financing of and transactions with Gverseas operations, losses incurred
by overseas operations in the ordinary course af business and overseas
tax audits.
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2017 2016
, £m £m
EBITDA of Group companies before
exceptional items 312.1 336.2
Cash effect of exceptional items (3.7} -
[Gain)/loss on disposal of property,
plant and eguipment {4.3) 0.5

Equity-settled share based payment expense 1.9 2.2

Working capital movemnents {53.7) [35.2)
Net Interest paid {26.7) [30.8)
Dividends from joint ventures 28.1 288
Net cash flows fram operating activities before taxation 253.7 3019

Net cash from operating activities befors tax was £253.7m (2016:
£301.9m} and after tax was £232,1m (2016: £278.9m). Net cash outflows
from investing activities were £100.7m (2016: £178.9m), Net cash used in
financing sctivities was £203.7m (2016: £114.8m).

The net impact of purchases of property, plant and equipment for the
year on net debt was £203.3m (2016: £213.5m). This primarily related to
expenditure on passenger service vehicles, and comprised cash cutflows
of £155.5m {2016: £191.2m} and new hire purchase and finance jease

. debt of £47.8m (2016; £22.3m). In addition, £46.0m (2016: £26.5m} cash

was recelved from disposals of property, plant and equipment.

The net impact of purchases and disposals of property, plant and
equipment on net debt (“net capital expenditure”), split by division, was:

2017 2016
£m £m
UK Bus (regionzl operations) 97.4 118.5
megabus Europe - 7.0
UK Bus {London) 1.6 28
North America 37.4 45.6
UK Rail 20.9 13.1
157.3 187.0




The movement in net debt, showing train pperating companies
separately, was:

Year to 29 Apnil 2017

Train operating

companies Cther Total
— _Em | Em [ fm
EBITDA of Group companies
befere exceptional items 46.6 265.5 3121
Cash efiect of exceptiona! items - (3.7} 3.7)
Loss/(gain] on disposal of property,
plant and equipment 05 (4.8 (4.3}
Equity-settled share based
payment expense 0.7 1.2 19
Working capital movements {az2.1) (11.6) {53.71
Net interest paid {1.7) {25.0) (26.7)
Dividends from Jaint ventures - 8.1 8.1
Net cash flows from operating activities
before taxation 4.0 243.7 253.7
inter-company movements {29.2) 29.2 -
Tax paid f12.7) (8.9) {21.6)
Investing activities {25.8) {122.7) {148.5)
Financing activitias - (70.2) [70.2)
Foreign exchange/other - (23.5) [23.5)
Movement in net debt (63.7) 53.6 {10.1}
Opening net debt 283.1 1682.4) (2993}
Clasing net debt 219.4 {628.8) [409.4)

The cash held by the train operating companies at any point in time is
affected by the timing of rall Industry cash flows, which can be
individually substantial. The working capital cash outflow shown above
principally arises from funding received for specific projects in prior years
{within the overall franchise payments made by our train operating
companies), in advance of the related expenditure being made in the
year to 29 April 2017.

As explained in section 1,5.5, the current South West Trains franchise Is
due to expire in August 2017. We anticlpate that, at araund that time,
certain assets and Habilities of the Group will transfer to the operator of
the next South West Trains franchise. We currently anticipate that the
net impact of the transfer on our conselidated net assets witl be
immaterial. However, taking account of the net cash that will transfer,
we would forecast that the expiry of the current South West Trains
franchise wilf result (all other things being equaij in an increase in our
consclidated net debt of approximately £100m in 2017/18, As at 29 April
2017, £68.5m of cash held within South Waest Trains is included in our
consclidated net debt and the credit rating agencles already exclude such
cash from their own adjusted leverage figures.

1.6.7 Financial position and liquidity

The Group has maintained investment grade credit ratings and

approptiate headroom under its debt facikities.

During the year ended 29 April 2017, we extended the duration of

£480m of our committed, bi-lateral core bank facilities by a further year

to October 2021.

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 29 April 2017 te pre-axceptional EBITDA for
the year ended 29 April 2017 was 1.2 times {2016: 1,1 times).

* Pre-exceptional EBITDA for the year ended 29 April 2017 was 10.3
times {2016: 9.0 times} pre-exceptional net finance charges {including
joint venture net finance income),

* lndrawn, committed bank facilities of £333.8m at 29 April 2017
(2016: £281.2m) were available to be drawn as bank loans with
further amounts gvailable anly for non-cash utilisation. n 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 Netassets
Net assets at 20 April 2017 were £68.5m [2016: £177.8m).

The decrease is after £67.1m of dividend payments and is principally due
to the actuarial losses on defined benefit pension schemes and the Virgin
Trains East Coast exceptional items, partially mitigated by the solid
financlal resutts for the year ended 29 April 2017 and fair value gains on
cash flow hedges,

1.6.9 Retirement benefits

The reported net assets of £68.5m [2016: £177.8m) that are shown on
the consolidated balance sheet are after taking account of net pre-tax
retirement benefit liabilities of £232.5m [2016: £96.7m), and associated
deferred tax assets of £44.4m (2016: £21.0m).

The Group recognised net pre-tax actuarial losses of £127.6m in the year
ended 29 April 2017 {2016: gains of £68.5m) on Group defined benefit
pension schemes.

The discount rate used to determine pension scheme liabilities is
determined with reference to AA-rated bond ylelds. As AA-rated band
yields have generally decreased in the year anded 29 April 2017, the
forecast future cash flows to settle pension scheme llabilities are now
discounted at a lower rate. This is the principal reason for the pre-tax
actuarial losses and the increase in the pre-tax retirement tenefit
liabilities as at 29 April 2017.

1.6.10 Capital
The Group regards its capital as comprising its equity, cash, gross debt
and any similar ltems. As at 29 April 2017, the Group's capital comprised:

2017 2016
£m Em
Market value of grdinary shares in issue
[exciuding shares held in treasury) 1,167.3 14786
Cash 3133 2823
Grass debt {(r220.7y  (781.6)
Net debt (see section 1.6.6)} (409.4}  (399.3)

The Group manages its capital centrally. its objective in managing capital
Is to optimise the returns to its shareholders whilst safeguarding the
Groug's ahility to continue as a going concern and as such its ability to
continue to gaherate returns for its shareholders, The Group takes
account of the interests of other stakeholders when making decisions on
its capital structure.

The ¢apital structure of the Group is kept under regular review and will
be adjusted from time to time 1o take accaunt of changes in the size or
structure of the Group, economic developmants 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 sharehofders and borrowing/repayment of debt. There
are 3 number of factors that the Group considers in evaluating capital
structure. The Directors’ principal focus Is on maintalning an investment
grade credit rating. As well as considering the measures applled by cradit
rating agancies, the other principal ratios that the Directors consider are
{1} Net Debt to £BITDA, (2) EBITDA to Interest and {3) Net Debt to market
capitalisation. it is a matter of judgement as to what the optimal levels
are for these ratios. Although Net Debt to market capitalisation has risen
In the year due to the Company's lower share price, the Directors remain
content with the Group's capital structure,

It iz the Group’s objectlve to maintain an investment grade credit rating.
The Group |s 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 financlal standing of interested parties ks considered by
government in determining the short list of bidders for a UK rall
franchise,
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The Board is continuing with its dividend policy of seeking to grow the
rate of dividend per share over time, and has increased the proposed
dividend for the year by over 4%. The Group will continue to regularly
review [ts financial strategy and capltal structure.

1.6.11 Dividend policy

It is the Group's policy to seek to grow the rate of dividend per ordinary
share over time while aiming to maintaln the dividend rate at a level
which is sustainable. Taking account of the proposed final dividend of
8.1 pence per share, the total dividend per share in respect of the year
ended 29 April 2017 is 11.9 pence.
The Group has not set specific targets for dividend growth or dividend
cover ratios for the following reasans:
* The Group does not wish such targets to be viewed as a commitment
orf promise by the Board which, in turn, could act as pressure ta pay
certain levels of dividend In the future even when at that future point
in time, that might not be in the best interests of the Company and its
stakeholders.
The appropriate pay-out ratio may vary based on many factors
including the mix of bus versus r2il in the Group's portfolio and factors
affacting the outlook that are not reflected in the historically reported
figures.
* Earnings may be volatile from year-to-year. We would look for
dividend rates to be more stable and not to fluctuate as significantly
as earnings simply to achieve target cover ratios,

As at 29 April 2017, the Company’s distributable reserves totallad
E247.7m [2016: £338.0m), which compares to dividends paid n cash in
the year ended 29 April 2017 of £67.1m (2016: £62.0m). In addition, we
consider that the Company’s distributable reserves could be further
increased through dividends from subsidiary companies and/or changes
in the Group structure. The Group considers there 1o be a low risk that
the level of distributable reserves will be a constraining factor on
dividend payments for the foreseeable future,

The Group has significant undrawn, committed bank facillties as
explained further in section 1.6,7 of this report. The Group considers
there to be 2 low risk that the level of available liquidity / cash resources
will be a constraining factor on dividend payments for the foreseeable
future.

As explained In section 1.6.10 above, the Directors are focused on
maintaining an investment grade credit rating and as noted in section
1.6.7, the three main credit rating agencies continue to assign
investment grade credit ratings (o the Group. Where the Group was no
longer investment grade rated or there was a significant risk of that, the
Board would review the dividend policy.

1.6.12 Treasury policies and objectives

Risk management is carrled out by 3 treasury committee and a central
treasury dapartment (together, "Group Treasury”) under policies
approved by the Board. Group Treasury ldentifles, evaluates and hedges
financlal risks in co-operation with the Group's operating units. The Beoard
provides written princlples 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 financlal instruments and
investing excess liquidity.

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

Sem note 25 to the consolidated financial statements, for details of

* the Group’s exposure to fingnctal 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,
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1.6.13 Use of non-GAAP measures

Our consolldated financial statements are prepared In accordance with
International Financlal Reporting Standards as adepted by the European
Unign and applied in accordance with the pravisions of the Companies
Act 2006, In measuring our performance, the financial measures that we
use nclude those which have been derived from our reported results in
order to efliminate factors which distort period-on-period comparisans,
These are considered non-GAAF financial measures, and include
measures such as like-for-like revenue, pre-exceptional EBITDA and net
debt, We believe this information, along with comparable GAAP
measurements, js usefui to shareholders and analysts In providing a basls
for measuring our financial performance. Note 34 to the consolidated
financial statements provides further information on these non-GAAP
financial measures.

1.7 Current trading and outlook

We have made a satisfactory start to the year ending 28 April 2018 and
have not significantly changed our expectation of adjusted earnings per
share for the year.

We see positive long-term prospects for public transport, There is a
large market apportunity for modat shift fram cars te public transport
agalinst a backdrop of technological advancements, rising road
congestion and increasing environmental awareness, We have a growth
strategy built on continued investment, value-for-money travel and high
customer satisfaction.

The Group B8 in good financial shape, Our core debt Is committed and in
place for over a further four years and we remain investment grade
rated.

1.8 Corporate Social Responsibility -
statement of non-financial information

Section 1.4.1 of this Annyal Report contains a dascription of the Group’s
business modal. Section 1.4.6 describes key performance Indicators,
including non-financial performance Indicators, relevant to the Group's
businesses. Section 1.4.5 includes a description of principal risks and this
section 1.8 provides information on how we approach Gur soclal
responsibillties,

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

* Connect peaple, families and communities

* Help individuals access health, education, employment and le{sure
* Support jobs, the skills base and economic growth

* Play our part in tackilng climate change

Like most businesses, we want to generate value for our employees and our
shareholders, but we want to do that respansibly and in partnership with ali
our stakeholders, Our responsible approach to business Includes taking an
appropriate approach to pur people and our customers; safety and securlty;
the accesslbility and affordability of our transpart services; environmental
stewardship and performance; good governance; and building community
relationshlps. Our strong customer focus, commitment ta sustainability, and
sector-leading reputation has been independently recognised by 2 range of
organisations. Right across our global oparations, 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 social responsibility. These documents can be found on our
website at tha following link:
bite://www.Stagecoach.com/fsustainabillty.aspx.

This section includes just a small number of examples of our wark ta
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 Code, which was
further updated during the year, sets cut key principles and provides
practicat examples and guidance to help shape employees’ corporate
behaviour across all leveis of the business. The Board of Directors
remains committed to ensuring appropriate processes, contrals,
Rovernance and cuiture exists to support the maintenance of these
values and behaviours. The Code of Conduct is subject to periodic
review, A copy of our Cede of Conduct can be found at the following link:

http//www stagecoach.com/code-of-conduct.pdf.

In addition, we have a Speaking Up policy, aiso updatad in 2016/17,
which is desighed to ensure that employees can raise serious concarns
without fear of victimisation, discrlmination or disadvantage. A copy of
the document is available at:

bitp://eww stagecoach.com/seeakinguo 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 prople, promoting a positive tulture where employees
are treated with respect and given equal opportunity to develop. This
maans that we are abie to provide a better service to our customers,

We have initiatives In place designed to nurture the next generation of
talent te support the business and help our people achieve their
potential. We have strong vocatlonal training programmes in our bus and
rall businesses and we continue to invast in developing our people,

We are proud that Stagecaach UK Bus won the Large Employer Category
at the People 1st Apprenticeship Awards in 2017 for the robustness of
our programme, which has been in place for more than a decade, During
National Apprenticeship Week in 2017, we launched an initiative to
encourage more women to join the bus industry as engineers and we are
continuing with cur campalgn to attract more female bus drivers.

We also have programmaes in place to promote the health and weli-being
of gur peaple. Qur annual Stagecoach Champlons Awards, which are
open to all employees, recognise excelience in the areas of safety,
community, health, customer service, environment and innevation,
in 2016/17, we have further extended the use of our intranet, The Loop.
The Loop provides further opportunities for communication among our
people,
Further information is available here:

tto: ch. =

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 oppottunity is one of our key values,
regardless of disability, gender, sexual orientation, religion, belief, age,
nationallty, race or ethnic origin. The Group gives full consideration to
applications for employment from peaple with disabilities,

Where existing 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
commitied 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 ather
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, an a wide range of issues. A wide range of communications
channels are used to keep our pedple informed and engaged.

Also in 2016/17, we surveyed our staff across the Group. Using the
results of the surveys and warking with employee representatives, we
are progressing further improvements in how we operate.

1.8.4 Diversity

The Group recognises and values the Individuality and diversity that each
employee brings to the business. We value diversity in its wider sense
and it is our pelicy to facilitate diversity of age, gender and background
across our workforce. We are particularly focused on promoting gender
diversity.

The table below shows the gender split at different levels within the
organisation, as at 25 Aprnil 2017, The Group’s warkfarce is around 82.8%
male and that high proportion is cammen in the ground transportation
industry.

% %
Population Male Female Total Male Female
Board 8 3 11 T2.7% 27.3%
Senior management * 98 24 122 80.3% 19.7%
Whole workforce 33,136 6,863 39,999 82.8% 17.2%

*Senlor menagement 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 whose financial information is inciuded in the
Group's 2017 consolidated financial statements in the Annual Report. This
satisfies the definition sat out in the Companies Act 2006 {Stratagic Report and
Directors’ Report) Regulatians 2013.

‘The equivalent figures as at 30 April 2016 were:

% %
Population Male Femile Total Male  Female
Board 3 2 10 80.0% 20.0%
Senlor management 93 23 116 80.2% 19.8%
Whole workfarce 33,488 6,637 40,125  B3.5% 16.5%

1.8.5 Promoting safety

Safety Is at the heart of aur business and our overall approach is given
direction through the Group’s Strateglc Safety Framework. We have a
strong focus on employee training, actident reduction, regulatary
compliance and security preparedness, Health and safety processes and
performance are monitored and reported on across the Group with
attion 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
monttors 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 palicies,

Each of our divisions and operating companles has polities which are
appropriate to the transport modes they deiiver. We are focused on
meeting and in many cases exceeding regulatory requirements and
performance standards. Detalled pollcles, 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 Directlve, Performance Is measured and reviewed at operating
company and Group {evel. This i supported by analysis of audit resuits
and review of civil liabilities claims to address any Issues around policies
and working procedures. A core part of our approach is encouraging
emgloyees to report any concerns.

wa work with local communities to encourage a safe environment
around our transport 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
infermation and examples of our Initiatives are available at:

http:/fwww.stagecoach com/sustainabllit/safetv-heajth.aspx,
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1.8.6 Accessible and atfordable 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 ragularly been independently assessed as
having the lowest bus fares of any major operator in the UK. Recent
research by Transport Focus found that bus passengers rated Stagecoach
as the best national UK bus aperator for value for money.

Stagecoach is the only 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 £70m In 340 new buses and coaches
for 2017/18 wilt ensure that all of our focat bus fleets in the UK are fully
accessible. It will mean Stagecoach Group has invested over £1bn in
more than 7,000 greener and more accessible buses and coaches since
2006/07. Aytomatic vehicle location technology Is fully deployed across
our UK reglonal bus fleet, providing real time servica infermation to
customers via our smartphone app and online. It also provides a
technology platform to deliver audio visual next stop information via
smartphones, including those which support blind and partially-sighted
people. In the UK, Stagecoach is a founder partner in the national
Accessible Travel Alllante, an Industry-leading group of travel operators
working with the Whizz-Kidz charity to improve transpart accessibility
far young wheelchair users. On our rail networks, we are working with
government to introduce easler disabled access at stations.

The Group Is also investing in new digital technologies and warking with
other transport partners to Introduce simpler travel through smart,
Integrated ticketing.

1.8.7 Environmental stewardship

Stagecoach Group has a sustainability strategy covering the five years to
April 2019. It follows a 30% reductlon in Stagecoach Group's carbon
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 flest transport carbon
emissions by 2%; lower water consumption by 9% and achieve a waste
recycling rate of 83%. The Group has already been zwarded the Carbon
Trust Standard for measuring, managing and reducing its global carbon
footprint, becoming the first public transport operator to have its
boundarles certified outside of Europe. A copy of the Group’s
sustainability strategy and further information about our initiatives and
performance is available at:

http://www stagecoach. com/sustainability. asgx.

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 annuat submission to the Carbon Disclosure Project {"CCP*),
an organisation focused on carbon disclosure which collates
environmental information and works with thousands of companias and
investors to tackle climate change.

The data below shows our greenhouse gas emissions for the year ended
29 April 2017 with comparative data for the year ended 30 April 2016.
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2016/17
Greenhouse Gas Emisston Source tonnes COe Kg CO2e/f
of revenue
Scope 1 -
Fuel combustion (natural gas, diesel,
petrot and heating oil) 998,765 0.25
Operation of facilities (refrigerants) 20,467 0.01
Total Scops 1 1,019,232 0.26
Scope 2
Purchased electricity ’ 345,544 0.09
Statutory total (Scope 1 & 2)* 1,364,776 0.35
2015/16
Greenhouse Gas Emission Source tonnes COze Kg CO/E
of revenue
Scope 1
Fuel combustion (natural gas, diesel,
petral and heating o#) 1,009,003 0.26
Operation of facllities (refrigerants) 23,586 0.01
Total Scope 1 1,032,589 0.27
Scope 2
Purchased electricity 384,566 0.1
Statutory total (Scope 1 & 2)* 1,427,495 0.37

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

The Graup has used the UK Government Enviranmental Reporting
Guidance methodology In reporting its greenhouse gas emissions,
together with emissions factors from the DEFRA/DECC Greenhouse Gas
Conversion Factors for Company Reporting 2016.

We define our organisational boundary using the financial control
approach and use a materlality threshold for the Group of 5% of
estimated Greenhkouse Gas Emissions. We have reported an 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 our consolidated financial

statements,

Group Metrics 2016/17 2015/16
Revenue {Em) 3,991.2 38711
Total Scope 1 & 2 emlssions

tonnes (tCO,e) 1,364,776 1,427,495
Intansity ratio

Scope 1 & 2 emissions per £ of

revenue {Kg CO,e/E} 0.35 0.37




1.8.8 Supporting our communities and the ecanomy

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

we share cur success with local people and communities by investing
patt of aur profits in good causes. During the year ended 29 April 2017,
£0.9m {2016; £0.9m) was donated by Stagecoach Group to help a
number of charitias and (¢ support fundraising events and vital services.
Significant additional in-kind support, such as complimentary bus and
rail travel, is provided by the Group to good causes. We have 3 number
of initiatives in place to help young people, Including smentoring and
internship programmes 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 veterans groups in the UK and
North Amaerica, Stagecoach Group has demonstrated its commitment to
the UK Armed Forces by signing a corporate covenant to suppor the
country’s military community. Mare information on aur community
support and programmes is available at:

htto: sy stagecoach.com/sustainability/community.asps

1,8,9 Human rights

The Group does not see human rights matters as presanting 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 indlvidual and strives to reflect this in its business. A
respect for human rights is reflected in our wider policies and in how we
do business with customers, supphiers, employees and other
stakeholders.

1.8.10 Anti-corruption and anti-bribery

The Group has an anti-bribery and anti-corruption framework in place,
The Group’s attitude te bribery and corruption is set by the Board of
Directors and is reflected In the Group's Code of Conduct (see section
1.8.1 of this Annual Report). The Group does not tolerate any form of
bribery or inducements for any purpose whether directly or through a
third party.

Any known instance of fraud, bribery or attempted bribery that was
designed to give an advantage to the Group is reported to the Group's
Audit Committee for cansideration and appropriate follow up. There
were no such matters arising during the year ended 29 April 2017 that
were sufficiently significant to report in this Annuzl Report. The
Speaking Up policy provides a channel for the reporting of fraud, bribery
or attempted bribery where reporting through other channels is not
appropriate,

A Group Campliance Committee is in place to monitor campliance with
{aws and regulations and to monitor the effectiveness of the anti-
corruption framework, policies and procedures. The Group Compliance
Committee assesses the nature and extent of the risks relating to
bribery and corruption to which the Group Is exposed. The Committee
considers not only bribery and corruption risks within the Group itself
but also within the Group's supply chain. Suppliar due diligence is
undertaken where considered appropriate ta the particular supplier.

The Group's independent internal auditors review the Group's anti-
corruption framework at ieast every three years and report their
findings to the Group’s Audit Cemmittee,

A list of “Relevant Employees” is maintained, which comprises
employees In those groups of staff that are considered to be most likely
to have the apportunity to participate In or have knowtedge of material
corruplion. Specific anti-bribery and anti-corruption training is provided
1o these Relevant Employees, Including case studies. These employees
are required to certify annualty their comtinuing comnliance with the
Group’s anti-corruption pollcy.

The Group also has a number of other internal controls in place
dasigned to minimise the risk of anti-bribery and anti-corruption.

1.8.11 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
corparate social respansibility 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
28 June 2017
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2. Board of Directors

Exacutive Directors

Non-Executive Directors

1 2 k| 4 5 6
Martin Griffiths Sir Brian Souter® Gregor Alexander'®
Chief Executive Chairman Non-Executive Director

Appointment to the Board: 2000

Age: 51

Committee mambership: Health, Safety and
Envirgnmental.

Executive responsibities: Martin Griffiths was
gppointed Chief Executive from 1 May 2013, Martin
Grrffiths is responsible for Group health, satety and
environmental matters, overall strategy and
management of all of the Group's operations.

Skills and previous experlence; A Chartered
Accountant, Martin Griffiths joined Stagecoach in
1997 as Group Business Development Manager,
before being appointed t0 the Board as Finance
Director In April 2000, He has also served as the
senior independent non-executive director of Robert
Walters plc and as a non-executive directar of Troy
income & Growth Trust g, Ha was young Scattish
Finance Director of the year in 2004,

External appointments: Virgin Rall Group Haldings
timited {Co-Chairman), AG Barr plc [Non-Executive
Director), Rail Delivery Group Limited [Non-Executive
Director}.

Ross Paterson®
Finance Director

Appolntmant to the Board: 2013

Age: 45

Cammlittes membership: Pensions Oversight, Digital
and Technology.

Executive responsibilities: Ross Patersonis
respansible for the Group’s overal finandial policy,
taxation, treasury, corporate finance, City relations,
finzncial reporting, information technoiogy and
employee benefits, He supports the Chief Executive
in the management of the Group’s operations and
new business developmani,

Skilis and pravious experlence: A Chartered
Accountant, Ross Paterson joined Stagecoach in
1959, He became Director of Finance & Company
Sacretary In 2007, with responsibility for treasury,
corporate finance, City relations, financial reporting,
internal audit and the company secretariar, He
succeeded Martin Griffiths ag Finance Divector in
2013, He is former Deputy Convenor of the Audit and
Assurance Committee of the Institute of Charterad
Accountants of Scotland,

External appointments: Director and Chairman of
Audit Committee, Virgin Rail Group Holdings Limited.
Member of the Business Policy Committes of the
Institute of Chartered Accountants of Scotlapd.
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Appointment Lo the Board: nfa (to-founder)

Age: 63

Committee membership: Nomination {Chalr].

skills and previpus experience: A Chartered
Accountant, Sir Brian Souter co-founded Stagecoach.
Sir Brian was named LUK Master Entreprenaw of the
Year at the 201D Ernst & Young Entrepreneur of the
Year Awards and, in 2012, hecame the first public
wansport entrepreneur to be inducted into the
British Travel and Hospltality industry Hall of Fame,
Sir Brian is the architect of the Group's strategy and
philgsophy and was the Group’s Chief Executive until
1 tay 2013, He has extensive knowledge of the
ground teanspor tation industry around the world
and continues to suppoart Martin Griffiths and the
rast of the management team, Sir Brian has
responsibility for the running of the Board,

External appointments: Chairman, Souter
Investments, President of the tnstitute of Chartered
Accountants of Scatland.

Will Whitehorn®
Depurty Chalrman and Senior
Independent Non-Executive Director

Appointment to the Board: 2011
Agw:57
Committee membership: Nomination.

Skills and previous experience: Wil Whiteharn
joined the Virgin Group in 1987 and served as Group

Pubiic Relations manager and as Brand Developrnent’

and Corporate Affairs Director, before being
appainted as President of Virgin Galactic fram 2007
to 2011. Will is a former non-executive Chairman of
Next Fifteen Communications Group ple and of
Crowd Reactive Limited. He was a member of the
science & Technology Factlities Councit (*STFC™) unti!
2012, chaired its Economic Impact Advisory Board
and was a non-executive directar of STFC
Inngvations Limited.

Extarnal appointments: Scottish Event Campus
Limited (Chairman), GVC Holdings plc {Senior
Independent Director} and Purplebricks Graup plc
[Non-Execytive Director). Member of the First
Minister of Scotland’s ‘GlabaiScot” Business
mentoring network, Vice-Prasident of the Chartered
Institute of Logistics and Transport. Scottish Gallery
{Aitkan Dott Limited] (Chairman).

Appointment to the Board: 2013

Age:S4

Committee membership: Audit (Chair)

and Remuneration,

Skills and previous experience: A Chartered
Accountant, Gregor Alexander has significant recent
and reievant financial experience. He is the Finance
Director of 5SE ple, a FTSE 100 company, He has
worked in the energy industry since 1990, when he
joined Scottish Hydro Electric. He was appointed
Finance Director and joined the Board of $3E in 2002,
having previously been its Group Treasurer and Tax
Manager.

External appointments: Finance Directar of SSE plc.
Chairman of Scotja Gas Networks, 3 company 33.3%
owned by 55E plc.

James Bilefield®

Non-Executive Director

Appointment to the Board: 2016

Age: 48

Committee membership: Digital and Technology
{Chair), Remuneration and Nomination.

Skills and previous experience: lames Bilefield has
aninternational track record of successfully leading
growing digital businesses, He managed the digital
transfarmation of media group, Condé Nast, across
27 countries, scaled Skype's global operations as part
of its founding managemant team and held senior
cormmercial and management roles at Yahool,
Formerly CEQ of glabal advertising technology
company, OpenX, he alse co-founded the local
Information business, UpMyStreet, following an
investment banking career at IP Morgan Chase.
External appointments: McKinsey & Company
{Senior Advisor], Advent International (Industry
advisor), UX Government Digital Service {Advisory
Board Member), Teach First {Trustee).




Sir Ewan Brown CBE!
Non-Executive Director

Appointment to the Board: 1988

Age: 75

Committer membership: Pensions Oversight {Chair)
and Naminaton.

$kilis and previous exparience: Sir Ewan Brawn
served as an executive director of Noble Grossart for
35 years and continues to serve as a non-exetutive
director of Noble Grossart Holdings Ltd. 5ir Ewan was
Chairman of Lloyds TSB Scotiand from 1299 1o 2008,
He has also served as a non-executive director of
Wood Group and Lieyds Banking Group, chalring the
Audit Committee and the Group Pension Funds, and
as Chairman of Creative Scottand 2009 and Scottish
Financial Enterprise.

External appeintments: Noble Grossart Holdings Lid
{Non-Executive Director},

Ann Gloag OBE®
Non-Executive Director

Appointment to the Board: n/a {co-founder)

Age: 74

Committee membership: Health, Safety

and Environmental,

Skiifs and previous experience: Ann Gloag
co-founded Stagecoach and served as an exetubive
directer untit 2000. $he has extensive experience In
transport operations, health and safety mattars,
property management and wider business
management,

External appointments: Mercy Ships {Intevnational
Board Member),

Ray 0’Toole™
Non-Executive Director

Appointment to the Board: 1 September 2016

Age: 61

Committae memhership: Haalth Safety and
Environmental [Chair), Audit and Nomination.

Skills and previous experience: Ray served as the
Chief Operating Officer of Narionat Express Group
until May 2010. In November 2013 Ray joined Kier
Group, Fleet and Passenger Services 3s Managing
Director, In July 2015 he led a management buy-out
team with private equity investor, Endless LLP, to
create Essental Fleet Services Limited, a company
which provides 2,500 vehicles with contract hire and
leasing to the local authority and corporate markets
nationally. Ray served as Chief Executive of Essential
Fleet Services Limited uniil February 2017.

External appaintments: Yorkshire Water Services
Limited (Non-Executive Director).

Jule Southern™
Non-Executive Director

Appointmaent to the Board: 7 October 2016

Age: 57

Committee membership: Remuneralion (Chair),
Audit

Skilis and previous experience: Julig is a chartered
accountant and has considerabie experience in
seriar finance and management roles, including in
the transport sector. She served as Chief Financial
Officer with Virgin Atlantic from 2000 to 2010 and
than as the company's Chief Commercial Officer
fram 2014 to 2013, Previously Group Finance
Directar at Forsche Cars Great Britain and former

Finance and Operations Director at HJ Chapman & Co.

External appointments: Rentokil Initial plc
INon-Executive Director), DFS Furniture pic
{Non-Executive Director), Cineworld Group ple
{Nan-Executive Director), NXP Semi-Conductors N.V.
{Non-Executive Director}

Karen Thomson#®?
Non-Executive Director

Appointment to the Board: 2016

Age: 55

Committee membership: Audit, Health, Safety

and Environmental, Digital and Technology.

Skills and previous experience: Xaren served as
Chief Executive of AOL UK and President of AOL
Europe, developing both the telecoms and
advertising lines of the business. As a member of the
Vadafone UK Board, Karen had responsibifity for
devaloping online strategy, customer experience and
online sales performance. Karen was a non-executive
director of UBM plc from 2006 to 2014 and served
on its Audit, Nomination and Ramuneratten
committees.

Extarmal appointments; Cutplay Entertainment
Limited {Chairman).
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3. Directors’ report

3.1 Group results and dividends

The results for the year are set out in tha consclidated income
statement on page 74,

An interim dividend of 3.8p per ordinary share was pald an 8 March
2017. The Directors recommend a final dividend of 8.1p per share,
making a total dividend of 11.9p per share in respect of the year ended
29 April 2017, Subject to approval by shareholders, the final dividend
will be paid on 4 October 2017 to these shareholders on the register on
1 September 2017,

3.2 Directors and their interests

The names, responsibilities and biographical details of the current
members of the Board of Directors appear in section 2 of this Annual
Report.

Table A shows the Directors’ interests in the Company’s sharés. The
interests of each director shown include those of their "cantected

persons”.
TABLE A Number of ordinary shares {Including those held
under SAYE schema)
27 hme 29 April 7 luly 30 Aprll
2017 2017 2016 2016
Sir Brian Souter $6,900,445 85,900,445  §6,900,445 86,900,425
Martin Griffiths 501,033 500,479 499,973 437,907
flass Paterson 144,006 243,847 242946 719,065
Gregor Alexander 10,406 10,406 10,406 10,406
James Bilefleld - - nfa n/a
Sir Ewan Brawn See below See below  See below See below
Ann Glaag 62,501,721 63,501,721  61501,721 62,501,721
Ray O'Toole {appointed
1 September 2016} - - nfa nfa
Julie Southern {appainted
7 October 2016) - - nfa nfa
Karen Thomson - - - =
Ganry Watts [resigned
31 July 2016) nfa nfa 16,000 16,000
Will Whitehorn 72,288 72,288 71,283 72,288

Sir Ewan 8rown has an Indirect interest in the share capital of the
Company through his interest in Noble Grossart Investments Limited,
Moble Grossart fnvestments Limited held 0.6% (3,567,999 shares) of the
ordinary shares in the Company at 29 Aprit and 27 June 2017 {2016:
0.6%; 3,567,999 shares). Noble Grossart Investments Limited fs a
subsidiary of Noble Grossart Holdings Limited, in which Sir Ewan Brown
and his connected parties own approximately 18% {2016: 18%) of the
ordinary shares.

The Listing Rules of the Financial Conduct Authority (LR 9.8.6 &({1})
require listed companies to disclose in their annual reports the interests
of each director. The Directors’ interests set out in Table A have heen
determined on the same basis as In previous years and are intended to
comply with the requirements of LR 9.8.6 R{1}, which is not the basis
used to detarmine voting rights for the purposes of notifying major
interests in shares in accordance with the Disclosure and Transparency
Rules of the Financial Conduct Authorlty. The voting rights of Sir Brian
Souter and Ann Gloag determined in accordance with the Disclosure and
Transparency Rules as at 29 Apri] 2017 were 86,895,413 ordinary shares
{2016: 86,896,413) and 62,501,721 ordinary shares (2016: 62,501,721}
respectively, of which 86,896,009 (2016; 86,896,009) are held via HGT
Finance B Limited and 62,501,721 (2016: 62,501,721) are held via HGT
Finance A Limited.
Oetalts of share based awards held by the Directors are contained [n the
Directors’ remuneration report in section 8 of this Annual Report. No

, non-executive director had an interest in share based awards at 30 April
2016, 7 hily 2016, 29 April 2017 or 27 June 2017,
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Martin Griffiths and Ross Paterson are potential beneficiaries of the
Stagetoach Group Qualifying Employee Share Trust ("QUEST"), which
held no ordinary shares as at 29 April 2017 (2016: 300,634),

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

3.3 Indemnification of directors and officers
The Company maintains Directors’ and Dfficers’ Liabllity (nsurance in
respect of legal action that might be brought against its directors and
officers. In accordance with the Company's Artitlas of Asscciation, and
to the fuliest extent permitted by law, the Company has indempified
each of its directors and other officers of the Group against certaln
liabllities that may be Ihcurred as a result of their positions with the
Group.

3.4 Substantial shareholdings

As at 29 Aprll 2017 and 27 June 2017 {being the laest 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 section 3.2
of this repartj;

27 June 2017 29 April 2017 ]
15.0% 14.0%

Amerlprise Financial, Inc. and its Group

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

The Directors are responsible for preparing the Annual Repon, the
Directors’ remuneration 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 law, the Directors have elected to
prepare the consolidated financial statements in accordance with
International Financial Reporting Standards ["IFRS") as adopted by the
Eurapean Union, and the parent company financial statements and the
Directors’ remuneration report in accerdance 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 faw,
the Directors must not approve the financlal 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 loss of the Group far the
relevant perlod.

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

® state whather IFRS as adopted by the European Unlon, and appiicable
UK Accounting Standards, including FRS 101, have been followed,
subject to any material departures disclosed and explained in the
consolidated and parent company financial statements respectively;
and

prepare the consolidated and parent company financial statements
on the going concern basis unless it is iInappropriate to presume that
the Group or as the case may ke, the Company, will continue in
business.

The Directors also canfirm that they consider the Annual Report and
consolidated financial statements, taken as a whole, are fair, balanced
and understandable and provide the information necessary for
sharehglders to assess the Group's position, performance, business
meodel and strategy. The approach taken In reaching this conciusion is
explalned in the Audit Committee report in section 5.4.7 of this Annual
Report.




The Directors are responsible for keeping adeguate accounting records
that are sufficient to show and explain the Company’s transactions and
disclose with reasonable atcuracy at any time the financlal 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
statements, Article 4 of the AS Regulation. They are also responsible for
safeguarding the assets of the Company and the Group and hence for
taklng reasonable steps for the prevention and detection of fraud and
other irregularities. The Directors are responsible for the maintenance
and integrity of financial Information on the Company’s corporate
wehsite, www,stagecoach.com. Leglslation in the United Kingdom
governing the preparation and dissemination of financial statements
may differ o legisladon in other jursdictions.

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

s the consolidated financial statements, which have been prepared in
accordance with IFRS as adopted by the European Union, give a true
and falr view of the assets, liabllities, flnancizl position and profit of
the Group; and

the Strategic report and Directors’ report contained in sectlons 1 and 3
of this Annual Repont 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, .

3.6 Conflicts of interest

Under the Companies Act 2006, a director has a statutory duty to avoid
a sityation where he ar she has, ar can have, a direct or indirect interest
that canflicts, or may possibly conflict, with the relevant company’s
interasts. The Companies Act 2006 allows directors of public companies
to aythorise conflicts and potential conflicts where appropriate, if the
relevant company’s articies of association contain a provision to this
effect. The Company's Articles of Association give the Directors
authority to approve conflict situatiens including other directorships
held by a directar of the Company.

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

For the period from 1 May 2016 until the date of this report, the Board
considers that the Directors’ powers of autharisation of conflicts have
operated effectively and those procedures set out above have been
properiy followed.

3.7 Financial risk management

Information regarding the Group’s use of financial Instruments, Its
financial risk management objectives and policies, and its exposure to
price, credit, liquidity and cash flow risks can be found in note 25 to the
consolidated financlal statements.

3.8 Political donations

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

3.9 Shareholder and control structure

As at 29 April 2017, there were 576,099,960 ordinary shares (2016:
576,099,960} in issue with a nominal value of 125/228th pence each. The
ordinary shares are admitted to trading on the London Stock Exchange.
On a show of hands at a general meeting of the Company, every holder
{and proxy} of ordinary shares gresent in person and entitled to vote
shall have one vote (except that in certaln 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, it is the Group’s currenl'policy
to hold a poll vn each resolution proposed at an annual general
meeting, The notice of a general meeting will specify any deadlines for

exercising voting rights in respect of the meeting concerned. As at

29 Aprfl 2017, 2,467,204 (2016: 1,885,887) ordinary shares
representing 0.4% (2016: 0.3%) of the Company's called-up share
capital (exchuding treasury shares) were held in treasury and carried no
voting rights.

The holders of ordinary shares are entitled to be pald the profits of the
Company avallable 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 to 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 Compeny
to deal in the Company’s securities; and

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

None of the ordinary shares in issue provide the heolders with special

controt rights.

Section 3.4 of this Directors’ report gives details of any shareholders

{other than the Directors and their connected persons} that hold

major interests in the voting rights in the Company.

Details of each director’s interests in the share capital of the Company

are given In section 3.2 of this Directors’ report. Two directors of the

Company, Sir 8rian Souter and Ann Gloag, who are siblings, were

interested In 26.0% of the ordinary shares in Issue as at 19 April 2017,

excluding shares held by the Company in treasury (2016: 26.0%). The

other directors of the Company held 0.1% of the ordinary shares in

Issue as at 29 April 2017 {2016: 0.1%).

in addition tg the Directors’ individual interests in shares, employee

benefit trusts hold further shares in the Company from time to time.

These trusts held no ordinary shares in issue as at 29 April 2017 (2016:

<0.1%). 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 Earn scheme, in connection with

which the particlpants’ shares are held in trust. The Trustees vote only

where directed to do so by participants in the plan.

The Company Is net aware of any agreemsnts between shareholders

that may result in restrictions an the transfer of securities andfor

vating rights.

Directors are elected by ordinary resclution at a general meeting of

holders of ordinary shares. The Directors have the power ta appeint a

director but any person so appointed by the Directars shall hold office

only until the next annual general meeting and shall then be eligible
for efection by ordinary reselution at that meeting.

The Company’s Articles of Association may only be amended by special

resolution at a general meeting of halders of ordinary shares.

The powers 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.

There 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 Midiands Trains rail franchises. The Group’s joint venture,

Virgin Rail Group, operates the West Coast Trains franchise. The

franchise agreaments In respect of these four franchises each contain

provisians that would enable the Department for Transport to
terminate the franchises on a change of control of the franchise.

Each of the four rall franchises referred to above lease trains, The

leases generaily contain termination rights for the benefit of the

{essor an a change of control of the Graup.

e Certain of the Group’s bank facilities {including asset finance) contain

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

* The Company’s U5$150m 10-year notes contain provisions that would
require the Company to offer to prepay those notes following a
change of contral of the Group that was accompanied by a specified
downgrade of certain of the Company’s credit ratings.

The impact of a change cf control of the Group on reruneration

arrangements is determined by the Directors’ remuneration pelicy.

3.10 Authority for company to purchase its
own shares

The mavements in the Company’s issued share capital, shares held in
treasury and authorities to purchase its own shares can be summarised
as follows:

Isswed Authorised
share capital, | for company
Issued ] Shares held excluding | topurchase
share capital |  in treasury | treasury shares | its awn shares
As at 30 April 2015 576,099960 1,371,633 574728321 57,537,526
Shares purchased inta
treasury . - 518,065 {518,065} [518,065)
Transfer of treasury shares - 13,817} 3,817 -
Prior to 2015 AGM 576,099,960 1885887 574,214,073 57,019,461
Renewal of buy-ack
authority - - - 453,371
As ot 30 April 2016 576,090,060 1,885,887 574,214,073 57,472,832
Shares purchased into
treasury = 1313266  (1,313,266)  (1,313,266)
Transfer of treasury shares - {731,949} 731,949 -
Frior to 2016 AGM 576,099,960 2,467,204 573632756 56,159,566
Renewa! of buy-back
authority - - - 1,203,709
As at 29 Aprll 2017 576,099,960 2,467,204 573,632,756 57,363,275

At the 2015 Annual General Meeting, the Company was granted
authority by its shareholders ta repurchase up to 57,472,832 of its
ordinary shares. Between 30 June 2016 and 7 luly 2016, the Company
acquired 1,313,266 of its own ordinary shares and held these in
treasury. The aggregate amount paid for the repurchased shares was
£2.7m. This represented 0.2% of the Company’s talled up share capital
{excluding treasury shares} on 7 July 2016, The shares were purchased
to satisfy awards made under the Group’s employee share schemes.
During the year ended 29 Aprli 2017, the Company transferred 731,949
of the shares held in treasury for nil censideration to employees to
satisfy awards made under the Group’s 2013 Executive Participation
Plan. This represented 0.1% of the Company’s called up share capital
{excluding treasury shares) on the date of transfer,

At the 2016 Annual General Meeting, the Company was granted
authority by its shareholders to repurchase up to 57,363,275 of its
ardinary shares. Under the existing autharity, the Company may
therefore repurchase up to a further 57,363,275 ordinary shares, This
authority will expire at the conclusion of the 2017 Annuzl General
Meeting unless revoked, varied or renewed prior to this date.

A resolution will be proposed at the next Annuai General Meeting that
the Company be authorlsed to repurchase up to 50,000,000 of its
ordinary shares at the Directors’ discretion, If passed, the resolution will
replace the authority granted at the 2016 Annual General Meeting and
will lapse at the conciusion of the 2018 Annual General Meeting.

3.11 Goling cancern and longer term viability
Assessment process

The Board has developed the Group’s strategy to suppart the long-term
success of the Group. We have a portfoliv of good quality transport
businesses that we see as having a successful, fong-term future. We
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ercourage sensible risk taking but we also seek to manage risks
appropriately and respond to the risks that crystallise.

We update our financial forecasts and capital expenditure plans to take
account of any changes in risks, opportunitles and market conditions.
We have recently updated our financial forecasts for the three-year
perlod to 2 May 2020. In considering the “viability statement” that the
Board Is expected to make under the UK Corporate Governance Code,
the Board has formally considered the three-year period 10 2 May 2020
but has alse less formally considered risks that would threaten the
Group's business maodel, future performance, solvency and/or liguidity
beyond 2 May 2026. The first year of the financlal forecasts represents
the Group’s budget for the year ending 28 Aprll 2018, adjusted for any
known, material changes since the budget was approved. The period to
2 May 2020 was chosen because the Board considers this to be a
reasonable period over which to assess the financiat position and
performance of the Group. The level of forecasting accuracy reduces
significantly beyond three years and forecasts may be affected by
factors such as changes in govamment transport policy and/or major
contract wins and losses. We see limited value in producing detalled
finandal forecasts for the Group as a whote beyond three years.

The key assumptions in the financial foracasts, refiecting our strategy,
include the Intention to remain focused on the public transport sector
and goods and services related te that. The Group does not currently
have plans to expand into businesses untelated to public transport, We
will seek to maintain and grow the business, including by potentlaily
bidding for selected rail franchlses. However, the base financlal forecasts
do not assume any rail franchise wins over and above our existing
contracts and expected extensions. Our key assumptions also include a
stable regulatory enviranment in bath the UK and North America. The
financial farecasts in respect of virgin Trains East Coast are consistent
with those used in determining the onerous contract provision referred
to In section 1.5.5 of this Annual Report.

The Group faces a number of risks and the risks that the Board has
currently assessed as being the principal risks are set out in section 1.4.5
of this Annual Report.

The cash generative nature of the Group's operations positions it well to
meet its Kabilities as they fall due, In light of that, the Board considers
salvency risks to be relatively low.

The Group has committed bank facilltles in place for the period to
October 2021 and currently has significant undrawn headroom under
these facllitles. It re-financed £400m of bonds in 2015 with the new
bonds not due to mature untl 2025, it also has US 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 financlal covenants. In light of all of these factors, the
Board conslders liquidity risks to be relatively low.

Stress testing of the financial forecasts has been undertaken with
raference to a number of severe but plzusible scenarios Involving our
princlpal risks, The scenario analysis undertaken included reverse stress
testing that invelved constructing scenarios that would threaten the
Group's viability then assessing the likellhood of those scenarios
occurring. The stress tasting alse considered the availabllity and
effectiveness of the mitigating actions that could realisticatly be taken to
avold or reduce the impact or occurrence of the underlying risks. tn
assassing the Hkely effectiveness af such actions, the conclusions of the
Board’s monitoring and review of risk management and internal control
systems, as described In sections 4,12 and 4.13, were taken intc
account. The financial forecasts and the scenario analysis considered
profitability, cash flows, financial covenant compliance, rating agency
metrics, debt facility headroorn, and cther key financial ratios. The
Group's exposures to external factors such as GDP, population, fuel
prices, Inflation, consumer confidence, competition 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
scenarlos occurring over the three-year period through adjusting its
operating plans within the normal course of business.

Of course, it s not possible to guarantes the viability of the Group; any
such assessment is subject to a degree of uncertainty that can be
expected to ncrease the longer the time harlzon.




Viability statement

Based on its assessment of the Group's prospects and viabllity above,
the Board confirms that it has a reasonable expectation that the Group
wHi be able to continue in operation and meet its liabilities as they fall
due over the period to 2 May 2020.

Golng contem

In conjunction with its assessment of longer term viability, the Board
concluded that it remained appropriate to adopt the golng concern
basis of accounting in preparing the conselidated financial statements.
The Board has a reasonable expectation that the Group will continue to
operate as a going concern for at least 12 months from the date of
approval of the financial statements.

3.12 Auditors

In the case of each of the persons who were directors of the Company

at the date when this report was approveq:

* so far as each of the Directors ls aware, there s no relevant audit
information {as defined in section 418 of the Companies Act 2006} of
which the Company’s auditors are unaware; and

= each of the Directors has taken all the steps that he/she ought to
have taken as a director to make himself/harself aware of any
relevant audit information {as defined) and to establish that the
Company’s auditors are aware of that information,

A resolution to re-appeint Ernst & Young LLP as auditors 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.

3.13 Material included in the Strategic report
The Strategic repart in section 1 Includes information an the following
matters that would otherwise be required ta be presented in the
Directors’ report:

e Employment policies;

® Future developments in the business; and

® Greenhouse Gas Emissions

3.14 Table of cross references required for
Listing Rule 9.8.4 of the UK Listing Rules

Listing Rule 9.8.4 of the Flnancial Conduct Authority's Listing Rules
requires us t@ make certaln disclosures. The table below summarises
where each of the disclosures can be found in this Annual Report.

Listing | Required disclosure Locatlon in

Rule Annal

L5 Y] Report

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

{2 Ay informarion required by Listing Rule 9.218R relating to | Not applicable
any unsudited financlal information fn a class 1 dircularara
prospectus; or any profit forecast or profit estimate.

B3] | Usting Rule defeted. Not applicable

(4} ] Detaiks of iong-term incentive schemes as required by Listing | Not applicable
Rule 9.4.3R, being iny arrangement where the only
participant is a director of the Company [or an individual
whase appoinkment as a director of the Company it being
wmemplated) and the arrangement is estabished
specifically to faciitate, in unusual circumstances, the
recrutment or retention of the relevant individual,

{5) Details of any arrangements under which 3 director of the | Section 8.5.9 of this
Compary has walved ar agreed to waive any emoluments Annual Repart explaing
from the Company or any subsidlary undertaking, Tangements under

which SIr 8rian Souter,
Chairman, waived
emoluments in prior
financlal years,

(6) Detaiks of sy agreements by 3 director to watve future Nert applicable
emoluments.

mn Oetails of any aflotment for cash of equity securities made Nat applicable
during the period under review otherwise than to the
holders of the Company's equily shares in proportion to their
holdings of such equity shares and which has not been
specifically authorised by the Company's shareholders.

[E] The information reguired in item (7] above for any unlisted | Not apolicabie
major subsidiary uirdertaking of the Company.

Listing | Required disclosure Locatlon In
Rule Annual
.04 Report
L] Details of any share placing where the Company is a Not applicable
subsidiary undestaking of another Company.
{10)  { Detalls of amy contract of sgnificance subisisting dusing the | Oetafis of related party
periad uader review: transactions, induding
{a] to which the Compary, or one of its subsidiary those where a director is
undertakings, is a arty and in which a director of the materially interested, are
Company s or was materially interested; and provided in note 32 to the
| consolidated financial
{b) between the Company or ana of lts subsidiary statements.
dertakings, and a controlling shareholder;
un g The Company has no
controling shareholders.
{11} | Details of any contract for the praviskon af services to the Not applicable
Company or any of its subsidiary undertakings by a
controling shareholder.
{12y | Detils of any arangement under which a shareholder has | Note 26 to the
waived or agreed to waive any dividends. consolidated Rnancial
statements provides
informuation on employse
benefit trusty that have
walved and agreed to
waive dividends. Shares
hedd In treasury do not
qualify for dividends.
{13} | Details of agresments by shareholders to walve future Note 26 to the
dividends. consofidated financial
statements provides
Informatian on employee
benefl trusts that have
agreed to waive future
dividends.
{14)  } Astatement made by the Board in respect of mattecs Not apiicable
relating to a controlling shareholder.
By order of the Board
Mike Vaux

Company Secretary

28 June 2017
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4. Corporate governance report

4.1 Introduction from Will Whitehorn,
Deputy Chairman

The Stagecoach Group is committed to operating with the high
standards of corporate governance that are expected of a group with
shares traded on the London Stock Exchange. in this introduction to the
Group's corporate governance report | look back at the year 2016/17,
at the progress that has been made with the governance of the Group
and look forward to the governance challenges for the future,

As the Deputy Chairman, it is my responsibility to promote the highest
standards of corporate governance througheut the Group and
particularly at Board level. This report sets out the governance
structure in place for the Group, which | believe is bath robust and
appropriate for the Group’s operations.

The composition of the Board has continued to evolve over the year.
Ray O‘Tocle’s appointment to the Board was approved by shareholders
at the 2016 Annual General Meeting and he joined the Board on

1 September 2016. Julie Southern joined as an additional non-executive
directar on 7 Gctober 2016.

Martin Griffiths and Ross Paterson continue in their roles as Chief
Executive and Finance Director respectively, As we have adjusted the
Board compositlan over the last two financial years we have appointed
new hon-executive directors who bring substantial experience in areas
identified as important in the future strategy of the Group. The Group's
Chairman, Sir Brian Souter, is responsible far the conduct of the Board
as & whole,

Qur Board structyre comprises experienced executive diregtors
managing the business, non-executive directars with the skills and
experience both to bring new Ideas to the Board and to challenge the
executive directors, and our faunder and former Chief Executive
continuing as non-executive Chairman. This structure afllows the Board
to develop the strategic direction of the Group to meat future
challenges while ensuring the sound management of the Group's
current business. { am satisfied that the governance structure allows
the views of all of the Directors to be heard and given due weight and
that our corporate governance procedures are appropriate for the
Group.

The Board fecuses an the Group's strategy and seeks to understand the
risks to the Group and the markets that it operates In. We alm to
achieve appropriate returns fer our shareholders, balanced against an
appropriate level of risk. We 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 chalienged to meet the
Group's objectives.

In the past yesr, the 8card has continued to discuss franchise
opportunities available in the rail sector, submitting a bid {albeit,
ultimately unsuccessful} for the new South Western franchise. The
Board has continued to review the balance of the Group between its
rail and bus businesses. The Board recognises and has discussed In
same detail the risks to the business in the changing political landscape
and the Group has engaged constructively with a range of stakeholders
on the Bus Services Act.

The Board has continued to discuss how new technology can enhance
the passenger experience and attract more passengers to our services.
The Board has drawn on the experience of the non-executive members
of the Board to deveiop the Group’s digital and technology strategies,
looking at how new technologles can sypport gur current business
model and open up new ways to provide services to the public, and to
ensure that the Group is able to play a part in emerging transport
solutions. Following the launch of the enhanced stagecoachbus.com
website, the UK Bus division launched the Stagecoach Bus App,
avililable through the AppStore and Google Play, providing journey
planning and real-time bus information to passengers in a maobile-
friendly form, along with a greater range of ways ta pay for tickets on
tine and to carry tickets on mobile devices.
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| am confident that the corperate goverance structure of the Board
provides an appropriate forum to develop and adapt the Group’s
strategy to address future challenges and opportunities.

will Whitehorn
Deputy Chairman
28 June 2017

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’ repart, it Indudes the
disctosures recommended by the Financial Reporting Council ("FRC")
UK Carporate Governance Code (the "Code”}, and describes how the
principles of good corparate governance that are set out in the Code
have been applied. In ine with the recommendations of the Code and
best practice, separate raports are provided from each of the Audit,
Nomination, Health, Safety and Environmental and Remuneration
Committees,

The Code issued in September 2014 applied to the Company’s financial
year from 1 May 2016 to 29 April 2017. The Directors believe that
throughout the year ended 29 April 2017 the Group complied with all
of the provisions of the Code, A copy of the Code is available at:
Governance/\VK-Corporate-Governance-Code-2014.00f

In the period from Garry Watts leaving the Board on 31 July 2016 to
the appointment of Ray O’'Toole to the Nomination Committee un

1 October 2016, the Nomination Committee comprised Sir Brian
Souter, James Bilefield, Sir Ewan Brown and Will Whitehorn. Code
proviston B.2.1 recommends that 2 majority of members of the
nomination committee should be indepandent non-executive directors.
The Company considers Sir Ewan Brown to be independent and
considers that during this period the composition of the Nomination
Committee complied with the Code. However, as noted at section 4.5
of this Annual Report, some investors consider that Sir Ewan Brown
may not be considered to be independent. While the Company
considers that it fully complied with the provisions of the Code
throughout the financial year, if S5ir Ewan Brown is considered not to be
independent, the composition of the Nomination Committee in the two
month period between Garry Watts leaving the Board and Ray O'Toole
joining the Nomination Committee did not comply with Code provision
B.2.1.

The Group alsa complies with the corporate governance requirements
of the Financial Canduct Autharity’s Listing Rules, and Disclosure and
Transparency Rules.

The Financizal Conduct Authority’'s Lisclosure and Transparency Rule
7.2.6 {"OTR 7.2.6") requires the corporate governance statement to
contain certain information required by Schedule 7 to the Large and
Medlum-sized Companias and Groups [Accounts and Reports)
Regulations 2008 (S| 2008/410). This information relates to significant
interests in the securhties of the Company, securities carrying special
rights with regard to the cantrol of the Company, restrictions on voting
rights, rules regarding the appointment and replacement of directors,
rules regarding changes to the Company’s Articles of Association and
the Directors’ powers in relatign to the issuing or buying back by the
Company of its shares. The relevant information can be found in
sections 3.4 and 3.9 of this Annual Report.




4.3 Composition of the Board

The composition of the Board s as follows:

Independant
Non-
Enecutive Other
Chatrman Director | Director

Sir Brian Souter

Chairman /
Gregor Alexander

Non-Executive Director s
James Bilefield

Non-Executive Director '
Sir Ewan Brown

Non-Executive Director 4
Ray O'Toole

Non-Executive Director 4
lulie Southern

Non-Executive Director v
Karen Thomson

Non-Executive Dirgctor I'4
will Whitehorn

Senior Independent Director

& Deputy Chairman v
Ann Gloag

Non-Executive Director 4
Martin Griffiths

Chief Executive g
Rass Paterson

Finance Director v

The Board comprises eleven directors, seven of whom are considered to
be independent by the 8oard and six of whom meet the criterla suggested
by the Cade 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 Chalrman of the Group and Martin Griffiths
betame Chief Executive, the Board created the new role of Deputy
Chairman to maintain the strength of its govermance arrangements, The
spht 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 Chalrman and to the Board
and has responsibility for ensuring groper 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 confllcts
of interest, No executives report directly to the Depiuty Chalrman.

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
developmemnt and determination of the Group’s strategy and overall
commercial objectives. The Deputy Chairman is responsible for ensuring
that the Board determines the Group’s strategy and pverall commercial
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 Chalrman. The Chief Executive is responsible for the running of
the Group’s business and raports 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.

Will Whitehorn, as well as being Deputy Chairman, I the Group’s Senior
Independent Director and is available to shareholders 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 Annuat Report and
illustrate 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
viewpoint Is dominant in the decision-making process.
The Code recommends that independent non-executive directors should
make up at feast half of the Board {excluding the Chairman), Thraughout
the year fram 1 May 2016 to 29 April 2017, the Board considers that it
complied with this Code requirement. The current position Is that seven
out of the ten Board members {excluding the Chairman) are considered by
the Board to be independent. In determining the independence of non-
executive directors, the Board considers a number of factors. in particular
the Board satisfies itself on the fallowing questions:
® Does the director provide a robust and effective challenge to executive
management?
® |s the director prepared to challenge others’ beliefs, assumptions and
viewpolnts for the overall good of the Group and its shareholders?
Does the directer effectively contribute to constructive debate by the
Board and its Committees?
Is the director willing to defend hils 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 executive management's runhing of the business?

Sir Ewan Brown, one of the seven independent Non-Executive Directors,
has served on the Board since 1938 and is a2 non-executive director of
Noble Grossart, which has from timé to time provided advice to the
Company. The Company recognises and understands investar cancerns
aver longer-serving non-executive directors but caontinues ta regard Sir
Ewan Brown as independent. Sir Ewan Brown's long assodiation with the
Group and the seund and detalled 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 5ir Ewan Brown’s length of
service enhances his effectiveness as a non-executive director and that he
remains independent in character and judgement. Seven of the ten
members of the Board (excluding the Chairman} are consldered by the
Board to be independent, If Sir Ewan Brown was not treated as
independent, the balance of the Executive and Non-Executive Directors
complies with the recommendations of the Coda,

*

I 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.

Alt of the Directors stand for election or re-election at each annual general
meeting of the Company,

4.6 Operation of the Board

The Board generally meets six times each year. Additional meetings of the
Board are held, or resolutions are circulated in writing, as apprapriate, to
consider matters 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 n more frequent but less formal contact
with each other and with the Group's management on a range of matters.
The Chairman and the Non-Executive Directors periodically meet without
the Executive Directors belng present. In addition, the Non-Executive
Directors, led by the Deputy Chairman, meet without the Chairman at least
annually.

All the Directors meet regularty with other senior management and staff of
the Group, have access ta confidential advice from the Cornpany Secretary
and may take independent legal or other professional advice at the Group's
expense where it is considered necessary for the proper discharge of their
duties as directors. The Cormnpany Secretary, whose appointment and
remaval l¢ a matter for the Board as a whole, Is responsible to the Board far
ensuring the Board procedures are complied with,

Each director receives Induction training on appointment and subsequently
such training, briefings and site visits as are tonsidered necessary ta keep
abreast of matters affecting their roles as directars. The Chalrman reviews
the Directors’ training and development needs in conjunction with the
Company Secretary. Training can encompass health, safety, ervironmental,
soclal and governance matters.
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The number of full Board meetings during the year was six, The full Board
typically mests at least once a year at an operaticnal jocation. Regular
communication 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 Chester, New York in April 2017,
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
opportunity was taken to allow the new members of the Board to meet
the local management teams in a number of operational locations in North
East US and for the members of the Health Safety and Environmental
Committee to visit the operation control centre for the North America
Divislan in Paramus, New jersey. During the year, the Health, Safety and
tnvironmental Committee also visited the UK Bus Division's newly
developed depot in Exeter and was briefed on the apportunities offered by
the new facllities and the environmental initiatives being undertaken at
that site and more broadly across the Division.

The Board has a numiber of matters reserved for its cansideration, with

principal responsibilities being to agree the overall strategy and Investment

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

dispasals. 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 29 April 2017 included:

* Rail franchise bids Including the submission of a bid for the new South
Western fall franchise

* Sale of European retall megabus.com business to Flixbus

UK Rail industry trading conditions, industrial action affecting the

network iand challenges at Virgin Trains East Coast.

Board succession planning and appointment of new non-executive

directors

Changes arising from the Bus Services Act

Gpportunities and challenges arising from new technologies in the

transport sector

* |nformation security contrals

UK Rail franchise bid process and long-term outlock

® Developments in digital technology, including launch of UK Bus app and

roll out of contactless payment technologlies

Adjustments to r3il and bus service offerings in response to increased

car and alr competition resulting from sustained low fuel prices

* Appaintment of joint broker

The Board keeps the roles and contribution made by each director under

review and changes In responsibilities are made where necessary to

Improve the Board’s effectiveness. To provide 3 more manageable process

and better control, certaln of the 8sard's powers have been delegated to

committees,

Minutes are taken of eech 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 action, these concerns are

recorded In the minutes. It is also 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.

L]

»

4.7 Operational management of the Group

The Executive Cirectors maintain day-to-day contact and meet regularly
face-to-face or in video conferences with non-board senior management.
There are four principal operating divisions:

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

® UK Bus (regional operations): headed by two managing directors

* North America: headed by a chief operating officer

* UK Rail: headed by a managing director

Although the megabus Europe business is reported 2s a separate segment
for financial reporting purposes, It was managed as part of the UK Bus
[regional operations) operating division,
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Each division comprises a number of autonomous business units, each
headed by a chalrman 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,

One of the Joint ventures in which the Group has an interest, Virgin Rail
Group, is Managed independently of the Group. It is headed by i own
managing director. The Group has two representatives on the Board of
Virgin Rall Group. The other trading Joint venture in which the Group has
an Interest, Scottish Citylink Coaches Limited, has a joint board. The Group
is responsible for the day-to-day managament of that business.

4.8 Performance evaluation

The Board assesses its own performance and the performance of each
individual Poard membeyr; this assessment is co-ordinated and directed
by the Chairman with the support of the Company Secretary. The Board's
assessment of the performance of the Chairman & co-ordinated by the
Deputy Chairman. As part of the assessment process, the Non-Executive
Directors meet without the Executive Diractors being present, The Non-
Executive Directors also meet without the Chairman being present. The
Chairman obtains feedback from each 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 guestionnaire-based process s
undertaken to assess the performance of each of the Board's
committees,

The Caode recommends board performance evaluation should be
externally facilitated at Jeast every three years. The Board appointed
Margaret Exley of SCT Consultants to facilitate Its evaluation in the year
ended 29 April 2017. The evaluation was carried out between January
and April 2017, based on interviews, questionnalres, observation and
document review. The evaluation found that the Board had baen
strengthened by introducing four new members. The report particularly
noted the additional experience on the Board in the areas of tachnology,
digitalisation, the transport industry and marketing, The evaluation notad
a focused, inclysive and open atmosphere ta Board meetings with good
challenge between execytive and non-executive directors. Agendas were
found to reflect the important issues and decision making was effective
and followed through. The Board has begun to implement tha
recommendations from the repor, including scheduling detailad
discussions of business risks and business and talent strategies outside
the Baard meeting cycle and arranging time for more informal
discussions batween the Board members, Suggested adjustments to the
forward agenda, including giving Board members more opportunity to
visit operational locations, will be implemented over the remainder of
the 2017/18 financial year. The Board intends to continue to use external
facilitation of its performance evaluation no {ess frequently than every
three years.

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 varlous Board Committees is summarised
below.

Audit Committee

Number of members of Committee: q
All members are Independent non-executive directors,
Chairman and designated member with recent

and rel t financal i

Gregor Alexander

Other members

Ray O'Toole

ulie Southern

Karen Thomson




Nomination Committee hpalth, Safaty
Number of members of Committee: s "’m “m:d Committes M'Ij’::“l
Chalrman Acwual | Possible | Actual 1 Possible]  Actual | Possible
Sir Brian Souter

Sir Brian Souter nfa nfa 1 1 1 1
Other members -

Martin Griffiths 4 4 nfa 1. nfa 1 1
James Bllefield
Sir Ewan Brown Gregor Alexander nfa nfa nfa nfa B 1 _l_
Ray C'Tocle lames Bilefield n/a n/a 1 1 1 1
will whiteharn SIr Ewan Brown nfa | nfa 1 1 1 1
Remuneration Committee Ann Gloag 2 4 nfa nfa 1 1
Number of members of Committee: 3 Ray O’'Toole 3 3 nfa nfa B nfa n/a
Al members are independent non-executive directors. Ross Paterson nfa nfa nfa n/a 1 1 1
Chuirman Julle Southern nfa nfa nfa nfa nfa n/a
Julie Southern Karen Thomson 4 4 nfa nfa 1 1
Other members Garry Watts afa | nfa 1 1 nfa n/a
Gregor Alexander
tames Bilefield Will Whitehorn 1 1 1 1 1 1

Health, Safety and Environmental Committes

Number of members of Committee: 4

Chalrman

Ray O'Tocle
Other members
WMartin Griffiths
Ann Gleag
Karen Thamsan

4,10 Individual director participation at
meetings

The foliowing is a table of participation in fuli Board meetings, meetings
of committees and the Annual General Meeting by directors during the
year ended 29 April 2017:

PARTICQIPATION Full Board Audit Remunerztion
IN MEETINGS ¥ings L~ L Committee
Adual | Pessible -.‘Aﬂual Passible Actual | Possible
Sir Brian Souter [3 6 n/a nfa n/a VL]
Martin Griffiths 6 [ n/a nfa n/a nfa
Gregor Alexandar 6 6 3 3 3 3
James Bilefield ] & nfa nfa 3 3
Sir Ewan Brown [ 6 nfa nfa nfa nfa
Ann Gloag [ [ nja nfa n/a nfa
Ray O Toole 4 a 3 2 nfa nfa
foss Paterson 6 & n/a nfa n/a nfa
lulie Southern 3 4 2 2 2 2
Karen Thomson [ 6 3 3 nfa | '‘nfa
Garry Watts 1 1 n/a nfa 1 1
wiil Whitehorn 5 & 3 1 nfa nia

4.11 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 has perlodic meetings and/or telephone
calls with representatives of major institutionaf 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/calls with institutional
investors. Investor and analyst feedback 1s sought after presentations to
ensure key strategies, market trends and actions being taken are
effectively communicated and shareholder abjactives are known, Written
responses are given to latters or s-mails received from shareholders. The
Annual Report is published in hard copy and on the Group’s website.

The Board receives regular updates on the views of sharehalders through
briefings from the Chairman, Deputy Chairman and the Executive
Directors, reports from the Company’s brokers and reports from the
Company's Financial PR consultants.

All shareholders are welcome to attend and participata at the Annual
Ganaral Meeting and any other general meetings. The Group alms to
ensure that all the Directors are available at the Annual General Meeting
to answer questions. The Annual General Meeting provides an
ppportunity 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 is
the Company’s policy to propose a separate resolution at the Annual
General Meeting for each substantially separate issue. All resolutions
proposed to the 2016 Annual General Meeting were decided by a poll (as
oppased to a show of hands) and details of all votes lodged for and
agalnst, or withheld, in respect of each resolution of the 2016 Annual
Generai Meetmg were publlshed on the Group (] website at:

The Group intends to undertake z poll on each resnlution put to the
2017 Annual General Meeting, All votes cast for or against each
resclution, whether by proxy or In person at the meeting, will be
aggregated and the results will ke reported on the Group’s website.
The Company and it registrars have established procedures to ensure
that votes cast are properly received and recorded.

4.12 Risk management

The Board recognises the importance of maintaining a sound risk cuiture
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 Groug’s risk
management process,

4.12.1 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 objactives necessitates some risk taking,
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It is the Group's objective that the risk of it not remalning viable for the
fareseeable future should be low. i1s 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 Annval Repart. Health and safety risks are carefully
assessed and the Group avoids activities where health and safety risks
cannot be managed to an acceptable leve!,

It is the Greup’s intention to remain focused on the public transport
sector and goads 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 carefuily evaluates
the risks of doing so.

The Group recogrises the different risk profites 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 Hmit to the size of the UK rail business relative to the other
businesses of the Group.

The Group seeks to minimise as far as practical the risk of bresches of
laws and regulations and applies a zero tolerance approach to employee
breaches of legal and regulatery requiraments, its own Code of Conduct
(see section 5.4.5 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.

It is the Group's objective to maintain an investment grade credit rating
as explained in section 1.6.10 of this Arnual 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 reflected in the
objectives that the Remuneration Committee sets for the Executive
Directors. For example, one of the Chief Executive’s current objectives
relates to health and safety, while one of the Finance Director’s current
abjectives relates to the Group's investment grade credit ratings and their
remuneration |s partly linked to the achievement of those objectives.

*

4.12.2 Risk management process

The Group has an ongoing process for identifving, evaluating and managing
the principal risks that It faces. The Board regularly reviews the process.
The Board considers acceptance of appropiiate 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 thelr responsibillty
for establishing and maintaining the Group’s system of internal control,
and for reviewing its effectiveness. The Group’s system cannot provida
absolute assurance but is designed to provide the Directors with
reasonable assurance that any significant risks or problems are identified
on 2 timely hasis 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 to significant risk. Each
identified business risk Is assessed for its probability of occurrence and its
potential severity of accurrence. Where necessaty, 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 29 April 2017, the Group’s risk management process
was embedded throughout the businesses for that year and up to 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 enviranment and such reviews are
supported on an ongoing basis by the work of the Audit Committee, The
Board is satisfled that processes are in place to ensure that risks are
appropriately managed. .
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The Board has designated specific individuals to oversee the internal
control and risk management processes, while recognising that it retains
uftimate 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 Directors and senior management
is ongoing and has been considered at several levels, with each dhision
maintaining a separate risk profile.

The Group Risk Assurance {or Internal audit) function reports to the Audit
Committee and [s utilised In monitoring risk management processes to
detertnine whether mternal controls are effectively designed and proparly
implemented. In conjunction with the tender for the provision of external
audit services for the Group that resulted in the appointment of Ernst &
Young as the Company's auditors for the financial year ending 29 April
2017, the Audit Committee oversaw a tender for the provision of internal
audit sarvices to the Group. As a result of that tender process, the Group
appointed PricewaterhouseCoopers to manage the Group Risk Assurance
Function in place of Deloitte with effect from September 2016,

A risk-based approach is applied to the implementation and monitoring of
controls. The monitoring process also forms the basis for maintatning the
integrity and improving, where possible, the Group's risk managemeant
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 improve ment opportunities that are
recammended by the extarnal 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 Rall Group, its audit committee. Stagecocach
managemeant representatives aiso meet regularly with representatives of
fomt ventures to ensure that they follow appropriate risk management
pracedures.

4,12.3 Principal risks and uncertainties

The Board has undertaken a robust assessment of the principal risks facing
the Group, Including those risks that would threaten the Group’s business
maode], future performance, schrency and liquidity. In making that
assessment, the Board considered the [lkellhood of each risk materialising
In the short-term and the longer term. In assessing the longer term viability
of the Group (see sections 3.11 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 summarised in
section 1.4.5 of this Annual Report and that section includes an
explanation of how we aim to appropriately manage and mitigate those
risks.

4.13 Internal control

The wider process described above and the key procedures noted below,
enable the Directors to confirm that they have reviewed the effectiveness
of the syster of risk management and internai 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-tum,
identifying key risks and opportunities. The overall Group annual budget
is approved by the Board.
reporting of finandial information to the Board encompassing income
statement, cash flow, balance sheet and key gerformance Indicators.
Group management monitors the resuits throughaut each financial year,
a Risk Assurance function which reviews key business processes and
business eantrols, reporting directly to the Audit Committee,
® third party reviews commissioned perladically by the Group of areas
where significant inherent risks have been identified, such as health and
safety, treasury managerrient, insurance provisioning, penslons strategy
and competition pollcy.




a decentralised arganisational 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 managament and the management of the
relevant entities.

a performance management appraisal system, which cavers the Group's

senior management based on agreed financlal and other performance

objectives, many of which incorporate managing risk.

significant emphasis on cash flow management. Bank balances are

reviewed on a dally basis and cash flows are compared to budget ona

four-weekly basls,

regartinig to the Board and/or its Committees on specific matters

including updated key risks, taxation, pensions, insurance, treasury

management, foreign exchange, interest and cammod ity exposures. The

Board regulates treasury management policies and procedures.

defined capital expenditure and other investment approval procedures,

including due diligence requirements where material businesses are

being acquired or divested.

* each operating unit maintains internal contrels 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 intermnal contrel during the
year.

* a compelition compliance programme, which the Board has approved

and which is subject to regular monitoring.

an anti-bribery and anti-corruption policy with training and comgpliance

monitoring.

Any control weaknesses that these procedures identify are monitored and

addressed in the normal course of business, No control failings or

weaknesses that are significant to the Group as a whole have been

identified in the year to 29 April 2017,

4.13 Process for preparing consolidated
financial statements

The Graug has established internal control and risk management systems
in relation to the process for preparing consolidated financial statements.
The key features of these internal cantrol and risk management systems
are:

* The Risk Assurance function and management conducts various checks
on Internal financlal controls periodically,

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

Any recammendations from the auditors, the FInancial Reporting
Council and others in respect of financial reporting are assessed with 2
view to continuous improvement in the quality of the Group’s financlzl
statemnenits.

A written certificate is provided annually by the managemant of each
business unit confirming that the internal financial contrals 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
lecal finance manager prior te being submitted to the Group Finance
function, .

The financlal statements of each business unit are subject to review by
the Group Finance function for unusual iterns, 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 to varlous
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 includes checking
Internal consistency, consistency with other statements and arithmetical
accuracy.

The Audit Committee and the Board review the draft consolidated
finandial statements. The Audit Committes receives reports fram
management and the external auditors on significant judgements,
changes in accounting policies, changes in accounting estimares and
ather pertinent matters relating to the consolidated financial
statements.

The financial statements of all material business units are stubject to
external audit

The Group uses the same firm of auditors to sudit all Group companies.

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

4.15 Pension schemes

The assets of the Group’s pension schemes are heid under trust, separate
from the assets of the Group and are invested with a number of
independent fund managers. There ane twelve trustees for the principal
UK scheme, three of which are employee representatives nominated by
the members on a reglonal basls and three are pansioner trustees, The
chairman of the trustees of the principal UK scheme is a profassional
trustee who served for eight years a$ a fund member elected
representative on the Natlonal Association of Pension Funds’ investment
council, and [s a past Trustee Chairman of the Ralilways Pension Scheme
trustees. The other trustees of the principal UK scheme include senior
Group and UK Bus executives.

A Pansions Oversight Committee was in operation threughout the yvear,
This Committee is chaired by a non-executive director, Sir Ewan Brown,
and also comprises one axecutive director and other members of senior
management. The Committee operates at a stratagic level and Its ramit
covers all matters affecting the Group's pension schemes from the
perspective of the Group's shareholders and other stakeholders, and it will
consider, develop and propose recommendations to the Board in raspect
of such issues as may arise. The Committee reviews pension scheme
funding, investment stratagy, risk management and Internal controls
surrounding pension matters

By order of the Baard

Mike Vaux
Company Secretary
78 June 2017
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5. Audit Committee report

5.1 Introduction from Gregor Alexander,
Chairman of the Audit Committee

Ag Chairman of the Audit Committee, t am pleased to present aur Audit
Committee report for the financial year ended 29 April 2017 in
accordance with the UK Corporate Governance Code. The report
describes how we have discharged our responsibilities under the Code
and monitared the effectiveness of the Group's financlal reparting,
internal control systems and risk management.

As part of the planned changes to the Board’s compasition, the
membership of the Audit Committee was refreshed during the year. Will
Whitehorn ceased to be a member on October 2016 and | would like to
thank him for his contribution to the Committee.

[ was pleased to welcome twe new members ta the Audit Committee
with the appoaintment of Ray O'Toole and Julie Southern in October 2016,
and the Committee Is already benefiting from the significant financial
and specific sector insights that thay bring.

Gregor Alexander
Chairman of the Audit Committee
28 June 2017

5.2 Composition of the Audit Committee

The membership of the Audit Committee is summarised in section 4.9 of
this Annual Report and this section 5.2 explains how we have addrassed
the audit committee composition requirements of the UK Corporate
Governance Code. Gregor Alexander js the current Chairman of the Audit
Committee and is a Chartered Accountant. Gregor Is the Finance Director
of $5E ple, 2 FTSE 100 company, and is the designated Committee
member with recent and relevant financial experience.

The Committee as @ whole has an appropriate ahd experienced blend of
audit, financial and cornmercial expertise, as well as competence
relevant to the Group’s industry sector. Of particular note, are the
insights brought by Ray O'Toale during the year from his experience in
other organisations involved in the bus and rall sectors.

5.3 Operation of the Audit Committee

The Audit Committee met three times during the year. The Committee
retains discretion as o 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 Secratary, who 1S Secretary to the Committee;

* Representatives from the external auditors;

* Representatives frem the Risk Assurance (internal audit) Function.

In addition, the Group Tax Director and Group Treasurer are expected to
present to the Committee at least anhually. The Committee may also
Invite other directors of the Company to attend meetings of the
Committee and does so from time ta time.

5.4 Activities of the Audit Committee

The Committee receives reports from major business functions Including
the outsourced Risk Assurance Function {Internal audit). it also receives
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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 internai control systems in place throughout the Groug.
The Audit Committee reviews the cost effectiveness, independence and
objectivity of the intarnal and external auditors.
The terms of reference of the Audlt Committee are available on the
Group’s website at:

. : - i t h-Grou
The sections that follow set out the areas that the Committee focused on
during and in respect of the year ended 29 April 2017.

5.4.1 Financial Reporting

The Group's interim and preliminary financial resufts, 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 criticat
accounting policies and judgements to these documents, having
considered reports from both the Group’s management and the external
auditors. The extamnal auditors attended all meetings of the Committee
and presented audit plans and findings, amongst ather matters.

In March 2017, the Group received a |etter from the Financial Reporting

Councl's Corporate Reporting Review team, which raised a number of

queries following Its review of the 2016 Annual Report. The Audit

Committee assisted management in reviewing and drafting a response to

the letter, which inciuded commitments by the Group to provide

additional Information in the 2017 Annuatl Report. The Corporate

Reporting Review team has closed its enquiry. A number of suggestions

for improvements were noted, and these have been taken into account

In preparing the 2017 Annual Report.

The Committee considered 2 number of issues and accounting

judgements in respect of the financial statements for the year ended 29

April 2017, of which it considered the most significant to be those set out

in the table on the following page.

in addition tc the significant accounting judgements set out In the tahle,

the Committee also considered other accounting and reporting matters

in respect of the year ended 29 April 2017, including the following:

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

& Raijl franchise opportunities - In light of the range of opportunities
facing the Group’s UK Rait Division and alsa the anticipated expiry of the
Group's South West Trains franchise in August 2017, 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
far any costs incurred in pursuing rall franchise opportunities. The
Committee concluded that the accounting estimates in the consolidated
financlal statements had been appropriately updated for such franchise
changes and that any costs incurred in pursuing rail franchlse
opportunities had been appropriately accounted for.

The Audit Committea also reviewed the evidence that supported tha

concluslons that the Group remains a going concern and that the Board

has a reasonable expectation that the Group will be able to continue in
operation and meet its [iabillties as they fall due over the period to 2 May

2020, noting it was consistent with the disclosure given in section 3.11 of

this Annual Report.




Significant issues or judgements Work and conclusion of Audit Quantification Relevant 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 expense | 6, 24
pensicn benefit obilgation and of pension assumptions by receiving reports recognised in the
expense for defined benefit pension from management outlining the basis of the consolidated income
schemes is dependent on the assumptions used, comparing these assumptions | statement for the year
selection by the Directors of certain 1o those applled by other companies operating ended 2% April 2017 was
assumptions used by actuaries in in the same sector as the Group as well as by £95.2m {2016: £106.7m}
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
annual rate of increase in future salary | analysis undertaken by the external auditors. 28 April 2017 wes £232.5m
levels and mortality rates. The Committee noted that there was a range of | (2016; £96.7m}. In note 24
acceptable assumptions but concluded thatthe | to the consolidated financial
assumnptions applied were appropriate. statements, analysis is
provided that shows the
sensitivity of pension
amounts to changes in key
assumptions.
Insurance
The estimatlon of the insurance The Committee discussed with management the | The insurance provision in 23
provision in respect af traffic accidents | key judgements made in determining the the consolidated balance
and employee incidents is based on an | insurance provision, challenging the sheet as at 29 April 2017
assessment of the expected methodology used, and understanding the was £156.8m (2016:
settlement on known claims together | extent to which estimates are supported by E14B.6m).
with an estimate of settlernents that third party actuarial advice and analysis
will be made in respect of incidents provided by the extarmal 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
an appropriate point within that range.
Taxation
Estimation of the tax charge requires | The Committee considered the judgements The consolidated tax credit | 7
an assessment to be made of the made (n respect of tax by reviewing reports for the year ended 29 Aprit
potentlal tax consequences of from management outlining the basis of the 2017 was £0.2m [2016:
certain items that will only be assumptions, chalienging the estimates formed | £5.4m charge).
resolved when agreed by the and considering the extent to which third party | the net consolidated tax
relevant tax authorities. professional advice and/or historical experience liability 35 at 29 Aprii 2017
informed the judgements. The Committee met | a0 029 gm {2016:
with the Group's Tax Director, the Group Tax £58.8m). Further
Manager and a tax speciailst from the external | jn¢ormation on uncertain
auditors in April 2017. The specific tax tax estimates is provided In
accounting judgements considered by the section 1.6.4 of this Annual
Committee included the financing of and Report.
transactions with overseas (L.e. non-UK)
operations, losses incurred by overseas
operations in the ordinary course of business
ang pverseas tax audits. The Committee
concluded that appropriate judgements had
been made in getermining the tax amounts
recorded in the financial statements.
Impairment and onerous contracts
The Group's critical accounting For those businesses where trading conditions Pre-tax exceptional charges | 4, 23
policles described in note 1 to the have been mare challenging than previously of £84.1m and £44.8m
consolidated financial statements, expected, in particular Virgin Trains East Coast, respectively were recognised
include goodwil! and impalrment; the Committee assessed whether any assets far the year ended 29 April
and onerous contracts. were impaired and whether any contracts had 2017 to reflect that the
A number of the Group's UK becomne onergus. current contractual
businesses have experienced more The Committee considered the judgements arrangements glve rise to an
challenging trading conditions over made by niansgement in undertaking onerous contract at Virgin
recent years. The Committee Impaitment urd onerous contract reviews ang | Tr#ins East Coast, and the
therefore focused on whether any challenger! the assumptions vn matbers such as | related impairment of
impairment losses and/or oneraus future cash Hows, growth rates, tax rates and certalin Innngirl:‘lltehassetﬁt
contract provisions arose in respect discount rates. it also considered the key assod atet: wfit he right to
of those businesses. judgements axercised by management over the | operate the franchise.
expected outcomes of contractual positions on
the Virgin Trains East Coast franchise.
The Commtee agreed with management’s
Judgement that the Virgin Trains East Coast
franchise onerous contract provision for £84.1m
should be recognised as a pre-tax exceptional
charge. Having recognised an onerous contract
provision for the franchise, the Committee
concurs with management's judgement that
certain intangible assets associated with the
right to operate the franchisé ora therefoie alsa
Impaired, and require » separate exteptional
charge of £44.8mi to actelerate the amortisation
on these assats,
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Audit Committee report

5.4.2 Externai auditors

Following the external tender undertaken in the prior year, Ernst & Young
was appointed as the Group's extemal auditor at the Annual General
Meeting in August 2016. Mark Harvey, who was appolnted in August 2016,
is the current audit engagement partner, and under partner rotation rules,
a new lead audit partner wiil be required in 2022. In accordance with the
2014 Code, the Group will be gxpected to tender the external audit by
2026.

The externa) auditors 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 29 April 2017, the most
significant risks identified were in relation to provisioning far insurance
claims, taxation, carrying value of goodwill and intangibles, pensions
accounting and rait franchise contract compliance, based on the inherent
leve| 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 auditors at each Committee
meeting without the presence of management, The Committee Chairman
also holds distussions with the external auditors between Committee
meetings.
The Audit Committee is responsible for agreeing the audit engagement
letter, agreeing the scope of the audit, appointing the audit partner and
making recemmendations on the appolntment, 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 auditors.

Subject to the annual appuintment of auditors by the shareholdars, the
Audit Committee conducts a continuous review of the relationship
between the Group and the auditars. This review includes:

¢ the conslderation of audit fees that should be paid and advance
approval of any other fees in excess of £50,000 per annum which are
payable ta auditors or affillated 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 co-ordination where more than one
audit firm or offices of the same firm are involved; and

discussions on such issues as comgpliance with accounting standards.

The Cammittee formally assesses the effectiveness of the external audit
process on an annual basls in the context of the wider assurance
processes acrass the Group. As well as undertaking Its own assessment
of the audlt effectiveness, the Committee alsc considers the views of a
number of finance managers from variaus parts of the Group. The
auditor assessment questionnaire Is completed on an annual basis and
examines three main performance criterla — robustness of the audit
process, quality of delivery and quality of people and service. This
assessment also includes consideration of the auditors’ independence
and abjectivity, 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 quantum 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 athical standards. The auditors explain to the Audit
Committee their policies and processes for matntaining independence
and monitaring compliance with relevant requirements,

The Group has complied with the 5tatutory Audit Services for Large
Companies Market investigation {Mandatory Use of Competitive Tender
Processes and Audit Committee Responsibility) Order 2014 during the
year.

The Committee considered the audit fee of £0.9m (2016: £0.9m) for the
external auditor appropriate and conciuded that an effective audit can
he conducted for such a fee,

Having completed the assessment of both the external audit process and
the external auditor for the year ended 29 Aprit 2017, a resolution 1¢ re-
appoint Ernst & Young as the Group’s auditor will be pyt to the
forthcoming Annual General Meeting.
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5.4.3 Non-Audit services

In May 2013, the European Cammission 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 adapt provisions to ensure its

effective application. The new Audit Regulation stipulates that a

statutory auditor of a publlc-interest entity, which would Include the

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

parent undertaking and/or its subsidlary undertakings within the

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

from providing certain non-audit services to the Group that were naot

previously prohibited. The hew requirements shall first apply to the

Group in respect of its financial year ending 28 April 2018,

Procadures in respect of other services provided by the auditors are in

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

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

* General — The auditors are not permitted to provide 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.

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 generslly pravide 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 work who has the most appropriate
skllls 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 1o the work being undertaken. it is now the Group's policy not
to use the auditors for such work,

General consulting ~ For other consuiting work, the Group will seject
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 legal
restrictions,

The audltars are enly permicted to provide non-audit services to the
Group when the Audit Committee and the auditors are satisfied that
there are na clrcumstances 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 to the audit fee, the external auditor received non-audit
related fees of £0.1m (2016; £0.2m), which equate to 7.7% {2016: 19,2%}
of the audit fee and further details of which can be found in note 3 to the
consolidated financial statements.

The Committee believes that the (evel and scope of non-audit services
does not impair the sbjectivity of the auditors and that there Is a clear
benefit obtained from using professional advisors who have a good
understanding of the Graup’s aperations, Other accounting or consulting
firms have been used where the Group reccgnises them as having
particular areas of expertise or where potential conflicts of interest for the
auditors are identified. The Commitiee will, however, of course review its
pelicy on non-audit services from time to time, to ensure continued
compliance with laws and regulations, including European Union
legisiation.

5.4.4 Internal auditors
Foliowling the tender undertaken last year, PricewaterhauseCoopers ’ |
assumed responsibility for managing the outsourced Risk Assurance

Function (internal auditors] effective from September Z016. The i
Committee has recelved several reports from PricewaterhouseCoopers,
detailing the planned schedule of audits as well as tracking key findings
and any related matearial actions to address unsatlsfactory results.
PricewaterhouseCoopers attended all meetings of the Committee, in
addition to meeting privately with the Committes without the presence
of management. The Audit Committea reviews the internal audit plan at
least annuelly and considers whether it is aligned to the key risks of the
Group. The Committee alsa has the responsibliity for making
recommendations on the appointment, reappointment, removal and
remuneratien of the Group Risk Assurance Functian. There have been no




instances of disagreements between the Board and the Audit Committee
relating to the Risk Assurance Function,

The Committee formally assessas the effectiveness of the Risk Assurance
Function on an annual basis and seeks to satisfy itself that the quality,
expertise and experience of the function (s appropriate for the Group.
This assessment involves bath Audit Committee members and members
of the management team completing a questionnaire with the results of
that exercise then cansidered by the Committee, This assessment
includes a consideration of independence and objectivity, the overal! level
of fees, the quality of the risk assurance process, and the role of the
function in the context of the broader sources of risk assurance.

5.4.5 Code of Conduct and “Speaking Up” Palicy

The Audit Committee reviews compliance with the Group’s Caode of
Conduct and use of the Group’s “Speaking Up” policy, which provides a
mechanism for employees with serious concerns about the conduct of
the Group or its employees to raport those concerns, The Committea
ensures that appropriate arrangements are in place to recelve and act
propartlonately upon a complaint about malpractice, The Committee
takes a particular nterest in any reports of possible improprieties in
financial reporting.

All known instances of fraud, theft or similar ircegularities affecting the
Graup 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 alsc recelved and
considered updates on litigation involving the Group.

5.4.6 Other activities

The Committee has considered a range of other matters at its three
meetings over the last year and received various reports and
presentations as follows:

* A presentation was recelved from the Group Tax Director and the Group
Tax Manager an the Group's tax affairs, significant tax accounting
Judgements and tax risks. The Group Treasury team gave 2 presentation
on the Group's treasury affairs and management of treasury risks.

The Committee considered and contributed to a response o 2 letter
received from the Financial Reparting Council’s Corporate Reporting
Review team on the 2016 Annual Report,

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

The Committee considered reports from the Audit Committee of Virgin
Rall Group on matters reievant to that joint venture. The Group's
Finance Director is Chairman of the Virgin Rail Group Audit Committee.
Minutes of the Treasury Committae meetings (comprising members of
management} were sharad with the Audit Committee.

¢ The Committee reviewed a summary of the Directors’ expense clalms.

5.4.7 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,

batanced and understandable and to provide the information necessary

for sharehelders to assess the Company's position, perfarmance, business
model and strategy. The Committee assessed the controls and processes
in place in respect of the production of the Annual Report and financial
statements as operating effectively during the year, and was able to
provide positive assurance to the Board on the fair, balanced and
understandable conclusion.

In advising the Board, the Audit Committee noted that:

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

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

* The Board receives regular updates an the actual financial perfarmance
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 Jeast twice a year on an updated forecast of finaneial

performance for the year;

The Audit Committee receives updates an develapments in accounting

standards and ather relevant {aws and regulations;

The Audit Comwnittee receives updates on key areas such as treasury,

taxation and audit;

The Audlt Committee and the Board generally have the opportunity to

consider, comment and request changes to the Annual Report prior to

pubiication;

The preparation of the “front end” of the Annua! Report includes the

Corporate Communications team, the Company Secretariat, and Group

Finance as well as divisional management validating the

appropriateness of the material refating to the relevant division. The

Involvement of these various groups helps ensure the balance,

completeness and accyracy 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, bzlanced and

understandable” statement Is materially consistent with thelr

knowledge of the Group acquired In the course of performing their

audit.

The Audit Committee’s assessment considered whether:

¢ Appropriate weight had been glven to “bad news” as well as "good
news” in the Annual Report;

® The description of the business, principal risks and uncertainties,
strategy and objectives in the Annual Report 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 contrel and risk

management systems in refation to the process for preparing consolidated
financial statements, including those matters detailed in section 4.14 of

this Annual Report.

5.5 Viability statement

The Audit Committee advised the Board on the statement on the Group’s

viabllity included in section 3.11 of this Annual Repart, which was

underpinned by the consideration of the following points:

& The Audit Committee assessed the reasonableness of the assumptions
made abaut the Group’s prospects, 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 uncertalinties in the Annual Report, could
potentally impact the Board’s assessment of the Group’s viabillty;

* The Audit Committee reviewed the length of the assessment period;

® The Audit Committee examined the stress testing of financial forecasts,
the potential effectiveness of mitigating actions, and cansideration of
the Group's ability to withstand the severe but plausible downside
scenarios modelled.

A draft of the viability statement was presented to the Audit Committee

and Board in June 2017 far revlew and finalisation,

5.6 Committee evaluation

The Committee’s activitles formed part of the external review of Board
effectiveness performed in the year. Detalls of this review are provided in
section 4.8. Audit Committee members also completed a separate
questionnaire on the eflectiveness of the Committee and the results of
that exercise were canskdered by the Committee. Overall, the Committee
considers that it has continued to operate effectively durlng 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

The Nomination Committee has an important place in the governance
structure of the Stagecoach Groug. An effective board needs to maintain
balance over time, taking accaunt of planned and unplanned changes to
membership and the changing needs of the business. As Chairman of the
Committee, | ensure that we regularly review our 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. ¢
welcama the Report into the Ethnic Diversity of UK Boards published by
the Parker Review Committee. The Stagecoach Group aims to ldentify and
break down barrlers to candidates from diverse backgraunds throughout
the business and ensure that its talent pipeline reflects the diversity of the
population.

Over the iast year we have continued to adjust the composition of our
Board and the Nomination Committee was key 1o managing this process.
As we announced our resuits last year, we proposed the appointment of
Ray O’Toole to the Board. His appointment was confirmed by sharehoiders
at the 2016 Annual General Meeting. During the process to recruit Karen
Thomson and James Billefield, we identified Julle Southern as a candidate
who could bring a complementary set of skills to the Board. Julie was
appainted by the Board on 7 October 2016, Julie will stand for election by
shareholders at the 2017 Annual General Meeting.

Wa 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 for election or re-election (as appropriate) at the 2017
Annual General Meeting.

Sir Brian Souter
Chairman of the Nomination Committee

28 lune 2017

6.2 Composition of the Nomination

Committee

The composition of the Nomination Committee is summarised 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 compasition of the Board, and Is responsible for evaluating the
balance of skiils, knowledge and experience of the Board and its
committees. Where appropriate, the Committes will suggest adjustments
to achieve that balance, For a proposed appointment, the Committee will
prepare a description of the role and the atteibutes 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 will be taken
inte account and potentlal candidates will be asked to disclose thelr
other commitments and confirm that they will have sufficlent 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 firal appointments are the
responsibility of the Board as 2 whole. The appaintments process takes
account of the benefits of diversity of the Board, including gender
diversity, and in identifying suitable candidates the Committee considers
candidates from a range of backgrounds,

When seeking to appoint a new non-executive director, the Nomination
Committee complies a shortlist of potential new non-executive directors
by taking account of known candidates and candidates suggested by the
Group’s advisars.

paje 46 | Stagecoach Group plc

The search for candidates for non-executive directors during the last two
years 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 Nomination Committee identified Julie Southern as a
potential candidate for appointment to the Board during the process,
described more fully in the 2016 report from this committee, that led to
the appointments of James Bilefield and Karen Thomson. We continued
our discussions over the summer and were able to announce Julie’s
appaintment to the Board in October 2016.

Non-executlve directors receive a letter of appointment. For any new
appointments, the expected time commitment is agreed with the
director and incfuded in the letter of appaintment.

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

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

6.4 Board diversity

The Company betieves 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 refiect
this in the criteria for identifying suitable candidates for nemination to
the Board.

The Company was co-founded by Ann Gloag and throughout its life as a
listed company it has had at least ane woman on its Board and for
almost all of the time since May 2001, at least two. Following the
appolntment of Julie Southern to the Board, there are currently eleven
directors of the Company, of whom three are women. Women constitute
27% of the fuil Board and 38% of the Non-Executive Directors (excluding
the Chairman).

The Board aspires to maintain at least 25% female representation on the
Board in future. In additien to board diversity, the Company believes in
promoting diversity at all levels of the organisation, further detail of
which is provided in section 1.8.4 of the Strategic report.

6.5 Succession planning arrangements

The Board and the Nemination Committee recognise the tmponrance of
succession planning to ensure that the Group continues to prosper in the
longer term. The Group operates a decentrzlised organisational structure
with clearly defined limits of responsibliity and authority, and oversight
from head office. This structure provides the opportunity for managers
to develop in some of the Group’s smalier business units before
progressing to wider and more responsible roles. The Group has a history
of developing good managers who have progressed to take on senior
pasitions 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, bath in the UK
and North America.

The Nomination Committee aims 10 ensure that appropriate succession
arrangements are in place for the Directors. The Nominatien Committee
and the Board seek to identify new directors and senior managers to
ensure succession of directors {s conducted In a managed way, without
significant disruption to the ongoing business of the Group. The
Committee belleves that it is Important to develop and promote existing
talent from within the arganisation.

The Chief Executive has establishad a taient group Involving human
resources, training and other prafessionals from within the Group. The
talent group is taking a lead role to further enhance the recruitment,
retention and development of talented smployees throughout the
Group.




The Group's Directars bring a broad range of skills to the 8oard, including
general management skills: In its succession planning, the Committee
considers the need to maintain and enhance this wide range of skills with
particulay emphasis on the following:

* 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 Nan-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 Directars to collectively have experience of transport
businesses to bring a sector-specific perspective on matters such as
health and safety, transport operations, sector regulation and
accounting. Ray O'Toole brings considerable experience of bus, rail
and the broader transport sector to the Board, Jufie Southerm has
cansiderable financial and commercial experience gained within the
transport sector. Will Whitehorn brings significant aviation and rail
experience and Ann Gloag, as a co-founder of the Group, has
significant public transpert expertise,

Financial - The Committee considers it essential that the Non-
Executive Directors collectively have recent and relevant financial
experience, ih order for the Audit Committee to function effectively
but alsa to bring broader financial insights to the Board. As Chairman
of the Audit Committee and as a serving FTSE 100 finance director,
Gregar Alexander brings substantial recent and relevant financlal
expertise. Sir Brian Souter, 5ir Ewan 8rown and Jylie Southern are
gqualified accountanis, while James Bilefield has investment banking
experiance, 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 Group's strategy. It identifled & possible skills gap in
this respect and considered that it would be desirable to enhance the
collective experience of the Nen-Executive Directors in those respects.
The appointments of James Bilefield and Karen Thomson to the Board
have enhanced the Board’s skills in these areas.

Listed company — The Committee believes 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, Ray O'Toole,
Julie Southern, Karen Thomson, and Wil Whitehorn serve or have
served on the boards of other publically listed companies,

Regulatory — The Group operates in regufated markets and the risk of
regulatery 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
Ray O'Taole {from the transport sectoc], Will Whitehorn {from the
transport sector), Gregor Alexander (from the regulated energy
business) and Sir Ewan Brown (from his experfence 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 Committee.
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7. Health, Safety and Environmental Committee report

7.1 Introduction from Ray O'Toole,
Chairman of the Health, Safety and
Environmental Committee

The Health, Safety and Environmental Committee assists the Board to
fulfil its responsibilities by recommending Group policy in these areas
and monitoring compliance with the Group poiicy. Helen Mahy stepped
down from the Board and as Chairman of this Cornmittee on 29 February
2016, after serving six years on the Board, As Chairman of the Health,
Safety and Environmental Committes, Helen promoted a strong culture
of safety from the Board into the whole Group. Having served on the
Committee since September 2013, our Deputy Chairman, Will
Whitehorn, took cver the chair from Helen Mahy in February 2016 and
handed over to me when { joined the Group in September 2016. | extend
ry thanks ta both Helen and Will for their contributions to the
Committee. As the new Chalrman of the Committee, | am determined to
ensure that the Committee challenges the Group management team to
further strengthen its safety management procasses over time.

{ intend to continue involving a range of contributars fram the Group's
businesses in the business of the Committee and ensure that the
Committee actively engages with those businesses to help the Group to
avolve its health, safety and environmenta! strategy. Members of the
Committee are encouraged to be visibla to the Group's managers and
staff by engaging with operating 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
meatings, the Committee alms to share knowfedge between the Group's
businesses and to challenge its business managers and safety advisers to
promote sustained Impraovement over 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 our agenda.

Ray O'Toole
Chalrman of the Health, Safety and Envirenmental Committee

28 June 2017
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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:

G al = zof-raf-Noy-

7.3 Operation of the Health, Safety and

Environmental Committee

The Comimittee considers health, safety and environmental risks,
mitigatlons and Issues across the Group and reports to the Board on
these matters, The Committee also approvas the Group’s overall
strategic safety framewaork. It has access to internal safety executives and
also external consultants, where required.

Executive management is responsible for ensuring that local 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 gppertunity to
questicn and challenge management on health, safety and
environmental matters. As Incidents occur, the Committee, aided by the
safety management teams, Is able to analyse those incidents and learn
lessons to further improve the Group’s safety processes.

The Committee and its members visit operational [ocations to cbserve
health, safety and environmental managemant 'n practice. The
Committes met at the Group’s new Exeter bus depot In November 2016.
The new fadlity provides greatly improved maintenance and training
facilities as well as incorporating new technologies to reduce the
environmental impact of {ts operations. The Commlttee’s April 2017
meeting was held in the North America Division’s headquarters in
Paramus, New lersey, where Committee members wera given tha
opportunity to view the Division’s fleet monitoring technology in action
and were able ta visit operations at the New York Port Authority. As part
of thelr induction, the North America management team provided the
new members of the Board with the opportunity to visit a number of
operational locations in the North East United States and to use the
Group's megabus.com services during their stay in the United States.

The Committee allocates time in its agendas to receive detailed briefings
on areas of specific interest ar concern te it. During the year,
presentations were received on a range of topics, including sulcide
prevention initiatives on the railways, the Narth America Division’s safety
culture, UK Bus carbon reduction environmental targets and updating of
the Group's sustainability strategy targets, an update on the UK Bus
Divislan’s use of the Green Road telematics system and enhancements to
the UX Bus Division's proactive maintenance procedures,

The Committee receives reports on trends in health and safety indicators
across the Group as well as information on significant incidents involving
the Group. Key performance indicators are provided and reviewed in
respect of each major operating division. Tralning, where relevant, is
provided to the Committee on health, safety and environmental matters.
The Committee llaises with the Remuneration Committee in determining
any health and safety objectives to form part of the Executive Directors’
personal objectives.

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




8. Directors’ remuneration report

In this section of the Annual Report there are three separate sections
dealing with the Directors’ remuneration report as follows:
* the annual statement from the Remuneration Committee Chairman;
* the remuneration policy; and
* the annual report on remuneration {Implementation).

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

On behalf of the Board, | am pleased to present tha Directors’
remuneration report for the year ended 29 Aprll 2017. | joined the
Stagecoach Board in October 2016 and assumed the chalrmanship of the
Remuneration Committee at that time. | would like to thank my
predecessor, Garry Watts, for his chairmanship of the Committee. | am
pleased that Gregor Alexander and James Bilefield remain members of
the Committee, bringing their own Tnsights but also continuity to the
Cormnmittee as a balance to my fresh perspective. The Committee’s main
focus this year has been the review of the Directors” remuneration pelicy
and it provided a good cpportunity to look at the policy with a fresh psir
of eyes, taking into account the feedback that we have had from
shareholders and investor representative bodies. ‘We hope that our new
policy will be well supported,

Remuneration policy

Included within this report is our propased revised Directors’ remuneration
policy {the *Policy”). The current Directars’ remuneration policy was
approved by shareholders in 2014 and, under the applicable leglslation, we
are now required to again seek shareholders’ approval for a remuneration
policy. The Policy will be presented to shareholders for approval at our
next Annual General Meeting ("AGM”) on 25 August 2017.

Qur remuneration pdlicies are designed with the leng-term success of
the Company in mind. We believe our remuneration arrangements
should provide a clear allgnment between the long-term interests of cur
shareholders and the corporyte strategy to be implemented by the
executive management. We alsg consider R Is important that the
components of remuneration are easily understood and that overall
remuneration is not excessive, Feedback received from our major
shareholders has indicated that they have appreciated the straight
forward and clear components of remuneration set out in the 2014
policy and the Committee wishes to ensure the new poticy retains that
clarity. We have consulted with investar representative hodies and our
major shareholders in the development of the revised policy, and have
also given conslderaticn to the corporate governance policies and best
practice guidelines of investor representative bodies.

The principles applied in our approach to executive pay have remained
unchanged. The Committee has taken the opportunity over the last year
to undertake a review of our remuneration arrangements with the aim of
ensuring that pay reinforces the Company's strategy, whilst continuing to
motivate and retain executive talent,

The main changes in policy that are proposed are as follows:

(i) The amount of the annual bonuses payable te the Executive
Diractors is partly determined with reference to certain measures
of the Group's financial performance. Under the current
remuneration policy, all of the potential bonus amount relating to
a particular financial measure is payable if the target is achieved
while none of the potential bonus is payable if the target is not
achieved. We are proposing to replace this "cliff edge” or *all or
nothing” approach with a performance range whereby the
amount of the bonus payabie in respect of a particuiar financial
target Is determined based on the financial performance achleved
relative to the target set.

lii) To ensure that the Committee has sufficient flexibility to set
challenging financial targets for annual bonuses under the
proposed new arrangements described above, we are proposing
that the Committee will have the discretion to set the amount of
the potential bonus that can be earned in respect of financial
perfarmance at between 70% and 120% of the annual basic salary
of the relevant Executive Director. Under the current policy, the
potential bonus that can be eamed in respect of financial
performance is fixed at 70% of annual basic salary. The overall
annual bonys potential for an executive director would be
determined by the Committee around the start of the each year,
taking account of the financlal and non-financial objectives and it
is proposed to be between 100% and 150% of basic salary.

(iil] We propose to continue with two performance criteria for the
Long Term incentive Plan ["LTIP*}. Under the current policy, the
criteria arae based on measuras of Total $hareholder Return
{*TSR") and Eamings Per Share (“EPS”). Under the new policy, we
propose that the criteria will be based on measures of TSR and
prafitability, giving the Comrmittee more discretion ta set 2
measure of EPS of any other appropriate measure of profitability
in respect of any new LTIP award.

{ivl We propose to introduce claw-back provisions in respect of
performance related pay.

Activities of the Remuneration Committee
The main tasks and decisions of the Committee during the year ended
29 April 2017 were:

* Drafted the proposed new remuneration policy and consulted with
malor sharehalders on the policy,
Reviewed the performance and approved the Executive Directors’
bonuses for the year ended 30 April 2018,
Set annual performance targets for the Executive Direstors’ bonuses
for the year ended 29 April 2017,
* Reviewed performance of the 2013 awards under the L TIP, In June
and December 2018,
Reviewed and approved targets for LTIP awards made in the year
ended 29 April 2017,
& Reviewed and approved the vesting of Defetred Shares under the

2013 EPP award in June 2016,
* Decided on levels of pay and beneflt increases in the annual salary
review for the Executive Directors and made recommendations to
the Board in respect of the remuneration of the Chalrman and
Deputy Chalrman.
Reviewed the rermuneration for senior non-Board managers.

Remuneration for 2016/17

As explalned earlier ip the Annual Report, we achleved our recent
expactation of adjusted eamings per share for the year ended 29 April
2017. Although the continuing trading challenges faced by our
businesses are reflected in the financial results for the year, we continue
to manage the business with its long-term success in mind, That
approach is reflected in the furthey Investment that was made in the
business during the year. As a Committee, we try to maintain .
remuneration arrangements that balance meeting short-term financial
objectives with supporting the Group’s long-term success, Certain of the
non-financial, parsonal objectives that we set for the Executive Directors
hawve the long-term in mind and can be achieved {or nat) irrespective of
whether short-term financial targets are achieved.

Consolidated profit befare interest and taxation ("PBIT”) fraom Group
companies and consalidated adjusted eamings per share {(“EPS”} fell
short of the demanding targets that we set for the year, reflecting the
continuing trading challenges. The target for consolidated net debt,
however, was met. Accordingly, of the 70% of basic salary that the
Executive Directors could have earned as an annual bonus based on
financial performance, 23.3% of basic salary is payable for the year, being
one-third of the potential opportunity.

The Committee determined that Martin Griffiths achleved four out of the
five personal, non-financial objectives that we set for him for the year.
That entitfes him to a banus amount of 24% of basic salary from a
potential 30%. The Committee determined that Ross Paterson achieved
three of the four personal, non-financial objectives that we set far him
for the year. That entitles him to a bonus amount of 22.5% of basic
salary from a potential 30%.

The Committee remains focused on ensuring that there is a clear linkage
between pay and performance and that there is a strong alignment of
interests of managers, shareholders and ather major stakeholders
through an appropriate mixture of pay, incentives and the use of
shareholding guidelines for the Executive Directors.

We are grateful for the work undertaken by the Group and our
remuneration advisers and for the support we have received from our
malor shareholders and investor representative bodies. We continue to
valye sharehoiders’ views on our remuneration arrangements and | can
be contacted via the Company Secretary should any sharehalder wish to
meet with me.

At the Group’s Annual General Meeting on 25 August 2017, shareholders
will be invited to approve:
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Directors’ remuneration report

(¥} the Directors' remuneration palicy in a binding vote; and
{ii) this statement and the Annual Report on Remuneration together
in an advisory vote.

It is my hopa that all of our shargholders, whether they are large
institutional sharehalders or individual shareholders, will find value in
this report.

Julfe Southern
Chairman of the Remuneration Committee

28 June 2017

8.2 Compliance statement

This Directors’ remuneration repart covers the year from 1 May 2016 to
29 Aprll 2017 and provides details of the Remuneration Committee’s role
and the remuneration policy we apply in decisions on executive
remuneration.

This report has been prepared In accordance with the Large & Medlum-
sized Companies and Groups {Accounts and Reports) (Amendment)
Regulations 2013 {“the 2013 Regulations”). In atcordance with Sections
439 and 439A of the Companles Act 2006, an advisory ordinary
resolution to approve the statement by the Chairman of the
Remuneration Committee and the Annual Report on Remuneration and a
binding ardinary resolution to approve the Directors' remuneration
palicy will be proposed at the 2017 Annual General Meeting.
Remuneération payments and payments for loss of office can only be
made to directars 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 baan audited have
been highlighted as such. The other sections of the remuneration report
are not subjact 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 senlor members of the executive management as it 1s asked by the
Board to consider. The Committee alsc has responsibifity for making
recommendations to the Board In respect of the remuneration of the
Chairman and Deputy Chairman,

The terms of reference of the Commlttee are available on our website at:

8.4 Directors’ remuneration policy

This section of the report sets out Stagecoach Group's proposed revised
Directors’ remuneration policy {the “Palicy™). The Policy is subject to a
binding shareholder vote at the Company's AGM on 25 August 2017, and
subject to approval, will apply from that date. The current remuneration
palicy approved on 29 August 2014, can be found in the 2014 Annual
Repolt available on the Cﬂmpany s websita at:

and wlil continue to apply until a new pollcv is approved

8.4.2 Remuneration policy tabie for the Executive Directors

The proposed, revised Policy is broadly consistent with our existing
policy. Key areas of difference between the revised and existing policies
are as follows:

* the introduction of claw-back provisions;

s the replacement of cliff edge targets by sliding scale targets for the
financial measures in the annual bonus and providing the
fRemuneration Committee with flexibility to Increase the maximum
potentlal bonus potential to 150% of basic salary; and
continue to use two performance critetia for the Long Term
Incentive Plan, and continuing with total shareholder return but
instead of using EPS, the Remuneration Committee may use EPS ar
any other appropriate measure of profitability, as determined prior
to the grant of any new award.

The details of the proposed changes are reflected in the annual
statement angd the policy table.

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 motlvate high guality executives capable of
achieving the Group's objectives and to ensure that they are fairly
rewarded for thelr Individual responsibilities and contributions to the
Group's overall performance.

The Committee believes that remuneration packages for the Executive
Diractors should contaln meaningful and effective performance-related
slements, and that the performance-related elements should be designed
1o 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, soclal and governance matters. Performance targets are
established to achieve consistency with the interests of shareholders,
with an approgriate balance between short-term ang long-term targets.
Performantce targets include financlal measures as well as nan-financial
targets, such as environmental and safety objectives, The incentive
arrangements for the Executive Directors are structured so as not to
unduly Increase environmental, soclal and governance risks by
inadvertently motivating Irresponsible behaviour,

The Remuneration Committee regularly reviews the existing
remuneration of the Executive Directors, making comparisons with peer
tompanies of similar size and complexity and with other companies in the
public transport industry. Proposals for the forthecoming year are then
discussed in the light of the prospects for the Group as a whole. The
Remuneration Committee is aiso kept informed of the salary [evels of
other senior executives amployed by the Group. The approach is
tonsistent with that applied for the workfarce in that we ook 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 schermne trustees and scheme actuarias regarding the cost of
pension obligations.

We also consult our major shareholders in developing remuneration policy,

This section of our report sets out in tabular form key components of the remuneration package far the Executive Divectars.

8.4.2.1 Fixed elements of pay

BASIC SALARY

Purpose and link to strategy objectives
To attract, retain and motivate executives ensuring basic salaries are
competitive in the market.

Gperation

Baslc 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. Actoint i§ taken of chianges in Individus! responsibliities
that may have oceurred and the salaries for similar roles in comparsble
companies. The Committee sho consilers the published salary data for
FTSE 250 companles and other companies in the public transport industry.
Aotaunt is also taken of pay conditions throughout the Group.

Maximum value

Basic salary Increases are applied In line with the outcome of the
annual review.

An executive director’'s annual basic salary may not exceed £850,000,
The Committee would only set a salary which exceeded the top
quartile of salaries applicable in FTSE 250 companies in unforeseen
and exceptional circumstances,

Performance metrics

Basic salary levels are predicated on continued good performance by
the director.

Salary levals set effective from 1 May 2017 are set out in section
8.5.13,1.1 of the Annual Report on Remuneration.
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B.4.2.1 Fixed elements of pay {continued}

PENSIONS AND LIFE ASSURANCE ARRANGEMENTS

Purpose and link to strategy objectives
To provide relevant life assurance and pension benefits that are
competitive In the market.

Operation

Pension arrangements for executive directors are designed to provide
pension benefits on retirement of up to two thirds of final pensionable
pay and may be met through a combination of defined benefit pension
arrangements, money purchase or cash allowances.

Her Majesty’s Revenue and Custams ("HMRC") and pension scheme
rules provide that defined benefit pension benefits may not be drawn
before age 55.

Freedom and Cholee regulations introduced by the Unlted Kingdom
Government in 2015 have impacted the flexibility for pension scheme
members in transferring benefits out of pension schemes. Consistent
with arrangements for other members of the relevant pension
schemes, accrued defineg benefits pensiens may be transferred out to
the beneficiary in accordance with the transfer arrangements
established by the trustees, or in the case of the company funded
arrangements, at the armount accrued In the cansalidated financial
statements in respect of such benefits at the point of transfer.

Maximum value

final salary elements are related to basic salary and length of sarvice,
and any payment t0 a money-purchase arrangement or an employer
cash allowance would be limited to a third of basic salary.

Performante metrics
Pensions and life assurance arrangements are predicated on continued
good performance by the director,

BENEFITS IN KIND AND OTHER ALLOWANCES

Purpaose and link to strategy objectives
Designed to be competitive in the market,

Operation

Benefits in kind and other allowances can include:

» Health-care benefits, life assurance cover, company car allowance, and
telephone and communications costs,

+ Opportunities to join the Buy As You Earn {“BAYE"} scheme,

» Relocation assistance upon appolntment f/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 recruitrment or relocation.

Maximum value

Benefits vary by role, and are reviewed pericdically to ensure they are
reasonable relative to market. There [s no maxlimum 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 {imits.
Performance metrics

Benefits in kind and other allowances are predicated on continued
good performance by the director.

8.4.2.2 Variable pay

| PERFORMANCE-RELATED ANNUAL CASH BONUSES

Purpose and link to strategy objectives

Alms to focus the Executive Directors on achleving demanding annual
targets relating to Group performance.

Operation

Around the start of each financial year, the Committee agrees specific
objectives for each executive director. Following the end of each financiat
year, the Remuneration Committee determines the performance-related
annual bonus for each executive diractar for the year just ended. This is
based on each director's perfermance in achieving the set objectives, and
affordability for the Group.,

In accordance with the rules of the Executive Participation Pian ["EPP”),
at least 50% of any actual bonus will be deferred as shares.

Claw-back and malus provisions will apply to the cash and deferred
elements of the annual banus as described in section 8.4.3 below.

Maximum value

The potentiat annual bonus that can be earned by an executive
director in respect of any financia! year may never exceed 150% of
basic salary. The maximum annual bonus would be set each year
within a range of 100% to 150% of basic salary, of which no more than
50% of any actual bonus award in the year will be settled in cash.

Performance metrics

The performance conditions for the annual bonus awards are subject to

a combination of financial objectives and individual business related

objectives,

Around the start of each financial year, the Committee will determine one

ar more financial measures that will apply for bonus purposes for that

year. The Committee will also determine the maximum potential bonus
amount {expressed as 3 percentage of basic salary} that an executive
director will have the ability te earn in respect of each finandal measure.

The aggregate maximum potential bonus amount across all financial

objectives will be between 70% and 120% of basic salary.

For each financial measure, the Committee will determine the

performance leveis that will trigger “Threshoid”, “Target™ and

“Maximum” payout. The Threshold amount for a given financial

measure will be triggered on the minimum performance that needs to

be achleved to earn any bonus in respect of that measure. The

Maximum amount is the maximum potential bonus in respect of that

measure. The Target amount will be the arithmetic average of the

Threshold and Maximum amounts.

For each financlal measure:

+ The maximum potential bonus amount, payable only on the
achieverment of Maximum performance is the amount set by the
Cornmittee subject to the overall aggregate lImits explained above;

« The bonus amount payable on the achievement of Threshold
performance will be 50% of the maxirmum potential bonus amount
where the aggregate maximum potential bonus amount acrass all
financial objectives is 70% of basic salary.
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8.4.2.2 Variable pay (continued)

PERFORMANCE-RELATED ANNUAL CASH BONUSES {continued)

¢ The bonus amount payable on the achievement of Threshold

performance will be 25% of the maximum potentlal bonus amount

where the aggregate maximum potential bonus amount across all
financial objectives is 120% of basic salary.

The bonus amount payable on the achievement of Threshold

perfarmance will be between 25% and 50% of the maximum potential

bonus amount, determined on a straight-line basis, where the
aggregate maximum potential bonus amount across all financlal
objectives is greater than 70% but less than 120% of basic salary.

« The bonus amaunt payable on the achisvement of performance
batween the Threshold and the Maximum will be between (a) the
bomus amount payable on Threshold performance and (b) the
maximum potential bonus, determined on a straight-line basis
proportionate to the extent actual performance exceeds Threshald
perfarmance,

The tables below provide examples of how the above policy may be

implemented.

Example 1: Bonus potential of 70% of basic pay for financiat performance:

Financial objectives Maxdmum
Potential payout as a percentage of: Potential Thieshold  Target  Maximum
Maximum award level 50.0% 75.0% 100.0%
Baslc pay 20.0% B.0% 52.5% 700%

Exampie 2: Bonus potential of 120% of basic pay for financial
perfarmance;

Financial objectives Maximum

Potentlal payout as & percentage of:  Potential Threshold  Target  Maimom
Maxtmum award level 250% 62.5% 100.0%
Basic pay 1200%  300%  750%  120.0%

The aggregate maximurn potential bonus amount for achlevement of the
individual business related objectives will be between 30% and 45% of
basic pay.

A number of objectives are set for the individual business related
objectives. To the extent that a particular objective is satisfied then there
waouid be a payout in respect of that objective. ' the objective is not
satisfied then there is no payout in respect of that objective, The
minimum level of performance required to be met for payout for each of
the discrate objectives is that specified in the objectives.

In assessing the level of bonuses that will be pald, induding individuat
business related objectives, the Committee has the discretion to reduce
the level of any pay-outs after taking into account the financlal
performance and standing of the Group and the overall inglvidual
performance of the relevant director. So, even where cne or more of the
specified objectives have been achieved, the Committee has the
discretion to pay no or a reduced bonus.

Further details of the performance measures used for the 2017 bonus are
set out in the Annual Report on Remuneration in sectfon 8.5.3.

EXECUTIVE PARTICIPATION PLAN {"EPP")

Purpose and link to strategy objectives

Alms to align the interests of managers and shareholders by awarding
interests in shares out of the annual bonus award.

It Is also deslgned to provide an Incentive for managers to remaln with
the Group.

Operation

Participants are awarded Deferred Shares {with a minimum 3 year
vesting period), which can be issued as either a conditional award or a
nlli-cost option, with an initial market value approximately equal to the
amount of the actuaf cash bonus forgohe.

Unvested awards are subject to malus {details are In section §.4.3
below).

Maximum value

At laast 50% of any actual bonus earned in the year will be defarred as
shares under the EPP. By agreement with the Remuneration
Committee, more than 50% may be deferred.

Additional shares are allocated in respect of dividends payable during
the relevant period.

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
rmavements in the Company's share price and dividends paid by the
Company.

Performance matrics

The EPP is an effective retention programme In that participants would
lose their entitiement to the Deferred Shares if, save for "good leaver”
pravisions, they left of their own volltion during the three-year deferral
period, It also increases participants’ effective equity Interests [n the
Group and so better aligns their interests with shareholders.

There ara no specific performance condltions attaching to the release of

Deferred Shares because the annual bonus under which the Deferred
Shares are eamed s already subject to performance conditions.
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8.4.2.2 Variable pay (continued)

LONG TERM INCENTIVE PLAN {"LTIP"}

Purpose dad link ta strategy objectives

Aims to align the interests of shareholders and management in growing
the returh to shareholders and the value of the business over the fong-
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,
Awards are subject to malus, and all awards granted after 25 August
2017 are subject to both malus and claw-back (details are in section
8.4.3 below). The Committee may adjust and amend awards only in
accordance with the rules of the LTIP,

Subject to performance conditians, incentive Units vest around three
years after the date of award.

Maximum value

The maximum award granted in relation to any finandal year for an
individual is llmited 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 reflect 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 granted prier to 25 August 2017 will be sublect to the terms of
the 2014 remuneration palicy that was in effect up to that date.
Awards granted from 25 August 2017 would be subject to the following
arrangements.

Awards rematn subject to twe performance conditions, with one half of
annual awards being made based on relative total shareholder raturn
{"TSR™), and the other half based on challenging profit targets set by
the Committee for a three-year period.

TSR Is calculated as the movernent in share value after taking account
of re-invested dividends. TSR Is measured relative to an appropriate
comparatar group of FTSE 250 companies or other peer grouping of
companies In the public transport industry.

in setting targets for the profit based perfarmance condition the
Committee may take into account a range of factors such as;

+ internal and external factors affecting the Group,
s the long-term expectations for each of the operating divisions, and

« analysts’ consensus expectations for the operating divisions and the
Group as a whole.

For the Incentive Units awarded that are subject to the TSR condition,

vesting will be as fellows:

If the TSR does not exceed the median of the comparator group,

then none of the relavant Incentlve Units awarded will vest and they

will fapse;

If the TSR exceeds the median of the comparator group (which is the

“threshold” performance level), then one-quarter {25%) of the

available Incentive Units will vest and the remainder will lapse;

If the TSR Is in the top quartile of the cornparator group, then all of
the available Incentive Units will vest;

If the TSR Is higher than the median but less than the top quartile of
the comparator group, then the proportion of the Incentive Units
that will vest would be between 25% and 100% of the available
ncentive Units adjusted on a straight-line basis depending on the
actual ranking against the comparator group.

For the incentive Units awarded that are subject to the profit condition,
vesting will be as follows:

« |fthe profit achlevement is below the target for threshold vesting set
by the Remuneration Committee, then none of the relevant
available Incentive Units will vest and they will alf lapse;

If the profit achievement equals the rarget 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 profit achievement equals or exceeds the target for maximum
vesting set by the Remuneration Committee then all of the avaiiable
Incentive Units will vest;

If the profit achievement 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 profit achieved.

The performance conditions are tested over a three year pericd, being
the three years commencing en or around the 1 May or 1 November
Immediately preceding the date of the relevant award.

-

The Committee |5 satisfied that the proposed remuneration policy is in the best interests of shareholders and does not promete excessive risk
taking. As part of the Directors’ remuneration policy, the Committee reserves the right to make minor amendments to the policies set out for

regulatory, exchange control, administrative or tax purposes.
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8.4.3 Malus and claw-back

For the purposes of this remuneratian palicy, "Malus” refers to the withholding, cancetlation or reduction of amounts of remuneration otherwise

payabie te a director.

Malus may apply to unvested awards where stated in the policy table shown above, Under the malus pravisions, the Remuneration Committee can

reduce {to nil if appropriate) awards that have not yet vested. The circumstances in which the malus provisions may apply are set out below:

* (f a participant has deliberately misled the management of the Group, the market or the Company's shareholders regarding the financial
performance of any Group Company or the participant's business unit;

® |f a participant’s actions or Inactions have caused either the Group, any Group Company or the participant’s business unit reputational damage;

* (f a participant's actions or inactions amount to serious misconduct or conduct which causes significant financial loss for the Group, any Group
Comprany or the participant's business unit;

e |f a participant’s actians or Inactions have caused a serious fallure of risk management by the Group, any Group Company or the participant's
business unit; or

» Other similar clrcumstances, where the Committee determines that the malus provisions should apply.

Claw-back arrangements may apply to awards granted afier 25 August 2017 where stated in the polfey table shown above, Under daw-back

arrangements, the Remuneration Committee may require a participant to repay the following alements of varlable pay:

¢ the cash part of the annual bonus will be subject to potential claw-back for a period of two years following payment;

* the cash received or the cash equivalent value on vesting of shares recelved under the LTIP will be subject ta claw-back arrangements for a period of
two years from the vesting of an LTIP award.

The circumstances in which the Remuneration Committee may claw-back awards are set out below:

* If a participant's actions or inactions amount to serious misconduct which causes

- slgnificant financial loss for the Group; or
~ 2 materlal restatement of the previously published financial statements for the Group {other than in respect of a change in accounting policy); or

* Where and to the extent that there has been an error in the calculation of any payout under an award.
No other element of remuneration is subject to malus or claw-back.

8.4.4 Payments from outstanding awards

The Executive Directors remain eligible to recelve payment under any contractual arrangement agreed under the 2014 remuneration palicy or
entitlements estahlished prior to the approval and implementation of the 2014 policy, induding the vesting of awards granted prior to the revised
remuneration policy taking effect on 25 August 2017.

8.4.5 Performance targets

3.4.5.1 Annual bonus targets

The maxirmum annual banus potential would be set by the Committee areund the start of each financial year and be within the range of 100% and
150% of basic pay, out of which between 70% and 120% of basic pay would be subject to financlal performance measures, and between 30% and 45%
of basic pay would be subject to a number of individual business related objectives.

The individual business related objectives used under the Annual Bonus Plan include achievement of personal and strategic goais. Personal
performance measures and targets are proposed by the Chairman for the Chief Executive and by the Chief Executive for other Exacutive Directors.
The Committee discusses and sets the targets for executive directars and their review is linked to an annual appraisal process. The Committee is of
the view that the performance targets for the personal element are commaercially sensitive as they relate to internal management projects, strategic
objectives and personal goals and it fs not intended that these will be disclosed in advance. The Committee’s intention is that a summary of these
objectives will be disctosed when they are no longer considered commerclally sensitive.

Targets for the Annual Bonus Plan are set with due regard to internal and external forecasts. Performance targets are set 1o be stretching but
achievable and take into account the economic environment in 2 given year,

The Committee retains the discretion to amend the number, weightings and compenents of the financial and non-financlal elerents of the bonus
from year 1o year and for each executive as appropriata, subject to the overall limits described above,

B.4.5.2 LTIP performance targets

LTIP awards will be split with one half basad on TSR performance against an appropriate comparator group of FTSE 250 companles or other
companies In the public transport industry, and the other haif based on performance against a profit measure for the Group or key operating
divisions. For the TSR based awards, the TSR must exceed the median of the comparator group befere a payout Is available. The amount of Incentive
Units released will range from 25% to 100% of each award depending on the actual ranking. A top gquartite ranking is required to achieve 100%
release of units. Demanding targets for the profit measure for the three year performance period will be set for the other half of the awards based
on a range of relevant market factors and expectations for the Group or relevant operating divisions as at the date of award.

The maximum level of awards granted for an individua! In any financlal year is limited to incentive Units with an aggregate face value at the time of

award not exceeding 150% of basic salary.

8.4.6 Pension benefits

Under the legacy terms of their service agreém ents, the Executive Directors are entitled to accrue benefits under defined bepafit pension
arrangements or, if preferred, to recelve a cash allowance in lieu of contributions to pension arrangements, Pension arrangements are intended to
provide pension benefits an retirament up to two thirds of final pensionable pay. The normal retirement age for executive directors is 60. in
accordance with HMRC rules, accrued defined benefits may not be drawn before age 55. Benefits may only be drawn subject to any necessary
employer or trustee consent and in accordance with the ralevant scheme rules. Life assurance of four times basic annual salary Is provided under the

arrangements for pension benefits.
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8.4.7 Remuneration policy table for the Non-Executive Directors
The table balow sets out key components of the remuneration for the Non-Executive Directors.

BASIC SALARY/FEES

Purpose and link to strategy objectives

To 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,

Operation

Fee levels for non-executive directors are genaerally reviewed by the Board
annually with any adjustrnents effective 1 May in the year following review
although there is discretion to adjust them at other times of the year.
Account is taken of individual responsibilities, involvement in Board
committees and fees for similar roles in comparable companies.
Remuneration comprises an annual fee for acting as a non-executive
director,

Remuneration for the Chalrman comprises an annual fee for acting as
Chairman,

related expenses and trave! and accommodation expenses will be met or
reimbursed Including for partners at corporate events or management
conferences, Home telephane and communications costs may be met or

reimbursed.

Maximum value

Any fee increases are applied in line with the gutcome of the annual
review.

Non-Executive Directors’ fees are subject to an aggregate maximum
cap which is stated In the Company’s Articles of Association. Subject to
shareholder approval at the 2017 AGM, that cap will be increased from
£800,000 to £1,200,000 and may subsequently be further adjusted by
an ordinary resclution of the Company. That cap, as adjusted from
time to ime, Is the only limit in place thak acts as setting a maximum
value for fees payabie to non-executive directors,

Parformance metrics
Contlnued good performante,

Nen-executive directors do not participate iri pansions or incentive
benefits, or receive other remuneration in addition to their fees, Business

8.4.8 Approach to the remuneration of newly appointed directors

The Group’s approach to remuneration for newly appointed directors is generally the same as that for existing directors. As a mateer of practicality, it
is recagnised that it may be necessary to pay within the market top quartile salaries in order to attract candidates of the quality the business needs.
Equally, 3 new recruit may be appointed on a lower than market rate salary with phased increases to bring 1t 1o the market level. New executive
directors will be invited to participate in incentive ptans on the same basis as existing executive directors, Where appropriate, the Company will offer
to pay reasonable relocation and expatriate expenses for new executive directors in line with the Company’s policies described above. It is not
generally the Company’s policy to offer “golden hellos” or sign-on payments, but where the Remuneration Committee considers it is necessary to do
50 in order to recruit a particular individual, it may offer compensation for amounts of variable remuneration under previous employmant being
farfeited. Any such compensation far varlable remuneration forfeitad would be subject to a maximum of the value of the unvested awards taking
account of the time to vesting, delivery vehicle (e.g. cash, shares, or share options), any performance conditions attached to the awards and the
likelihood of the conditions being met. The Remuneration Committee reserves the discretion to put in place a plan under Listing Rule 9.4.2R withaut
seeking shareholders’ approval in order to facilitate such an arrangement. The maximum compensation for variable remuneration forfeited (as set
out above| will be applied even where Listing Ruie 9.4.2ZR would permit higher amounts to be pafd.

Where the Company is considering the promotion of a senior manager to the Board, the Remuneration Committee may, at its discretion, agree that
any commitments {including in respect of loss of office payments) made before promotion will continue to be henoured whether or not otherwise
consistent with the policy prevailing at the time the commitment is fulfilled.

In recruiting a new non-executive director, the Remuneration Committee will apply the policy as set out in the table in section 8.4.7.

8.4.9 Pay for performance; scenario analysis

A key element of the Company’s remuneratfon policy is to provide a significant part of potendal reward through performance based incentive plans.
The graphs below provide estimates of the potential future reward opportunities for the Executive Directors, and the potentlal split between the
different elements of remunaration under three different performance scenarics: "Minimum”, “Expected”, and “Maximum®,

Chief Executive [potantial annual pay outtomes) Finance Director {potential annual pay outcomes)
2,800
2,800 2,400
2,400 2,000
2,000 1,600
1,600 1,200
1,200 B0O
800 200
‘uo -

- o i e wE wm
. Salary, pension and benefity - Annual Barus . LTP . Salary, pension and benefitg . Annuzi Bonus . \TIP

Potential reward opportunities lllustrated above are based on the proposed new remuneration policy, applied to the basic salary in force at 1 May
2017, For the annual bonus, the amounts llustrated are hased on those potentlally recelvable in respect of performance for 2017/18 on the basis of
a maximum bonus potential af 100% of basic pay, snd that any actual honus award would be satisfied 50% in cash and 50% in Deferred Shares under
the EPP valued using the share price at the date of grant. It should be noted that the LTIP awards granted in a year do not nermally vest until the
third anniversary of the date of grant. In illustrating potential reward opportunities the following assumptions are made:

Stagecoach Group pic | page 55



Directors’ remuneration report

Annuil Bonus me Penslon
Minimum No annual bonus payable No vesting — nil payment 33% of baslc salary
Expected 67.5% of the maximum annua! bonus payable 35% vesting of maximum award | 33% of basic salary
HMaximum 100% of maximum annual bonus 100% vesting of maximum award | 33% of basic salary

For the purposes of the charts above it Is assumed that 70% of the annual bonus plan would be based on financial objectives and 30% over a range of
individual business refated objectives. Whife each individuaf business related objective wiif be separately assessed, far the purpose of the two charts
above, the assumpticn is that the expected level of performance is for ane-half of the objectives to ba satisfied, and that alt are satisfled for maximur
achisvement. Penslon amounts are included at 33% of basic salary which {s equivalent to the money purchase or cash allowance alternative avallable
under the Policy. This differs from how penslon amounts shown In Table 1 in sectlon 8.5.3 are calculated, which Is in accordance with the provisions of
paragraph 13 of the 2013 Regulations,

it should be noted that the value of EPP and LTIP awards can increase due to Increases in the Company’s share price and/or payments of dividends by
the Company, and accordingly, there is na absolute maximum value of such awards.

8.4.10 Employment conditions across the Group
The Comimittee is kept regularly updated on pay and conditions across the Group, although when setting the Directors’ remuneration policy, the
wider employee group [s not formally consutted. In determining the adjustments to the Executive Directors and Group executive salaries, the

Committee considers the increases to pay levels across the broader employee population.

8.4.11 Detalls of directors’ service contracts
The Executive Directors are employed under contracts of employment. It is the Group’s policy that Executive Directors should have 12-menth rolling
service contracts providing for a2 maximum of one year’s notice. Due to the nature of the Group’s businesses, the service contracts contain restrictive

covenants.
The principal terms of the Executive Directors’ service contracts (which have no fixed term) effective during the year were as follows:

Executive Directors’ service contracts

Name of director Date of contract Notlce petiod
Martin Griffiths 22 February 2013 12 months
Ross Paterson 11 February 2013 : 12 months

The contracts for the Chairman and Deputy Chalrman {effectiva of 1 April 2016) provide for six and three months’ notice periods respectively, Other
non-executive directars are appointed by a letter, which provide for one month’s notice. The letters of appointment do not contain any contractual
entitlement to a termination payment and a non-executive director can he removed in accordance with the Company’s Articles of Association,

All notice periods apply to both the director and the Company.

8.4.12 Loss of office payment policy

It is the Group’s policy to provide for 12 months’ notice for termination of employment for executive directors, to be given by either party, and to
make severance payments on tarmination in line with any pre-established contractual arrangerments.

Service contracts provide that an executive director shall give and shall receive 12 months’ notice on termination and contain standard garden |eave
provisions which the Group can enforce in order to protect the Group's interests during a peried of notlce. An executive director would continue to
be paid his basic salary and contractual benefits during any period of garden leave in the usual way save that he will not be entitied to receive awards
under the EPP or the LTIP [or similar). Any bonus in respect of any period of garden leave would be at the discretion of the Remuneration Committee
consldering the specific circumstances but would not exceed the annual maximum bonus that may be paid in accordance with the Pollcy sat out in
section 8.4.2, This banus potentfat on loss of office is the effact of legacy contractual positlons and will not be incorporated into contracts for new
appointments. In any event, the Remuneration Committee can decide that no such bonus will be payable if and to the extent It reasenably considers
that the payment of a bonus could be perceived as a reward for failure,

Thers are no arrangemants that require the enhancement or acceleration of pensien benefits on termination or early retirement.

in the case of gross misconduct by an executive director, 2 provision Is included in the executive’s contract for immediate dismissal with no
compensation payable. In other cases where an executive director’s employment [s terminated with immediate effect, the Committee’s palicy would
he that any compensating payments would not exceed any amounts due under the contractual arrangements as summarised above.

In the event an executive director iaaves for reasons of death, ill-health, Injury, redundancy, retirement with the agreement of the Group, or his
employing company ceasing to be a member of the Group or other such event as the Remuneration Committes determines, then LTIP awards will be
pro-rated for time and will vest based on performance over the performance perlod as determined by the rules of the LTIP, For all other leavers,
cutstanding LTIP awards will [apse at the end of the director’s period of employment,

in the event an executive director ieaves for reasons of death, ill-health, injury, redundancy, or his employing company ceasing to be a member of the
Group, then awards of EPP Deferred Shares will vest at the date of ieaving for the benefit of the director. If an executive director retires with the
agreement of the Company, retirement is not a vesting event for the EPP and so the awards will vest on their original vesting date. For ali other
leavers, outstanding EPP awards will lapse at the end of the directar's period of employment.

In the event an exacutive director leaves for reasons of death, ill-health, injury, redundancy, retirement, or his employing company ceasing to be a
member of the Group, then shares held under ahy BAYE awards will vest in accordance with the HMRC approved ruies of the BAYE Scheme. For all
other leavers, outstanding BAYE matching share awards will tapse.

Payments for |oss of office may only be made to directors or former directors if such payments are consistent with the approved remuneration policy
or are otherwise approved by an ordinary resolution of the mambers of the Company.
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8.4.13 Change of controf
The following apply where there |s a change in contral of the Group:

v Each executive director is entitled to normal termination benefits as outlined above, except where the director is offered and has refused
employment on terms and condltions that were no less favourable to those in place prior to the change of control, in which case the director will

have na claim against the Group in respect of termination of employment;

Under the EPP, Deferred Shares would automatically vest on a change of control;

Under the LTIP, Incentive Units would vest on a pro-rata basis taking account of the proportion of the vesting period that had expired and the

applicable performance conditions; and

* Under the BAYE, awards will vest in full or, alternatively, the acquiring company may offer to roll-ever the awards into awards over shares in the
acquiring company.

8.4.14 Consideration of shareholder views

The Committes considers shareholder feedback received in relation to the Annual General Meeting each year at Its first meeting following the Annual
General Meeting. This feedback, as well as any additional feedback received during other meetings with shareholders and representative bodies, is
then considered when reviewing remuneration poltcy. When any materiai changes are proposed by the Group to the remuneration poiicy, the
Committee will consult major sharehoiders.

8.4.15 External appointments .

It is the Board's policy to allow the Executive Directars to accept directorships of other unconnected companies and to retain any related
remuneration, as this will broaden and enrich the business skills of a director so long as the time commitments do not have any detrimental dmpact
on the abilfty of the director to fulfil his duties. Any such directarships must be formally approved by the Board.

8.5 Annual Remuneration Report
This section of the remuneration report provides detalis of how the remuneration policy was implemented during the year ended 23 April 2017,

8.5.1 Committee members

The Remuneration Committee s 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 a5 Secretary to the Committee. The Chief Executive attended meatings to provide
information on performance and strategy. A representative from the Committee’s independent external remuneration advisor attended at least part
of every Remuneration Committee megting during the year. The Finance Director attended part of one meeting to present a view on the short and
long-term outiook for the Group’s financial performance. Attendance at meetings by individual members is detailed in section 4.10. No director was
involved in decisions as to their own remuneration.

* Garry Watts {as Chajrman to 31 July 2016)

& Julie Southern (as Chairman from 7 October 2016)

* Gregor Alexander

¢ James Bilefield

There was no business to be considered by the Committea in the twa months hetween Garry Watts stepping down as Committee Chairman on

31 Juiy 2016 and Julie Southern succeeding him on 7 October 2016.
The remuneration of executive directors was not consldered by any other Committee or group of directars during the year.

8.5.2 Advisers

Addleshaw Goddard LLP provided remuneration consultancy until 31 Octaber 2016. From 18 November 2016, Osborne Clarke LLP provided such
consultancy, They each acted as the Committee’s independent remuneration consultant, providing access to Independent research and advice. The
Group has no other connection to either Addleshaw Goddard LLP or Osborne Clarke LLP, Addleshaw Goddard LLP received £3,000 (2016: £8,417) in
respect of work it carrled out in the year ended 29 April 2017 and Qsborne Clarke LLP received £10,211 (2016: £NII), The fees payable were
determined 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
wauld prejudice the objectivity or independence of the remuneration consultants.
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8.5.3 Remuneration of the Executive Directors and Non-Executive Directors (audited)

The remuneration of the Exacutive Directors and Non-Exetutive Directors may comprise a number of eJements, as described in the Directors’

remuneration policy,

Directors’ remuneration and the single figure total for the year ended 29 April 2017 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 Benefirs Incentives ncantives Pension
{amounts In £000} Salary/Fees n (performance vested related Total
kind related bonus) [ATIP) benefits
2017 2016 2017 2016 2017 2016 2017 2016 017 2016 2017 2016

Executive directors

Martin Griffiths 639 627 5 25 302 334 - - 387 330 1,313 1,316
Ross Paterson 426 418 23 23 196 223 - - 167 192 811 856
Non-executive directors

Gregor Mexander ] 59 - - - - - - - -~ 50 59
James Bllefieid (appointed 1 February 2016) 58 13 - - - - - - - - 58 13
Sir Ewan Brown 53 53 - - - - - - - - 53 53
Ann Gloag 55 54 - - - - - - - - 55 54
Helen Mahy {resigned 29 February 2016) - 49 - - - - - - - - - 49
Ray O'Toole (appointed 1 September 2016] 40 - - - - - - - - - 20 -
Sir Brian Souter 213 209 - - - - - - - - 213 09
Juiie Southern {appainted 7 October 2016) M - - - - - - - - - 34 -
Karen Thomson (appointed 31 March 2016) 58 5 - - - - - - - - 58 5
Garry Watts (resigned 31 July 2016} 33 131 - - - - - - - - i3 131
Phil White (resigned 31 March 2016) - 54 - - - - - - - - - 54
Will whitehorn 180 62 - - - - - - - - 150 62
Total 1,819 1,734 43 48 497 557 - - 514 522 2,878 2,861

Notes to Table 1:
i. Basic Salary/fees

The basic salary/fees in Table 1 con’aspo'nd to the amounts payable in respect of the financial year ended April, Salary Is pald monthly. Both Executive
Directors participated In penslon salary sacrlfice arrangements during the year and the basic salary amounts are shown gross before any salary sacrifice
arrangements.

il. Benefits in kind and other allowances
The benefits in kind shown in Table 1 are made up as follows:

TABLE 2 - BENEFITS IN KIND Cathallowance in lleu Healthcare Relmbursement Employer Total
AND OTHER ALLOWANCES of company car benefits telephone axpenses contributions
2017 2016 anmz7 2016 017 2016 2017 2016 07 2016
£ £ £ E £ E £ £ [ E
Martin Griffiths 22,000 22,000 964 1,061 1,906 1,800 202 185 25,072 25,046
Ross paterson 22,000 22,000 964 1,061 - - 202 18s 23,166 23,246
Sir Brian Souter - - - - 337 286 - - 337 288

During the year, both Exscutive Directars participated In the Buy As You Earn {"BAYE”} Plan. We believe that the BAYE plan aligns the interests of
employess and sharehoiders by allowing all UK employees of the Group to purchase shares aut of salary, It is designed to aid staff motivation and
retention, The maximum empleyee purchase is governed by HMRC limits and is currently £1,800 per annum. The Group provides two matching shares
for every share purchased an the first £10 of each amployee's monthly investment. The amaunts shown in Table 2 are the values of such matching
shares allpcated to directors as at the dates of allocation. Additional shares are aliocated in respect of dividends payable during the relevant period,
Detaiis of the shares held under the BAYE plan are shown in Table 11.

iil. Performance related bonus

Arcund the start of each financial year, the Committee agrees specific objectives for each executive director. Fellowing the end of each financial year,
the Committee determines the annual bonus for each executive director for the year just ended. This is based on the director’s performance in
achleving the set objectives. The objectives comprise both financlal objectives for the Group and Individual business related objectives for each
director. For each executive director, the Group financial sbjectives for the year ended 29 April 2017 were to meet financial targets with respect to
measures of profit before Interest and taxation, earnings per share, and net debt.
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For the year ended 29 April 2017, 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. Detalls of the financial objectives applicable

for 2016/17 are shown below:

TASLE 3 ~ DIRECTORY OBJECTIVES Target Achieved Potential Bonus Bonus Awarded
(% of bazic salary) {% of basic salary)

Consolidated profit before interest and
taxation (“PBIT) from Group companies £198.8m £168.7m 23.4% _ -
Consolidated adjusted earnings per
share (“EPS*) 22.3p 24.7p 233% -
Consolidated net debt (“Net Debt”) £478.1m E430.3m 23.3% 23.3%
Element of bonus related to Group
financial objectives 70.0% 23.3%

The PBIT and EPS measures shown abave are determined in accordance with international Financial Reporting Standards but adjusted to exclude
intangible asset expensas, exceptional items, and rai franchise bid costs. 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 34 to the consolidated financial
statements excluding any unbudgeted over or under spend on raif franchise bid costs. The actual values achieved in respect of each of the three
measures are adjusted to exclude the impact of any acquisitions and dispasals of businesses that were not included in determining the target values.

For the year ended 29 April 2017, the Chief Executive had personal objectives relating to:
= Leadership on health and safety performance across all business units;

& Contractual and financial risk reduction from raill franchising activities;

* Strategic review of European Inter-city coach operations;

* Strategic review of UK Bus in line with regulatory developments; and

* Development of the Group digital strategy.

For the year ended 29 April 2017, the Finance Director had personal objectives relating to:

* Maintaining an investment grade credit rating;

* Enhancing reperting and analytics within UK Bus;

* Pelivering a local transport app; and

* Contractual and financial risk reduction from rail franchising activities.

The Committee intends to provide information oh the Executive Directors’ personal objectives for the year ending 28 April 2018 when it considers

such disciosure to be no Ipnger commercially sensitive,

n making its judgement of performance for the last finandial year, the Remuneration Committee had particular regard to the Group's financial resuits
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 29 April 2017 sre shown below:

TABLE 4 - DIRECTORS' BONUSES AWARDED Actual bonus as a parcentage of Maxitum potential benus as a percentage of
basic salary Basic salary
Directar Cash Deferred Shares under EPP Cash Deferrad Shares under EFP
Martin Griffiths 23.7% 23.7% 50% 50%
Ross Paterson 22.9% 22.9% 50% 50%

Iv. LTIP

No amount is shown in Table 1 In respect of the LTIP vestings for the year ended 29 April 2017, as the December 2013 award achieved a ranking of 190
wut of the 230 companies in the comparator group throughout the performance period, so did not pay out. Similarly, no amount is Included for the
lune 2014 awards a3 it is considered unlikely they wilt pay out.

TABLE § - LTIP AWARDS : Amounts
treated as vested for As at 30 April Dividends Lapsed As at 29 Apil included in
inclusion in Table 1 016 in year durling year 2017 Table 1 Including

{Incentive {ncentive (Incentive {Incentive dividend amounts
Grant date Units) Units) Units) Units) 13 Vesting Date
Martin Griffiths
12 Dec 13 129,559 4,876 {134,435) - - 12 Dec 16
26.Jun 14 128,913 7357 - 136,270 - 28 lun 17
Ross Paterson
12Dec13 86,371 3,250 (89,621) - - 12 Dec 16
26)un14 85,942 4,904 - 90,846 - 28 Jun 17

LTIP awards vested In June 2016

In the 2016 Annual Report a nil value was included in respect of the June 2013 LTIP awards, and It is canfirmed that this was in accordance with the
actual vesting as no payment was made on vesting in June 2016,
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v, Pension related benefits .
The pension amounts shown In Table 1 are nominally calculated in accordance with the provisions of the 2013 Regulations and so represents 20 times
the increase {excluding inflation] in the accrued annual pension entitiement plus the Increase (excluding Inflation) In the accrued cash lump sum

entitlernent, less contributions paid by the director.

vi. External Appointments
Martin Griffiths is a nan-executive director of AG Barr plc, and was permitted to retain the £56,289 fees recelved from this position In the year ended

29 April 2017 [2016: £55,395).

8.5.4 Pensions {audited)

Under the legacy terms af thelr service agreements, the Executive Directors accrued benefits under defined benefit pension arrangements. Historic
benefits previously accrued under an HMRE approved pension scheme end included in the Table 6 below were revalued only for inflation. The
directors accrued benefits in the yeas ended 25 April 2017 under Group funded pension arrangements. Other than adjustments for inflation, no
further benefits accrued under the HMRC approved Group defined beneflt pension scheme during the year. Pensicn benefits are targeted with a
normal retirement age of 0. In accordance with HMAC rules, accrued defined benelits may not be drawn before age 55.

Table 6 below provides the information required by Schedule 8 of the Large & Medium-sized Companies and Groups [Accounts and Reports)
(Amendment] Regulations 2013 and gives detalls of benefits accruing during the year under the Group’s pension arrangements.

TADLE & — DIRECTORS' PENSION Contributlons paid Accrued Accrued
BENEFITS Normal by the director Accrued cash annuak gension Accrued cash annual pension
Retirement for the year anded entitiement at entitiemnent at entitlement at entitlement at
date 29 April 2017 30 Aprll 2016 30 April 2016 29 Apeil 2017 29 April 2017
£000 £000 E000 £000 £000
Martin Griffiths 31 March 2026 56 168 132 169 153
Ress Paterson 29 July 2031 28 137 76 138 87

The totals above include pension benefits accrued for service priar to appointment as a director of the Company. Directors’ contributions to pension
schames as shown In Table 6 abave 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 Groug.

8.5.5 EPP and LTIP awards during the financial year (audited)
Tables 7 and 9 set out the awards to the Executive Directors under the Company’s share schemes during the year ended 29 April 2017.

TABLE 7 — LTWP AWARDS IN YEAR Awards Face
Type of Share price at granted in year value at Performance
interest time of award Basls {incentive time of grant Vesting period
awarded £ of award Units) £ Date {approximate)
Martin Griffiths
30 Jun 16 incentlve 2.2650 75% of 211,655 479,398 30lun19 1 May2016-
Units basic salary 30 Aprit 2019
8Dec 16 Incentive 2.1100 75% of 227,203 479,398 80ec19 1 Nov2016-
Units basic salary 31 Oct 2019
Ross Paterson
30lun 16 Incentive 2.2650 7s% of 141,125 319,648 30Jun19 1 May 2016 -
Units basic salary 30 April 2019
8Dec1s Incentive 2.1100 75% of 151,492 319,648 80ec19 1 Nov2016-
Units basic salary 310ct 2018

Each Incentive Unit shown in Table 7 has a notional face value equal to one of the Company’s ordinary shares and was granted as a cash-settled
award. The closing price on the preceding dealing day was used to determine the number of incentive Units.

The face values shown above ignore non-market vesting conditions and do not inctude any assumed share price appreciation or dividends paid. The
actual number of Incentive Units (if any) which vest will depend on the performance canditions being achieved. Both awards are subject to two
performance conditions. One half of the award s based on TSR, where the TSR over tha performance period must exceed the median of the
comparater group, which is the list of FTSE 250 companies over the period. The amaunt of units awarded which are released will range from 25% to
100% depending on the actual ranking achleved. A top quartile ranking Is required to achieve a 100% release of unlts. No units will vast for below-
threshold performance. The other half of each award is based on targets set for a measure of EPS over & thres-year period. The threshold and upper
performance targets for each award over the three year performance period are as follows:

TABLE 8 - EPS Performance

Critarin

Award duta Threshold Maximum
30Jun 16 31.9p 35.2p
8 Dec 1§ 28.9p 31.9p

25% of the incentive Units would vest for a threshold level of performance and 100% for maximum performance. A shiding scale of vesting on a
stralght-line basis would be applied between these lower and upper vesting levels.
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TABLE 9 -EPP AWARDS IN YEAR Maxlmum
and
Share price Awards expected total
Type of at time granted in | value of award
Interest of award Basis year (Deferred | at time of grant Vasting Performance
Mward date awarded £ of award Shares) £ Date period
Martin Griffiths
30 Jun 16 Deferred Shares  2.2650 50% of 73,737 167,014 30 Jun 19 nfa

annual bonus

Ross Paterson
30 Jun 16 Deferred Shares  2,2650 50% of 49,158 111,343 30 Jun 19 nfa
annual bonus

Each Deferred Share shown in Table 9 has a notional face value equal 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 conditions 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 (2016: £Nil} in excess of the de minimls threshold to former directors during the year ended 29 April 2017 in respect of
their former roles as directors. The Company has set a de minimis threshold of £19,000 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 directars during the year ended 29 April 2017 (2016: £NII).

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. In the case of the
Executive Directors, they are each expected o accumulate an effective interest in shares in the Group with a value of at least 200% of basic salary. A
target of 200% was first introduced In 2005 and was amended to 200% in June 2014 followihg feedback from shareholders, The Executive Directors
are allowed five years from the date of appointment to accumulate the appropriate 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 period of three years for directors to adjust
their holdings within the shareholding guideline. For these purposes, EPP Deferred Shares will be counted on a post-tax basis oply and all interests in
shares will be counted at current value as at the relevant measurement date, LTIP Incentive Units are not included in this measurement. As at 29 April
2017, Martin Griffiths had an interest in shares equivalent to 197% {2016: 226%) of his basic salary and Ross Paterson had an interest in shares
equivalent to 154% {2016: 179%) of his basic sajary. Both directors have at varlous points In the previous two years comfortably met the guideline and
the Committes also noted that both directors increased their interest in the number of shares held outright during the period. There was no
divestment in the period by either director and they are helow the target because of the fall in the Company’s share price, As such the Committee
remains satisfled that both directors retained significant interests in the shares of the Company. Consistent with the Committee’s policy explalned
above it is satisfled that a director should have a period of three years to adjust his holding in shares 10 achleve the shareholding guideline.
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The effettive interests of the Directors {including those of connected persons) as at 29 April 2017 were:

TABLE 10 - OIRECTORS’ INTERESTS IN SHARES OF THE Inters Scheme interests vested
GROUP AS AT 29 APRIL 2017 20 AP 2017 d";;i‘,;:;;#"
LTIP incentive | EPP Shares BAYE Shares | LTIP incentive EPP Shares
Units (subject to| [not subject to | (not subject to | Units {subject to] (not subject o
shares held | performance | performance | performance | performance | performance
outright conditions) conditions} conditions) conditions} conditions)
Executive directors
Martin Griffiths 497,103 1,012,535 219,517 3,776 - 79,163
Ross Paterson 240,071 675,062 146,346 3,776 - 25,857
Non-executive directors
Gregor Alexander 10,406 - - - - -
James Bilefield - - - - - -
Sir Ewan Brown see note befow
Ann Gloag 62,501,721 - - - - -
Ray O'Toole - - - - - -
Sir Brian Souter 86,900,445 - - - - -
Julie Southern - - - - - -
Karen Thomson - - - - - -
will Whitehorn 72,288 - - - - -

Sir Ewan Brown has an Indirect Imerest in the share capltal of the Company. He and his connected parties own approximately 18% {2016: 18%) of
the ordinary shares of Noble Grossart Holdings Limited, which in turn through Its subsidiary, Noble Grossart Investments Uimited, held 3,567,999
ordinary shares In the Company at 29 April 2017 [2016: 3,567,999).

Further details of directors’ interests in the LTIP, EPP and BAYE schemes are shown in Table 11 below.

TABLE 11 ~ SUMMARY OF INTERESTS IN THE LTP, As at Granted In Dividends Lapsed Vested Ag at Vesting
EPP AND BAYE SCHEMES 30 Apri) 2016 year In year during year § duringyear |29 Aprll 2017 Date
Long Tarm Investment Plan
Martin Griffiths 155,320 - - {155,320} - - 29 Jun 16
129,559 - 4,876 {134,435} - - 12 Dec 16
128,913 - 7,357 - - 136,270 28 jun 17
126,902 - 7,243 - - 134,145 11 Dec 17
116,605 - 6,655 - - 123,260 25 Jun 18
156,204 - 7.450 - - 163,664 10 Dec 18
- 211,655 12,081 - - 123,736 30Jun 19
- 227,203 4,257 - - 231,460 08 Dec 19
813,503 438,858 49,929 {289,755) -~ 1,012,535
Ross Paterson 103,546 - - (103,546) - - 29 Jun 16
86,371 - 3,150 {89,621) - - 12 Dec 16
85,942 - 4,904 - - 90,846 28Jun 17
84,601 - 4,828 - - 89,429 11 Dec 17
77,735 - 4,436 - - 82,171 25 Jun 18
104,135 - 4,972 - - 109,107 10 Dec 18
- 141,125 8,054 - - 149,179 30 jun 19
- 151,492 2,838 - - 154,330 08 Dec 19
542,330 292,617 33,282 {193,167) ~ 675062
1 Executive Participation Plan
Martin Griffiths 79,163 - - - (79,163} - 29 Jun 16
84,362 - 4,817 - - 89,179 28 Jun 17
439,562 - 2,829 - - 52,391 25 Jun 18
- 73,737 4,210 - - 71,947 30 Jun 19
213,087 73,737 11,856 - (79,163) 219,517
Ross Paterson 25,857 - - - (25,857) - 29 Jun 16
56,243 - 3,211 - - 59,454 26 Jun 17
33,041 - 1,886 - - 34,927 25Jun 18
- 49,158 2,807 - - 51,965 30 Jun 19
115,141 49,158 7,804 - {25,857) 146,346
Buy as you Earn Scheme
Martin Griffiths 2,667 926 183 - - 3,776 nfa
Ross Patersan 2,667 926 183 - - 3,776 nfa
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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 relnvested dividends) from the
Company’s ardinary shares aver the eight years to April 2017 compared with that of the FTSE Travel and Leisure All-Share index, and the FTSE 250
Index. The FT$E 250 Index has been selected for this comparison because it is the index currently used by the Company for the TSR based
performance criterion for the LTIP Scheme, while the FTSE Travel and Leisure Ali-Share Index Is shown as the Company and a number of its peers
make up a significant element of that index.

Stagecoach 8-Year TSR Comparative Performance to April 2017:

—— Stagecoach TSR FTSE 350 Travel & Lelsura TSR = FTSE 250 TSR

For comparative pusposes, the pay for the role of Chief Executive over time is shown in Table 12 below,

TABLE 12 — PAY FOR THE ROLE OF CHIEF EXECUTIVE Sir Brian Souter Martin Griffiths

Year enced Apdl: 2010 2011 2012 2013 2014 2015 2016 2017
Bonus {percentage of maximum])* 35% 46% 7% 64% 100% 65% 53% 47%
LTIP vesting rates against maximum opportunity 160% % nfa 61% 56% 10% 0% %
Single figure of total remuneration (£000) 2,491 1,269 1,127 3,443 2,212 1451 1,316 1,313

* Sir Brian Souter waived sntitlement to part of his cash banus, with the amounts walved being used 1o support funding of medical screening in the UK Bus
Divisions. Therefore the bonus percentages shown in Table 12 above reflect the amounts awarded to Sir Brlan net of the walvers, For informatian, the ful!

bonus percentage entitlements based on performance and before the waivers are shown in Table 13 below.

TABLE 13 — BONUS AWARDED TU CHIEF EXECUTIVE Sir Brian Souter
{before walvers} Year anded April: 2010 2011 2012 2013
Bonus {percentage of maximum) BO% [ 90% | 90% ] 90%

The total remuneration figure is calculated on the same basls as the single total figure 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 remuneration from 2015/16 to 2016/17 in comparison to a comparator group of employees Is shown in Table 14
beiow.

TABLE 14 ~ PERCENTAGE CHANGE IN REMUNERATION FOR THE ROLE Percentage change of Chief Executive | Percentage change per éapi:a of employess in
OF CHIEF EXECUTIVE the comparator group throughout both years
Salary 2.0% 4.5%
Benefits 0.1% 6.2%
Bonus {9.5)% 7.9%

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 suppart staff, This comparator group was used because the Committee believes it provides a sufficlently
targe and relative comparator group to glve a reasonable undarstanding of underlying increases, based on similar annual bonus performance measures
utilised by Group management and support functiens, 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 Rall operations,

8.5.11 Relative importance of spend on pay {audited)

The table below shows the expenditure of the Group on employee remuneration casts iri the year ended 23 April 2017 and the year ended 30 April
2016. in addition, it details the disbursements from profit made by way of dividend payments during the same periods.

TABLE 15 — SPEND ON PAY RELATIVE TO 2017 2016 Percentage
DIVIDENDS AND STAFF COSTS £m £fm change
Profit distributed by way of dividend to shareholders 67.1 E2.0 8.2%
Overall spend on pay for emplayees 1,436.8 1,382.3 3.9%
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8.5.12 Shareholder voting at general meetings
The following table shows the results of the vote on the 2016 remuneration report at the 2016 Annual General Meeting, along with the last vote on
the policy from the 2014 Annual Generat Meeting.

TABLE 16 ~ SHAREHOLDER VOTE Pirectors’ 2016 Directors’ 2014
Remuneration Report Remuneration Policy

Total number of vates % of votes cast Total numbar of votes % of votes cast
For* 428,184,515 98.03% 442,971,273 95.53%
Against 8,586,918 1.97% 20,747,438 4.47%
Total votes cast {excluding withheld votes) 436,771,433 100% 463,718,711 100%
Votes withheld* 146,129 1,370,407
Total votes cast (including withheld votes) 436,917,562 465,089,118

*the number of votes “for” the resolution includes those cast at the Chailrman’s discretion.
*A withheld vote Is not a vote In Jaw and is not counted in the calculation of the proportion of votes cast for and against a resolution.

8.5.13 implementation of remuneration policy In the financial year ending 28 April 2018
In the year ending 28 April 2018, the Executive Directors’ and Non-Executive Directors’ remuneration policles will be implemented as follows.

8.5.13.1 implementation of executive directors’ remuneration policy

8.5.13.1.1 Fixed elements —~ baslc salary
The Committee made the follewing 2017/18 basic salary decisions, which are In line with the current and proposed Directors’ remuneration policy,

TABLE 17 ~ INCREASES [N BASIC SALARY 2017/18 2016/17 Percentage
salary . salary change
E £
Martin Griffiths 552,000 639,200 2.0%
Ross Paterson 434,700 426,200 2.0%

Salaries are effective from 1 May each year. The Committee has considered the broader employee context in determining salaries.

8.5.13.1.2 Other elements

The implementation of policy In relation to other elements of remuneration is in line with the proposed Directors’ remuneration policy. The
maximum potential bonus award for the year to 28 April 2018 is retained at 100% of basic salary and the neminal vatue of LTIP awards will be
retained at 150% of basic salary.

Short-tarm incentives ~ Annual Bonhus

The implementation of policy in relation to anntal bonus is in line with the proposed Directors’ remuneration pollcy. Targets are approved by the
Remuneration Committee arcund the beginning of the year. Each executive director has a maximum potential bonus of up to 100% of basic salary for
2017718, with 70% allocated over a range of demanding key financial objectives and 30% for meeting individual business refated objectives. The
Committee has determined that the element of the potential bonus related to financial objectives for 2017/18 will be allocated as follows:

TABLE 18 ~ POTENTIAL 2017/18 BONUS PAYOUTS FOR Threshold Target

FINANCIAL DBIECTIVES perfarmance gerformance Maximum
{% of basic (% of basic Bonus {% of

salary) salary) basic salary)

Consolidated profit before interast and taxation 7

{*PaIT"} from Group companies 11.7% 17.5% 23.4%

Consolidated adjusted earnings per share (“EPS") 11.7% 17.5% 23.3%

Consolidated net debt ("Net Debt") 11.6% 17.5% 23.3%

Element of banus related to Group financial objectives 35.0% 52.5% 70.0%

In the event that the Policy is not approved, then the maximum hanus amounts shown in Table 18 wiil be payable, in accardance with the 2014 policy,
for achleving target performance and no bonus will be payabie for any partlcular financial objective for which the target performance is not met.

The three measures listed in Table 18 will be defined consistently with 2016/17 {see note [ii to Table 1), and the Net Debt achievement for the year will
be adjusted to ignore the Impact of unbudgeted transactions with shareholders (such as additional dividends or other distributions} and for the impact
of the currency transiation effect on opening and closing debt balances.

The Committee is of the view that the values of the performance targets for the financial measuras under the annual bonus scheme are commercially
sensitive and that it would be detritental to the interests of the Company to disclose these before the end of the financlal year. The targets and
achlevements In respect of the year ending 28 April 2018 will be disclosed In the 2018 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 personal goals and it is not intended that these will be disclosed in advance, The Committee’s intention Is that 2 summary of these
objectives will be disclosed when they are no longer considered commercially sensitive. 50% of any actual bonus earned In the year would ordinarily be
deferred as shares undes the EPP.
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Long-term intentives ~ LTIP awards
LTIP awards vest after three years subject to performance condftions. A summary of the intended awards during the year ending 28 April 2018 and the

nature of the performance conditions are pravided In Table 19 below.

TABLE 1% - INTENDED LTIF AWARDS Percentage of
Face value of award  award vesting for  Length of
at maximum vedting threshold Performance
Award Type Performance metric (% of 2017/18 salary]  achlevement perlod
Martin Griffiths Incentive Units  TSA relative against FTSE 250 75% 25% 3 years
Incentive Units  Profitability targets 75% 5% 3 years
Ross Paterson incentive Unlts TSR relative against FTSE 250 75% 25% 3 years
incentive Units  Profltability targets 75% 5% 3 ysars

In all cases, LTIP awards will only vest subject tq the achlevement of the parformance conditions and if the Committee determines that the underlying
performance of the Company Is sufficlent 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, For 2017/18, however, the first tranche of LTIP awards will be made following and subject to the outcome of the shareholders vote
on the Policy at the AGM on 25 August 2017. 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 baslc salary.

The 2017/18 awards will be split one half based on TSR performance against a comparator group of the FTSE 250 companies, and the cther ha!f based
on a messure of profitability. 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 availabie incentive Units depending on the actuai ranking. A top quartile
ranking is required to achleve 100% release of units. Demanding profitabllity targets will be set for the other half of the awards based on relevant
market factors and expectations for the Group as at the date of award and a sliding scale of vasting on a stralght-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 2017/18

The implementation of palicy in relation to the Non-Executive Directors is in line with the current and proposed remuneration golicy. Each non-
executive director’s fee is set by the Board taking account of the views of each director, the specific responsibilities of each director and the fees for
equivatent roles in similar companies. The fees per annum for the Non-Executive Directors for 2016/17 and the amount set for 2017/1B are set out in

Table 20 below.

TABLE 20 — NON-EXELUTIVE DIRECTOR FEES 2017/18 fees 2016/17 fees
E £
Chaitman 217,400 213,100
Deputy chairman 153,000 150,000
Other non-executive directors (range) 52,500-60,900 52,500-59,700
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9, Responsibility statement

The Directars canfirm that to the best of their knowledge:

*» The consolidated financial statements, prepared in accordance with the applicable United Kingdom law and in conformity with IFRS, as adopted by
the European Uinion, 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, tagether with a description of the principal risks and uncertainties that

they face.

Signed on 28 June 2017 an behalf of the Board by:

Ross Paterson

Martin A Griffiths
Finance Direcyor

Chief Exacutive

page 66 | Stagecoach Group plc




10. Independent auditors’ report to the members of
Stagecoach Group plc (Company No. SC100764)

Our opinian on the financial statements

In our oplnion:

»  Stagecoach Group pic’s Consolidated financial statements (the "consolldated financial statements”™) and separate financial statements of the
parent (the “Company financial statements™) give a true and fair view of the state of the Group’s and Parent Company’s affairs as at 29 April 2017

and of the Group’s profit for the year then ended;
*  the consolidated financial statements have been properly prepared in accordance with IFRSs as adopted by the European Union;
the Company financial stataments have been properly prepared in accordance with United Kingdom Generally Accepted Accounting Practice,
including FRS 101 “Reduced Disclosure Framework”; and

* the consolidated and Company financial statements have been prepared in accordance with the requirements of the Coampanies Act 2006; and, as
regards the cansolidated financial statements, Article 4 of the 1AS Regulation,

What we have audited

Stagecoach Group ple's financial statements comprise;

Consolidated income statement Company balance sheet

Consolidated statement of comprehensive income Company statement of changes In equity

Consolidated balance sheet {statement of financial poshion) Related notes 1 to 16 to the Company financial statements

Consolidated statement of changes in equity

Consolidated statement of cash flows

Related notes 1 to 34 to the consalidated financial statements.

The financial reporting framework that has been applied in the preparation of the consolidated financial statements is applicable law and
international Financial Reporting Standards (IFRSs) as adopted hy the European Union. The financial reperting framework that has been
applied in the preparation of the Company financial statements is applicabie law and United Kingdom Accounting Standards (United Kingdom

Generally Accepted Accounting Practice), including FRS 101 “Reduced Disclosure Framework”.

Overview of our audit approach

Risks of matarial misstatement * Impairment and onerpus contracts
+ Adequacy of provision for insurance claims

*  Accounting for pension liabilities
«  Carrying value of goodwill and intangibles

o Llability for uncertain tax pasitions

We performed an audit of the complete financial infarmation of eight components and audit

Audit scope .
procedures on specific balances for a further 14 components

* The compenents where we perfarmed full or specific audit procedures accounted for 74% of
adjusted profit before tax and 99% of Revenue

Materiality e Overall Group materizlity of £7.0m which represents approximately 5% of adjusted profit before

tax {("PBT"}
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10. Independent auditors’ report to the members of
Stagecoach Group plc (Company No. $C100764) (continued)

Our assessment of risk of material misstatement

We identified the risks of material misstatement described below as those that had the greatest effect on our overall audit strategy, the allocation of
resources In the audit and the direction of the efforts of the audit team, In addressing these risks, we have performed the pracedures below which
were designed in the context of the consolidated financial statements as a whole and, consequentiy, we do not express any opinion on these individual

areas.

Risk

Our response to the risk

Key observations communicated |
to the Audit Committee

Impoirment and onerous contructs

We specifically focused on the update to the onerous
contract assessment on Virgin Trains East Coast as a
resuit of the profitability being less than that forecast
by the Group at the time of its bid for the franchise,
The significant risk relates to the adequacy of the jevel
of provision given the significant judgement Invoived
In assessing the financial impact of management’s
assumptions around the application of contractual
terms and future performance.

Refer ta the Audlt Committee Report [Section 5.4.1)
and notes 2 and 23 of the consalidated financial
statements,

in conhection with Virgin Tralns East Coast,
with the involvement of our rall spectalists, we:

Understood and chalienged the methodalogy
applied by management to assess whether the
contract is onerous, discussing with senior rail
personnel.

Read the underlylng franchise agreement to
understand relevant terms and canditions.

Challenged the underlylng model assumptions
by sensitising the model, the mast significant
of which were future revenue growth
assumptians and the application of contract
terms, and changes from prior year.

We tested management’s calculation of the
onerous contract provision to ensure its
measurement Is in accordance with 145 37
*Provisions, Contingent Liabilities and
Contingent Assets”,

We reviewed correspondence with the UK
Department for Transport to understand the
current status of contractual negotiations.
We considered the impact of the onerous
contract on the recoverability of Virgin Trains
East Coast assets,

We assessed whether the classHication of the
impact of the onerous contract as an
exceptional item was in aceordance with the
Group’s policy.

We assessed the adequacy of disclosure within
the financial statements,

We have concluded that the Virgin
Trains East Coast enerous contract
provision {representing
management’s best estimate) of
£84,1m Is materially correct, that
mahagement’s Judgements in relation
to underlying assumptions are
appropriate and that related
disclasures are appropriate.

We concluded that the recognition of
a £44.8m impairment of intangible
assets assoclated with the right to
operate the franchise was
appropriate.

We conour with the classification of
bath of the above ltems as
exceptional items.

We are satisfied with the adequacy of
disclosure within the financial
statements,

Adequacy of provision for insurance claims

The Group makes provision for amounts payable on
individual claims. The majority of these claims relate
1o UK Bus and North america,

As at 29 April 2017 the Group had recognised
Insurance provisions amounthyg to £156.8m {2016:
£148.6m).

The significant risk relates to the appropriateness of
tha level of provision given the significant judgement
invotved.

Refer to the Audit Committee Report (Section 5.4.1)
and note 23 of the consolidated financial statements.

We gained an understanding of the key
controls and processes in place to assess
clalms and related provisions.

We challenged management aver the accuracy
of provision level by reference to recent
settlement experience on comparable claims.

We assessed the reasonableness of the
methodology and assumptions contained
within the independent actuarial estimate in
respect of UK Bus and North America through
involvement of cur actuarial specialists. In
doing 50 we compared agalnst standard
actuarial approaches to ensure the
methodology was appropriate.

We have evaluated the competence,
capabilities and objectivity of management’s
specialists.

We reviewed and assessed the
appropriateness of management's risk
adjustments to arrive at the recorded
provision.

We assessed the adequacy of disclosure within

the financial statements.

We have concluded that the insurance
provision is materially correct.

We are satisfied with the adequacy of
disclosure within the financial
statements.
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Risk

Our response to the risk

Key observations communicated
to the Audit Committee

Accounting for pension llabilitles

The Group makes provision far the net pension
liabilities of its defined benefit pension schemes.

As at 29 Aprii 2017 the Group had recognised a net
pension deficit of £232.5m (2016:; £96.7m),

The sighificant risk refates to the potential
misstatement of the pension Hability due to the
significant judgements being exercised by
management in determining the appropriate
underlying actuarial assumptions.

Relatively smali movements in the assumptions
applied can result In a material Impact to the financial
statements and may be influenced by the outcame of
the Brexit negotiations,

Refer to the Audit Committee Report {Section 5.4.1)
and notes 1 and 24 of the consolidated financlal
statements.

We gained an understanding of the key
controls and processes in place to assess the
appropriateness of actuarial assumptions.

We tested input payroll data used to calculate
the pension liabilities,

We considered the reasonableness and
consistency of the methodology used to
calculate the pension fiabilities through
Involvement of our actuarial specialists.

We challenged key actuarial assumptions with
the assistance of our actuarial specialists to
determine whether they were within an
acceptable range using a number of differing
{FRS compliant valuation methodalogles.

Wa have evaluated the competence,
capablfitles and objectivity of management’s
spedialists.

We assessed the adequacy of disclasures
within the financial statements,

We have concluded that the pension
liabllity is materially correct and that
management's judgements in relation
to underlying actuarial assumptians
are appropriate.

We are satisfied with the adequacy of
disclosure within the financial
statements.

Carrying value of goodwill and Intangibles

The Group carries out an annual impalrment review In
connection with the carrying value of its goodwill.

As at 29 April 2017 the Group carried goodwitl
amaunting to £148.2m {2016: £136.9m) and other
intangible assets amounting to £45.0m (2016: £88.7m).

The significant risk arlses because of the significance of
the goodwill to the financial statements and the tevel
of management judgement required in estimating
future cash flows and the appropriate growth and
discount rates,

Wae specifically focused on North America where
trading at the megabus.com Inter-city coach services
remained challenging due to helghtened car and air
competition as a result of the effects of sustained
lower fuel prices.

In addition, the Group carries out impairment reviews
of other intangible assets when indicators of
impairment are identifled,

Refer to the Audit Cammittee Report (Section 5.4.1)
and notes 1 and 10 of the consolidated financial
statements.

We gained an understanding of the key
controls and processes in place over
management's impairment testing.

We assessed the appropriateness of the Cash
Generating Units [CGUs) identified by
maragement to be tested for impalrment.
We assessed the reasonableness of the
methodology used to calculate value In use
thraugh invelvement of our valuation
specialists.

We corroborated key assumptions being future
cash flows, growth and discount rates and
challenged thelr reasonableness using our
valuation specialists.

We considered the reasonahieness of
management's sensitivity analysis showing the
impact of a reasonably possible change In
impairment assumptions.

We performed procedures to identify any
addlitional indicators of impairment for other
intangibles by assessing whether the relevant
assets cantinue to be used by the entity,

We assessed the adequacy of disclosures
within the financial statements,

We have concluded that the goodwill
and intangible assets balances are
materlally correct.

We are satlsfled with the adequacy of
disclosure within the financlal
statements.

Liability for uncertain tax positions

The Group recognises a liability for corporate taxes
due on the taxable profits generated In the year. The
Group has recognised a lability n respect of uncertain
tax positions,

As at 29 April 2017 the Group had recognised overall
net tax Habllities of £21.9m (2016: £58.8m).

The significant risk relates to the adequacy of the levef
of provision given the signHicant judgement Involved.
Refer to the Audit Committee Report [Section 5.4.1)
and note 7 of the consolidated financial statements,

We gained an understanding of the Group's
process for determining llsbilities for tax and
calculating the tax charge for the overall
Group, including the tax proof.

We involved our tax speclalists, including in US
specialists for US specific matters, in al) areas
of the tax audit 1a assist with the evalyation
and challenge of the assumptions and
estimates in relation to the {evel of liability
recognised for significant tax risks.

We agreed underlying tax balances to

supporting documentation, including
correspondence with tax authoritles.

We have also chalienged the appropriateness
of management's assumptions with regard to
the recoverability of deferred tax assets.

We assessed the adeguacy of disclosures
within the financial statements.

We have concluded that management's
judgements in relation to the
recognition of liabilities for uncertain
tax positions were appropriate.

We are satisfied with the adequacy of

disclosure within the financlai
statements.

The risks identifled above are substantially the same as those (dentified last year.
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10. Independent auditors’ report to the members of
Stagecoach Group pic (Company No. SC100764) (continued)

The scope of our audit

Our assessment of audlt risk, our evaluation of materiality and our allocation of performance materiality determine our audit scope for each entity
within the Group. Taken together, this enables us to form an opinion en the consclidated financial statements. We take into account size, risk profile,
the organisation of the Group and effectiveness of Group-wide controls, changes in the business environment and other factors such as recent laternal
Audit results when assessing the level of work to be performed at each entity.

In assessing the risk of material misstatement to the consolidated financial statements, and to ensure we had 2dequate quantitative coverage of
significant accounts in the financial staternents, of the 51 reparting companents of the Group, excluding the parent entity, we selecied 22 componants
covering entities within the UK Rail, UK Bus (regional operations), UK Bus {London] and North America business areas, which represent the principal
business units within the Group,

Of the 22 components selected, we performed an audlt of the complete financlal information of 8 components (“full scope camponents™) which were
selected based on their size or risk characteristics and comprised three rail aperating companies, three UK Bus {regiona! operations} components,
North America and the Virgin Rall Group joint venture. For the remaining 14 components {*specific scope components”}, comprising 12 UK Bus
{regional operations) components and two UK Bus (London) components, we performed audit procedures on specific accounts within each component
that we considered had the patential for the greatest impact on the significant accounts in the consolldated financlal statements either because of the

size of these accounts or their risk profile.
The reporting components where we performed audit procedures wera:

Components Percentage of PBT Percentage of Revenue

Fuil Scape 8 83 78
Specific Scope 14 66 21
22 149 99

Parent and consolidation adjustments - {75) .-
74 29

Overall coverage

The audit work an all in scope reporting units, with the exception of Virgin Rafl Group, was performed directly by the Group engagement team., We
also communicated with & firm outside of the EY network of firms with respect to the audit of the complete financlal information of the Virgin Rall
Group Joint venture. The Group engagement team held meetings and calis with the Virgin Rail Group auditors to clarify and discuss their audit
approach, materiality and our reporting requirements. In addition, we had meetings and calls with them as their audit work progressed so that we

could effectively supervise, direct and understand the findings from their wark.

Of the remaining 29 components, none are individually greater than 5% of the Group’s adjusted profit before tax, For these components, we
performed other procedures, including analytical review, intercompany eliminattons and obtaining audit evidence to respond to any potential risks of
material misstatement to the consolidated financial statements.
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Our application of materiality

We apply the concept of materiality in planning and performing the audit, in evaluating the effect of dentified misstatements on the audit and In
farming our audit opinion.

Materiality

Materiality is the magnitude of an omission or misstatement that, individually or in the aggregate, could reasonably be expectad to influence the
economic decisions of the users of the financial statements. Materiality pravides a basis for determining the nature and extent of our audit pracedures.
We determnined materiality for the Group to be £7.0 million, which is approximately 5% of adjusted profit before tax of £141.9 million being reported
profit before tax of £17.9 millien adjusted to axclude net exceptional losses of £124.0 million (as disclosed in note 4 to the consolidated financial
statements). We telieve that adjusted profit before tax provides us with a consistent measure of underlying year an year performance as it excludes

the impact of non-recurring items.

Performance materiality

The application of materiality at the individual account or balance level. It is set at an amount to reduce to an appropriately low level the probability
that the aggregate of uncorrected and undetected misstatements exceeds matetality.

On the basls of our risk assessments, together with our assessment of the Group’s overall contral environment, our judgement was that performance
rmateriality was 75% of aur planning materiality, namely £5.3 million. We have set performance materiality at this percentage following our
assessment that there is an effective control environment and fow expectation of misstatements.

Audit work at component locations for the purpose of obtaining audit coverage over significant financial staternent accounts i5 undertaken based on a
percentage of total performance materiality. The performarice materlality set for each component Is based on the relative scale and risk of the
component to the Group as a whole and our assessment of the risk of misstatement at that component. The range of perfarmance materiality
allocated to components was £1.1m to £2.5m.

Reporting threshold

An amount below which identified misstatements are considered as being clearly trivial.

We agreed with the Audit Committee that we would report to them all uncorrected audit differences in excess of £0.4m, as well 25 differences below
that threshold that, in our view, warranted reporting on qualitative grounds.

We evaluate any uncorrected misstatements against both the quantitative measures of materiality discussed above and in light of other relevant
qualitativae cansiderations in forming our apinion,

Scope of the audit of the consolidated financial statements

An audit fnvoives obtaining evidence about the amounts and disclosures in the financial statements sufficient to give reasonahle assurance that the
financlal statements are free from material misstatement, whether caused by fraud or error. This incfudes an assessment of: whether the sccounting
policies are appropriate to the Group's and 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. In addition, we
read all the financiat and non-financial infermation in the annual report to identlify material inconsistencles with the audited financlal statements and
to identlfy any information that is apparently materlally 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 materlal misstatements or inconsistencles we consider the Implications for our report.

Respective responsibilities of directors and auditor

As explained more fully in the Diractors’ responsibilities statement set out on page 66, the Directors are responsible 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 International Standards on Auditing (UK and Ireland). Those standards require us to comply with the Auditing
Practices Board's Ethical Standards for Auditors.

This report is made sclely to the Company’s members, as & body, in accordance with Chapter 3 of Part 16 of the Companies Act 2006. Our audit work
has been undertaken so that we might state to the Company’s members those matters we are required to state to them in a2n auditor’s report and for
no other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the Company and the
Company’s members as a body, for our audit work, for this report, or for the opinlons we have formed.
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10. Independent auditors’ report to the members of
Stagecoach Group plc (Company No. SC100764) {continued)

Opinion on other matters prescribed by the Companies Act 2006

In our opinion:

the pan of the Directors’ remuneration report to be audited has been properly prepared in accordance with the Companies Act 2006;

based on the work undertaken In the course of the audit:

~  the Information given In the Strateglc report and the Birectors’ report for the financial year for which the financial statements are prepared fs
consistent with the financlal statements;

- the Strategic report and Directors’ report have been prepared in accordance with applicable legal requirements;

based on the work undertaken in the course of the audit the information given in the Corporate governance report with respect to internal control

and risk management systems in relation to financlal reporting processes and about share capital structures and in compliance with rules 7.2.5 and

7.2.6 0f the Disclosure Guidance and Transparency rules sourcebook made by the Financial Conduct Authority:

-~ 5 consistent with the financial statements; and

~  has been prepared in accordance with applicable iegal requirement;

based on the work undertaken during the course of the audit, rules 7.2.2, 7.2.3 and 7.2.7 in the Disclosure Guldance and Transparency Rules

sourcebook made by the Financial Conduct Authority (with respect to the Company's corporate governance code and practices about its
administrative, management and supervisory bodies and their committees) have been complled with i applicable.

Matters on which we are required to report by exception

1SAs {UK and Ireland) reporting | We are required ta report to you If, in our opinion, finandial and non- We have no exceptions to report.

financial information in the annual report Is:

*  materially inconsistent with the information in the audited
financial statements; or

«  apparently matetially incorrect based on, or materialiy
inconsistent with, our knowledge of the Group acquired in the
course of performing our audit; or

+  otherwise misleading.

In particular, we are required to report whether we have identified
any inconsistencies between our knowledge acquired in the course of
performing the audit and the Directors’ statement that they consider
the annual report and financial statements taken as a whole is fair,
balanced and understandable and provides the information necessary
for sharehglders to assess the entity’s performance, business model
and strategy: and whether the annual repert appropriately addresses
those matters that we communicated to the Audit Committee that we
consider should have been disclosed.

Companies Act 2006 reporting In light of the knowledge and understanding of the Company and its We have no exceptions to report.

environment abtained in the course of the audit, we have identified

no material misstaternents in the Strategic report, Directers’ report or

in the Corporate govemance report,

We are required to report to you if, in our opinion:

+ 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 parent Company financial statements and the part of the
Directors’ remuneration report to be audited are not in
agreement with the accounting records and returns: or

«  gertaln disclosures of directors’ remuneration specified by law are
not made; or

» we have not recelved all the information and explanations we
require for our audit.

+ a Corporate Governance Statement has not been prepared by the

Company.
Listing Rules review We are required to review: We have no exceptions to report.
requirements * the Directors’ statemnent in ralation to going cancern and longer-

term viability, set out in section 3,11, and

«  the part of the Corporate governance report relating to the
Company's compliance with the provisions of the UK Corporate
Governance Code specified for our review.,
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Statement on the Directors’ Assessment of the Principal Risks that Would Threaten
the Solvency or Liquidity of the Entity

ISAs (UK and Irefand) reporting

We are required to give a statement as to whether we have anything
material ta add or to draw attention ta in relation to:

the Directors' confirmation in the annual report that they have
carried out a robust assessment of the principal risks facing the
entity, including those that would threaten its business model,
future performance, solvency or liquidity;

the disclosures in the annual report that describe those risks and
expiain how they are being managed or mitigated;

the Directors’ statement In the financial statements about
whether they considered it appropriate to adopt the going
concern basis of accounting In preparing them, and their
identification of any material uncertainties to the entity’s ability
to continue to do sa over a period of at least twelve months from
the date of approval of the financial statements; and

the Directors’ explanation In the annual report as to how they
have assessed the prospects of the entity, over what period they
have done so and why they consider that period to be
appropriate, and their statement as to whether they have a
reasonable expectation that the entity will be able to continue in
operation and meet its liabilities as they fall due over the period
of thelr assessment, including any related disclosures drawling
attention to any necessary gualifications or assumptions.

We have nothing matertal to add
ar to draw attention to.

Signed on 28 June 2017 far and on behalf of Ernst & Young LLP, Statutory Auditor, Glasgow, by:

Mark Harvey
Senior statutory quditor
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11. Consolidated Financial Statements

Consolidated income statement

For the year ended 29 April 2017

2017 2016
Performance Performance
pre intangibles | intangibles and pre intangibles | intangibles and
and exceptional Results for and exceptional Results for
exceptional ltermns| items (note 4) the year | exceptional items | items [note 4) the year
Notes -~ Em £m Em Em im £m
| CONTINUING OPERATIONS |
Revenue 2(a) 3,941.2 - 3,941.2 3,871.1 - 3,871.1
Operating costs and other operating income 3 [3.774.6) {145.5) (3,920.1) {3,667.1) {21.8) {3,688.9)
Operating profit of Group companies 2(b) 166.6 (245.5) 21,1 2040 {21.8) 182.2
Share of profit/{loss) of joint ventures
after finance costs, finance income and taxation 2(c) 26.2 - 26.2 24.8 (35.9) {11.1}
Total operating profit: Group operating profit and
share of Joint ventures’ profit/{loss) after taxation 2{b) 192.8 {145.5) 47.3 2288 {S7.7} 1711
Non-operating exceptional items 4 - 47 4.7 - [2.0) {2.0}
Profit before Interest and taxation 392.8 (140.8) 520 228.8 {52.7) 165.1
Finance casts [ {35.6) - (35.6) {43.1) {23.3) {66.4)
Finance income [ 15 - 15 17 - 1.7
Profit before taxation 158.7 {140.8} 17.9 1874 (83.0) 104.4
Taxation 7 {20.7} 209 0.2 {26.8) 214 {5.4}
Profit for the year from continuing operations
and profit after taxatlon for the year 138.0 {119.9} 18.1 160.6 [61.8) 99.0
Attributable ta: .
Equity holders of the parent 139.7 {107.9) 31.8 158.8 (60.9) 97.9
Non-controlling interests .n {12.0) {13.7) 1.8 (0.7) 1.1
138.0 {119.9) 18.1 160.6 (61.6) 99.0
Earnings per share {all of which relates to
continuing operstions})
Adjusted basic/Basic [ 24.4p 5.5p 27.7p 17.1p
Adjusted diluted/Diluted ] 24.3p 5.5p 27.6p 17.0p

The accompanying notes form an integral part of this consolidated Income statement,
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Consolidated statement of comprehensive income

For the year ended 29 April 2017

2017 2016
£m Em

Profit for the year 18.1 99,0
tems that may be reclassified to profit or loss
Cash flow hedges:
~ Net falr value galns/(tosses) on cash flow hedges 17.6 {84.2)
- Reclassifled and reported in profit for the year 21,0 67.8
= Share of cther comprehensive income/{expense) on joint ventures' cash flow hedges 33 0.3)
~ Tax effect of cash flow hedges (7.3) 2.9
- Tax effect of share of other comprehensive (Income)/expense on joint ventures’ cash flow hedges {0.6) -
Foreign exchange differences on translation of foreign operations {net of hedging)
= Foreign axchange differences arising in year 135 31
— Reclassified and raported in profit for the year {4.8) -
Total items that may be reclassified to profit or loss 29 (10.7)
Items that will not be reclassified to profit or loss
Retuarial {losses]/galns on Group defined benefit pension schemes {127.6} 68.5
Tax effect of actuarial losses/[gains} on Group defined benefit pension schemes 2.7 {16.0)
Share of actuarial gains on Joint ventures' defined benefit pension schemes, net of tax 15 4.0
Total items that will not be reciassified to profit or loss (102.4) $6.5
Other comprehensive {expenss)/income for the year {59.5) 45.8
Total comprehensive (expense)/income for the year (91.4) l44.8
Attributable to:
Equity holders of the parent (29.9} 143.9
Non-controlling interests {11.5) 09

{41.4) 1448
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Consolidated balance sheet (statement of financial position)

As at 29 April 2017

2017 2016
Notes Em £m
ASSETS
Non-current assats .
Goodwill 10 148.2 1369
Other intangible assets 11 450 88.7
Property, plant and equipment 12 1,150.3 1,185.2
Interests in joint ventures 13 5.7 224
Derlyative Instruments at fair vatue 25(g) 70 5.8
Deferred tax asset 22 14.4 -
Retlrement benefit assets 11 45.6 248
Other recelvables 18 49 5.6
14811 . 1,449.2
Current assets
Inventories 17 252 27.5
Trade and other recelvables 18 449.0 382.2
Derivative instruments at fair value 258} 73 1.0
Foreign tax recoverable 03 -
Cash and cash equivalents 19 3133 3g2.3
795.1 7930
Total assets 24d} 2,276.2 2,2422
LIASILITIES
Current labilities
Trade and other payables 2 243.0 825.2
Currant tax liabjlities 36.6 33.2
Borrowings 2 40,5 536
Derivative instrumerits at fair value 25(g} 15.5 413
Provisions 13 118.6 54,9
1,060.3 1,008.2
Non-current liabllities .
Other payables 20 35.8 45.5
Borrowings 1 693.0 738.2
Derlvative Instruments at falr value 2s(g) 6.9 19.5
Deferred tax liabilities 22 - 25.6
Provislons 23 133.6 105.9
Retirernent benefit obligations 24 2781 1215
1,1474 1,056.2
Tota! Kabilitles 2d} 2,207.7 2,064.4
Met assats 2(d) 68.5 177.8
EQUITY
OrdMmary share capital 26 22 3.2
Share premium account 28 3.4 84
Retained earnings 28 {320.4) [185.1)
Capltal redemption reserve 28 422.8 4228
Own shares ) L] {37.0} (34.3)
Translation reserve 28 19.2 13
Cash flow hedging reserve F: ] (9.0} {40.3)
Total equity attributabie to the parent 78.2 176.0
Non-controifing interasts (9.7} 18
Total equity 68.5 177.8

These financial statements have been appraved for Issue by the Board of Directors on 28 June 2017, The accompanying notes form an integﬁl part of
this consolidated balance sheet.

-
Martin A Griffiths Ross Paterson

Chief Executive Finance Director
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Consolidated statement of cash flows

For the year ended 29 April 2017

2017 . 1015

Notes £m Em
Cash flows from operating activities
Cash generated by operations » 2523 3037
Interest paid {26.9) {32.3)
Interest received 0.2 1.7
Dividends recelved from joint ventures 8.t 8.8
Net cash flows from operating activities before tax 253.7 3019
Tax paid {21.5) {23.0}
Net cash from operating activities after tax 232.1 2789
Cash flows from investing activities
Acquisition of subsidiaries, net of cash acquired - (0.5}
bisposal of business 15 19.6 -
Burchase of property, plant and equipment {155.5) (191.2)
Disposal of property, plant and equipment 46.0 26.5
Purchase of intangible assets {17.8) {19.6)
Maovements in loans 1o joint ventures = 5.9
Disposal of investment in joint ventures 15 7.0 -
Net cash outflow from Investing activities {100.7) {1789}
Cash flows from financing activities
Purchase of treasury shares 2.7 2.2)
Repayments of hire plrchase and lease finance {s8.1) {35.4)
Redemption of 5.75% sterling bond — principal - {400.0)
Redemption of 5.75% sterling bond - exceptional items - (23.3)
1ssue of hew 4.00% sterling bond - 3935
Drawdown of ather borrowings 1829 270.0
Repayment of other borrowings (258.3) (255.2]
Dividends paid on ordinary shares 1 {67.1) {62.0)
Sale of tokens 0.1 03
Redemption of tokens (e.5) {0.5)
Net cash used In financing activitles {203.7) {114.8]
Net decrease in cash and cash equivalents (72.3} (14.8}
Cash and cash equivalents at the beginning of year 3823 395.6
Exchange rate effects 33 15
Cash and cash aquivalents at the end of year 19 3133 3823

Cash and cash equivalents for the purposes of the consolidated 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 monihs or less,

The accompanyling notes form an integral part of this consolidated statement of cash flows.
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Notes to the consolidated financial statements

Note 1 IFRS accounting policies

These consolidated financial statements are presented in respact of the group of companies headed by Stagecoach Group plc. Stagecoach Group plcis a
public limited Habllity company limited by shares. ft is incorporated, domiciled and has Its registered office in Scotland. its ragistered number Is 100764
and its registered address is 10 Dunkeld Road, Perth, Perthshire, PH1 5TW.

The consolidated financial statements are presented in accordance with International Financlat Reporting Standards {“IFRS"), as adopted by the
European Union.

The principal accounting poficies adopted in the preparation of these consofidated 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 preparad in accordance with IFRS and International Financial Reporting Interpretations Committee
{("IFRIC") interpretations as adopted by the European Union (and therefare comply with Article 4 of the European Union 1AS Regulation), and with those
parts of the Companles Act 2006 applicable to companies reporting under IFRS. The consoiidated financial statements have been prepared under the
historical cost convention as modified by (i) the revaluation of available for sale financial assets and (i} financial assets and financial liabilities (including
derivative financial instruments} at fair value through profit or loss. '

The tonsolidated financial statements are presented In pounds sterling, the presentation currency of the Group, and the functional currency of the
Company. Ali values are rounded to the nearest one hundred thousand {£0.1m) except where otherwise indicated.

As intimated in our 2016 Annual Report, the Group now reports Its annuat results based on a financiat year ending on the Saturday nearest to 30 April.
This report therefore sets out the Group’s results for the period from 1 May 2016 to 29 April 2017.

* New accounting standards adopted during the year

The following new standards, amendments to standards and interpretations are mandatory for the first time for the financial year beginning 1 May 2016:
* Amencgments to IFRS 5, Annual improvements project

+ Amendments to IFRS 7, Annual improvernents project

+ Amendments to IFRS 10, 12 and IAS 28, investment Entities: Applying the consolidation exception

* Amendments to iFRS 11, Accounting for acquisitions of interests in joint operations

» Amendments to 1AS 16 and IAS 38, Clarification of acceptable methods of depreciation and amortisation

* Amendments to !AS 16 and IAS 41, Amengdment to bring bearer plants into the scope

* Amendments ta [AS 19, Annual improvements project

None of these have materially impacted the consolidated financial statements of the Group.

s New standards and Interpretations not applisd

The International Accounting Standards Board {“IASE”) and IFRIC have [ssued 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:

Internationol Accounting Standards and Interpretations Effective for annuai periods
beginning on or after
Ameandments to IFRS 10 and IAS 28 Sale or contribution of assets between an investor and its associate Deferred indefinitely
or joint venture*®
Amendments to IFRS 2 Clarification of classification and measurement of share based 1lanuary 2018
payment transactions*
Amendments to IFRS 4 and IFRS 9 Amendments regarding the interaction of IFRS 4 and IFRS 2* 1 January 2018
IFRS 9 Financlal instruments: Hedge accounting 1 lanuary 2018
IFRS 15 Revenue from contracts with customers* 1 lanuary 2018
IFRS 16 Leases® 1 January 2019
IFRS 17 Insurance contracts* 1 January 2021
Annual Improvements to IFRSs 2014-2016 Cycle * ~ 1lanuary 2018
Amendments to IAS 7 Amendments as a result of the Disclosure |nitlative” 1 lanuary 2017
Amendments to IAS 12 Recognition of deferred tax assets for unreafised losses® 1 January 2017
1AS 40 Amendments to clarify transfers of property to, or from, investment property™ 1 January 2018
IFRIC 22 Foreign currency transactlons and advance consideration® 1January 2018
IFRIC 23 Uncertainty over income Tax Treatments® 1 January 2019

*Not yet adopted for use In the European Union.

The Directors expect the application of IFRS 18 to have a material effect on the consolldated financial ¢tatements. In particular, the accounting far the
Group's substantial rolling stock operating lease commitments will be affected by the application of the new standard, {FRS 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 Habilities 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 [FRS 18, the Group expects to recognise substantial new assets and new liabilities in
respect of those leases curvently classified as operating leases.

The Directors do not expect {FRS 15 to have a material impact on the consolidated financial statements. [n both our rall and bus divisfons our
contracted customers are easily recognised, performance obligations are clear and transaction prices are even over the period to which they relate
and are time apportioned. However, our detalled assessment of IFRS 15 is ongoing. '

The Directors have reviewed the requirements of the remalning 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.

Stageccach Group pic | page 79



Notes to the consolidated financial statements

Note 1 [FRS accounting palicies (continued)

« Critical accounting judgements and key sources of estimation uncartainty

Preparation of the consalidated financial statements in accordance with International Financial Reporting Standards (“JFRS") as adopted by the European
Union requires directors to make estimates and assumptions that affect the reported amounts in the cansolidated financial statements and
accompanying notes. Actual outcomes could differ from those estimated, The Directors believe that the accounting palictes 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
performante and/or financial position,

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

The Audlt Committee summarises, in its repart, the significant financial reporting and accounting judgements that it specifically considered in respect of
the year ended 29 April 2017 - see section of 5.4.1 of this Annual Report., As might be expected, there is considerable averlap between the significant
judgements considered by the Audit Committee in respect of the yaar and the critical accounting judgements and estimations 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 experlence and external data. While we believe that
the assumptions are appropriate, significant differences in actual experience or significant changes in assumptions may materlally affect the pension
abligation and future expense. Note 24{f) provides Information on the sensitivity of pension benefit obligations to changes In assumptiens,

Onerous contracts

The Group has a number of contractual commitmants most significantly in respect of Its rail franchises and its London bus business. in certain
circumstances, FRS 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 to be derived from the contract are
less than the unavoidable costs under the contract. Determining the amount of any contract provision necessitates forecasting future financial performance
and applying an approptiate discount rate to determine a net present value. There Is uncertainty over future profit/loss and cash flows. Forecasts far this
purpose are consistent with management’s plans and forecasts. The farecasts and the estimation of the discount rate invelves a significant degree of
jutlgment. Actual results can differ from those assumed and there can be no absolute assurance that the assumptions used will hold true.

Goodwill and Impuairment

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 nat present value of the expected future cash flows of the relevant asset or cash
generating unit (*CGU*) or net realisable 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 approptiate adjustments made to reflect the specific risks associated with the asset or 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 judgement. Actual results can differ from those assumed and there can be no absolute assurance that the

assumptions used will hold true.

« Basis of conselidation

The consolidated financial statements include the financial statements of the Campany, its subsidiary undertakings and joint ventures made up to a
period broacly one year in length that ends on the Saturday nearest to 30 April.

The consolidated income statement includes tha results of businesses purchased from the effective date of acquisition and excludes the results of
disposed operations and businesses soid from the effective date of dispasal.

Non-contralling interests represents the portian of earnings and equity attributable to third party shareholders of a subsidiary of the Group.

» Subsidiaries and jJoint ventures

{i) Subsidiaries
Subsidiaries are all entities aver which the Group has control. The Group controls an entity where the Group is expased 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 acdvities 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 2 business Is acquired, the purchase method (also known as the acquisitlon method) of accounting is used to account for the
acquisition of the subsidiaries and other businasses. The cost of an aoquisition is measured a5 the fair value of the assats given up, shares jssued or
liabilities undertaken at the date of acquisition. The excess of the cost of acguisition over the fair value of the acquiree’s identifiable assets, liabilities
and contingent liabilities is recarded as goodwdll. Costs attributable to the acquisition are expensed to the consolidated income statement,
The non-controlling interest in respect of Virgin Trains East Coast is shown in the consolidated balance sheet at 10% of the carrying value of the
related assets and liabilities, and was initially recognised at 10% of the acqulsition-date fair values of the assets acquired and liabilities assumed.
Intercompany transactlons, balances, Income and expenses are eliminated on consolidation,

{ii} loint ventures
Jolnt ventures are entities over which the Group has joint control with other Investors.
Investments in Joint venturas are accounted for using the equity method of accounting.
Under the equity method of accounting, Interests In jolnt ventures are initially recognised at cost and adjusted thereafter to recognise the Group's
share of the post-acguisition profits ar losses and movements In other comprehensive income, When the Group’s share of losses in a joint venture
equals or exceeds its interests 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 policles and estimates when accounting for its share of joint ventures making appropriate adjustments where
necessary, having due regard to all refevant factors.
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Nate 1 IFRS accounting policies (continued)

» Presentation of income statement and exceptional ltems

Where applicable, income statement 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, improve comparability of the Group’s results with those of peer companies and respond to analysts who

have requested reporting on that basis.
Exceptional itemns are defined in note 34.

¢ Revenue
The Group has a number of revenue streams, as set out as part of the description of the Group’s business model in section 1.4.1 of the Strategic report

contained in this Annual Report.

Revenue prasanted in the Income statement represents gross revenue and excludas payments recelved on account. Revenue is recognised at the fair
value of the conslderation received or receivable. Where approprlate, amounts are shown net of discounts, rebates, VAT and other sales taxes.

Revenue that is receivable from individuals or groups of individuals to travel on our transport services is accounted for with the objective that the revenue
is recognised in the income statement in the period in which the related travel occurs. This can involve some estimation = for example, revenue from the
sale of season tickets and travelcards, that entitle individuals to use certain of our services during a specifled perled of time, Is deferred within liabilities
and recognised in the income statement over the period covered. The recognition of season ticket and travelcard income is generally recorded on a

straight-line basis over the appiicable period.
In UK Rall, travet on a train operating company’s services can be sold by other train operating companies as well as other travel retailers. Furthermore,
certain tickets for train travel can be sold which provide the holder with a choice of train operators to travel with. In light of those factors, our UK Rail
revenue includes amounts receivable from individuals or groups of indlviduals to trave! on UK rail services that is attributed to train operating companies
by the Rallway Settiement Plan Limited (“RSP"). RSP administers the income allocation system within the UK rail industry and allocates revenue to
operators principally on agreed models of route usage. Similar revenue allocations apply to rail services in the Transport for London area and in respect
of multi-operator ticket schemes in which some of our UK bus and tram businesses participate. Procedures exist to allow operators to thallenge the
appropriateness of revenue allocation — where the revenue aliocated to the Group is subsequently adjusted, the effect of the adjustment is recognised in
the Income statement in the periad in which we are made aware of it. Where an adjustment results in additional revenue being sttributed to the Group,
the additional revenue is recognissd when the amount of revenue can be reliably estimated and it is highly probable that the economic benefits will flow
to the Group.
Amounts that are receivable from government bodies in respect of travet by individuals on our transport services is also recognised in the income
statement in the period in which the reiated travel occurs. Such amounts are incluted in revenue because they represent payments for transpert services
provided. This can invalve some estimation — for example, revenue recelvable in respect of UK concessionary travel schemas can involve some
negotiation with relevant public authorities on the amount of revenue due snd/for be subject to adjustment based on the levels of concessionary travel
across a number of operators. Revenue is recognised based an the Group's best estimates of the amounts receivable in respect of travel prior to the
balance sheet date.
Revenue recelvable from government bodies and others as payment to us for operating transport services under contract is recognised in the income
staternent in the period that the contracted services relate to. In general, the revenue In respect of any particular period can be clearly determined from
the contract, Where there Is a contingent element to contract revenue {for example, where additional amounts are payable or recelvable based on the
punctuality of transport services and/or other operational measures), revenue is recognised based on the applicable operational measures when the
amount of revenue can be rellably estimated and it is highly probable that the economic benefits will flow to the Group,
Franchise payments payable to or receivable from the UK Department for Transport under rall franchise agreements are recognised as operating costs or
ather operating income in the income statement. Further details on the recagnition of such amounts are included below under the section headed
“Government grants”.
Under the contractual terms of its franchise agreements to operate rail services, the Group has revenue sharing arrangements with the Department for
Transpart. As a result of these arrangements, the Group may be Hable 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
Rall Group joint venture), East Midlands Trains and Virgin Tralns East Coast are based on calculations that involve comparing published UK national Gross
Domestic Product {*GDP"} with the GDP comparator specified in the relevant franchise agreement. The Group recognises revenue share amounts
payable or recaivable 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.
Other subsidies we receive from government bodles to financially support the operation of transport services thay censider to be socially desirable is
included in revenue and recognised in the Income statement In the period that the subsidy refates to, This includes tender revenue recelvable to
financlally support certain bus services the Group operates in the UK,
Revenue that is incidental to the Group’s principal activity of providing transport services Is reported as miscellaneous income. Such income is recognised
as the income Is earned and may include income from: '

+ commissions for selling travel on other operators’ transport services;

+ undertaking maintenance work on other operators’ vehicles;

+ selling advertising space on vehicles and premises we operate;

* access income for others to use railway stations and depots that we operate;

» selling fuel to other transport operators;

» property rental;

* Network Rail in respect of UK rallway operating performance regimes — see "performance Incentive regimes” section below.
The Group's regional UK Bus operations recefve 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.
Finance income is recognised under the effective Interest method as interest accrues.
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Notes to the consolidated financial statements

Note 1 [FRS accounting policies {continued)

« Performance Incentive payments

performance Incentive payments recelved from or made to Network Rall by the Group in respect of rail operational performance are recognised in the
same period that the performance relates to and ara 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

conditinns. Government grants relating Yo costs are deferred and recognised in the income statement over the period necessary to match them with the
costs they are Intended 1o compensate, Government grants rejating to the purchase of property, plant and equipment are recarded as liabilities and are
credited to the income statement on a straight-line basis over the expected lives of the refated assets. Amounts are held as deferred grant income within
trade and cther 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 axpenditure is recognised in the income statement or where they do not relate to any specific
revenue or expenditure, in the perlod in respect of which the amaunt is receivable or payable. These premia payments and rali franchise grants are
dlassified within operating costs and other operating income.

« Share based payments

The Group [ssues equity-settied and cash-settled share based payments to certain employees.

Equity-settied trunsactions

The cost of equity-settied 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, no 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-settied transactions have any market based performance conditions.

Fair value for equitysettied share based payments is determinable from the Company's guoted 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-settied 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 far the award is expensed immediately. Any compensation paid up to the falr vaiue 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 transactions

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 settied. Market based performance conditions are taken into account when determining fair value, At each balance sheet date, the
liability recogrised is based on the fair value of outstanding awards (ignoring non-market based vesting conditions) at the balance sheet date, the period
that feil prior to the balance shest date and management’s estimate of the likelihood and extent of non-market based vesting conditions being achieved.
Changes in the carrying amount of the liability are recognised in the income statement for the period.

Fair value for cash-settled share based payments refating to the Long Term Incentive Plan Is estimated by use of 2 simulation mogel,

Choice of settlement

The Company ¢an choose to settle awards under the Long Term Incentive Plan in either cash of 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 expacts to settle all such
awards in equity. The awards under the Plan can also be structured as deferred shares or share options with a zefo 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 accaunted for as equity-settied transactions (see above).

Employment taxes

Liabilitles are recognised for emplayment taxes (principatly, employers’ national insurance liabilitles) payable by the Group on share based payments. The
liability for employment taxes is calculated at the balance sheet date with reference to the falr value of the related share hased payments at that date. In
the case of cash-zettled share based payments, the fair value is the pre-tax amount recorded In the balance sheet. Movements in the liabiiities 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, noh-operating exceptional items and taxation.

\ « 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 ta situations in which applicable tax regulation is subject to Interpretation,
Corporation tax is provided on taxable prafit at the current rate appicable. Tax charges and credits are accounted for through the same primary
statement as the related pre-tax item.
Deferred Income tax Is provided in full, using the Hability method, on temporary differences arising between the tax bases of assets and liabilkties and
thelr 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 data.
Deferred tax assats are recognised to the extent that it (s probable that future taxable profit will be avallable against which the temporary differences can
be utllised.
Deferred income tax is provided on tamparary 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.
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Note I IFRS accounting polides {continued)
+ Taxation {continued)

Where a change in accounting policy requires adjustment of prior year amounts, the taxation effects of the change of accounting policy are treated as
part of the prior year adjustment. Where a change In accounting policy in 2 subsidiary's own financial statements {for example, on a transition from UK
Generally Actepted Arcounting Policies to nternationsl Financial Reporting Standards) materially affects the tax amounts recognised in the consalidated
financial statements, the change is treated as a prior year adjustment and is not included as a component of the current period’s tax expense.

» Segment reporting
Operating segments are reported in a manner consistent with the internal reporting provided to the chief operating decision-maker, who is respansible
for allocating resources and assessing performance of operating segments, which for this purpose has been Identifled as the Board of Directors.

+ Foreign currency translation

The financial statements of forelgn operations are maintained in the functional currencles in which the entities transact business, The trading results of
forelgn operations are translated Into sterling using average rates of exchange. The assets and Habilitles of forelgn operations, Including gocdwill and fair
value adjustments arising on acquisition, sre translated into sterling using rates of exchange at the relevant balance sheet date. Exchange differences
arising on the transiation 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 operatians, 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 37,

Foreign currency monetary assets and liabilitles are translated into the respective functional currencies of the Group entities at the rates of exchange
ruling at the balance sheet date, Farelgn 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 foss.
On disposal of a forefgn subsidiary or an interest in a joint venture or associate, the amount of any exchange differences relating to the relevant entity
that has been deferred In the translation reserve is recognised in the income statement within the reported gain or loss on disposal.

The princlpal rates of exchange applied to the consolidated financial statements were:

2017 2016
US Dollar:
Year end rate 1.2937 1.4649
Average rate 1.2937 1.5031
Canadign Daltar:
Year end rate 1,7689 1.8349
1 Average rate 1.7036 1.9756

+ Business combinations and goodwill :
On the acquisition of 3 business, fair values are attributed to the identifiable assets, liabilities and eontingent fiabilities 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 contract provisions on the acquisition of a business are amoytised 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 recoverabile, Prior to 1 May 2004, gaodwill was amortised over its estimated useful life; such amortisation ceased on 30 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 recoghised
under the Group's previous accounting framework, UK GAAP,

Goodwil arising on acquilsitions in the year ended 30 April 1998 and earier 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 efiminated against equity.

For the purpose of impairment testing, goodwilt is allocated ta 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 joss Is aliocated
first to reduce the carrying amount of any goedwill allocated to the unit and then to the other assets of the unit pro-rata on the basls of the carrying
amount of sach asset |n the unlt. 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 thelr present value using a pre-tax discount rate that refiects 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 2 subsequent period.

Any impairment of goadwill is recognised immed|ately in the income statement.

Where goodwill (other than that already written off directly to equity) farms part of a cash generating unit and all or part of that unit is disposed of, the
associated goodwill is inciuded in the carrying amount of the disposed operation when determining the overall gain os loss on disposal.

» Impairment of non-current assets

Property, plant and equipment, intangible assets {exctuding goodwlll) and other non-current assets are reviewed for Impairment wheniever events or
changes In drcurnstances indicate that the carrying amount may not be recoverable.

An Impairment loss is recognised for the amount by which the carrying amount of the asset exceeds is recoverable amount. The recoverable amount is
the higher of fair value |ess costs to sell and value in use. For the purposes of assessing Impainment, 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 reversal at
mach 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 assessiments of the time value of monay and the risks specific to the asset. Any impairment loss Is recoghised immediately in the income
statement.

Stagecoach Group plc | page 83



Notes to the consolidated financial statements

Note 1 IERS accounting policies (continued)

o Intangible assets

Intangible assets acquired separately from a business combination are initially capitalised at cost and subsequently measured at cost less accumulated
amortisation and accumulated impairment lasses. The initlal cost recagnised is the aggregate amaunt paid plus the fair value of any other consideration
given to acquire the asset. Intangibie assets acquired as part of a business combination are capitalised, separately from goodwill, 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 subsequentiy
measured at fair value less accumulated amortisation and accumulated impairment losses.

Amortisation is calculated to write-off the cost or fair value at acquisition [as the case may be) of each asset over their estimated usetul lives shown
below, and is recorded in operating 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
calculated on the straight-line methad. Intangible assets relating to rall franchises of a finite duration are amartised 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 rall 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 October 2015 to March 2018 for East
Midland Trains franchise and previausly 8 years and 1 manth from March 2015 to March 20232 for
Virgin Trains €ast Coast franchise until fully impaired as at 29 April 2017)
Software costs 2to 7 years
Where the life of a contract or rail franchise is shortened or extended, the useful ecanomic lives of any reiated intangible assets are reviewed, the
intangible assets are reviewed for impalrment and the remaining carrying valua of each asset is amortised aver its revised, remaining economic life, New
contracts and franchises are not treated as extenslons of existing arrangemenits 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 ant equipment

Property, plant and equipment acquired as part of a business combination is stated at fair value at the date of acquisition and s subsequently measured
at fair value on acquisition less accumulated depreciatfon and any provision for impairment. All other property, plant and equipment [s stated at cost [ess
accumulated depreciation and any provision for impairment, Cost includes the original purchase price of the asset and the casts attributable to bringing
the asset to its working condition for its intended use.

Depreclation 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 long leasehold properties 50 years

Short leasehold properties pericd of lease
IT and other equipment, furniture and fittings 3 to 10 years
Passenger Service Vehicles (“PSVs") and transportation equipment 7 to 16 years
Motor cars and other vehicles 3to S years

Freehold land is not depreciated.

The useful lives and residual values of property, plant and equipment are reviewed at least annually and, where applicable, adjustments are made on a
prospective basls.

An itemn of property, plant or equipment is derecognised upon 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 ta be used by the Group. Gains and losses on disposals are determined by comparing the proceeds
received with the ¢arrying 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 financial perlod 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 renovations are depreciated over the remaining useful Iife of the related asset.

* Inventories
Inventories are stated at the iower of cost and net reallsable value after making due allowance for obsolete or slow moving items. Cost is determined
using the first-in, first-out (“FIFC”) or average cost method. Net realisable value is the estimated selllng price in the ordinary course of business, less the

costs of completion and selling expenses.

» Contract provisions

A provisich is recognised in the consoftdated tafance sheet for any contract that Is “onerous” or wien acquired as past of a business combination, that is
unfavourable to market terms. A contract is considered onerous where It is probable that the future econamic benefits to be derived from the contract
are Jess than the unavoldable costs under that contract. Determining the amount of any contract provision necessitates forecasting future financial
performance and applying an appropriate discount rate to determine a net present value.

The recognition of a cantract provision (other than a provision arising from a business combination]j is charged to the consolfdated [ncome 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.

+ Pre-contract costs

The costs assoclated with securing new rail franchises are expensed 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 over the iife of the franchise.
In general, costs Incurred in bidding for a UK rall franchise grior ta 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 franchise period
commences, are generally capitalised as Intangible assets.
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Note 1 IFRS accounting policles [continued)

s Hire purchase and lease obligations

Assets acquired under hire purchase and finance iease arrangements, where substantially all the risks and rewards of ownership of the asset have passed
to the Group, are capitalised at the commencement of the lease at the fafr value of the leased asset ar, 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 liabllity, 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 simllar contracts are depreclated aver the shorter of the lease terms and their useful economic lives.

Assets capitalised under hire purchase contracts are depreciated over their useful economic lives.

Rentals under operating leases are generaily charged on a straight-ine basis over the lease term, However, contingent rentals, principally being rental
adjustments related to inflation indices, are accounted for in the period they are incurred,

The principai restriction on assets held under finance lease or hire purchase agreements [s a restriction on the right to dispose of the assets during the

period of the agreement.

+ Restructuring provisions
Provisions for restructuring are recoagnised 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.,

+ Insurance '

The Group receives claims (n respect of traffic incidents and employee claims. The Group protects against the cost of such daims through third party
insurancs policies. An element of the claims Is not Insured as a result of the “excess” or “deductible” on insurance policles.

. Provisien 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 hased on an assessment of the expacted settlement of known ¢laims together with an estimate of
settlernents that will be made in respect of Incidents occurring prior to the balance sheat date but for which claims have not yet been reported to the
Group. The provision is set after taking account of advice from third party actuaries.

* Retirement benefit obligations

The Group tontributes to a number of pension schemes,

in respect of defined benafit schemes, obligations are measured at discounted present value whilst scheme assets are racarded at market value, In
relation to each scheme, any recognised net asset is limited to the present value of economic beneflts avallable in the form of any future refunds from
the scheme or reductions in future contributions to the scheme, An economic benefit is avallable 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 systematically over the working lives of employees and included within oparating 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 statement of
comprehensive income. Actuarial gains and losses include the differance baetween the actual return on assets (net of investment administration casts and
taxes, such as amounts levied by the UK Pensian Protection Fund) and the discount rates applied to the assets, Mortality rates are considered when
retirernent benefit obligations are calculated.

Past service costs and adjustments are recognised in Income at the earlier of (a) the date on which a scheme amendment occurs and [b) the date on
which related restructuring costs or termination benefits are recognised,

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 2 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 Jass arising on a settlement or curtailment comprises the resulting change in the net pension asset or liablitty, and
such gain ot loss is recognised in the Income statement when the settiement or curtallment occurs, Where the gain of loss is refated to a disposal of a
business, it is included within the reported gain or loss on disposal of that business.

A full actuarial valuation is undertaken triennlaliy for each scherne and updated annually using independent actuaries foliowing the projected unit credit
method, The present value of the scheme obligations is determined by discounting the estimated future cash outflows using interest rates of high quallty
corporate bonds which have terms ta maturity equlvalent to the terms of the related obligations. Experience adjustments and changes in assumptions
which affect actuarial gains and losses are reflected in the actuarial galn or loss for the year.

The liability or asset recognised for the relevant sections of the Rallways Pensian Scheme represents only that part of the net deficit {or surplus) of each
section that the employer expects to fund (or recover) over the life of the franchise to which the section relates. Where the award of a new rall franchise
to the Group results in it assuming & net pension liability, a corresponding intangible asset Is recognised, reflacting a cost In obtaining tha right to operate
the franchise, When a pension asset is assumed, a corresponding deferred income balance s recognised. The intangible asset or deferred [ncome balance
is amortised to the income statement on a stralght-line basis over the expected life of the refated franchise.

For defined contribution schemes, the Group pays contributions ta 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

to which the contributions relate.

« Financial instruments
The disclosure of the accounting policies that follow for financial Instruments are those that apply under IFRS 7 ‘Financial Instruments: Disciosures’, JAS 32

‘Financial Instruments: Presentation’ and IAS 39 ‘Financial Instruments: Recognition and measurement’.
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Note 1 IFRS accounting policles (continued)

« financlal instruments (continued)

Financial ossets

Financlal assets are classified, as appropriate, as financial assets at fair value through profit or loss; loans and receivables; hald-to-maturity investments or
as available for sale. They include cash and cash equivalents, accrued income, trade receivables, ather receivables and derivative financlal instruments.
The Group determines the classification of its financial assets at initial recognition. When financial assels are recognised initlally, they are measured at fair
value, normally being the transaction price plus, In the case of financlal assets not at fair value through profit or loss, directly attributable transaction
costs. The subsequent measurement of financlal assets depends on thelr dassification, as follows:

Financiol assets at foir value through profit or loss: Financial assets ciassified 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 I they are acquired for sale in the short-term. Derivatives are also classified as held for trading unless they are designatad 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.

Loans and receivobles: Loans and receivables are non-derivative financlal assets with fixed or determinable 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 available for sale. Such assets are
carried at amortised cost using the effective interest method. Gains and losses are recognised in the incomne staternent when the loans and receivables
are derecognised or impaired, as well as through the amortisation process. Trade receivables are recognised initially at falr vaive and subsequently
measured at amortised cost using the effective interest method, iess provision far impalrment. Where the time value of money is material, receivables
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 impafrment of trade receivables is established when there is objective evidence that the Group will not be able to coflect all amounts
due according to the otiginal terms of the receivables. Significant financial difficuities of the debtar, probability that the debtor will enter bankruptcy or
financial reorganisation, and default or delinquency in payments are considered n evaluating whether a trade receivable is [mpaired. The amount of the
provision s the difference between the asset’s carrying amount and the present value of estimated future cash fiows, discounted at the original effective
interest rate. The carrylng amount of the asset is reduced through the use of an allowance account, and the amount of the loss is recoghised In the
income staterment. When a trade receivable is uncollectabile, it is written off against the allowance account for trade recelvables. An impalrment loss is
reversed If the reversal can be related cbjectively to an event occurring aftar the impairment loss was recognised. For financial assets measured at
amortised cast, the reversal is recognised In profit or boss.

Financial ligbilities

When a financiat iability is recognised initlaily, the Group measures it at Its fair value plus, in the case of a financial liability not at falr value through profit
or loss, transaction costs that are directly attributable to the issus of the financial lizbility. Financlal liabilities include trade payables, accruals, loans from
joint ventures, toans from non-controlling interests, borrowings and derivative financial instruments. Subsequent measurement depends on its
classification as follows:

Financial labilities at falr value through profit or Joss: Financial liabilitles classified as held for trading and derivative liabilities that are not designated as
hedging instruments are classified as financial liabilities at fair value through profit or loss. Such liabilities are carrled on the balance sheet at fair value
with gains or losses being recognised in the income statement.

Other: Alf ather finandat llabillties not classified as fair value through profit or loss are measured at amortised cost using the effective interest method,

Fair values
The fair value of quoted investments is determined by reference to appropriate market prices at the close of business on the balance sheet date. Where

there [s no active market, fair value is determined using valugtion 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-

measured at fair value. Derivatives are carried as assets when the fair value is positive and as liabilities when the fair value is negative.
For those derivatives designated as hedges and for which hedge accounting Is desised, the hedging relationshlp is documented at its inteption. This
documentation identifles the hedging Instrument, the hedged item or transaction, the nature of the risk being hedged and how effectiveness will be
measured thraughout its duration. Such hedges are expected at inception to be highly effective.
For the purpose of hedge accounting, hedges are classified as:

-  Falr vaiue hedges, when hedging the exposure ta changes in the fair value of a recognised asset or lability;

~  Cash flow hedges, when hedging exposure to variablility In cash flows that is either attributable ta a particular risk associated with a recognised

asset or llability or a highty probabie forecast transaction; or

~  Hedges of net investment in a foreign entity.
Net gains or losses arising from changes in the falr 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 batause they are elther not designated or not efiective as hedging
Instruments from an accounting perspective.
The treatment of gains and iosses arfsing from revaluing derivatives designated as hedging instruments depends on the nature of the hedging
relationship, as follows:
Foir value hedges: For fair value hedges, the carrylng amount of the hedged item is adjusted for gains and josses 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
criterla for hedge actounting 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 recognisad 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 loss, such as when a forecast sale or purchase oceurs. For
cash Alow hedges of forecast fuel purchases, the transfer Is to operating costs within the income statement.
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Note 1 iFRS accounting polides {comtinued)

« Financial instruments {continued}

if the hedging instrument expires or is sold, terminated or exercised without repizcement ar rollover, or if its designation as a hedge is revoked, amounts
previcusly recorded in the statement of comprehensive income remaln In equity untll the forecast transaction occurs and are then transferred ta 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 [n 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 portion Is recognised in the income statement. Amounts
recorded in the statement of comprehenstve income are transferred to the income statement when the foreign entity is sald.

Non-derivative financial (labllities, such as foreign currency borrowings, can be designatad as hedges of a net investment in a foreign entity and are
subject to the same accounting requirements as derlvative hedges of a net investment in a foreign entity.

Cash and cash equivalents

For the purposes of the balance sheet and cash flow statement, cash and cash equivalents comprise cash in hand, deposits held at call with banks ang
ather short-term highly liquld Investments with maturities at the balance sheet date of twelve months or less.

Interest bearing loans and borrowings

Borrowings are recognised Initially at the praceeds received, net of transaction costs Incurred, Borrowings are subsequently stated at amortised cast 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 ond ather payables
Trade and other payables are generally not interest bearing and are stated 3t amortised cost which approximates to nominal value due to creditors days

being relatively low.

+ Share capltal and dividends

Ordinary shares are classified as equity.
Incremental externai 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 ordinary shares in the Company, the
consideration pald, including any attributable incremental external costs net of income taxes, is deducted from equity. Where such shares are
subsequently soid or reissued, any consideration received is included in equity.

Dividends an ordinary shares are recarded in the Group’s financial statements in the period in which they are approved by the Graup's shareholders, or in

the case aof interim dividends, in the period in which they are paid.
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Note 2 Segmantal 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 @ basis consistent with its five operating segments, being UK Bus {reglonal operations), megabus Europe,
UK Bus {London), North America and UK Rall, During the year ended 29 April 2017, the Group exited the operations of its megabus Eurape Division.
The Group's |FRS accounting policies are applied consistently, where appropriate, to each segment.

The segmental infarmation provided in this note is on the basis of the five operating segments as follows:

Segment name Service operated Country of operation

UK 8us (regional operations)  Coach and bus operatlons United Kingdom

megabus Europe Coach operations United Kingdom and mainland Europe
UK Bus {London) Bus operaticns Unlted Kingdom

North America Coach and bus operations United States and Canada

UK Rail Rail operations United Kingdam

The Group has interests In two material joint ventures: Virgin Rail Group that operates in UK Rail and Citylink that operates In UK Bus {regional
operations). Buring the year ended 29 April 2017, the Graup sold its Interest in the Twin America joint venture. The results of these jaint ventures are

shown separately in notes 2{c) and 2(g}.

{a) Revenue

Due to the nature of the Groug's business, the origin and destination of revenue {i.e. United Kingdom, mainland Europe or North America) is the same
in all cases except in respect of an immaterial amount of revenue for services previously operated by megabus Europe between the UK and mainland
Europe. As the Group sells bus and rail services to individuals, it has few ctustomers that are Individually “major”. its major customers are typleally
public bodies that subsidise or procure transport services — such customers include local autharities, transport authorities and the UK Department for
Transport.

Revenue split by segment was as follows:
2017 2016
£m £m
Continuing operations
UK Bus (reglonal operations) 1,015.7 1,032.8
megabus Europe 0.2 184
UK Bus (Londuon) 263.4 267.1
North Ametica 438.8 430.9
Total bus continuing aperations 1,788.1 1,749.2
UK Rali 2,160.7 2,129.1
Total Group revenue 35188 3,878.3
Intra-Group revenue ~ UK Bus {regional cperations) (7.8 {7.2)
Reported Groyp revenue 3,941.2 38711
(b} Operating profit
ti i ‘
Qperating profit split by sagment was as follows: 2017 2016
Performance Performance
pre intangibles | imtangibles and pre intangibles | Intangibles and
and sxceptionat Results far and exceptional Results for
exceptiona items| items {note 4) the year | exceptional items | items (note 4) the year
Em £m £m £m £m £mn

Continuing operations
UK Bus (regional operations) 121.1 3.9 125.0 137.3 - 1373
megabus Europe {4.3) - {4.3} {24.1} © - {24.1)
UK Bus {Londan) 18.4 - it 20.2 - 20.2
North America 19. - 19.3 18.9 - 18.9
Total bus continuing cperations 154.5 3.9 158.4 152.3 - 1523
UK Rail 310 {128.9) {97.9) 66.7 {6.0) £0.7
Total continuing operations 185.5 {125.0} 60.5 219.0 (6.0} 213.0
Group overheads (14.1) - {14.1} {11.9) - {11.5)
Intangible asset expenses - {16.8} (16.8) - (15.8} {15.8}
Restructuring costs (4.8) an (8.5} (3.1) - (3.1}
Total operating profit of continuing
Group companies 166.6 {145.5) 21.1 204.0 (21.8] 182.2
Share of joint ventures’ profit/{loss}
after finance costs, finance income and taxation 26.2 - 26.2 4.8 (35.9) {11.1)
Total cperating profit:
Group operating profit and share of joint ventures’
profitf(loss) aftar taxation 1928 (145.5} 473 228.8 (57.7) 171.1
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Note 2 Sagmental information (continued}

{c) Joint ventures

The share of profit/ifoss) from joint ventures was further split as follows:

2017 016
Performantce Performance ]
pre intangibles | Intangibles and pre intangibles | Intangibles and
and exceptional Results for and exceptional Results for
excaptional items | items {note 4) the year | exceptional items [ items {note 4} the year
£m £m £m Em fm £m
Continuing
Virgin Rail Group {UK Rail}
Operating profit 315 - 315 316 - 326
Finance income {net) 0.5 - 03 0.7 - 0.7
Taxation {7.2) - 17.2) {9.1) - 19.1)
248 - 24.8 242 - 4.2
Clitylink (UK Bus, regional operstions)
Operating profit 1.8 - 1.8 18 - 18
Taxation {0.4) - {0.9) 0.4} - {0.4)
14 - 1.4 14 - 14
Twin America LLC (North Ametica)
Operating loss - - - (0.6) - (0.6}
Impairment loss - - - - (35.9) {35.9)
Finance costs {net} - - - {c.2) - (0.2)
- - - {0.8) {35.9) (36,7)
Share of profit/(loss) of joint ventures after finance costs,
finance income and taxation 26.2 - 26.2 4.8 (35.9) [11.1)
{d] Gross assets and llabilities
Assets and llabilities sp)it by segment were as follows:
Non-current assets 2017 2016
2017 2016 Gross Net assets/ Gross Net asets/
assets  }Gross Mabilitles]  [lisbilicies) assets Grass llabilitles]  (liabilitles)
Em £m £m Em Em Em £m £m
UK Bus (reglonal operations) 8815 $44.1 951.5 {358.3) 594.2 908.2 (283.2) 626.0
megabus Europe 5.1 3.2 74 (10.1} {3.0} 24.2 (5.6} 186
UK Bus (Landon) 60.9 85.1 69.1 {176.7} {107.6) 743 {103.8} [29.3)
North America 387.4 354.0 429.5 (144.7) 284.3 3918 {132.4} 259.4
UK Rail 104.9 138.3 426.2 {704.3) {z78.1) 413.0 |635.8) (222.8)
1,439.8 1,424.7 1,5844 (1,394.1) 490.3 1,812.5 {1,160.6) 651.9
Central functions 1.2 2.1 38.1 (43.5) 5.4) 25.0 {53.2} |128.2)
Joint ventures 25.7 2.4 25.7 - 25.7 224 - 22.4
Barrowings and cash - - 3133 (733.5) {420.2) 342.3 (791.8) {409.5)
Taxation 144 - 14.7 (46.8) {z1.9} - (58.8] (58.8)
Total 1,481.1 1,449.2  2,276.2  (2,207.7) 68.5 2,2422  [2,064.49) 177.8

Central assets and liabilities include the taken provision, Interest payable and receivable and other net assets of the holding company and other head

office companies,

Segment assets and liabilities are determined by identifying the assets and liabllities 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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Notes to the consolidated financial statements

Note 2 Segmentsl information {continued)
{¢) Capital sxpenditure on property, plant and equipment
The capitai expenditure on property, plant and equipment is shown below and is on an accruals basis, not on a cash basls.

2017 2016
£m £m
UK Bus (regional operations) ' 113.6 123.8
megabus Europe - 73
UK Bus {London) 1.5 25
North America a0.7 52.8
UK Rall 43.7 33.2
1995 2196
{f} Capltal expenditure on intangible assets
The capital expenditure on intanglble assets (including gaodwill) s shown below.
2017 2016
£m £m
UK Bus {reglonal operations) 126 14.2
North America 0.2 -
UK Rail 5.0 5.4
17.8 196
{g) Earnings before Interest, tax, depreciation and amortisation ("EBITDA”)
The results of each segment are further analysed below:
Year ended 29 April 2017
EBITDA Cperating profit
EBITDA loint venture | including joint preintangibles |  Intangible Allocation
pe jonal| interest and  jvenwre Depredation |and exceptional asset Excaptional |of restructuring|  Operating
items tax snd tax expense ftams expenses itemns casts profit
Em £m Em Em £m £m Emn Em Em
UK Bus (regional aperationsj 197.6 - 1976 {76.5] 1111 (4.3} 3.9 {0.7} 1200
megabus Europe (2.5) - {2.5) {1.8) (4.3) - - - {4.3})
UK Bus {Londan) 24.1 - 29.1 5.7 184 - - - 18.4
North America 63.0 - 63.0 (43.7 193 (1.5} (3.7) - 14.1
UK Rail - subsidiaries 48.7 - 487 {17.7) 31.0 (11.0) {128.9) {4.1) (113.0)
UK Rail ~ joint venture (Virgin
Rail Group) 315 6.7} 4.8 - 248 - - - 4.8
UK Bus ~ joint venture {Citylink) 1.8 [0.4) 1.4 - 1.4 - - - 14
Group overheads (14.0) - {14.0) {0.1) {14.1) - - - - 114.1)
Restructuring costs (4.8) - (4.8) - (4.8) - - 48 -
245.4 7.1) 338.3 {145.5) 1928 {16.8) {128.7) - 473
Year ended 30 April 2016
EBITDA p proik,
EBITDA Joint venture | including jolnt pre intangibles |  Intangible Allocation
pre-axcaptionsd] interest and b Depredatl and ptional asset Exceptional  |of restructuring]  Operating
ltems tax and tax expense Items wipenses Trems costy profit
£m Em Em £m £m £m £m Em £m
UK Bus {regional operations) 208.5 - 2085 {71.2) 137.3 2.6y - 0.8} 133.8
megabus Europe {20.4) - {20,4) {3.7) [24.1} - - - {24.1)
UK Bus (Londan) 26,1 - 26.1 {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 - subsidlarles BO.6 - 80.6 {13.9) 66.7 [11.1) (6.0 (1.5} 48.1
UK Rall ~ joint venture [Virgin
Rall Group} 326 (8.4) 24.2 - 24.2 - - - 24.2
UK Bus - jaint venture (Cltylink} 1.8 {0.4) 14 - 14 - - - 14
North America ~ joint venture
(Twin America] (0.6} (0.2 {0.8§ - (0.8 - (35.9) - (36.7]
Group averheads {11.7) - 117 {0.2) {11.5) - - -~ {11.9)
Restructuring costs 3.1) - (3.1) - (3.1) - - 31 -
370.0 [9.0) 3610 {1322} 228.8 {15.8) [41.9} - 171.1
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Note 3 Operating costs and other gperating Income

Operating costs and other operating income were as follows: 2017 2016
Em £m,
Miscellaneous revenue {see explanation below) 259.4 1833
Rafl franchise premia [see explanation below) {958.0 {935.7)
Rail revenue support (see explanation below) 264.6 2740
Materials and consumahbles {396.4} {416.4)
Staff costs {note 6} {1,436.8) (1,382.3}
Oepreciation an property, plant and equipment (note 12} {145.5} {132.2}
Gain/{loss) on disposal of property, pltant and equipment 11.4 {0.5)
Repalrs and maintenance expendityre on property, plant and equipment (85.3) (27.2)
Amortisation of intangible assets {note 11) (16.8) {15.8)
Network Rall charges, including electricity for traction {291.4) (234.1)
Operating lease rentals payable (300.6) (292.2)
Other external charges (818.2) {700.7)
Impairment (48.0) 6.0
Restructuring costs {8.5) (3.1}
(3.920.1) (3,688.9)

Total operating costs and other operating income

Miscelianeous revenue comprises other operating Income incidental to the Greup’s principal activitles. it includes amounts receivahle from Netwark
Rail under performance regimes, commissions recelvable, advertising income, maintenance income, rallway station access income, raitway depot

access Income, fuel sales arnd property Income.

Under the Schadules 4 and 8 passaessions and performance regimes, amounts may be payable or receivable by the Group's UK Rail Division taffrom
Network Rail. Schedule 4 compensates train operators for the impact of planned service disruption and Schedule 8 compensates rail Industry
participants for the impact of unplanned service disruption. The amounts payable or recelvable reflect our own operational perfarmance as well as
Network Rail's and other train aperatars’. The amounts are Intended to cover the wider effects of disruption on our and others' revenue and costs,
such as those associated with the impact on customer demand for train services and the costs of managing disruption. Any compensation received
from Network Rail is not therefore intended to correspond to the refunds that might be payable to train passengers, £121.3m (2016: £78.3m} s
included in respect of these possessions and performance regimes In the overall miscellaneous revenue of £259.4m (2016: £183.3m) shown above,

Rail franchise premia is the amount of financial premia and profit share payable 1o the UK's Department for Transport in respect of the operation of UK

passenger rail franchises.

Rail revenue support is the amount of financial support receivable from the UK's Department for Transport In certain circumstances where a traln

operating company’s revenue is below target or where defined macroeconomic indlces are below target.

During the year ended 29 April 2017, £rnst & Young LLP replaced PricewaterhouseCaopers LLP as the Group’s auditars. Accordingly, the figures for

auditor's remunueration below relate to Ernst & Young LLP for 2017 and PricewaterhouseCoapers LLP for 2016.

2017 2016
£000 £000
Fees payable to the Company’s auditors and fts assaciates for the audit of the Compaay’s financial
statements and consoildated financlal statements 400.0 400.0
Fees payable to the Company’s audltors and its assoclates for the audit of the Company’s subsidiaries
pursuant to lagisiation 475.0 510.0
Total audit fees 875.0 9100
‘Taxatlon advisory services - 200
Taxation compliance services - 23.0
Other non-audit services - 23.5
Other assurance services 67.5 103.6
Non-audit fees 67.5 1751
942.5 1,085.1

Total fees payable by the Group to its auditors

In addition to the fees detalled above, PricewaterhouseCoopers LLP received US$NIl {2016: US$180,000) in relation to the audit of the Group’s former

joint venture, Twin America LLC.

A description of the work of the Audit Committes is set out in the Audit Committee Report (n section S of this Annual Repart, and Includes an

explanation of how auditor independence [s safeguarded when non-audit services are provided by the auditors.
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Notes to the consolidated financial statements

Note 4 Exceptional items and intangible asset expanses
The Group highlights amounts before Intangible asset expenses and exceptional items as welt as clearly reporting the results in accordance with IFRS,

Exceptional items are defined in note 34.

information on exceptional items (s provided in section 1.6.2 of the Strategic report.
The items shown in the column headed “Intangibles and exceptional ltems” on the face of the consclidated income statement for the year ended

29 April 2017 and for the prior year comparatives can be further analysed as follows:

2017 2016
Exceptional Intangibie Intanglles and Exceqtional tntangible Intangtbles and
items asset expenses | exceptional ftems items asset expenses | exceptional items
£m £m £m £m £m £m

Operating costs and other operating income
Gain on disposai of property at UK Bus (reglonal operations) 7.1 - 71 - - -
Impalrment of assets at UK Bus (regional operations) 3.2 - 3.2) - - -
North America restructuring 3.7 - (3.7) - - -
Impairment of assets at Sheffield Supertram - - - (6.0) - (6.0)
Impalrment of Virgin Trains £ast Coast Intangible asset  {44.8) - (94.8) - - -
Onsrous contract proviskon of Virgin Trains East Coast  {84.1) - (84.1) - - -
intangible asset axpenses - {16.8) (16.8) - (15.8) {15.8)

(128.7) [16.8) {145.5) (6.0) {15.8) [21.8)
Share of profit/{loss) of joint ventures
Impairment of interest in Twin America - - - {35.9) - {35.9)
Non-operating exceptional items
Provision for commitment to Twin America - - - (2.0) - 2.0
magabus Furope disposal [6.9) - [6.9) ~ - -
Twin America disposal 11.6 - L6 - - -
Non-operating exceptional items 4.7 - 4.7 (2.0) - (2.0}
Finance costs
Premium on early redemption of bonds - - - {213) - (21.3}
Cancellation of ineffactive interest rate swaps - - - {2.0} - (2.0
FAnance costs - - - {23.3) - {23.3}
tntangible asset expenses and exceptional items (124.0) (16.3) (140.8) 167.2) {15.8) (83.0)
Tax effect of intangible asset expanses
and exceptional items 138 2.1 209 19.4 2.0 21.4
Intangible asset expenses and exceptional
itams after taxation {105.2} (14.7) {119.9) {47.8) {13.8) (61.6)

The impairment of Virgin Trains €ast Coast Intangible asset (s considered to be bath an exceptianal item and an Intangible asset expense. It is

presented as an exceptional item in the tahle sbove,

The impact of the above exceptional ltems on pre-tax cash flows was as follows:

2017 2016
Em £m
lsisposal of praperty at UK Bus (regional operations) 7T -
North America restructuring 3.7 -
megabus Europe disposal 19.6 -
Twin America dispasal 7.0 -
Premium on early redemption of bonds - {21.3)
Cancellation of ineffective interest rate swaps - (2.0)
30.6 (23.3)

In addition to the above, the Group pald £1.4m in the year ended 30 Aprii 2016 in respect of Twin America litigation, In respect of which exceptional
charges were recorded in previous years. Also In the year ended 30 April 2016, its share of payments made by Twin America in respect of the litigation

was £1.1m.
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Note 5 Finance ¢osts and income

Net finance costs and items of income, expense, galns and losses In respect of financial instruments {excluding commaodity hedges, trade and gther

payables, and trade and other recelvables) have been recognised in the income statement as follows:
2017 2016
Em £m
Interest Income on financial assets not at falr value through profit and loss
- Interest recelvable on cash 1.2 14
Interest income oh Fair value hedges
- Interest receivabie on interest rate swaps qualifying as fair value hedges 0.3 03
Finance income 1.5 17
Interest expense on financial liabilities not at fair value through profit and loss
— Interest payable and other facility costs on bank loans, loan notes, overdrafts and trade finance 4.7} (5.9)
- Interest payable on hire purchase and finance leases 1.7 {2.1)
— Interest payable and other finance costs on bonds (22.0) {25.9)
Other finance costs
~ Unwinding of discounts on provisions (3.5) (3.9
= Interest charge 6n defined benefit penston schemes (.7 {5.3)
— Exceptional finance costs {note 4} - {23.3)
Finance costs {35.6) (66.4)
Net finance costs {34.1) 164.7)
Note 6 Staff costs
Total staff costs were as follows:
2017 2016
£m Em
Staff costs
Wages and salaries 1,2254 1,177.2
Social security costs 117.1 100.9
Pension costs, excluding interest on net liability {note 24) 91.5 1014
Share based payment costs (excluding socfal security costs)
— Equity-settied 1.9 2.2
- Cash-settled 08 11
1,436.8 1,382.3

Tha total amount shown for staff costs above includes an amount of £0.2m (2016: £NI1) In respect of share based payment costs for the Directors,

Key management personne! are considered to be the Directors and full information on their remuneration, walvers 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 empioyed by the Group during the year {Including executive directors} was as follows:

2017 2016

number number

UK operations 31,270 31,296
UK administration and supervisory 3,852 3,862
North America 4,444 4,569
Malnland Europe 157 376
39,723 40,203

The average monthly number of persons employed by the Group during the year, split by segment, was as follows:

2017 2016
number number
UK Bus {regional operations) 20,212 20,513
megabus Europe 157 376
UK Bus (London) 4,165 4,189
North America 4,844 4,669
UK Rail 10,638 10,342
Central 107 114
39,723 40,203
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Note 7 Taxatlon
{a) Analysis of charge In the year
2017 2016
Performance Performance
pre intanglbles | Intangibles and pre Intangibles | intangibles and
and exceptianal Results for and exceptional Resylts for
exceptional items| Jtems {note 4) the year | exceptionai items | items (note 4} the year
£m £m Em £m £m £m
Current tax:
UK corporation tax at 19.9% (2016: 20.0%} 33.5 2.7) 30.8 1.8 {1.3) 08
Prigr year over provision for corporation tax {2.5) - 7.5) {2.2) - 2.2)
Foralgn tax {current year) 1.1 - 11 0.8 - 0.8
Foreign tax (prior year) - - - (0.2 - (0.1}
Total current tax bt (2.7} 24.4 203 {1.3) 19.0
Deferred tax:
Origination and reversal of temporary differences (4.1) (18.2) {22.3} 143 (20,1} (5.8]
Change in tax rates (3.3} - (3.3} (5.0 - (5.0
Adjustments in respect of prior years L0 - 1.0 (2.8} - {2.8)
Total deferred tax (note 22} (6.4 (18.2) (24.8) 6.5 {20.1) {13.6)
Total tax on profit 20.7 (20.9) (0.2} 26.8 {21.4) 54
{b} Factors affecting tax charge for the year
2017 2016
£m £m

Profit before taxation 17.9 104.4
Profit multiplied by standard rate of corporation tax applying to the year in the UK of
19,99 (2016: 20.0%) 3.6 209
Effacts of:
Non-deductibfe intangible asset amortisation 14 15
{mpact of initial recognition exemption on property, plant and equipment 0.3 0.8
Impact of Initial recognition exemption on defined benefit pension schemes 0.8 0.1
Non-taxable exceptional gain — Twin America disposai (2.3} -
Non-deductible exceptional loss - impairment of intangible asset 23 -
Non-deductible/non-taxable exceptional gains/losses — other {0.9) 0.8
Non-deductible slement of share based payment expense 0.3 0.4
Other non-deductible expenditure 1.2 05
Other non-taxable income {0.9) (0.2)
Effect of higher tax rates applying to non-UK profit/{loss) 1.7 (4.2}
Tax effect of share of results of joint ventures {5.2) (5.0}
Adjustments to tax charge in respect of prior years:
- utillsation of unrecagnised losses (5.5) {5.8)
—other UX prior year adjustments 0.6 0.7
—~ other US prior year adjustments {1.6} -
Changes in UK corporation tax rate
- impact on opening deferred tax {from 18% to 17%), Including any prior year adjustments 3.3) {5.1)
- impact on current year (difference between 20% and 17%) 0.8 -
Total taxation [note 7a) 0.2} S.4
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Note 7 Taxation (continued)

{c) Factors that may affect future tax charges

There are no ternporary differences associated with investments in foreign subsidiaries for which deferred tax liabilities have not been recognised.
Gross deductibile temporary differences of £10.0m (2016: £23.2m) have not been recognised due to restrictions In the avallability of their use.
Temporary differences in respect of the revaluation of tand and buildings and in respect of rafled over capital gains are fully offset by temporary
differences in respect of capital kisses.

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 Aprhi 2017
and 17% from 1 April 2020 (2016: as 2017 except for 18% from 1 April 2020).

{d} Tax on items taken directly or transferred fram equity
The components of tax on ftems taken directly to or transferred from equity are shown in the consolidated statement of comprehensive income on

page 75 and the consolidated statemant of changes in equity on page 77.
To the extent that the deferred tax balances relate to the pension deficit, any rate change Impact has been recognised in the consolidated statement of
comprehensive income.

Note 8 Dividends

Dividends payable in respect of ordinary shares are shown below.

2017 2016 2017 2015
pence per share | pence per share £m Em

Amounts recognised as distributions in the year
Dividends on ardinary shares
Final dividend in respect of the previous year 79 73 453 419
tnterim dividend in respect of the current year as 3.5 21.8 201
Amounts recognised as distributions to equity holders in the year 1.7 10.8 67,1 620
Dividends proposed but neither paid nor included as llabilities in the
financial statemants
Dividends on ordinary shares
Fina! dividend in respect of the current year 8.1 " 7.9 46.5 45,3

Nate 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 [ssue during the year, excluding any ordinary shares held in treasury and by employee share owneérship trusts.

Tha diluted earnings per share was ralculated by ad|usting the welghted average number of ordinary shares outstanding to assume conversion of all
dilutive potential ordinary shares In relation to executlve share plans and long-term incentive plans.

2017 2016
no. of shares na, of shares
mitlion millien
Basic welghted average number of ordinary shares 573.6 5738
Dilutive ordinary shares
—~ Executive Participation Plan 23 20
Dlluted weighted average number of ordinary shares 5759 575.8
2017 2016
£m m
Net profit attributable to equity holders of the parent {for baslc EPS calculation) 3.8 979
Intangible asset expenses before tax (see note 4) 16.8 15.8
Exceptional items before tax (see note 4) 124.0 67.2
Tax effect of intangible asset expenses and exceptional items (see note 4) (20.9) (21.4)
Nan-controlling interest in intangible asset expenses [0.8) 0.7}
Non-controlling Interest in exceptional tems {11.2) -
Profit for adjusted €P$ calculation 139.7 158.8

Earnings per share before Intangibie asset expenses and exceptional items {“adjusted EPS”) {5 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 heen
presented to allow shareholders to gain 3 further understanding of the underlying performance,
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Note 10 Goodwidll
The movements in goodwill were as follows:

2017 2016
£m £m
Cast and net book value
At beginning of year 136.9 132.9
Fareign exchange movements 113 4.0
14382 136.9

At and of year

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. Eath cash generating unit Is an operational division. The UK Bus (reglonal
operatians} and UK Bus (Londan) cash generating units operate coach and bus operations in the United Kingdom. The North America cash generating
unit operates coach and bus operations 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
{ragianal operations} {Londen) North America
2017y 2016 2017 2016 2047 2016
£Em Em Em £m Em £m

Carrying amount of goadwill 478 475 3.6 3.6 971 B5.8
Basis on which recoverable amount has
been determined Value in use value in use Value in use Vaiue in use Value in use Value in use
Period covered by approved management
plans used in value in use calculation 5 years 5 years § yaars 5 years 5 years 5 years
Pre-tax discount rate applied to cash flow
projections 8.6% 8.6% 8.6% 8.6% 10.1% 11.3%
Growth rate used to extrapolate cash flows
heyond period of management plan 2.1% 2.3% 2.1% 2.3% 3.7% 4.3%
Ditference between above growth rate and
long-term average growth rate for market in
which unit operates Nil Nil Nil Nit Nl Nil

The calculation of value in use for each cash generating unit shown above is most sensitive to the assumptions on discount rates and growth rates and
in the case of UK Bus (tonden), 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 1,4.5 of the Strategic report.

The cost base of the UK Bus {regional operations) and North American operations can be flexed in response ta changes in revenue and there is scope
1o reduce capital expenditure in the medium-term if other cash flows deteriorate. Risks to the cash flow forecasts remain, however, and are described
in sectlon 1.4.5. The cost base of UK Bus {London} is less Rexible because the business is contractually committed to operate the majority of its
seryices,

The discount rates have been determined with reference to the estimated post-tax Weighted Average Cost of Capital {"WACC") of the Group. The
WALCC has been estimated as at 29 April 2017 at 6.9% (2016: 6.9%) based on:

* The markat capltalisation and net debt of the Group as at 29 April 2017 as #n Indication of the split between debt and equity;

* A visk-free rate of 1.1% (2016: 1.7%});

® A levered beta for the Group of 1.0 (2016: 0.8);

* A marginal pre-tax cost of debt of 3.9% (2016: 3.9%).

The pre-tax discount rate for #ach CGU has heen determined by adjusting the Group’s WACC for the risk profile and effects of tax on each of the
relevant CGUs.

As at 29 April 2017, the value In use of the North America Division exceeds its carrying amount by £113.9m. Qur sensitivity analysis indicates that this
headroom would be eliminated if the assumed long-term growth rate fell by more than 255 basis points, or if the discount rate were to increase by
170 basis points, ’

The Directors belisve that there is no impairment to any of the CGUs.

page 96 | Stagecoach Group plc




Nota 11 Other intangible assets

The movements in other intangible assets, none of which were Internally generated and ail of which are assumed to have finite useful lives, were as

follows:
Year anded 29 April 2017 Customer Rail Software
contracts franchises costs Total
Em £m Em £m
Cost
At beginning of year 204 731 49.4 1429
Additions - - 178 17.8
Disposals - - 0.5} {0.5)
Forelgn exchange movements 2.2 - 07 .9
At end of year 226 731 67.4 163.1
Accumulated amartisation
At beginning of year (19.6) {20.0) (14.6) (54.2)
Amortisation charged to income statement (0.8) (8.3} (7.7 (16.8)
Impalrment charged to income statement - (44.8) - {44.8}
Disposais - - 0.5 0.5
Fareign exchange movements 12.2) - (0.6) (2.8}
At end of year {22.6} (73.1) [22.4) (118.1)
Net book value at beglnning of year 0.8 53.1 34.8 88.7
Net book value at end of year - - 450 45.0
Year ended 30 April 2015
Operating Custamer Ralt Software
faases contracts franchises costs Total
Em £m Em £m £m
Cost
At beginning of year 11 219 80.6 29.8 133.4
Additions - 0.1 0.2 19.3 19.6
Disposals {1.1) (2.6) 7.7) - [11.4)
Foreign exchange movements - 1.0 - 0.3 13
At end of year - 20.4 73.1 45.4 142.9
Accumulated amortisation
At beginning of year (1.1) {19.8) {18.9) {8.9) {48.7)
Amortlsation charged ta income statement - (1.5} (8.8) (5.5) {15.8)
Disposals 1.1 26 1.7 - 11.4
Foreign exchange movements - {0.9) - (0.2) (1.1}
At end of year - {19.5) (20.0) (14.6) 154.2)
Net book value at beginning of year - 21 61.7 209 84.7
- 08 53.1 343 88.7

Net book value at end of year

Intangible assets include customer contracts and operating leases on favoureble terms to market purchased as part of business combinatlens, the right

to operate UK Rail franchises and software costs.
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Notes to the consolidated financial statements

Note 12 Property, plant and equipment

The movements in groperty, plant and equipment were as follows:

Year ended 29 Aprll 2017 Land and Passenger Other plant
buildings seryice vehicles and equipment Totat
£m £m £m £m

Cost
At beginning of year 341.2 1,463.8 244.4 2,049.4
Additions 20.5 127.7 513 199.5
Disposals (9.9) (B9.7) (33.4) {133.0)
Reclassifications - 10.2) 0.2 -
Foreign exchange movements 6.7 55.0 0.6 “62.3
At end of year 358.5 1,556.6 263.1 2,178.2
Depreciation
At beglnning of year (77.1) (638.7) {168.4) {884,2}
Depreciation charged to income statement (9.8) {112.8) {22.9) (145.5)
Impairment ¢charged to Income statement - (3.2} - (3.2)
Disposals 44 62.8 63 735
Reclassifications - 0.2 {0.2) L -
Foreign wxchange movements (2.3) {26.0) {C.2) {28.5)
At end of year (34.8) (717.7) {185.4} {987.9}
Net book value at beglnning of year 264.1 825.1 76.0 1,165.2
Net book value at end of year 273.7 £38.9 7.7 1,190.3
included in the above net book value at end of year are:
Assets on hire purchase - 62.1 - 62.1
Assets on finance leases - 88.8 - 83.8

46.6 - - 46.6

Long {easehold land and buildings

Included in the net book value of property, plant and equipment is £13.4m (2016: £8.9m} in respect of assets under constructlon that the Group

expects ta be sofd to Network Rall and ather third parties foliowing the completion of each asset’s construction.

Year ended 30 April 2016 Land and Passenger Other plant
buildings service vehicles and equipment Total
£m Em Em fm

Cost
At beglnning of year 327.0 1,364.1 222.0 1,913.1
Additlons 18,6 153.0 48.0 2136
Disposals {4.2} {72.3} {28.4) {104.9}
Reclassifications {2.6) - 26 -
Foreign exchange movements 24 19.0 0.2 216
At end of year 341.2 1,463.8 244.4 2,045.4
Depretiation
At heginning of year (70.4) {587.5) {157.3) (815.2)
Depreciation charged to income statement {8.3) {103.9} [19.0) {132.2)
Disposals 2.3 61.8 9.0 731
Reclassifications 1.1 - {1.1) -
Foreign exchange movements {0.8) (9.1) - {9.9}
At end of year {77.1) [638.7} {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 book value at end of year are:
Assets on hire purchase - 78.2 - 78.2
Assets on finance leases - 43,3 - 43.3

514 - - 514

Long leasehold Jand and buildings
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Note 13 Interests in joint ventures

During the year ended 29 April 2017, the Group had three significant joint venturas as summarised below. The Group’s interest in the Twin America
joint venture was dispased of during the year. Each joint venture Is structured as a distinct legal entity and the Group accounts for its interests in all
three joint ventures using the equity method of accounting. There are no quoted market prices for any of the Group’s Investments in joint ventures.

{a) Virgin Rail Group Holdings Limited

The Group holds 49% of the equity and voting rights In Virgin Rail Group Holdings Limited {“Virgin Rail Group®}. The principal business of the group
headed by Virgin Rall Group ks the operation of Inter-city traln services under the West Coast rail franchize. Virgin Rail Group ls Incorporated in the UK.
The Group considers that it has joint control of Virgin Rall Group even though it controls less than half of the vating 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 on key matters.

Virgin Rall Group‘s principal subsidiary Is West Coast Trains Umited. Under the terims of its rafl franchise agreement, West Coast Trains Limited may
only pay dividends and/for repay loans from other refated companies to the extent it remalns 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 otherwisc permitted by
tompany faw. West Coast Trains Limited Is alsa prohibited from loaning money to refated companies without the prior consent of the UK Department
for Transport. Such restrictions on distributions and loans generzlly 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
rall franchise, Virgin Rail Group is required to malntain consolidated net assets (applying its own accounting policies) of no less than £22.5m (2016:
£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 Rall Group would need to agree to any changes to or deviations from that dividend poficy.

{b) Twin America LLC

Until 15 February 2017, the Group held 60% of tha 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 around the city of New York in the United
States. Twin America Is Incorporated in the United States.

Contractual arrangements were in place in respect of Twin America which required the agreement of both members te decisions on key matters. In
light of that, the fact voting rights were split 50:50 between the twa joint venture members and despite the fact that the Chief Executive of Twin
America fs a representative of the other member, the Group considered that it had joint contral of Twin America,

{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 control 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 jolnt control results from contrattual arrangements between the shareholders of Citylink that require
the agreement of both shareholders to make decisions on key matters.

Thae 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 ta there being ho outstanding amounts payable by Citylink In respect of loans from its shareholders and accrued interest on such
loans. Both sharehalders In Citylink need to agree to any cthanges ta or deviations from that dividend policy.
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Notes to the consolidated financial statements

Note 13 Interests in joint vantures {continued)
{d} Movements in carvying values

The movements In the carrying values were as follows:

Virgin Rail Twin Tatal Total
Group Citylink America LLC 2017 2016
Em £m £m £m £m
Net hook value
At beginning of year 17.9 4.5 - 224 57.8
Share of recognised profit/{loss) 248 1.4 - 26,2 {111
Share of actuarial galns on defined
- benefit pension schames, net of tax 5 - - 25 4.0
Share of other comprehensive income/{expense] on
cash flow hedges, net of tax 27 - - 27 {0.3}
Dividends received in cash {28.1) - - (28.1) {28.8)
Foreign exchange movements - - - - 0.8
At end of year " 19.8 5.9 - 25.7 224

A loan payable to Ciylink of £1.7m {2016: £1.7m) is reflected in note 20.

{e} Summasrised financial information of joint ventures

The summarised financial information shown below is in accordance with IFRS and the Group's atcounting policies. Where a Joint venture's own
atcounts 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, to reflect fair value adjustments made at the time of acquisition. Except
where stated, the amaunts 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 the Saturday nearast to 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 closest to the Group's balance sheet date. In some cases, the balance sheet date differs from the Group’s by a
few davs but the impact of that on the Group’s consolidated financial statements is not materlal. Further information on the relevant dates in respect
of joint ventures is below:

Joint venture Latest statutory financial yasr-end Balance sheet date of management accounts
chosest to 29 Aprll 2017

Virgin Rail Group 31 March 2017 29 April 2017

Citylink 31 December 2016 30 April 2017

{f} Summarised financlal information of jaint ventures
The consolidated balance sheets of each of the Group's joint ventures are summarised below:

As at 29 April 2017 Virgin Rall Total
Group Citylink 2017
£m £m €m
Non-current assets - 0.1
Cash and cash equivatents 80.5 6.8
Othgr current assets 99.9 8.4
Current liabiiities {139.7} {5.9)
Neat assets 40.7 9.4
Non-controiling interests {0.2) -
Shareholders’ funds 40,5 9.4
Group share 49% 35%
Group share of net assets 19.8 33 23.1
Goodwlll - 186 .5
Group interest in Joint ventures 19.8 5.9 25.7
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Note 13 interests in joint ventures (continued)
{f} Summarised financial information of Joint vantures {continued)

As at 30 Apel 2006 Virgin Rall Twin Total
Group Citylink America 2016
£m £m £m Em
Non-current assets 21.2 0.1 6.4
Cash and cash equivalents S8.4 14 5.9
Other current assets 84.3 9.0 6.6
Non-current liabilitles (10.1) - {10.3)
Current liabllities {157.1) {5.2) 8.5}
Net assets 36.7 5.3 -
Non-controlling interests {0.2} - -
Sharsholders’ funds o 36.5 5.3 -
Group share 49% 35% 60%
Group share of pet assets 17.9 1.9 - 19.8
Goodwill - 2.6 - 26
Group intarest In joint ventures 12.9 4.5 - 22.4

The assets and fiabilities shown above [nclude the following financial assets and financial abilitles {excluding cash, cash equivalencs, trade receivables,
other receivables, trade payables and other payables):

2017 2016
£m £m
Virgin Rail Group
Non-current assets — derivative instruments at fair value - 0.4
Current assets — derjvative instruments at fair value 1.3 -
Current liabilities — derivative instruments at fair value - {4.5]
Citylink
Current assets — loan to Stagecoach Group 1.7 1.7
Twin America
Current liabilities — bank borrowings - {6.5)
The financlal performance of each of the Group’s joint ventures is summarised below:
Year ended 29 April 2017 © Virgin Rall Twin
Group Citylink America
£m £m £m
Revenue 1,136.3 39.0 50.1
Other operating expenses {1,072.0) (33.8} (50.1}
Operating profit 64.2 5.2 -
Finance income 1.0 - ‘ -
Taxation ~ {14.7) (1.1) -
Promaftertax ' ' o 50.6 a1 -
Other comprehensive income 10.7 - -
Total comprehensive income 61.3 4.1 -
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Note 13 Interests in joint ventures {continued)
{ff Summarised financial information of joint ventures (continued]

Year ended 30 April 2016 Viegin Rall Twin
Group Citylink America
£m £m £m
Revenue 1,072.1 41.2 774
Depreciatien & amortisation - - {3.2)
Other operating expenses {1,005.5) L {36.0) (75.2)
Operating profit/{loss) 66.6 5.2 {1.0}
Finance income 1.4 - -
Finance costs - - {0.3)
Taxatian {18.6) (1.1} -
Profit after tax 49,4 41 (1.3}
Other comprehensive income 7.6 - -
Total comprahensive income 57.0 4.1 {L.3)

In addition to the above amounts, the Group has recognised exceptional costs in the year ended 30 April 2016 in respect of Twin Amerita (see note 4).

Note 14 Business combinations
The Group completed no material business combinations during the years ended 29 April 2017 and 30 April 2016. Details of business combinations
completed in previeus years are provided in the Anhual Reports for the years concerned.

Note 15 Disposal of businesses and joint ventures

{a} Sals of the retailing part of megabus Europe

©n 1 july 2016, the Group completed the sale of the retailing part of the megabus Europe business to FlixBus. The consideration was satisfied by the
issue of a loan note which was subsequently settled by FlixBus on 30 December 2016.

As part of the sale of the retailing part of megabus Europe, the Group also agreed to transfer a number of vehicies to FlixBus, or a nominee of FlixBus,
After taking account of costs and losses refated to the sale, wa have reported a pre-tax exceptional ioss on the disposal of the business of £6.9m.

(b} Sale of shareholding In Twin America
In February 2017, the Group agreed to sell its sharehalding in Twin America LLC to Its co-venturer City Sights, for cash consideration of £7.0m. An
exceptional gain on disposal of £11.6m was reported, Including £4.6m of cumulative foreign exchange difference.

fc} Detalls of disposals
The following table summarises the disposals described above with carrying amounts of assets and liabilities at the respective dates of sale.

2017
megabus Europe Twin Amerlca Total
£m Em £m

Net assets disposed 19.3 - 193
Liabilities for future costs assoclated with the disposals 7.2 - 7.2
Foreign exchange differences recycled on disposal - {4.6) (4.6}
(Loss)/profit on disposal 6.9 11.6 4.7
Nat cash inflow 19.6 70 26.6

All reported gains and losses on disposal were recognlsed in the income statement.

Details of acquisitions and disposals completed in earlier periods are given in the Group's annual reparts for the relevant periods.
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Note 16 Subsidiary and related undertakings
Asset purchase and non-controliing interests

The UK Department for Transport awarded the Viegln Trains East Coast rail franchise to the Group during the year ended 30 Aprll 2015, In connection
with that award, a subsidlary company, Inter City Rallways 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 hetd certain assets and liabllities 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 thelr falr 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 Jn which a third party has a material non-controlling interest. The Group holds 90% of the equity and
voting rights in Inter City Rajlways Limited. Bath Inter City Railways Uimited and East Coast Main Line Company Limited are incorporatad in the UK.
The Virgin Group of companles holds the other 10% of the eguity and voting rights of Inter City Railways Umited and may also receive a royalty fee
from East Coast Main Line Company Limited that varies depending on the revenue and profit of that campany. The Group has contractual
arrangements with the Virgin Group in respect of the business. However, the Group may appaint a majority of the directors of Inter City Railways
Limited and appolnt the executive management of East Coast Main Line Company Limited, Alsa, the Group is responsible for the day-to-day
management of the business, the Managing Director of the business reports directly to the Managing Director of the Group’s UK Rall Division, and so
the Group has the power to direct the activities of the entity. The Group therefore atcounts for Inter City Railways Limited and East Coast Main Lina
Company Limited as subsidlarles.

The loss for the year ended 29 April 2017 aliocated to the non-controlling interest is shown on the conselidated income statement. The accumulated
non-cantrolling interest as at 29 April 2017 Is shown on the consolidated 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% af the distributable profit of Inter City Railways Limitad should be distributed to its sharcholders within four months of gach financial
year-end subject to retaining sufficient cash to meet any obligations under rail franchise agreements, Both shareholders in Inter City Railways Limited
need Lo agree to any changes to or deviations from that dividend policy.

Under the terms of its rail franchise agreement, East Coast Main Uine Company Limited may eniy 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 could restrict it from making
distributions or repaylng loans that would be otherwise permlitted by company law. East Coast Main Line Company timited Is also prohibited from
loaning money to other Group companies without the prior consent of the UK Department for Transpart. 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 Tralns Limited.

The Group may be required to loan further amounts to East Coast Main Line Company Limited pursuant tg the committed (oan facilities shown in
nate 30(iM).

The consolidated balance sheet of Inter City Railways Limited as at 25 Apri! 2017 and its financial performance for the year ended 29 April 2017 are
summarised below. The amounts shown below are determined In accordance with the Group’s accounting pollcies bafore Inter-company
eliminations.

2017 2016
£Em Em

Non-current assets 358 78.6
Current assets 183.3 193.6
Current liabilities {163.5) {175.4)
Non-current labiiities (152.7) {78.4)
Neat {Ilabilties)/assets (97.3) 184
Revenue 749.7 7304
Expenses (767.3) {704.9)
Operating {loss}/profit {17.6} 5.5
Management recharge 0.2} (0.2}
Intzngible asset expenses {3.8) (9.2)
Impairment of intangible fixed assets (44.8) -
Provision for onerous contract {84.1) -
Restructuring costs {3.3 (0.8}
Finance costs (net) (1.3) (1.0}
Taxation 22.8 2.9
{Loss)/profit after tax [137.9) 11.6
Other comprehensive income/(expense) 2.4 (2.4}
Total comprehensive (expanse)/income {115.5) 8.2

Stagecoach Group plc | page 103



Notes to the consolidated financial statements

Note 17 inventories
Inventories were as follows:

2017 2016
£m £m

Parts and consumables 5.2 27.5

Al inventories are carried at cost Jess a provision 1o take account of slow moving and ebsolete items. Changes In the provision for slow moving and
obsolete inventories were as follows:

amr 2016
£m £m
At beginning of year (3.9) (3.8)
Charged to Income statement (0.3} [0.3)
Armount utilised 0.5 0.2
At end of year 3.7) {3.9)
Note 18 Trade and othar receivables
Trade and other recelvables were as follows: 2017 2016
£m Em
Mon-current:
Prepayments .7 5.4
Cther receivables 0.2 0.2
4.9 5.6
Current:
Trade receivables 256.9 2371
Less: provision for impairment 2.5) (2.5)
Trade recelvables — net 254.4 234.6
Other receivables 39.4 0.8
Prepayments 55.2 442
Accrued incame 54.0 385
VAT and other government receivables 46.0 341
449.0 3822
The movemants In the provision for Impairment of current trade recelvables were as follows:
2017 2016
£m £m
At beginning of year (2.5} [2.8)
Impairment losses ih vear charged to income statement o.n (Q.7)
Reversal of Impairment logses credited 1o Income statement 0.2 0.3
Amaounts utilised 0.5 o7
At end of year {2.5) {2.5)

Further information on credit risk is provided in note 25.
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Note 19 Cash and cash equivalents
017 2016
£m £m
313.3 3823

Cash at bank and in hand

The cash amounts shown above include £17.0m an 12 moanth deposit maturing by December 2017, £35.0m on & month depasit maturing by May
2017, £5.0m on 5 month deposit maturing by July 2017, £20.0m on 5 month deposit maturing by August 2017, £10.0m on 3 month deposit maturing
by May 2017, and £15.0m on 2 month deposit maturing by May 2017. (2016: £15.0m on 12 month deposit maturing by March 2017, £50.0m on 6
month deposit maturing by October 2016, £35.0m on § month depasit 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 depasit maturing by May 2016 and £10.0m on 2 month
depaosit maturing by June 2016). The remaining amounts are accessible to the Group within one day {2016: one day). The deposits with an criginal
maturity in excess of 3 months are held within train operating campanies. They relate to cash balances that are not available to be loaned or
distributed to other members of the Group (see note 30 [iii)) 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 material 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 £313.3m {2016: £382.3m) above included the net balance on these offset accounts of
£28.9m (2016: £43.2m}, which comprised £179.8m {2016: £152.8m) of positive bank balances less £150,.9m {2016: £105.6m) of bank overdrafts.

Note 20 Trade and other payables

Trade and other payables were as follows: 2017 2016
£m £m
Currant
Trade payables 270.0 270.3
Accruals 436.,7° 381.8
Deferred income 96.6 114.4
Cash-settled share based payment liability 02 123
Deferred grant income 4.7 20,6
Loan from joint venture 17 1.7
Loan from non-controlling interest 58 53
PAYE and NIC payable 319 304
VAT and other govarnment payables 0.4 0.1
8480 825.2
Mon-current
Accruals - 6.0
Deferred grant income 20.2 18.7
Cash-settled share based payment llabifity 0.3 0.5
PAYE and NIC payahle 0.2 0.3
Deferred income 15.1 20.0
33.8 a45.5
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Note 21 Borrowings
{a) Repayment profile

Borrowings are repayable as follows: 017 2016
£m - Em ]

On demand or within 1 year

Loan notes 18.6 19.3

Hire purchase and lease obligations 21.9 34,2

40.5 536

Within 1-2 years

Hire purchase and lease obligations 15.2 | 188

Within 2-5 years

Bank loans . : 1213 189.6

Hire purchase and lease obligations 34.9 37
156.7 213.3

Over 5 years

Sterling 4.00% Notes 405.2 403.8

US Dollar 4.36% Notes 115.9 102.3
521.1 506.1

Total borrowings 7335 791.8

Less current maturities {40.5) (53.6)

Non-turrent portion of borrowings £931.0 7382

Interest terms on UK hire purchase and lease obligations are at annual rates between 0.40% and 1.50% {2016: 0.40% and 1.90%} over bank base rate
or equivalent LIBOR rates, subject to certain minimum rates. Interest terms an overseas lease obligations are at fixed rates, which at 29 April 2017
averaged 1.8% per annum (2016: 2.0%). Interest terms on bank loans ate at LIBOR pius margins ranging from 0.40% to 1.10% (2016; 0.40% to 1.10%).
Interest on loan notes are at three manths LIBOR, Loan notes amounting to £18.6m {2016: £19.3m) are backed by guarantees provided under Group
hanking facilities.

The Jaan notes have been classifiad by reference to the earliest date on which the loan nate holders can reguest redemptions.

Bank loans, Sterling Notes and US Dollar Motes are unsecured,

The minimum lease payments under hire purchase and lease obligations fall due as {ollows: 2017 2016
Em " Em
Not later than ane year 2.9 35.7
Later than one year but not more than five years 51.5 43.7
74.4 79.4
fFuture finance costs on hire purchase and finance leases - (2.4} {2.6}
Carrying value of hire purchase and finance lease liabilities 720 768

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 shaet 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 hira purchase and fease obligations shown above are in respect of vehicles, The lease agreements are typlcally for periods of 5 to 10 years and
do not have contingent rent or escalatlon clauses.

The agreements have Industry standard terms and do not contaln any restrictions on dividends, additional debt or further leasing,

{b) Sterling 4.60% Notes
On 23 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 Motes were Issued at 98.979% of their principal amount. The consolidated carrying value of the Notes at 29 April 2017 was £405.2m [2016:
£403.8m) after taking account of accrued interest, the discount on issue, issue costs and the effect of fair value hedges.

{c} US Doallar 4,36% Notes

On 18 October 2012, the Group issued US$150m of 4,36% Notes as a private placement. Interest on the Notes is pald semi-annually in arrears and all
remaining Notes are due to be redesmed at thelr principal amount on 18 October 2022. The consolidated carrying value of the Notes at 29 Aprii 2017
was £115.9m (2016: £102.3m) after taking atcount of accrued interest, Issue costs and the effect of fair value hedgas.
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Note 22 Oeferred tax

The Group movement in deferred tax during the year was as follows: 2017 2016
£m £m
Due after more than one year:
At beginning of year (25.6) (25.1)
Creditad to Income statement 24.6 13.56
Credit/{charged) to equity 15.4 (13.3)
Foreign exchange movements - {0.8)
At end of year 13.4 {25.6)
Deferred taxation is calculated as follows:
2017 2016
Assets Liabllitles Net Assets Liabilities Net
£m £m £m Em £m £m
Accelerated capital allowances - (105.5) [105.5) - (99.3) {99.3)
Pension temporary difference 44.4 - 44.4 210 - 21.0
Short-term temporary differences:
— Employee remuneration and share based payments 2.8 - 2.8 27 - 27
~ Accriued expenses deductible when paid 49.5 - 49.5 31.7 - 3.7
- Fuel derivatives - (3.1) (3.1} - (11.2) {11.2)
— Cash flow hedge reserve 1.8 - 18 9.4 - 9.4
~ Proflt recognition temporary differences - [0.1) {0.1) [+X:] ~ 0.9
— Deferred interest expense 22 - 2.2 4.9 - 4.9
- US losses 18.5 - 19.5 106 - 10.6
— Other timing differences 2.9 - 2.5 4.4 (0.7} 37
1231 {208.7) 14.4 85.6 {111.2) (25.6)

The amount of deferred tax recognised in the income statement by type of temporary difference is as follows:

2017 2016
£fm £m
Accelerated capital allowances (5.4) 20.1
. Pension temporary differences 0.7 17
Short-term tempaorary differences 203 (8.2)
24.6 13.6
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Note 23 Provisions

The movarents in provisions were as follows: Token redemption{ insurance | Environmental | Redundancy Onerous
provision pravislons provisions provision contracts Total

£m £Em £m £m £m £m
Beginning of year 33 148.6 4.1 0.2 4.6 160.8
Provided during year (after discounting) - 513 0.3 0.4 85.0 137.0
Unused amounts credited to income statement (0.1) - - - - [0.1)
Unwinding of discourt - 3.5 - - - 35
Utllised in the year - (53.6} (1.1) (0.2) (1.6] (56.5)
Arising on sale of tokens during yesr 0.1 - - - - 01
Redemption of tokens {0.5) - - - - {0.5)
Foreign exchange movements - 1.0 0.3 - 0.6 7.9
£nd of year , 28 156.8 36 0.4 88.6 252.2
29 April 2017:
Current 0.6 49.4 15 0.4 66.7 118.6
Non-current 2.2 107.4 21 - 219 1336

28 156.8 3.6 04 88.6 252.2
30 April 2016:
Current 0.7 49.5 1.2 0.2 33 54.9
Non-current 26 99.1 29 - 13 105.9

33 148.6 4.1 0.2 4.6 160.8

The token redemption provision relates to tokens issued to third parties te he redeemed as payrment for transportation services, Tokens are typically
redeemed within five years of Issue.

The insurance provisions relate to insuranca reserves on Incurred accidents up to the year-end In each year where claims have not been settled. These are
based on actuarial reviews and prior claims history. Claims are typically settled within flve years of origination.

The environmental provisions refate to legal or canstructive obligations to undertake environmental work, such a5 an obligation to rectify land which has
baen contaminated by fuef or to eliminate the presence of asbestos, The provision fs based on the estimated cost of undertaking the work required, and is
expected to be utllised over the next five years.

The redundancy provision relates to planned redundancies and Is expected to be utilised 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 onerous contract provision in respect of Virgin Trains East Coast has been calculated based on updated financial forecasts for the franchise. The forecasts
are based on a number of assumptions, most significantly in respect of revenue growth. There can be no certainty that the actual outcome will be conslstent
with those currently farecast, however based on our sensitivity analysis, we consider it unlikely that the actual costs will be more than £10m higher or lower
than the provision recorded. The provisions are expected to be fully utilised within three years.
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Note 24 Retirement benefits
{a} Description of retirement benefit arrangements

Linited 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]

» The Stagecoach Group Pension Scheme ("SPS™); 30 April 2014

31 December 2013
31 December 2013

* The South West Tralns section of the Rallways Pension Scheme ("RP5”);
« The Island Line section of the Railways Pension Scheme {"RPS™};

« The East Midlands Trains section of the Railways Pension Schame {“RP5"); 31 December 2013
* The East Coast Main Line section of the Railways Pansion Scheme ("RPS”}; and 31 December 2013
31 March 2016

+ A number of UK Local Government Pension Schemes (“LGPS”}.

‘The Stagecoach Group Pension Scheme is comprised of two sections, the main saction and a separate East London and Jelkent section. The main
section closed to future accrual in April 2017,

The Stagecoach Group Pension Scheme and the Local Government Pensian Schemes are closed to hew members from the Group. The East London and
Selkent section is closed to new entrants but is open ta future accrual for the existing remaining members. All relevant sections of the Railways
Pension Schemes are open to new membaers.

For the defined benefit schemes, benefits are related to length of service and pensionable salary. Pensionable salary for the Stagecoach Group Pension
Scheme [s subject to capped increases. The weighted average duration as at 29 April 2017 of the expected benefit payments across all UK defined
benefit schemes is estimated at 20.0 years (2016: 20.0 years).

The Directors believe that separate consideration shauld be given te RPS as the Group has no rights or obligations In respect of the relevant sections of
the scheme following expiry of the related franchises. In addition, under the terms af RPS, any fund deficit or surplus [s 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
adlustment to APS liabifitles {or assets), Therefore the liability {or asset} racognised 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 ta 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 to 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 UK Local Government Penslon Schemes, and has limited influence over the operations of these
sthemas, Active membership of these schemes [s small and represents 1,2% {2016: 1.1%} of the pensions charge In the consolidated income
statement, but historic liabilities mean that these schemes represent around 7.6% {2016: 8.9%) of the gross present value of penslon obligations as at
29 April 2017 shown In the consolidated balance sheet. The Group llaises with the administering authorities to seek to set contributions at appropriate
levels to fund the benefits and deficit recavery payments over a reasonable period of time. There is no right for the Group to receive any surplus in the
schemes, although there Is an abligation on the Group to fully fund the benefits. To reflect this, the Group would only recognise existing surpluses
relating to these schemes, to the extent that these surpluses could be recouped through the reduction of future contributions. The contributions
schedules for the LGP$ Include deficit contributions and the present value of these contributlons are reflected in the net deficit shown on the balance
sheet for the Group's participation Ji the LGPS.

The Group also vperates a number of defined contribution schemes covering UX 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 empioyees.

North Amerka funded schemes
The Group participates in two small funded defined benefit schemes in North Americs, both of which are closed to new members. The Group also
operates defined contribution schemes which are open to efigible North American employees, for which the Group has no further payment obligation

once the contributions are paid.

Unfunded schemes

The Group provides benefits under an unapproved employer-financed retirement benefit scheme ("EFRES") In the UK and a non qualifying defined
contribution scheme (*“NQDC*} in the US. In each case, the liabilities of these schemes are unfunded, as na contributions are made to any scheme, but
the Group has set aside assets to meet ts ohligations under the schemas. [n the case of the EFRBS, the scheme may hold 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 thase assets are
included within the net pension amounts reported In the consalidated balance sheet, The carrying value of those assets 35 at 29 April 2017 was £6.5m
{2016: £4.7m).

Other unfunded benefits are provided to a small number of former ermployees with the net Habilities included within the unfunded balance reported in
the tables that follow.
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Notes to the consolidated financial statements

Note 24 Retirement benefits (continued)

{b) Principal actuarial assumptions
The principal actuarial assumptions used in determining the pensions amounts as at 29 April 2017 and 30 April 2016 are shown beiow:

2017 2016

Discount rate 28% 17%
Retall Prices inflation assumption 3.4% 3.0%
Consumer Prices Inflation assumption 1% 1.7%
fate of increase in pensionable salarjes

SPS 0.5%* 2.0%

Others 2.6% 2.2%
Rate of increase of pensions in payment

SPS 3.3% 2.9%

Others 2.1% 1.7%
Post-retirement mortalty {ife expectancies in years)

Current pensioners at 65 — male 205 : 19.4

Current pensioners at 65 — female 2.7 23.7

Future pensioners at 65 aged 45 now - male 21,9 21.5

Future pensioners at 65 aged 45 now - fernale 243 25.6

* Future accrual is limited to participation In the East London and Selkent section of 5PS, where annual increases in pensionable salaries are capped at
0.5%.

The assurmptions shown above are chosen from a range of possible actuarial assumptiens which, due 1o the long-term nature 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
corperate bonds at the year end, adjusted to reflect the duration of the schemes’ llabilities.

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 expectad Increasas jn longevity.

{c) Pension amounts recognised in the balance sheet

The consolidated balance sheet shows retirement benefit assets of £45.6m (2016: £24.8m) and retirement benefit obligations of £278.1m {2016:
£121.5m), resulting in the net liability of £232.5m (2016: £96.7m) anaiysed below.

The amounts recognised in the balance sheet were as follows:

F

As at 29 April 2017 unded schemes

sSPS RPS LGPS Other Unfunded schemes Total

£m £m £m £m £m Em
Equities 840.0 8235 2313 45 - 1,899.3
Private equity 513 234.5 23,8 - - : 309.6
Infrastructure - 54.0 - - - 54.0
Bonds 3316 165.3 51.6 2.0 - 550.5
Cash 50.9 2149 150 11 - 281.9
Property 124.0 162.0 27.0 - - 3130
Fair vatue of scheme assets 1,3978 1,654,2 348.7 7.8 - 3,408.3
Prasent value of obligations (1,649.6)  (2,267.1} (325.1) (11.6) (4.3} (4,2587.7)
-~ adjustment for members’ share of RPS deficit {40%} - 24951 - - - 2451
- franchise adjustment - 4129 - - - 412.9
{Deficit)/surplus in the scheme {251.8} 45,1 236 (4.0) {4.3) {191.4}
Asset celling - - (41.1) - - (41.1)
Pension {liabillty)/asset before tax {251.8) 45.1 {17.5) (4.0} [4.3) [232.5)
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Note 24 Retirement benefits (continued]
{c) Pension amounts recognised In the balance sheet (continued)

Funded scheme

As at 30 April 2016 qod schemes

SPS RPS LGPS Other Unfunded schemes Total

£m Em £m £m Em £m
Equities 786.8 708.0 221.2 4.1 - 17201
Private equity 48.7 1936 - - - 241.3
Infrastructure - 54.3 - - - 54.3
Bonds 255.3 142.1 49,3 0.7 - 447.4
Cash 48.8 176.6 42.1 04 - 268.4
Property 116.7 139.3 20.2 - - 276.2
Fair value of scheme assets 1,256.3 14139 3328 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%} - 1111 - - - 1111
- franchise adjustment - 1911 - - - 191.1
{Deficit)/surplus jn the scheme {110.2) 244 33.6 (2.8) (3.8) {58.8)
Asset celling - - {37.9) - - {37.9)
Pension (liability)/asset before tax £110.2) 244 {4.3) (2.8) {3.8) (96.7)

At 29 April 2017, B0% (2016: 81%) of scheme assets were quoted on a recognised stock exchange or held In cash or assets readily convertible to cash
and are therefore considered to be liquid.

The LGPS$ assets are not sectionalised and so assets are effectively co-mingled with other participating employers. Therefore, the Company’s asset value
is a notional value based on a share of fund calculatlon which |s undertaken by the LGPS’s Fund Actuary.

The vast majority of assats held by the LGPS arrangements are invested In pooled funds with a quoted market price. We have therefore allocated our
holdings between the various asset categories in proportion to that of the overall LGPS funds in which we participate.

{d) Funding arrangements and schemes

The schemes' investment approach, which aims to meet their liabilities a5 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’ agsets.

Trustees are required to regularly review investmant strategy in light of the term and nature of the schemes’ liabilities.

The regulatary 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 to fund the benefits, including any deficit recovery amounts, over a
reascnable 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 overall pensions strategy. The Board participates In major decislons on the funding and design of pension schemes.
There is a risk to the Group that adverse experlente could fead to a requirement for the Group to make additional contributions to fund deficits. The defined
benefit pension schemes typically expose the Group te actuarial funding risks such as Investment risk, interest rate risk, and longevity/life expectancy risk.
There are particular funding risks with the Local Government Pension Schemes to which the Group contributes. The Group has limited ability to infiuence
the funding strategy of these schemes, Furthermore, the contributions that the Group Js required to make to the schemes are datermined by the schemes,
which tend to take a cautious approach in setting contribution rates for non-government employers. This can resuit in the Group being reguired to make
higher levels of contributions than It believes is necessary or desirable. Known future contribution levels are taken account of in determining the reported
deficlt or surplus in each scheme in these consolldated financial statements,

As explained In section 1.6.10 of this Annual Report, the Directors are focused on maintalning an investment grade credit rating and as noted In section
1.6.7, the three main credit rating agencies continue to assign investment grade credit ratings to the Group. £ach of the credit rating agencies include
pension amounts as “debt” in assessing the Group's credit worthiness and consider pensions funding risks as part of thelr wider risk assessment.

Pension centributions are determined with the advice of independent qualified actuaries on the basls of regular valuations using the projected unit method,
The actuarial valuation for the East London and Sslkent Penslon Scheme was completed in 2015, and showed that as at 5 April 2013, the scheme was 100%
funded on the Trustees’ tachnical provisions basis. The 5 April 2013 valuation was the final valuation for the scheme prior to Its merger with the Stageccach
Group Pension Scheme. Actuarial valuations were completed for the Local Government Pension Schemes, shawing that the schemes were underfunded on
the technical provisions basis as at 31 March 2016 with deficit contributions payable. The actuarial valuation for the Stagecoach Group Pension Stheme
showed that as at 30 Aprit 2014, the scheme was 111% funded on the Trustees’ technical provisions basis. The Group forecasts to contribute £42.1m
{forecast at 30 April 2016 for year ended 29 April 2017: £69.6m) to its defined benefit schemes in the financial year ending 28 Aprit 2018.

{e) Changes in net retirement benefit obligations
The thange In net liabliitles recognised In the balance sheet in respect of defined benefit schemes is comprised as follows:

Year ended 29 April 2017 Funded schemes
Unfunded

5PS RPS LGPS Other schemes Total

£m £m Em £m £m £m
At beginning of year - [liabllity)/asset {110.2) 24.4 {4.3) {2.8) (3.8} (96.7)
Expense charged to consclidated income statement {22.5) {48.5) {1.1} (1.7) 0.1} {74.0)
Recognised in the consolidated statemant of comprehensive income (135.3§ 28.8 (19.9) {0.5§ (0.7] {127.5}
Empioyers’ contributions and settlements 16.2 40.5 78 1.0 0.3 65.8
At end of year — (liability}/asset {251,8) 451 {17.5) (4.0) (4.3) (232.5)
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Notes to the consolidated financial statements

Note 24 Retirement benefits (continued)

{e} Changesin net retirement benefit obligations {continued) Funded schemes

Year ended 30 April 201 Unfunded '
ear en April 2016 595 RPS GPs | Other | schemes | Total

Em £Em Em Em Em £m

At beginning of year ~ {liability)/asset (17L.7) 24.4 {6.6) (2.6} {4.0) {160.5)

Rail franchise changes - 5.3 - - - 5.3

Expense ckarged to consalidated income statement . {22 {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 - 8.5

Employers’ cantributions and sattlements 18.3 50.2 7.0 0.7 03 76.5

At end of year - (liability)/asset {110.2) 24.4 (4.3) {2.8) (3.8} {96.7)

{f} Sensitivity of retirement benefit abligations to changes in assurmptions

The measurement of the defined benefit abligations 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 paints increase in the
discount rate would resuft in a £28.3m decrease in the net pension liabilitles as at 29 April 2617 (2016: £18. 7m). A 20 basis points decrease in the
discount rate would result in a £28.9m increase in the net pension liabilities as at 25 April 2017 (2016: £18.9m].

The Inflation assumption adopted 15 consistent with the discount rate used. It Is used to set the assumptions for pension increases, pensionable salary
increases and deferred revaluations. A 10 basis points increase in the inflation rate would result in a £22.2m [ncrease in the net pension liabilities as at
29 Aprl) 2017 {2016: £11.6m). A 10 basis points decrease in the Inflation rate would result in 2 £21.9m decrease in the net pension Habilities as at

29 April 2017 {2016: £11.5m). -

A 10 bas's point increase in the rate of increase in pensionable salaries would result in a £1.8m increase in the net pension liabilities as at 29 April 2017
{2016: £1.7m). A 10 basis point decrease In the rate of increase in pensionable salaries would result In a £1.8m decrease In the net pension liabllities as
at 29 April 2017 [2016: £1.7m).

A 10 basls polnt increase in the rate of increase of pensions in payment would resutt in 3 £12,0m increase in the net pansion liabilities as at 29 April
2017 {2016: £8.2m). A 10 basis point decrease in the rate of increase of pensions in payment would result in a £12.0m decrease in the net pension
\Jabilities as at 29 April 2017 {2016: £8.2m).

The longevity assumptions adopted are a best estimate of the mortality of scheme members both during and after employment, and are based on the
most recent mortakity deta available fram actuarial valuations. If Jife expectancy of the relevant Individuals was to increase by one year, this would
result In an increase of £56.5m in the net penston lizbilities as at 2 April 2017 (2016: £42.4mm), If life expectancy of the relevant individuals was to
decrease by one year, this would result in a decrease of £56.3m in the net pension liabilities as at 29 April 2017 (2016: £43.9m).

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
balance sheet 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 recognised In the conselidated incame statement are analysed as follows:

funded sthemes
Unfunded
and DC

sPS RPS LGPS Other Schemes Total
Year ended 29 April 2017 £m £m £m £m £m £m
Current service cost {17.9} (48.9) (0.8) (1.4} - {69.0)
Administration expenses {0.8) (0.5} - - - [1.3)
Defined contribution costs - - - - {21.2} {21.2}
Included in operating profit {18.7} (49.4) {0.8} {1.4) {21.2} [91.5)
Net Interest {expense)/income (3.8 (6.3} 11 (0.3) (0.1) (9.4}
Interast expense onh asset ceiling - - {1.4) - - [1.4)
Unwinding of franchise adjustment - 7.1 - - - 7.1

{22.5) {48.6) {1.1) {1.7) {21.3) (95.2}

Funded schemes
Unfunded
and DC
Year ended 30 April 2016 §PS RPS LGPS | oOther | Schemes | Total
£m Em Em Em Em £m

Current service cost (20.4) {57.3) (1.1) {0.9} - {79.7)
Administration costs {0.9) {0.6) - - - {1.5)
Definad contribution costs - - - - (20.2} (0.2}
included in operating profit {21.3) (57.9) {1.1) (0.9 (202] . (1014)
Net interest {expense}fincome {s.8) {10.0) 1.0 {0.1) {0.1) {15.0)
Interest expense an asset ceiling - - (1.1) - - {1.1)
Unwinding of franchise adjustment - 10.8 - - - 10.8

(27.1) (57.1) {1.2) {1.0) {20.3) (106.7)

Current service costs and administration costs are recognised In operating costs and net interest on net pension Hability, interest on asset celling and
unwinding of franchise adjustment are recognised in net finance costs.
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Note 24 Retirement benefits [continued)
(h} Pension amounts recognised in statement of comprahensive income
The amounts recognised In the consolidated statement of comprehensive income are analysed as follows:

Funded schemes
Unfunded
SPS RPS LGPS Other Schemes Tota! ]
Year ended 29 April 2017 Em £m £m £m tm Em
Actual return on scheme assets higher than the discount rate 1470 219.3 123 0.5 - 379.1
Changes in financlal assumptions {303.0) (535.3) {65.6) 1.7} 0.7} {906.3)
Changes in demographic assumptions 203 26.4 21 01 - 489
Experience an beneflt obligations 0.4 1037 331 0.6 - 1378
Changes In asset celiing (net of Interest) - - {18) - - {18}
Change in franchise adjustment - 214.7 - - - 2147
{135.3) 288 (19.9) (0.5) ie.7) (127.6)
Funded schemes
Unfunded
5PS RPS LGPS Other Schemes Total
Year ended 30 April 2016 £m £m £m Em £m £m
Actual retutn on scheme assets {lower)/hjgher than the discount rate {13.2) a7 {10.8) 0.2) - i85
Changes in financlal assumptions 373 241.7 13.8 0.1 - 292.9
Changes in demographic assumptions 4.4 - 09 - - 25.3
Experience on benefit obligations 218 (1366 (0.3) 0.2 - (114.9)
Charges In asset telling {net of interest) - - 7.1} - - 2.1)
Change in franchise adjustment - (146.2) - - - (146.2)
703 1.6 {3.5) 0.1 - 68.5
{l) Benefit obligations
Changes in the present value of the defined benefit obiigations (net of franchise adjustments and members' share of RPS deficit] are analysed as follows.
Funded schemes
Unfuv;ided.
SPS RPS LGPS Cther Schemes Tatal
Year ended 29 April 2017 £m £m £m Em Em £m
At beginning of year 1,366.5 1,389.5 299.2 85 3.8 3,067.5
Current service cost 179 48.9 41 1.4 - 69.0
Interest on benefit obligations 495 37.6 11.0 0.5 0.t 98.7
Unwinding of franchise adjustment - (7.1} - - - (r.1)
Benefits paid (67.4) {55.7) {16.5) - (0.3) {140.0}
Contributions by employees 0.8 5.4 0.3 - - 6.5
Actuarial losses/(gains) due to:
- Changes in demographic assumptions {20.3) (26.4) {2.1) (0.1} - 148.9)
~ Changes In financlal assumptions 303.0 535.3 65.6 1.7 0.7 906.3
= Experience on benefit obligations (0.4} {103.7} (33.1} (0.6} - {137.8}
— Change in franchise adjustment - (214.7) - - - {214.7)
Forelgn exchange movements - - - - 0.2 - 0.2
At end of year 1,649.6 1,609.1 3251 1.6 43 3,589.7
Funded schemes
Unfunded
5P RPS LGPS Other Schemas Total
Year ended 30 April 2016 Em £m £m £m £m Em
At beginning of year 1,431.2 1,314.2 314.7 8.8 4.0 3,079
Rall franchise changes - (5.3) - - - (5.3}
Current service cost 204 57.3 11 0.9 - 79.7
Interast on benefit obligations 51.7 40.0 11.4 0.4 0.1 1036
Unwinding of franchise adjustment - (10.8) - - - (10.3)
Benefits pald (54.1) {53.9) (13.9) (1.7 {0.3) {123.9)
Contributions by employees 0.8 69 03 0.2 - g2
Actuarlal losses/(gains} due to:
- Changes in demographic assumptions (24.4) - (Q.9) - - (25.3)
- Changes in financial assumptions (37.3} (241.7) (13.8) (0.1) - (292.9)
— Experlence on benefit obligations (21.8) 1366 Q.3 (0.2} - 1149
- Change in franchise adjustment - 146.2 - - - 145.2
Foreign exchange mavements - - - 0.2 - 0.2
At end of year 1,366.5 1,3895 2392 85 3.8 3,067.5
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Note 24 Retiremant benafits {continuad)
i) Scheme assets

The movement in the fair value of scheme assets was as follows:

Funded schemes
uUrnfunded
SPS RPS LGPS Other Schemes Totai
Year ended 29 Apri 2017 | Em | #m £m " Em £m €m
At beginning of year 1,256.3 1,413.9 33z.8 5.7 - 3,008.7
Administration costs (0.8) {0.5} - - - (1.3}
Interest income 45.7 313 121 0.2 - £9.3
Employer contributions 16.2 40.5 7.8 1.0 03 65.8
Contributions by employees 0.2 5.4 03 - - 6.5
Benefits paid {67.4) (55.7) {16.6) - (0.3) {140.0)
Remeasurements
= Return on assets excfuding amounts Included in net interest 147.0 219.3 12.3 0.5 - 379.1
Foreign exchange movements - - - 0,2 - 0.2
At end of year 1,397.8 1,654,2 348.7 7.6 - 3,408.3
Funded schemes
Unfunded
5PS RPS LGPS Other Schemes Total
Year ended 30 April 2016 £m £ Em £m tm m
At beginning of year 1,259.5 1,336 3378 6.2 - 29421
Administration costs {0.9) {0.6} - - - 1.5)
[nterest income 439 30.0 124 6.3 - 88.6
Employer contributions 18.3 50.2 7.0 o7 0.3 76.5
Contributions by employees 0.8 69 03 0.2 - 8.2
Benefits paid {34.1) {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
{k) Assat ceiling
The movement in iting Is sh ?
e m the asset ceiling is shown below. 2017 2016
Em Em

At beginning of yaar (37.9) {29.7)
[nterest expense 1.4) (1.1)
Remeasurements {1.8) (7.1)
At end of year [41.1) (37.9]
{l) Franchise adjustment
The mavemnent in the franchise adjustment is shown below:

2017 2016

£m £m

At beginning of year 191.1 2074
Rail franchise changes - 29.1
Amounts recognised in income statement:
~ Unwinding of franchise adjustment 7.1 10.8
Remeasurements:
= Change In franchise adjustment 214.7 {146.2)

412.8 1911

At end of year
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Note 25 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 financlal Reporting Standard 10 (“IFRS 10}, Consolidated
Financiol Statements and International Financial Reporting Standard 11 {"IFRS 11"}, Joint Arrangements.

- Retirement benefit assets and obligations.

~ Finandal Instruments, contracts and obligations under share based payment transactions. ’

Ligbilities or assets that are not contractval {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 {includlng UK Value Added Tax), payroll tax and other taxes are excluded

fram the disclosures pravided in this nate.

{b) Carrying values of financial assets and financial liabilitles
The carrying amounts of financial assets and financial liabitities on the consolidated balance sheet and their respective fair values ware:

2017 2016 2017 2016
Carrying valve Carrying value Falr value Fair value
Note Em Em £m £m
Financial assets
Loans and receivables
~ Non-turrent assets
— Other receivables 18 0.2 0.2 0.2 0.2
~ Current assets
- Accrued income 18 54.0 385 54.0 385
-~ Trade receivables, net of impalrment 18 54.4 2346 254.4 2346
- Other recelvabies 18 394 30.8 39.4 308
~ Cash and cash equivalents 19 3133 382.3 3133 3823
Total financial assets 661.3 686.4 661.3 686.4
Financial Habilities
Financial liabilities measured at amortised cost
~ Non-current liabillties
— Accruals 0 - (6.0} - [6.0)
— Barrowings it (693.0) {738.2) (737.0} {755 .6)
- Current liabliities
- Trade payables 20 {270.0} {270.3) (270.0) (2703}
— Accruals 20 {436.7) {381.8) (436.7} {381.8)
- Loan from joint venture 20 (.7 (1.7) (1.7} 1.7}
- Loan from non-controlling interest 20 {5.8) (5.3} 5.8} 5.3}
- Borrowings 21 (40.5) (53.6) {40.5) {53.6)
Total financlal liakilities {1,447.7) (1,456.9) (1,491.7) {1,474.3)
Net finandial liabilitles {786.4) {770.5) {830.4) {787.9)

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 25{g).

The fair values of financiat assets and financlal liabllities shown above are determined as follows:
« The carrying value of cash and cash equivalents, accrued Income, trade receivables and other receivables Is considered o be a reasonable

approximation of fair value. Given the short average time to maturity, no specific assumptions on discount rates have been made. The affect of
credit losses not already reflected in the carrying value as impalrment losses Is 2ssumed to be immateral.

-

The carrying value of trade payables, other payables, accruals, loan from non-controlling interest and loan from joint venture is considered to be 3
reasonabie approximation of fair vaiue. Given the relatively short average t/me to maturity, no specific assumptions on discount rates have been
made.

The fair value of fined-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.

The carrying value of fixed-rate notes that are not quoted on a recognised stock exchange and fixed-rate hire purchase and finance lease liabillties
{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 interast rates relative to market interest rates at the balance sheet date.

+ The fair valye of other barrowings on which interest Is payable at flaating rates is not considered to be materially different from the carrying value.
We do not consider that the fair value of finandial instruments would change materlally fromn 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 liablity by around E26.1m (2016: £37.7m).
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Note 25  Financlal Instrumants (continyed)

(b} Carrying vatues of financ(al assets and financlal labilitfes {continued}

Fair value estimation

Financial instruments that are measured in the balance shaet at fair value are disclosed by level of the following fair value measurement hierarchy:
Leve! 1 - Quoted prices (unadjusted) in active markets for identical assets or llabilities.

Level 2~ Inputs other than quoted prices Included within Level 1 that are observable for the asset or liability either directly (that (s, as prices) or
indirectly (that is, derived from prices).

Levefl 3 — Inputs for the assets or liability that are not based on observable market data (that fs, unobservable inputs).

The foilowing table presents the Group's financtal assets and llabilities that are measured at fair value within the hierarchy at 29 April 2017,

Level 2 & Total
Note £m
Assets
Derlvatives used for hedging 25(g) 14.3
Liabilities
25(g) (23.5)

Derivatives used for hedging

The following table presents the Group’s financial assets and lfabiities that are measured at fair value within the hierarchy at 30 April 2016.
Note Level 2 & Tatal

£m
Assets
Derivatives used for hedging 25(g) 6.6
Liabilities
Derivatives used for hedging 25(g) (50.8)

The fallowing table presents the Group's financlal instruments that are not measured at fair value but for which the fair value disclosed in the table on
the previcus page differs from book value:

Carrying vatue Falr value

Level 1 & Total Level 1 & Total
017 2016 2017 2016

Em £m £m £m
(405.2) (403.8} {449.2) {421.2)

Borrowings: fixed-rate notes

(c) Nature and extent of risks arising from financial instruments

The Group's use of financial instruments exposes it to a variaty of financial risks, principally:

» Market risk ~ including currency risk, interest rate risk and price risk;

» Credit risk; and

+ Liquldity risk.

This nate {¢) presents qualitative information about the Graug's exposure to each of the above risks, including the Group's objectives, policies and
processas for measuring and managing risk: there have been no significant changes to these matters during the year ended 22 April 2017. 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 1.5.10 of the Strategic report which farms part of these financial staterents.

The Group’s overall financial risk management programme focuses on the unpredictability of financial markets and seeks t¢ reduce the fikellhood
and/or magnitude of adverse effects on the financial performance and financial position of the Group. The Group uses derlvative financial instruments
from time to time to reduce exposure ta forelgn exchange risk, commedity price risk and interest rate movements. The Group does not generally hold
or issue derivative financial instruments for speculative purposes.

A Group Treasury Committee and central treasury department (“Group Treasury”) oversee financlal risk management in the context of policies
approved by the Board. Group Treasury Identifies, evaluates ang hedges financlal risks In co-operation with the Group’s operating units. Group
Treasury is responsible for the execution of derivative financial instruments to manage financial sisks. 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 policles covering specific areas such as forelgn exchange risk, interest
rate risk, credit risk, use of derlvative financis! instruments and investing excess liquidity.

i} Morket risk

Market risk Is the risk that changes In market prices, such as foreign exchange rates, interest rates, equity prices 2nd commodity prices will affect the
Group's financlal performance and/or financia) positlan. 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 aise incurs financlal liabilities, in order to manage market
risks. All such transactions are carried out within the guidelines 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 25 Financlal instruments [continued)
{c} Nature and extent of risks arising from financial instruments (continued)
(i} Market risk {continued}

Fareign currency translotion risk

Foreign currency translation risk is the risk that the falr value or future cash flows of a financlal instrument {tncluding forelgn net investments) will
fluctuate because of changes In foreign exchange rates. The Group Is exposed to foreign currency translation risk principally as a result of net
investments in foreign operations and borrowings denominated In foreign currencles.

The Group has material foraign investments in Canada and the USA. To reduce balance sheet translation exposure, the Group partially hedges the
sterling carrying value of foreign operations through borrowings denominated (n their functional currency or, where appropriate, through the use of
detlvative financlal instruments. Gains and losses arising from hedging instruments that provide a hedge agalnst forelgn net investments are
recognised in the statement of comprehensive income. Bank loans drawn in US Dollars and a U5$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 forelgn currency translation risk associated with net investments in foreign operations and
borrowings denominated in forelgn currencies is to maintain an appropriate cost of borrowing and retain some potential for benefiting from currency
movements whilst partially hedging against adverse currency mavements. it Is the Group’s polley to examing 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 relevant foreign currency and quantifying the impact on equity of changes in the relevant foreign currency rate.

The Group’s consolidated Income statement is principally exposed to movements in forelgn exchange rates in the foliowing 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 Graup’s cansolidated balance sheet exposures to foreign currency translation risk [excluding immaterial exposura to Euros} were as follows:

2017 2016
£m Em

US dollars
= Net investrents in foreign operations (excluding intra-group balances, cesh and borrowings) 243.3 2446
— Cash 22.9 259
- Borrowings (224.3) {198.7}
Canadian dollars
— Net investments in forelgn operations {excluding intra-group balances, cash and borrowings} 23.0 236
— Lash 2.1 21
Net exposure 87.0 97.5

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 foreigh 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 consolidated balance sheet to US and Canadian dollar translation exposures is Hlustrated

below:
2017 2016

US dollar
US dollar balance sheet foreign exchange rate 1,2937 1.4649
Impact of 10% depreciation of UK sterling against US dollar

— US dollar forelgn exchange rate 1.1643 1.3184

- Increase in consolidated equity (£m) 4.7 80
Impact of 10% appreciation of UK sterling against US dollar

— US dollar foreign exchange rate 14231 16114

— Decrease in consolidated equity (£m) (3.8) {6.5}
Canadian dollar
Canadian dollar balance sheet foreign exchange rate 1.7689 1.8349
Impact of 10% depreciation of UK sterling against Canadlan doflar

— Canadian doliar foreign exchange rate 1.5920 16514

- Increase in consolidated equity {Em) 2.8 29
Impact of 10% appreciation of UK sterling against Canadian dollar

- Canadian dollar foreign exchange rate 1.9458 20184

(2.3} (2.3}

— Decrease in consolidated equity (Em})

The above sensitivity analysis Is based on the following assumptions:
- Only those fareign currency assets and liabilities that are directly affected by changes in forelgn exchange rates are included in the calculation.

~ 'The above calculations assume that the exchange rates between sterling and any currencies ather than the one stated do not change as 3 result
of the change in the exchange rate between the currencles stated.
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Note 25 Finandal instruments [continued)
(<) Nature and extent of risks arising from financial Instruments {continued)

fi) Market risk {continued) )
The Group's consalidated income statement expasures to forelgn currency transiation risk (excluding immaterial exposure to Euros) were as follows:

2017 2016
£m £m

U3 dollars
= U$$ element of North American operating profit 14.9 140
— Intangible asset expenses (1.5) {1.8}
= Redundancy/restructuring costs - (0.6}
~ Share of loss of joint ventures (excluding exceptional Items} - (0.8}
~ Exceptional items 7.9 {37.9)
- Net finance costs {9.3) {9.0}
— Net tax credit 3.6 123
Canadian dollars
- C$ element of North American operating profit 45 4.3
- Net tax charge (1) {1.0)
Net exposure 18.6 (20.5)

The operating profit figures shown in the above table reconclle ta the operating profit for North America shown In the segmental information in note

2(b] as fallows:

2017 2016

£m Em
Us3 element of North American gperating profit shown above 14.9 14.0
C$ element of North American operating profit shown above a5 4.3
Share based payment adjustment denominated in sterling 0.1} 0.6
19.3 18.9

Dperating profit shown in segmental information

The sensithvity of the Group’s consalidated Income statement to US and Canadian dollar translation exposures is illustrated below:

2017 T 2016

\S dollar

US dollar average foreign exchange rate 1.2937 1.5031

Impact of 10% depreciation of UK sterling against US dollar

= US dollar forelgn exchange rate 1.1643 1.3528

« Increase/(decrease) In consolidated profit after taxstion {Em) 1.7 {2.6)

Impact of 10% appreclation of UK sterling against US dollar

-~ US dollar foreign exchange rate 1.4231 1.6534

- {Decrease)/increase in consolidated profit after taxation (Em) . {1.4) 2.2
- Canadian dollar

Canadian dollar average foreign exchange rate 1.7036 19756

Impact of 10% depreciation of UK sterling against Canadian dollar

-~ Canadian dollar forelgn exchange rate 15332 1.7780

= Increase In consolidated profit after taxation {£m) 03 0.4

Impact of 10% appreciation of UK sterling against Canadlan dallar

— Canadian dollar foreign exchange rate : 1.8740 2.1732

— Decrease in consolidated profit after taxation (£m) {0.3) [0.3)

The above sensitivity analysis Is based on the following assumptions:

— Only 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 oceur due to changes In forelgn exchange rates are not Included in the sensitivity
calculation.

— 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.

poge 118 | Stagecoach Group pi




Note 25 Financial Instruments {(continued)
{c) Nature and extent of risks arising from financlal instruments [continued)

fl) Market risk {continued)

Forelgn currency transactionc! risk

Fareign 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 imited foretgn 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 23 April 2017
there were no material net transactional forelgn currency exposures (2016 ENIL).

The Group's exposure to cammodity price risk includes a foreign currency element due to the impact of foreign exchange rate movements on the
stering cost of fuel for the Group’s UK operations. The effect of foraign 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 120,

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
{where the fair value [s exposed to changes In market interast 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 o interest rate risk is to reduce the risk of changes in interest rates significantly affecting future cash flows and/er
profit. Yo 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 aiso used where appropriate to generate the desired interest rate profile.

The Group measures interest rate risk by quantifying the relative propertions of each of grass debt and net debt that are effectively subject to fixed
interest rates and considers the duration for which the relevant interest rates are fixed.

AX 29 April 2017, the interest rate profile of the Group's interest bearing financial liabilities was as follows:

Weighted

Weighted average period
average fixed for which rate
Flpating rate Fixed rate Total interest rate is fixed
Currency £m £m £m % Years
Sterling 06,1 305.9 515.0 4,0 B4
USs Dollar 618 162.5 2243 3.6 4.8
Gross interest bearing financial liabilities 270.9 468.4 739.3 3.9 7.2
At 30 April 2016, the interest rate profite of the Group’s interest bearing financial labilities was as follows:
Weighted
Weighted average period
average fixed for which rate
Floating rate Fixed rate Total interest rate Is fixed
Currency Em £m £m % Years
Sterling 1925 405.3 598.4 4,0% 9.4
Us bollar 156.9 418 188.7 2.0% 2.7
Grass Interest bearing financial liabilities 349.4 447.7 797.1 3.8% 88

The above figures take into account tha effect of USS150m of interest rate derivatives which swapped the US5150m Notes maturing October 2022

from fixed to floating rate debt for a period of four years to Decembar 2016, and £100m of interest rate derlvatives which swap £100m of the £400m
Notes maturing September 2025 from fixed to floating rate debt for a perlod of two years to December 2018,

The floating rate financial liabilities bear interest at rates fixed in advance for periads ranging from one to six months based on market rates.

The maturity profile of the Group’s borrowings is shown In note 21{a).

The Group’s financial assets on which floating interest is recelvable include cash deposits and cash in hand of £313.3m (2016: £382.3m). As at 29 April
2017, the Group had no other financial assets on which fixed interest s recelvable [2016: ENil).

The Group does not account for any fixed rate financial assets and liabilities at fair value through profit or toss,
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Note 25 Financlal instruments {eontinued)
(c) Nature and extent of risks arising from financlal instruments (comtinued}

(i) Market 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 batances

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 29 April 2017 consume approximately 411m litres of diesel fuel per
annum. As 2 result, the Group's future profit and cash flows are exposed to mevements in the underlying price of fuel.

Tha Group's objective in managing commedity price risk is to reduce the risk that movements in fue| 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 ongoing fuel-hedging programme whereby
derivatives are ysed to fix or cap the variable unit cost of a percentage of anticipated fuel consumption. The Group’s exposure to commadity price risk
Is measured by guantifying the element of projected future fuel costs, after taking account of derivatives in place, which varies due to mavements in
fuel prices. Group Treasury is responsible for the processes for measuring and managing commaodity price risk.

The Group’s overall fuel costs include the impact of delivery margins, fuel taxes and fuel tax rehates. These elements of fuel costs are not managed as
part of Group Treasury’s commedity 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 &ach of its divisions. The
fuel derivatives hedge the underlying cammadity price risk {denominated in US$} and in the case of the UK Bus (regional operations) Division, the UK
Bus {Lendon) Division and the UK Rail Division, they #lso hedge the currency risk due to the commodity being priced in USS and the functional currency
of the divisions being pounds sterling.

At 29 April 2017 and 30 April 2015, the projected fuel costs {excluding premia payable on fuel derivatives, delivery margins, fuel taxes and fuel tax
tabates) for the next twelve months were:

2017 2016
Em £m
Costs subject to fuel swaps:
= UK Bus (regional operations) (64.0) (66.5])
= UK Bus (tendon} {5.1) {7.1}
- UKRall 14.2) 26.3)
- North America (17.9) (26.0)
(105.2) {125.9)

Costs not subject to fuel swaps:
~ UK Bus (regional operations) {a.3) {1.1)
— megabus Europe - {1.3)
—~ UK Bus {London) . {2.5) (4.5)
- UK Rail {10.6} {1.7}
~ North America (0.3} {4.6)

(23.2) {13.2)
Total {128.4} {139.1)

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 takle would change by the following:

2017 2016
£m £m
Costs not subject to fuel swaps:
— UK Bus [regional operations) - (0.1)
-~ megabus Europe - {0.1)
— UK Bus [London) {0.3} {0.49)
— UK Rall {1.0} {0.2)
— North America . (1.0} (©.5)
Decrease in projected profit before taxation {2.3} (1.3}
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Note 25 Financlal instruments (continued)
{c) Nature and extent of risks arlsing from financia) instruments {continued)

{i} Market risk (continued)
If all of the relevant fuel prices were 10% lower at the balance sheet date, the amounts would change by the following:

2017 2016
Em £m
Costs not subject to fuel swaps:
— UK Bus {regional operations) - 0.1
= megabus Eurape - 0.1
—~ UK Bus (London} 03 0.4
- UK Rall 10 0.2
- North America 10 0.5
23 1.3

Increase in projected profit before taxation

The revenue receivable under certain of the contracts that the Group has with customers Is subject to adjustment 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 he affected by movements 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 fts UK Rail Division where electricity is consumned 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
eiectricity consumption.

The Group's joint venture, Virgin Rall Graup, Is also exposed to changes In fuel and electricity prices and applies commodiy price risk management
strategies similar to those applied by the Group and explained above.

fii) Credit risk

Credit risk is the risk of financia! loss to the Group If a customer or counterparty to 2 financlal instrument fails to meet its contractus! obligations,
Cradit risk Is managed by a combination of Group Treasury and business unit management, and arises from cash and cash equlivalents, 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 averly 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 referance to published credit
ratings and the counterparty’s geographical location. The Group considers the risk of material loss in the avent of non-performance by a financial
counterparty to be low.

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 recelvables, 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 18.
The table below shows the financial assets exposed to credIt risk at the balance sheet date:

Gross impairment | Net exposure Gross Impairment | Net exposure
2017 2017 2017 2016 2016 2016
£m &m Em £m £m £m

Trade receivables 256.9 2.5} 254.4 2371 (2.5) 234.6
Loans, other receivables and accrued income 93.6 e 93.6 69.5 - 69.5
Cash and cash equivalents — pledged as collateral 18.6 - 18.6 186 - 13.6
Cash and cash equivalents — gther 294.7 - 294.7 363.7 - 363.7
Excluding derivative financial instruments 663.8 (2.5} 561.3 688.9 (2.5} 686.4
Derivatives used for hedging 14.3 - 14.3 6.6 - 6.6
Total expasure to credit risk 678.1 {2.5} §75.6 €95.5 {2.5) £93.0

The Group's exposure to credit risk is Influenced mainly by the individual characteristics of ach customer of tounterparty. The Group's largest credit
expasures are to the UK’s Department for Transport, Transport for London, and other government bodles and financlal 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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Note 25  Financlal instruments {continued)
{¢) Nature and extent of risks arising from financisl instruments (continued)
(i) Credit risk {continued)

The Group's total net exposure 1o credit risk by geographic reglon is analysed below: 2017 2016
£m £m
United Kingdom & Europe 628.8 644.6
North America 46,8 48.4
675.6 693.0
The Group's financial assets by currency are analysed below; 2017 2016
£m £m
Steriing & Euros 621.7 643.7
Us dollars 51.2 46.5
Canadian dollars 27 2.8
675.6 €693.0
The amount of financizl assets denominated in Euros included in the figures above is immaterial.
The following financial assets wera past due, but not impalred at the balance sheet date: 2017 2016
fm €m
Amounts 1 to 90 days overdue 100 4,7
Amounts 91 to 180 days overdue 1.2 0.8
Amounts 181 to 365 days overdue 13 08
Amounts more than 365 days overdus 0.5 2.0
133 B3

The Group does not hold any collateral in respect of Its credit risk exposures set out above {2016: £NH1) and has not taken possession of any collateral it
holds or called far other credit enhancements during the year ended 30 April 2016 {2016: ENR).

it} Liquidity risk

Liquidity risk is the risk that the Group wilt encounter difficulty in mesting its financial obligations as they fall due, The Group’s objective in managing
figuidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet Its liabilities when due, under bath normal and stressed
conditfons, without incurring unacceptable fosses or risking damage to the Group’s reputation.

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

As at 29 April 2017, the Group’s credit facilities were £1,130.5m (2016: £1,146.6m), £648.3m [2016: £686.5m} of which were utilised, including
utilisatlon for the issuance of bank guarantees, performance/seasan ticket bonds and letters of credit.

The Group had the followlng undrawn committed banking and uncommitted asset finance Facillties: 2017 2016
£m Em

Expiring within one year 160.3 189.9

Expiring beyond two years 3219 270.2

4822 460.1

Although there is an element of seasonality in the Group's bus and rall 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 commiitted facilitles. 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.
Tha Group has bank iines of credit arranged on a bi-lateral basis with a group of refationship banks which provide bank facilities for ganeral 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 29 April 2017 are analysed below:

Parf bonds, Available for  Awvailable for
Loans Buarantees non-tash cash
Facllity drawn etc drawn ytilisation onty drawings
Expiring in £m £m £m £m £m
MAIN GROUP FACILITIES .
- 2021 480.0 [121.8) {44.8) - 3134
- 2020 135.0 - (126.5) (2.5) 6.0
- 2018 141.1 - {122.1) {19.) -
- 2017 89.4 - (80.2) {9.2) -
845.5 {121.8) {373.6) (30,7} 3154
LOCAL & SHORT-TERM FACILITIES
- Various 281 ~ {13.7) - 14.4
8736 (121.8) {387.3) {30.7) 3338
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Note 25  Financial instruments {continued)

(<) Nature and extent of risks arising from financial instruments {continued)

fifi} Liquidity risk {comtinued)

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 29 April 2017 o T T ] Carrying | Contractual Less 1-2 2-5 More 1
amount cash flows |[thanlyear | vyears years than 5 years
£m £m £m £m £m £m

Non derivative financlal liabilities:

Unsecured bond issues {521.1) (688.0) {21.1) {21.1) {63.3} {582.5)
Finance lease liabilitles (46.5) {48.3) (11.7) (10.4) {26.2) -
Hire purchase liabilities {25.5) {26.1) (11.2) {5.5) 9.4) -
Loan nates payable {18.6) {18.6) {18.5) - - -
Trade and other payables {714.2) (714.2) {714.2) - - -
Bank loans {121.8) {121.9) {0.2) - {121.8) -

{1,447.7) {1,617.1) {776.9) (37.0) (220.7) (582.5)

Derivative financial liabWities:
Derivatives used for hedging (23.5) (23.5} (16.6) (3.0) (3.9) -

(1,471.2} {1,640.6} (793.5)  {(40.0} (224.6) (582.5)

As at 30 Aprll 2016 Carrying | Contractuai Less 1-2 z-5 More
amount cash flaws | than 1 year ] vyears years than 5 years
£m £m £m Em £m £rm

Non derivative financial liabilitles:
Unsecured bond Issues {506.1) (691.5} (20.5) (20.5) (61.4) {589.1)
Finance |ease liabilities [41.8) {43.5) (18.5} {7.4) (17.6) -
Hire purchase liabilities (35.0) {35.9) (17.2) {12.0) (.7 -
Loan notes payable {19.3) {19.3} {19.3} - - -
Trade and other payables (665.1) (665.1) {659.1} (6.0) - -
Bank ioans (189.6} {189.8) {0.2) - (189.8) -

{1,456.9) {1,645.1) {734.8) (45.9) {275.3) {589.1)

Derivative financial Habillties:
Derivatives used for hedging {60.8) (60.8) (41.3) (18.5) (1.0 -

{1,512.7 {1,705.9) [776.1) {64.4) (276.3) {589.1)

The “contractual cash flows” shown in the above tables are the contractual undiscounted cash flows under the relevant financlal instruments, Where
the contractual cash flows are variable hased on 3 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, forelgn exchange rate, interest rate or index as at the balance
sheet date. In determining the Interest eiement of contractual cash flows in cases where the Group has a cholce as to the langth of interest calculation
periods and the interest rate that applies varies with the period selected, the contractual cash flows have been calculated assuming the Group selects
the shortest avallable Interest calculation periods. Whare the holder of an instrument has a cholce of when to redeem, the amounts In the above
tables are an the assumption the holder redeems at the earilest 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 roliover date are shown and the principal Is shown as repayable at the

expiry date of the relevant facllity.
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Note 25 Financial instruments {continued}

{d) Accounting policies
The Group’s significant accounting policles and measurament bases in respect of financial instruments are disclosed in note 1,

{e) Collateral and restricted cash
Included within the cash and cash equivalents balance of £313.3m as at 28 April 2017 (2016: £382.3m) are E18.6m (2016: £18.6m) of cash balances
that have been pledged as collateral for liabilities as follows:

* £18.2m (2016: £18.2m) has been pledged by the Group as collateral for £18.2m {2016: £18.2m) of lean notes that are classified within current
llabilities: borrowings. The cash is held on deposit at Bank of Scatland. Bank of Stottand has guaranteed the Group’s obligations ta the holders of
the loan notes and to the extent that the Group fails to satisfy lts obligations under the loan notas, Bank of Scotland shall use the cash collateral to

satisfy such obligations,
+ £0.4m {2016: £0.4m) Is held In an escrow account In North America In retation to insurance claims.
The fair value of the financlal assets pledged as collateral is the same as their carrying value as at 29 April 2017 and 30 April 2016,

In addition, cash includes train operating company cash of £219,4m {2016: £283.1m) of which £68.Sm (2016: £103.1m) relates to South West Trains
and £28.3m (2016: £18.1m) is cash held by Virgin Trains East Coast that may only be used for innovation profects approved by the UK Department for
Transport. Under the terms of the franchise agreements, other than with the Department for Transport’s consent, train operating companles can only
distribute cash out of retained earnings and only to the extent they do not breach any franchise liquidity ratias.

{f) Defaults and breaches
The Group has not defaulted on any loans payable during the years ended 29 April 2017 and 30 April 2016 and no loans payable were In default as at
29 April 2017 and 30 Aprll 2016. The Group was In comgliance with alf bank [oan covenants as at 29 Aprit 2017 and as at 30 April 2016,

(g} Hedge accounting
A summary of the Group's current hedglng 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 fiow hadges - Cammodity price risk = Derivatives {commadity swaps)
Hedges of net investment in foreign operations « Foreign investment risk - Forelgn currency borrowings

Carrying volue ond foir value of derivative financial instruments
Derlvative financia! instrumments are classified on the balance sheet as follows:

2017 2016
£m £m
Non-current assets
Interest rate derivatives 2.0 18
Fuel derivatives 5.0 38
! 7.0 5.6
Current assets
Interest rate derivatives 1.2 -
Fuel derlvatives 6.1 10
7.3 19
Current lisbilities
Interest rate derfvatives {0.7) {1.1)
Fuel derivatives {15.9) (40.2)
(16,6} (41.3)
Non-current llabilities
Fuel derivatives {6.9) {19.5}
Total
Interest rate derivatives 15 Q7
Fuel derivatives {11.7) {54.9)
(9.2) (54.2)

The fair value of derivative financial instruments i equal to their carrying value, as shown In the above tabla,

Embedded derivatives
In accordance with LAS 39, Financial Instruments: Recognition and measurement, al! significant contracts to which the Group [s a party have been
reviewed for embedded derivatives. There were no embedded derlvatives as at 29 April 2017 {2016: None) which were separately accounted for,
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Note 25 Financlal Instruments {continued}
(g} Hedge accounting (continued)

Cash flow hedges - fuel
As noted previously, the Group 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:
2017 2016
£m £m
Fuel derivatives
Fair value at start of year (54.9) {37.2)
Changes in falr value during year taken to cash flow hedging reserve 17.6 {82.8)
Cash patd during the year 25.6 E5.1
Fair value at end of year 1.7} (54.9)
The fair value of the fuel derivatives split by maturity was as follows: Assets Liabifities
£m Em
As at 29 Aprii 2017
Within one year 6.1 {15.8)
1to 2 years 5.0 {3.0)
2to 3 years - {3.8)
More than 3 years - {0.1)
1.1 (22.8)
As at 30 April 2016
Within one year 1.0 [40.2)
1to 2 years 29 [18.5)
2 to 3 years 039 {0.8)
More than 3 years - [0.2)
4.8 159.71
The falr value of fuel derivatives is further analysed by currency and segment as follows: Nationa! quantity
of fuel covered
Fair value by detivatives
£m Millions of litres
As at 29 April 2017
Sterling denominated — UK Bus (regional operations) {6.6) 524.2
Sterling denominated = UK Bus [London) {1.2) 81.2
Steriing denominated — UK Rail {1.1) 164.0
US dollar denominated — North America ; {2.8) 1254
{11.7] 994.8
As at 30 April 2016
Sterling denominated — UK Bus (regional operations) {34.1) 6341
Sterling denominated — UK Bus {London) (4.5} 63.4
Sterking denominated — UK Rall {5.6} 183.1
s dollar denominated — North America (10.7} 152.4
(54.9) 1,033.0

Fair volue 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
US$150m Bonds in October 2012, the Group entered into a number of interest rate fair value 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 to December 2016. In
September 2015, following the issue of the Group’s £400m sterling nates, 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. Tash fiow hedges Fair volue hedges
2017 2016 2017 2016
£m Em £m £m

Interast rate derivatives

Fair value at start of year - {0.6) 0.7 {0.1)
Changes in fair value reflected in carrying value of hedged item - - 0.6 0.8

Changes in fair value during the year taken ta cash flow hedging reserve - (1.4} - -

Interest income on fair value hedges - - 03 03

Cash paid/{received} during the year - 2.0 0.9 {0.3)

- - 25 0.7

Fair value at end of year
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Note 25 Financial Instruments (continued)

{g) Hedge accounting {continued)

Fair value ond cosh flow hedges - interest fcontinued)
The fair value of the interest rate derivatives split by maturity as at 29 April 2017 was as follows: Assets Labllities

£m £m

As at 29 Aprll 2017

Within one year 1.2 {0.7)
1to 2 years 2.0 -
32 {0.7}
The fair value of the interest rate derivatives split by maturity as at 30 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)
All of the interest rate derivatives wers managed snd held centraily.
Cash flow hedging reserve
. interest Fuel
The movements In the cash flow hedging reserve were as follows: derlvatives derivatives Total
Em £m £m
Cash flow hedging reserve at 30 April 2015 {0.5) {26.3) {26.8)
Changes in fair value during the year taken to cash low hedging reserve (1.4} (82.8) {84.2)
Cash flow hedges reclassified and reported in profit for year 2.0 65.8 &7.8
Tan effect of cash fiow hedges {0.1) 3.0 2.9
Cash flow hedging reserve at 30 April 2016 - {40.3) {40.3)
Changas In fair value during the year taken to cash flow hedging reserve - 17.6 17.6
Cash flow hedges reclassified and reported in profit for year - 210 21.0
Tax effect of cash flow hedges - (7.3} (7.3
Cash flow hedging reserve at 29 April 2017 - {9.0) {9.0y
Cash flow hedging reserve before tax - (11.2) 111.2)
Tax to be credited to income statement in future periods - 2.2 2.2
- (9.0) {9.0)

Cash flow hedging reserve after tax

During the year ended 30 April 2015, the Group entered into interest rate derivatives as cash flow hedges. These derivatives were intended to hedge
against the variabllity of forecast future floating-rate interest payments on debt from December 20186, 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 derlvatives were cancelled following the new bond issue,

There have been no other instances during the year ended 29 April 2017 (2016: None) from & Group perspettive where a forecast transaction for
which hedge accounting had previously been used was no longer expected ta occur.

Hedge of foreign net investments
The Group's hedging of foreign net investments during the year ended 29 April 2017 is explalned on page 87.

The movements in the fair value of the US5150m 4.36% notes and US$ bank loans used as hedging Instruments in the year were as follows:

2017 2016
£m Em
US$ 4.36% notes
Falr value at start of year 102.4 97.6
Changes In falr value during the year 13,8 48
Falr value at end of year 115.9 102.4
USS$ bank loans
Fair value at start of year 54.6 521
Changes In fair value during the year 7.2 2.5
618 54.6

Falr value at end of year

The fair values of the nan-derivative hedging instruments shown above only take account of fair value movements arising from movements in foreign
exchange rates.
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Note 26 Share capital
The allotted, called-up and fully paid ardinary share capital was:

2017 2016
No. of shares Em No. of shares £m
Allotted, calied-up and fuily-paid T
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 capltal account shown above represents the aggragate nominal value of all ordinary shares In issue. This figure Includes
2,467,204 (2016: 1,885,887} ordInary shares held in treasury, which are treated as a deduction from equity in the Group's financlal statements. The
shares held In treasury do not qualify for dividends.

The Group operates two Employee Share Ownership Trusts; the Stagecoach Group Qualifying Employee Share Ownership Trust (YQUEST*) and the
Stagecoach Group Employee Benefit Trust ("EBT"). Shares heid by these trusts are treated as a deduction from equity in the Group's financial
statements, Other assets and liabilities of the trusts are consolidated in the Group's financial statements as if they were assets and liabilitias of the
Group. As at 29 April 2017, the QUEST held no {2016: 300,634} ordinary shares in the Company and the EBT held no {2016: none) ordinary shares in
the Company. The trusts have waived dividends on the shares they hold and therefore received no dividends during the year ended 29 April 2017
{2016 £NH). The trust deed for the EBT obligas the trustee to waive the right to any dividend on the shares unless and untll they are vested in an
individual. The trustee is confiemed not to be liable for any lost income as a result of that waiver. The QUEST deed requires the trustee ta waive any
dividends payable on the shares and the QUEST confirms that wakver within the deed, This can be reversed by a direction from the Company to the

trustee hut is atherwise ongoing.

Note 27 Share based payments

The Group operates a Buy as You Earn Scheme (“BAYE"), a Lang Term Incentive Pan ["LTIP*] and an Executive Participation Plan (“EPP*). The Directors’
remuneration repert in section 8 of this Annual Report gives further details of each of these arrangements,

As disclosed in note §, share based payment charges of £2.8m (2016: £2.8m} have been recognised in the income statement during the vear in relatlon
to the above schemes.

The following assumptlons were applied in accounting for awards under the LTIP scheme:

Grant date June Decembar June December June Detember June Oecember
2013 2013 2014 2014 2015 2015 2016 2016
Share price at time of grant/award (£} 31595 3.7200 3.8000 3.7920 4.1700 3.0470 2.2650 2.1100
Vesting period (years) 3 3 3 3 3 3 3 3
Optionfaward 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 2.94%  2.50% 2.70% 2.71% 2.72% 3.72% 5.44% 5.84%
Fair value per incentive Unit
at grant date (£) 0.90 1.06 2.60* 2.59* 2.85* 1.08* 1.55* 1.44°
Bespake Bespoke Bespoke Bespoke Baspake Bespoke Bespoke Bespoke
Option pricing model simulation  simulation simulation  simukation simulation simulation simulation simulation

*Ignoring non-market vesting conditions,

LTIP awards are based on Incentive Units. Ona Incentive Unit has a value equal to one of the Company’s ordinary shares but subject to performance
conditions. LTIP awards are not share options 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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Note 27 Share based payments {continued)

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 29 Aprit 2017 were as follows:

i Fairvalys per | Fair vlue per

{ Ouistanding | Awards granted Lapsed Dividends Outstanding LTIP unit at LTIP unit at TSR ranking

i atstart of year Ihyear Inyear in year atend of yew grant 19 April 2017 n Vesting cate
Award date ! {Incentive Units] | {Incantivn Units] | lincentive Units)] {Incentive Units} | {incentive Units) £ £ 29 April 2017**

i
27 June 2013 £69,920 - {865,920} - - 0.8987 - - 29 lune 2016
12 Dec 2013 722,837 - {750,034} 27,197 - 1.0574 - - 12 Bec 2016
26 June 2014 776,088 - [87,104) 44,279 733,263 2.5999¢ 1.1671* 204 28 June 2017
11 Dec 2014 766471 - (85,747} 43,728 724,452 1.5945* 1.1417* 217 11 Dec 2017
25 June 2015 145,474 - {78,803} 41534 709,205 2.3531* 1.1434* 216 25 lun 2018
10 Dec 2015 1,074,206 - [104,635) 51,264 1,020,855 2.0847* 1.1166* 33 10 Dec 2018
30 June 2016 - 1,565,751 {215,198) 88,001 1,438,554 1.5497* 1.1283* 25 30 Jun 2019
8 Dec 2016 - 1,718,354 (222,629} 30,790 1,526,515 1.4437°* 1.2517* 172 Dec 2019

4,954,996 3,234,105 (2,414,070} 327,813 5,152,544

*lgnaring nen-market based vesting condltions.
TSR ranking is based on the Group’s ranking of total shareholder returnin the FTSE 250 whereby 1 Is top of the comparator group. The TSR ranking is
calculated by Independent advisors.

Executive Participation Plan
Under the EPP, executives and senlor managers sacrifice part of their actual annual cash bonus and are awarded Deferred Shares with an inltial market
value approximately equal to the amount of bonus foregene. The movements in EPP Deferred Shares were as follows:

Outstanding | Awards granted Vested Lupsed Dividend. =] dl Expected total . Closing

ar start of year n year In year in year inyear at end of yaar value of award at | share price on

Awiard date [Daferred Shares) | {Deferred Shares) |iDeferred Shares)| (Deferred Shares) | (Deferred Shares) | {Deferred Shares} | Vesting date time of grant | date of gramt

£ E
17 June 2013 748,792 - {741,166} |7,626) - - 29 June 2016 2,189,350 31600
16 June 2014 679,739 - - {87,108) 37,092 629,723 28 June 2017 2,497.467 3,8100
25 June 2015 522,096 - - {61,670} 28,328 488,754 25 June 2048 2,165,756 41960
10 Dec 2015 26,597 - - - 1516 28,113 10 Dec 2018 79,993 29300
30 June 2016 - 1,203,239 - [122,138) 66,298 1,147,399 30 June 2019 2,725,336 23110
197,14 1,203,239 (741,166) [278,542) 133,234 1293989

Buy As You Earn Scheme

BAYE enables eligible employees to purchase shares (“partnership shares™) from thelr gross income. The Company provides two matching shares for
every share bought from the flrst £10 of each employae’s monthly investment, subject to a maxtmum Company centribution of shares to the value of
£20 per employee per menth. If the shares are held In trust for five years or more, no income Tax and National insurance will be payable. The
matching shares wilt be forfelted If the corresponding partnership shares are removed from trust within three years of award.

At 29 April 2017 there were 8,645 (2016: 9,578) participants in the BAYE scheme to which were attributed 7,387,315 (2016: 5,848,847) shares that
they purchased, 2,328,648 (2016: 1,831,550} matching shares that the Company contributed and 868,247 shares (2016; 458,081) in respect of notional
dividends. These amaunts exclide unattributed shares and any shares to be withdrawn because the employee has feft the Group or requested a
withdrawal,

Note 2B Reserves

A reconciliation of the movements in each reserve {s shown In the consolidated statement of changes in equity on page 77.

The balance of the share premium account represents the amounts received in excess of the nominal value of the ordinary shares offset by Issue costs,
bonus issues of shares and any transfer between reserves.

The bafance held in the retained earnings reserve is the accumulated retained profits of the Group. Cumulative goodwill of £113.8m (2016: £€113.8m)
has been written off against reserves in periods prior to 1 May 1998 in accordance with the UK accounting standards then in force and such goodwili wlll
remain eltminated against reserves,

The capltal redemnption reserve represents the cumulative par value of all shares bought back and cancelled.

Details of own shares held are given in note 26, The own shares reserve represents the cumuiative cost of shares in Stagecoach Group plc purchased in
the market and held In treasury and/or by the Group's two Employee Share Ownership Trusts offset by cumulative sales proceeds.

The transiation 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 foreign operations.

The cash flow hedging reserve records the portion of the gain or loss on a hedging instrument in a cash flow hedge that is determined to be an effective
hedge, The cumulative galn or loss is recycled ta the income statement to match the recognition of the hedged item thraugh the income statement,
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Note 29 Consolidated cash flows
{a) Recondiliation of operating profit to cash generated by operations

The aperating profit of Group companies reconciles to cash generated by operations as follows: 2017 2016
£m Em
Operating profit of Group companles 211 182,2
Intangikle asset expenses 16.8 15.8
Depreciation ’ 145.5 1322
Exceptional items 128.7 6.0
EBITDA of Group tompanies before exceptional items 3121 336.2
Cash effect of exceptional items @7 -
{Gain)/loss on dishosal of property, plant and equipment {a.3) 0.5
Equity-settled share based payment expense 19 22
Operating cashfiows before working capital movements 3050 33ge
Decrease/(increase) In inventories 2.7 {0.5}
Increase in receivables {59.8} {11.2}
Increase/{decreasa} in payables 16 (12,0}
Decrease in provisions 2.7} (16.2)
Differences between employer pansion contributions and pension expense in operating profit 45 4.7
Cash generated by operations 2523 302.7

(b} Reconciliation of net cash flow to movement in net debt

The decrease in cash and cash equivalents reconciles to the movement in net debt as follows: 2017 2016
Em £m
Decrease in cash and cash equlvagnts - T (72.3) (14.8)
Cash flow from movement in borrowings 1335 50.4
61.2 356
New hire purchase and finance leases {47.8) (22.3)
Foreign exchange movements 22,7 (7.6)
Other movements {0.3) (23.7)
Increase in net debt {10.1) {18.0)
Openling net debt {as defined in note 34) {399.3) (381.3)
Clasing net debt {as defined In note 34) {a09.4) {399.3)

{t) Analysis of net debt
For the purpase of this note, net debt is as defined in note 34, The analysls below further shows the other items classified as net borrowings In the

consolidated balance sheat,
Other/
New hire Foreign Charged to
purchass/ exthange ncome
Opening Cashflows [finance leases] maverents | stetement Closing
£m £m l Em £m £m £m
Cash 363.7 {72.3) - 33 - 294.7
Cash collateral {sea note 25(e)) 18.6 - - - - 186
Hire purchase and finance lease
obligations {76.8} 58.1 {a7.8) {5.5) - (72.0)
Bank loans and loan notes {208.8} 75.4 - (6.9) - {140.4)
Bonds {495.9) - - [13.6) (0.8} (510.3)
Net debt (399.3) 61.2 (47.8) {22.7) {0.8) {409.4)
Accrued interest on bonds {9.5) 1.3 - (0.2} {21.1} {9.5}
Effect of fair value hedges on carrying value of borrowings {0.7} - - - (0.6} {1.3}
Net borrowings (IFRS) (409.5) B2.5 (47.8) {22.9} {22.5) {420.2)

The cash amounts shown abave include term deposits as explaired in note 19 and cash held by train aperating companies as explained in notes 25/e)
and 30(iil}.

{d) Non cash transactions

The principal non cash transactions were the acquisition of property, plant 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 £56.6m (2016: £22.3m]. After taking account of deposits paid up front and other financing transactions, new hire
purchase and finance lease liabilities of £47.8m (2016: £22.3m) were recognised.
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Note 30 Contingencles

Contingent llabMities
{i) Ar2S April 2017, the following bonds and bank guarantees were in place relating to the Group's rail operations:

2017 2016

£m tm

Performance bonds backed by bank faclitles and/or insurance arrangements
- South West Tralns 40.3 40.2
- East Midlands Trains 15.0 15.0
- Virgin Trains East Coast 200 20.0
Season ticket bonds backed by bank facilities and/or insurance armﬁgemenu
— South West Trains 60,2 60.5
- East Midlands Trains 71 6.6
— Virgin Trains East Coast 4.8 4,6
Shareholder loan commitment backed by bank facilities

81.5 B2.5

— Virgin Tralns East Coast

These contingent liabilities are not expected to crystallise.

(i} The Group and fts joint venture, Virgin Rail Group Heldings 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 actess facilities, together with train lease and maintenance
arrangements.

{lil) Under UK Rail franchise agreements, the Group and its joint venture, Virgin Rafl Group Holdings Limfted, have agreed with the Department for
Transport annual amounts receivable or paysble in respect of the operation of rail franchises for future periods. Under these agreements, there is a

requirement to comply with a number of obligations, Failure to comply with these obligations would be a braach of the relevant franchise.

The Group has recorded 3 provision for an onersus contract in respect of its Virgin Trains East Coast franchise.

The Group assessed whether a provision far onerous cantracts is required in respect of its other rall franchises. The Group has detarmined that no
provision is necessary. The estimation of future financial performance and the discount rate involves a significant degree of judgement. Actual
resukts can differ from those assumed and there can be na absolute assurance that the assumptions used will hold true.

Under 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 enable it {but not require it} to terminate another of the franchises. The financlal effect on the Group of a
termination of one or more franchises would depend on which, If any, of the Group's contingent llabllitles that the Department for Transport sought
to call. As at 29 April 2017, the capital at risk of the Group in this respect was:

Virgin Trains South West East Midlands
East Coast Trains Trains Total
Em £m £m £m

Actual llabilities
Net intra-group amounts payable to train operators - 68.2 - 68.2
Contingent Kahilitles
Season ticket bonds 48 60.2 7.1 721
Perfarmance bonds 20.0 40.3 15.0 753
Parent company guarantees to suppliers 66 - 30 2.6
Undrawn committed loan facilities 107.5 20.0 318 159.3
Capital at risk as at 29 April 2017 1389 188.7 569 3845
Cash
Cash In traln oparating tampanies . B0.7 6B.5 90.2 219.4
Pro forma impact on net debt 199.6 257.2 147.1 603.9

Ta the extent that any of the above contingent llabllities in respect of Virgin Tralns East Coast crystallise the Group is contractually entitled to recover
10% of any such payment from Virgin Holdings Limited. The Group has cradit expasure to Virgin Holdings Limited in this regard.

Gther than in respect of the undrawn committed loan facility for Virgin Trains East Coast, we consider the likelihood of the contingent llabilities
crystaliising as being low. However, If all of tha contingent (iabilities had crystallised and the franchises terminated at 29 Apri} 2017, the Group would
have needed to have financed £384.5m (2016: £419.3m) and, subject to any amounts It recovered from Virgin Holdings Limited, fts gross debt would
have increased by this amount. in addition, some of the cash in the train operating companies would be transferred with the franchises,

There ls no recourse to the Group in respect of any liabilities or contingent liabilities of Virgin Rail Group.

Under the terms of the franchise agreements, other than with the UK Department for Transport’s consent, traln 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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Note 30 Contingendes (continued)
Contingent Habilities [continead)

(iv] The US Department of Justice and the New York Attorhey General (together, ‘the Government plaintiffs”} initiated litigation against Twin America
and its jolnt venture partners In 2012, The litigation alleged that the fermation of the Twin America joint venture in 2005 was anti-competitive, A
settlement was agreed with the US Department of Justica and the New York Attorney General's office, and has recelved court approval.

Related to the Twin America litigation involving the Group's North America Division, which we have set out in previous reports and which as noted in
our annual report for the year ended 30 April 2016 was settled, the Department of Justice investigated the conduet of company personnel In
tesponding to discovery obligations In the Investigation and litigation. The Group eo-operated with the investigation, which is no lenger ongoing, and

we do not anticipate any further action.
The Group and the Company are from tima to time party to other legal actions arising In the ordinary course of business, Liabilities have been

{v

-

recognised in the financial statements for the best estimate of the expenditure required to settie obligations arising under such legal actions, As at
29 April 2017, the accruals in the consolidated financial statements for such claims total £0.6m (2016: £0.1m) in addition to the amounts recognised
specifically in respect of the Twin America litigation noted n {iv) above. in additian, certain of the claims intended to be covered by the insurance
provisions {see note 23) are subject to or might beceme subject to litigation against the Group and/or the Company,

Note 31 Guaranteas and other financlal commitments

f{a) Capitai commitments

Contractual commitments for the acquisition of property, plant and equipment were as follows:
w017 2016
£m £m
Contracted for but not provided:
For delivery within one year 1152 141.7
{b}) Operating lease commitments
The following were the future minimum contractual lease payments due under unexpired operating leases as st 29 April 2017;
As at 29 April 2017 Buses & other
Land & road transportation Tralns & Plant &
buildings equipment rofling stock machinery Total
£m £m Em £m £m
Lease payments due in respect of:
Year ending 28 Aprll 2018 17.7 19.5 109.8 7.7 154.7
Year ending 27 April 2019 14.2 16.9 122.3 6.0 159.4
Year ending 2 May 2020 12,0 13 288.7 4.9 3169
Year ending 1 May 2021 10.3 7.0 3293 4.3 350.9
Year ending 30 April 2022 10.0 2.2 3291 40 3453
1 May 2022 and thereafter 311 0.1 309.5 3.6 344.3
953 57.0 1,488.7 305 1,671.5
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 B other
land & road transportation Trains & Plant &
buildings equipment rolling stock machinery Total
£m Em Em Em £m
Lease payments due in respect of:
Year ending 30 April 2017 19.7 17.2 2370 5.9 279.8
Year ending 30 April 2018 143 12.9 112.2 4.9 144.3
Year ending 30 April 2019 11.3 110 122.5 3.2 148.0
Year ending 3@ April 2020 9.3 6.1 2985 2.2 3141
Year ending 30 April 2021 8.8 2.3 329.2 18 342.1
1 May 2021 and thereafter 30.4 0.1 638.6 3.2 672.3
93.8 49.6 1,736.0 21.2 1.900.6 i

The amounts shown above do not include Network Rail charges, which are shown separately in note 31(c).
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Notes to the consolidated financial statements

Nate 31 Guarantees and other financial commitments (continued)

{c) Network Rall 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, unti| the expected end of the franchises or the end of the current Network Rall regulatory control period, if earller, under these contracts as

at 29 Aprii 2017 are as shown below.

2017

£m

Year ending 28 April 2013 47.3
Year ending 27 April 2019 53.7

101.0

Commitments for payments under these contracts as at 30 April 2016 were as follows: 2016

£m

Year ending 30 April 2017 88.2
Year ending 30 April 2018 45.4
Year ending 30 April 2019 51.0

185.5

{d} Joint ventures
Qur share of commitments and contingent liabilities in joint ventures shown below is based on the latest statutory financial statements of the relevant

companles:
2017 2016
£m Em
Annuzal commitments under non-cancellable operating leases 65.8 713
Franchise performance bonds 10.3 103
30 2.9

Season ticket bonds

Note 32 'fRelatad party transactions
Details of major related party transactions during the year ended 29 April 2017 are provided below, except for those relating to the remuneration of
the Directors and management.

(i) virgin Rall Group Holdings Limited

Two of the Group’s directors are nan-executive directors of the Group's joint venture, Virgin Rall Group Holdings Limited, During the year ended

29 April 2017, the Group earned fees of £60,000 {2016: £60,800) from Virgin Rail Group Holdings Limited in this regard. As at 29 April 2017, the Group
had £60,000 (2016: £60,000} receivable from Virgin Rail Group Holdings Uimited In respect of this. In addition, the Group net purchased ENil (2016:
£0.2m) from the group headed by Virgin Rail Group Holdings Limited, principally in respect of work undertaken on rail franchige bids, and had an
outstanding recelvable of £Nil as at 29 April 2017 {2016: £Nil} in this respect.

(] Woest Coast Trains Lim(ted

West Coast Trains Limited s a subsidiary of Virgin Rall Group Holdings Limited {see note 32{i}}. In the year ended 29 April 2017, East Midlands Trains
Limited {a subsidiary of the Group) had purchases totalling £0.2m (2016: £0.2m) from West Coast Trains Limited, and sales to West Coast Trains
Limited were immaterial (2016: £0.3m). The outstanding amounts payable as at 2% April 2017 and 30 April 2016 were immaterial. '

Buring the year ended 29 April 2017, South West Trains Limited (a subsidiary of the Group] sofd services of £0.3m (2016: £Nil} to West Coast Tralns Limited
and as at year-end had £NIl receivable in respect of this (2016: £Nil}.

(iif) Alexander Dennis Limtted

Sir Brian Souter [Chairman) and Ann Gloag {Non-Executive Director) collectively hald, via cbmpanies that they control, 55.1% (2016: 55.1%) of the
shares and voting rights in Alexander Dennls Limited. Noble Grossart Investments Uimited {of which Sir Ewan Brown {Non-Executive Director} Is a
director of Its holding company) controis a further 33,2% (2016: 33.2%} of the shares and voting rights of Alexander Dennis Limited. None of Sir Brlan
Souter, Ann Gloag or Sir Ewan Brown is a director of Alexandar Dennls Limited nor do they have any involvemnent In the management of Alexander
Dennis Limited. Furthermore, they de not participate in deciding on and negotiating the terms and conditions of transactions between the Group and
Alexander Dennis Limited. ,

For the year ended 29 April 2017, the Group purchased £75.2m [2016: £75.4m} of vehities from Alexander Dennis Limited and £9.4m (2016: £9.8m) of
spare parts and other services, As at 29 April 2017, the Group had £0.5m {2016: £1.0m} payable to Alexander Dennis Limited, along with outstanding
orders of £56.7m (2016: £96.0m}.

() Penslon Schemes
Details of contributions made to pension schemes are contained in note 24,
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Note 32 Related party transactions (continued}

v} Scottish Citylink Coaches Limited

A non interest bearing loan of £1,7m {2016; £1.7m) was due to the Group's joint venture, Scottish Citylink Coaches Limited, as at 29 April 2017, The Group
earned £18.2m in the year ended 29 April 2017 in respect of the operation of services subcontracted by Scottish Cltylink Coaches Limited (2016: £22.0m).
The Group also collected revenue of £19.3m on behalf of Scottish Citylink Coaches Limited in the year ended 23 April 2017 (2016: £18.6m}. As at 29 April
2017, the Group had a net £1.6m [2016: £0.5m) receivable from Scottish Citylink Coaches Limited, excluding the loan referred to above.

{vi] Twin America LLC

In the period from 1 May 2016 to 1S February 2017 (the date the Group disposed of its interest In Twin America LLC), the Group's joint venture, Twin
America LLC, sold travel of £2,3m (year ended 30 April 2016: £2.4m) for tour services operated by the Group. The commission received by Twin
America from the Group was not material. As at 29 April 2017, the Group had £Nil (30 April 2016: £0.2m] receivable from Twin America LLC In this

regard.

{vli} East Coast Main Lins Company Limited

The Group owns 90% and Virgin Holdings Limited owns 10% of the ordinary shares in Inter City Railways Limited, East Coast Main Line Campany
Limited is 100% owned by inter City Rallways Limited and enters into various arm’s length transactions with other Group companies. in the year ended
29 April 2017, other Group companies earned £19.2m [2016: £16.3m} from East Coast Maln Line Company Limited in respect of the provision of
certain services including traln malntenance and rall replacement bus services. Other Group companies had a net payable to East Coast Main Line
Company Limited of £4.5m as at 29 April 2017 {20186 £0.8m), which principally relates to VAT payments.

The ultimate parent company of the Group, Stagecoach Group plc, had an outstanding receivable of £57.5m as at 29 April 2017 {2016: £52.5m) In
respect of [oans to East Coast Main Line Company Limited. The interest receivable for the year ended 29 April 2017 was E1.8m (2016: £1.2m] and the
accrued interest outstanding as at 29 April 2017 was £1,5m {2016: £0.3m). Related to that, the Group had an cutstanding payable of £5.8m (2016:
£5.3m) in respect of a loan from Virgin Holdings Limited and accrued interest outstanding of £0.1m (2016: £0.1m).

In addition, in the year ended 29 April 2017, East Coast Main Line Company Limited purchased services amounting to £Nil (2016: £2.2m) from Virgin
Holdings Limited, Fhe Group had a payable balance of £Nil to Virgin Haldings Limited at 29 April 2017 in this respect (2016: £Nil),

Note 33 Post balance sheet avants
Details of the final dividend proposed are given in note 8.

Note 34 Definitlons

{a} Aiternative performance measures

The Group uses a number of alternative performance measures [n this document to help explain the financial performance and financial position of the
Group. More Information on the definition of these alternative performance measures and how they are caiculated Is provided below. All of the
alternative perfarmance measures explained below have been calculated consistently for the year ended 29 April 2¢17 and for comparative amaunts
shown in this docurnent for prior years.

Adjusted sarnings per shore

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.

kor the year ended 29 April 2017 and the comparative prior year, the numeratars for the calculations {l.c. the adjusted profit) are shown clearly on the
face of the consolidated income statement in the columns headed “performance pre intangibles and exceptional items”. The denominators for the
calculations (i.e. the weighted average number of shares in issue) and further detalls of the calculations are shown in note 9 to the consalidated
financial statements,

Like-for-like omounts

Like-for-like amounts are derived, on a constant currency basis, by comparing the relevant year-to-date amount with the equivalent prior year period
for those businesses and Individual operating units that have been part of the Group throughout both periods. Where the number of days differs
between the current and prior year periods, the prior year amount is nermalised for this when calculating like-for-like amounts.

Like-for-llke revenue growth for the year ended 29 April 2017 Is calculated by comparing the revenue for the current and comparative years, each
adjusted as described above. The revenue of aach segment 1s shown in note 2(a} to the financial statements. The reconciliation to the adjusted
revenue figures for the purposes of calculating like-for-like revenue growth is shown below:

Year ended 29 April 2017 Exclude
effect of Exclude effect
Reported buglhesses of forelgn Like-for-like
revenue acquired exchange revenue
UK Bus {regional operations) £m 1,015.7 (7.4) - 1,008.3
megakus Europe £m 20,2 - - 20.2
UK Bus {London) £m 263.4 - - 263.4
North America UsSm B32.3 - 0.3 632.6
UK Rail £m 2,160.7 - - 2,160.7
Year ended 30 April 2016 . Exclude
effect of Normalisation
Reported businesses for number of Like-for-like
revenue acquired days in year revenug
UK Bus (regional oparations) £m 1,032.8 {3.5) {5.6} 1,023.7
megabus Europe £m 184 - - 184
UK Bus (London} £m 267.1 - {1.5 2656
North America Ussm 647.7 - {1.5) 646.2
UK Rail £Em 2,129.1 - {11.1) 2,118.0
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Notes to the consolidated financial statements

Note 34  Definltions {continued)

{a) Alternative performance measures [continued)

Operating profit [or loss)

Operating profit {or loss) for 2 particular business unit ar division within the Group refers to profit (or loss) before net finance income/charges,
taxation, Intangible asset expenses, exceptional items and restructuring costs. The operating profit (or loss} for each segment is directly identifiable
fram note 2|bj of the financial statements.
Operating margin )
Operating margin for a particular business unit or division within the Group means operating profit {or loss} as a percentage of revenue. The revenue

and operating profit (or loss) for each segment is directly identifiable from notes 2(a) and 2(b) of the financial statements. The revenue, operating
profit (or loss} and operating margin (being operating prafit {or loss) as a percentage of revenue] for each segment are also shown on page 2 of this

Annual Report.

Pre-exceptional EBITDA
Pre-exceptional EBITDA is earnings before interest, taxatton, depreciation, Intangible asset expenses and exceptionsal tems.

A reconclliation of pre-exceptional EBITDA for the year ended 29 April 2017, and the comparative prior year, to the financial statements Is shown in
section 1.6.1.
EBITDA from Group companies before exceptional items

EBITDA from Group cornpanies before exceptional ems is earnings before interest, taxation, depreclation, intangible asset expenses and exceptional
items from Group companies {l.e. the parent company and all of its subsidiaries consolidated but excluding share of profit/{loss) from joint ventures).

EBITDA from Group companies before exceptional items is directly identifiable from note 29(a) of the financial statements.

Pre-exceptional net finance chorges
Pre-exceptional net finance charges are finance costs (excluding exceptional items) less finance income, each as shown on the face of the consolidated

income statement.

Gross debt

Grass debt is borrowings as reported on the consclidated balance sheet, adjusted to exclude accrued interest and the effect of fair value hedges on the
carrying value of borrowings.

The components of gross debt are shown in note 29(c) of the flnancial statements, which also reconclies net debt to the net borrowings (cash less
borrowings) shown on the face of the balance shest.

Net debt

Net debt {or net funds} is the net of cash/cash equivalents and gross debt [see above).

The companents of net debt are shown in note 29{c) to the financial statements, which alse reconciles net debt to the net borrowings (cash less
borrowings) shown on the face of the balance shest,

Net copital expenditure
Net capital expendlture Is the Impatt of purchases and sales of property, plant and equipment. its reconcitiation to the consolldated financial
statements is explained in section 1,6.6 of this Annual Report.

{b) Other definition
The following other definition Is also used In this document:

Exceptional ftems
Exceptional items means items which individually or, if of a similar type, in aggregate, need to be separately disclosed by virtue of their nature, size or
incidence in order to allow a proper understanding of the underlying financlal performance of the Group.
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12. Separate Financial Statements of the parent company,
Stagecoach Group plc

Company balance sheet
As at 29 April 2017

2017 2016
Notes £m £m
" ASSETS:
Non-current assets
Intangible assets 2 0.2 0.3
Property, plant and equipment 3 0.1 01
Investments 4 1,035.1 1,197.7
Derfvative instruments at fair value 8 7.0 4.5
1,042.4 1,202.6
Current assets
Other receivables s 5818 659.2
Deferred tax asset 7 12 0.9
Dertvative instruments at fair value ] 4.1 0.7
Cash and cash equivalents 355 18.1
622.6 6789
Tatal assets 1,665.0 1.881.5
LIABILITIES:
Current liabiitles
Trade and other pavables 6 {309.3) {350.3)
Derivative instruments at fair value ] {18.7) (38.5)
{326.0) (388.8)
Non-current liabllities
Dther payables 6 (642.9) (695.7}
Derivative Instruments at fair value 8 (6.9) {19.5}
Retirement benefit obligations 9 {7.1) {5.1}
{656.9) {720.3)
Total liabiiitles (982.9} (1.108.1)
Net assets 682.1 7724
EQUITY:
Ordinary share capital 10 3.2 3.2
Share premium account 11 24 84
Retained earnings 11 284.7 3723
Capital redemption reserve 11 422.8 422.8
Own shares 11 {32.0} (34,3)
Total equity 682.1 772.4

tn accordance with the concession granted under sectian 408 of the Companies Act 2006, the income statement and statement of comprehensive
income of the Company has not been separately presented in these financial statements. The loss of the Company was £22.4m (2016: £86.0m).

These financial statements were approved for issue by the Board of Directors on 28 June 2017, The accompanying notes form an integral part of this

balance sheet.
-

Martin A Griffiths Ross Paterson
Chief Executive Finance Director
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Company statement of changes in equity

Ordinary Share Capltal
share premium ] Retained | redemption Own Total
capital account earnings resgrve shares equity
£m £m £m £m £m Em

Balance st 30 April 2015 3.2 8.4 513.1 4228 {32.1) 920.4
Loss for the year and total comprehensive expense - - {86.0) - - {86.0)
Own ordinary shares purchased - - - - {2.2) (2.2}
Credit in relation to equity-settled shate based payments - - 22 - - 22
Dividends paid on ordinary shares = - {62.0} - - {62.0}
Balance at 30 April 2016 3.2 8.4 723 4228 (34.3) 724
Lass for the year and 1otal comprehensive expense - - {22.9) - - {22.4)
Qwn ordinary shares purchased - = - - (27 (2.7}
Credit in relation to equity-setiled share based payments - - 1.9 - - 19
Dividends paid on ordinary shares - - (67.1) - - (67.1)
Balpnce at 29 April 2017 3.2 B.4 84,7 422.8 (37.0) 682.1
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Notes to the Company financial statements

Note 1  Parent company accounting policies

These financial statements are presented in respect of Stagecoach Group plc. Stagecoach Group plc Is a public limited lability company limited by shares.
ft fs incarporated, domiciled and has jts registered office In Scotfand. its registered number ts 100762 and its registered address is 10 Dunkeld Road,
Perth, Perthshire, PH1 STW.

The Company financlal statements are prepared in accordance with Financial Reporting Standard 101 “Reduced Disclosure Framework” (*FRS 1017). The
Cornpany transitioned from UK Generally Accepted Accounting Practice (*UK GAAP®) to FRS101 for the year ended 30 Aprll 2016, The transition from 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 basls and under the historical cast accounting convention, as madified by the

revailuation of certain financial assets and financial lfabilities {Incfuding 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 2005 allowing it not to publish a separate
income statement and related notes. The Company has also taken advantage of the legal dispensation contalned in Sectlon 408 of the Companles Act
2006 allowing it not to publish a separate statement of other comprehensive income. The following exemptions from the requirements of IFRS have been

applied In the preparatien of these financial statements, in accordance with FRS 101:
« Paragraphs 45{b) and 46-52 of iFRS 2, ‘Shara-based payment’
* [FRS 7, ‘Financial Instruments: Disclosures’
* Paragraphs 10{d), 10{f] and 134-136 of IAS 1 'Presentation of financial statements’
* |AS 7, "Statement of cash flows’
+ Paragraphs 30 and 31 of IAS 8 ‘Accounting policies, changes in accounting estimates and errors’
+ Paragraph 17 of I1AS 24, "Relgted party disclosures’
+ The requirements in LAS 24, ‘Related party disclosures’ to disciose related party transactions entered into between two or more members of a
group
+ Intanglhle assets
{ntangible assets, consisting of software, are shown at their orlginal 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 tharged on a straight-line basis over their estimated useful economic lives, typically between 2 10 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,
s Property, plant and gquipment
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 Jess estimated residual value of each asset on a straight-line basis aver their estimated
useful lives, as follows:
1T and other equipment, furniture and fittings 3 1o 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 agalnst the higher of net realisable value and value i use.

*  Investments

Investments in subsidiary undertakings are stated at cost, less provision for impairment.

Where the Comparny 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 loans from other
Group coempanies), to the extent the borrowings hedge the equity investments, are dealt with in the income statement.

e Taxatlan
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 provided on taxable profit at the current rate applicable. Tax charges and credits are accounted for through the same primary
statement as the related pre-tax itemn,

Deferred income tax is provided In full, using the liability method, on temparary differences arising between the tax bases of assets and liabilities and
their carrying amounts [n the financial statements, Deferred income tax is measured at tax rates that are expected ta apply In pariods in which the
temporary differences reverse based on tax rates and law enacted or substantively enacted at the bafance 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 srising 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
Forelign 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 llabllities are retranslated into sterling at the rates of exchange ruling at the year-end. Any exchange differences so grising

are deait with through the income statement.
for the principal rates of exchange used see the Group accounting policies on page 83,
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Note 1  Parent company accounting palicies (continued)

¢ Share based payments

The Company Issues equity-settled and cash-settled share based payments to certain employees of Its subsidiary companies.

Share based payment awards made by the Company to employees of its subsidiary companies are recognised in the Company’s financial statements as
an Increase in Hs investments in subsidiary undertakings rather than as an expense in the income statement to the éxtent that the amount is not
recharged to each subisidiary company.

Eguity-setiled 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 (of as an increase In investments In subsidiary undertakings) over the vesting period. In valying equity-settled transactions,
ne account is taken of any aon-market based vesting conditions and no expense or Investment is recognlsed For awards that do not ultimately vest as &
result of a fallure to satisfy a non-market based vesting condition. None of the Company’s equity-settled transactions have any market hased
performance condlitions.

Fair value for equity-settied share based payments is determinable from the Company’s quoted share price at the time of the award.

At sach bafance sheet date, before vasting, the tumuiative 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 likelihood of achleving non-market based vesting conditions.

Cash-settled transactions

The cost of cash-settled transactions is measured at fair value. Fair value is estimated Inltially at the grant date and at each balance sheet date thereafter
untll the awards are settled, Market based performance conditions are taken into aczount when determining falr value. At each balance sheet date, the
liabifity recognised is based on the fair value of outstanding awards {ignoring non-market based vesting conditions) at the balance sheet date, the period
that fell prior to the balance sheet date and management’s estimate of the llkelihood and extent of non-market based vesting conditions being achieved.
Changes in the carrying amount of the lizbility are recognised in the income statement for the period. Fair vaiue for cash-settled share based payments
relating to the Long Term Incentive Plan is estimated by use of a simulation model,

Chofce of settleruent

The Company can choose to settle awards under the Long Term Incentive Plan in either cash or equity, althaugh 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 efther cash or aguity, although it currently expects to settle all such
awards in equity, The awards under the Plan can also be structured as defarred 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 financlal statements in the period in which they are approved by the Company’s shareholders, or In

the case of interim dividends, in the peried in which they are paid.

¢ Finandal instruments

Financial instrurments are accounted for in accordance with 1AS 32 *fFinanclal Instruments: Presentation”, IAS 39 “Financial instruments: Recognition
and measurement®, and {FRS 7 *Financial instruments: Disclosures” which is the same as the accounting policy for the Group. Therefore, for detalis of
the Company’s accounting policy for financial instruments refer to pages 85 to 87,

The Company hoids derlvative financial instruments that hedge financial risks of the Group as a whole and to which hadge accounting |5 applied in the
consolidated financial statements, However, these instruments are accounted in the Company financial statements at fair vafue through profit or loss.

* Investment in own shares
Qwn shares held by the Group’s Employee Benefit Trust and Qualifying Employee Share Qwnership Trust are treated #s 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 bearlng loans and borrowings

Borrowings are recognised initially as the proceeds received, net of transaction costs incurred. Barrowings are subsequently stated 2t amortised cost
using the effective interest rate method; any difference between proceeds (net of transaction costs) and the redemption value Is recognised in the
Income statement over the period of the borrowings. The carrying value of borrowings takes account of accrued interest, issue costs and the effect of

falr value hedges.

v Retirement benefit obligations
The Company has no employees and Is therefaore not liable for a share In any of the Group defined benefit schemes that are disclosed in note 24 to the

consolidated financial staterments. It does have unfunded tiabilities in respect of former employees and these are reflected in the bafance sheet.

Nota 2 intangible assets
The movements in intangible assets were as fallows: 2017
£m

Cost

At beginning and end of year a7

Actumuisted amordsation

At beginning of year 0.4)

Amortisation charged to Income statement {0.1)

At end of year {0.5)

Net baok value at beginning of year 0.3
0.2

Net book value at end of year
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Note3  Property, plant and equipment

The movements in property, plant and aguipment were a5 follows:
| £m |

Cost

At beginning of year 18
Additions a1
At end of year 1.9
Depreciation
At beginning of year . {1.7}
" Depreclation charged to income statement {0.2)
At end of year {1.8)
Net book value at beginning of year 0.1
Net book value at end of year 0.1
Noted  Investments
The movements in investments were as follows: Subsidlary
undertakings
. £m
Cost and net book value
At beginning of year 1,197.7
Disposals {185.9)
Additions 1.9
Foreign exchange movements 214
At end of year 1,035.1
Note 5  Other receivables
Other receivables were as follows:
2017 2016
£m £m
Current:
Amounts owed by Group undertakings 598.8 563.2
Less: provisior: for impairment (59.0} -
Amounts owed by Group undertakings — net 539.8 $631.2
Other receivables 4.9 95.8
Prepayments and accrued income 01 0.2
581.8 659.2

Of amounts owed by Group undertakings £46.3m (2016; £53.7m) accrue no interest and are repayable on demand. The remaining £552.5m (2016:
£509.5m) accrue interest at 6 month LIBOR plus margins ranging from 2.5% tc 3.5%. These are all repayable on demand.

Note 6 Payables

Trade and other payables were as follows: 2017 2016
Em Em
Current: T
Bank overdrafts 55.8 48.2
Loan notes 18.6 193
Amounts owed to Group undertakings 214.2 2701
Accruals and deferred income 13.3 74
Loan from non-conitrolling investor in substdiary 58 53
3093 350.3
Non-current:
Sterling 4.00% Notes 4052 4038
US Dollar 4.36% Notes 115.9 1023
Bank loans 121.8 189.6
6429 695.7

Of amounts owed te Group undertakings £150.8m (2016: £120.1m) accrue no interest and are repayabie on demand. The remaining £63.4m (2016:
€150.0m) accrue interest at 6 month LIBOR or bank rate plus 3 margin of 1.5%. These are all repayable on demand.
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Note &  Payables {continued)

017 2016
Borrowings are repayable as follows; e .
On demand or within 1 year
Bank overdraft 56.8 48.2
Loan notes 18.6 193
Repayable after 2 years, but within 5 years
Bank loans 121.8 189.6
Repayable after 5 years
US Dollar 4.36% Notes 115.9 102.3
Sterling 4.00% Notes 405.2 £03.8
Total borrowings 718.3 763.2
Note 7  Deferred tax
The movement in the deferred tax asset during the year was as follows: . 017 2016
Em £m
At beginning of year 0.9 08
Credit to the income staternent a3 01
At end of year 12 0.9
Deferred taxation is calculated as follows:
2017 2016
tm £m
Pension temporary differences 12 0.9
Short-term timing differences {0.1 -
Accelerated capital sllowances 0.1 -
At the end of year 1.2 0.9
Note 8 Financial instruments
The fair values of derivative financial Instruments are set out below: 2017 2016
£m £im
Non-current assets
Interest rate derivatives 2.0 18
Fuel derivatives 5.0 2.7
7.0 45
Current assets
Interest rate derivatives 1.2 -
Fuel derivatives 29 0.7
4.1 0.7
Current Habilities
Interest rate derlvatives 10.7) (1.1)
Fuel derivatives {16.0) {37.4)
{26.7} {38.5}
Non-current lHabilitles
Fue! derlvatives 16.9) {19.5

In accordance with 1AS 39, “Financlal instruments: Recognition and measurement”, the Company has reviewed all significant contracts for embedded
derivatives that are required to be separately accounted for. No such embedded derivatives ware Identified {2016: None).

There were no derivativas outstanding at the balance sheet date designated as bedges.

Mote 9 Retirement benefit obligations

2017 2016
£m £m
Retirement benefit obligations 7.1 51

The Company no longer has any employees but has unfunded retirement benefit liabllities in respect of former employees which are shown above. See
note 24 to the consolldated finandial statements for more details on retirement benefits.
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Note 10 Share capital
Information on share capital is provided in note 26 to the consolidated financlal statements.

Note 11 Equity reserves

The loss of £22.4m (2016: loss of £86.0m) shown in the statement of changes In equity is consolidated in the resufts of the Group. Details of dividends
paid, declared and proposed durlng the year are given in note B to the consolidated financial statements.

The retained earnings are distributable but the ather components of equity shown In the statement of changes in equity are not distributable.

Tha remuneration of the Directors is bomne by other Group companies and is detailed in section 8 of this Annual Report. The remuneratlion of the
auditors is shawn in note 3 to the consoiidated financlal statements.

Note 12 Share based payments

For details of share based payment awards and fair values see note 27 to the consclidated financlal statements, The Company accounts far the equity-
settled share based payment charge for the year of £1.9m {2016: £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 (2016: Nil) and all 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 £0.6m
(2016: £1.2m credit) by recarding an adjustment to the liabllity for this amount and recording 2 conesponding entry as a charge through the profit and
loss account. The cash-settled share based payment charge Is recharged in full to subsidlary companies and the recharge income and related expense
are hoth included in the income statement.

Note 13  Guarantees, other financial commitments and cantingent liabilities

{a) The Company has provided guaranteas to third parties of £283.7m (2016: £252.7m) in respect of subsidiary companies’ liabilitles. The liabllitles
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 £342.4m (2016: £292.1m} In respect of contingent liabilities that are neither
in¢luded in the consalidated balance sheet nor the Company balance sheet.
The Company is also party to cross-guarantees whershy the bank overdrafts and Value Added Tax llabilities of it and certain of its subsidlaries are
cross-guaranteed by it and all of the relevant subsidisries,
None af the above contingent liabilities of the Campany are expected to crystallise.
The Company may be found to be llable for some of the legal Ilabilities referred to In note 30{v) to the consolidated financial statements.

(b) Capltal commitments
Capital commitments {where the Company has contracted to acquire assets on behaif of its subsidiaries) are as follows:
2017 2016
Em £m
Contracted for but nat provided:
For delivery in one year 67.8 99,1

(c} Operating lease commitments
The following were the future minimum contractual lease payments due under unexpired operating leasas as at 29 Aprii 2017:

Land and buildings Other Tatal
As a3t 29 April 2017 £m £m fm
Lease payments In respect of:
Year ending 28 April 2018 0.1 0.1 0.2
Year ending 27 April 2019 0.1 0.1 0.2
Year ending 2 May 2020 0.1 0.1 0.2
Year ending 1 May 2021 0.1 - 0.1
Year ending 30 April 2022 0.1 - 01
1 May 2022 and thereafter 0.2 - 0.2
0.7 03 1.0

The following were the future minimum contractual leass payments due under unexpired operating leases as at 30 April 2016:

Land and bulldings Other Total
As 2t 30 April 2016 £m Em £m
Lease payments in respect of:
Year ending 30 Aprii 2017 0.1 0.t 0.2
Year ending 30 April 2018 0.1 01 Q.2
Year ending 30 April 2019 0.1 0.1 a.2
Year ending 30 April 2020 0.1 01 0.2
Year ending 30 April 2021 0.1 - 0.1
1 May 2021 and thereafter 03 - 03
0.8 0.4 12
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Nete 14  Related party transactions
The Company has taken advantage of the exemption under FRS 102 from disclosing related party transactions entered into between twe or more

mermnbers of a group. Related party disclosures provided by the Group can be found in note 32 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 transitiened to FR5 101

In preparing the financial statements for the year ended 30 April 2016, the Company started from an apening balance sheet as at 1 May 2014, the
Company's date of transition to FRS 101, and made those changes in accounting policies and other restatements required for the flrst 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 financlal statements for the year ended 30 April 2015.

On transition to FRS 101, the Campany has applied the requirements of paragraphs 6-33 of IFRS 1 “First time adoption of International Financlal

Reporting Standards”.

Restatement required on transition from UK GAAP to FRS 101

Reclassification of saftware assets
Under previously Issued UK GAAP, software development costs were caphtalised as tanglble assets. Under FRS 101, these costs meet the criteria for

capitallsation as intangible asssts under JAS 38 "Intangible Assets” and as such have been reclassified from tangible assets to intanglble 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 {2016: nane) employees. The Company’s directors and some other head office personnel are @amployed by a subsidiary company,

Stagecoach Holdings Umited.
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13. Subsidiary and related undertakings

The Company owns the fallowing subsidiary and related 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

l Country of registration l Class of shares/other interest

Registered office address

3329003 Canada Inc
3376249 Canada Inc

349 First Street Urban Renewal
Corporation

4216849 Canada Inc
A1l Service Limited

AA Buses Limited

Aberdare Bus Company Limited
All West Coachlines Inc

Amari¢an Coach Lines of Atlanta lnc
American New York Tours Corporation
American Tour Connection Inc

Attanta Airport Shuttfe Inc

BE&B Bus Company Inc

Barclay Airport Service Inc

Barclay Transportation Services Ing

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 Mator Transit tne

CAM Leasing LLC

Cambus Limited
Cape Transit Corporation

Central Cab Company Inc

Central Charters & Tours Inc

Central Jersey Transit Inc

Century Airline Services (nc
Cheltenham and Gloucester Omnibus

Carnpany Limited

Cheltenham District Traction
Company Limited

Chenango Valtey Bus Lines Inc

Chesterfield Transport {1383) Limited
Chesterfield Transport €8T

Canady
Canada

United States

Canada
Scotland

Scatiand

England
United States

United States
United States
non-veting

United States
United States
United States
United States

United 5tates

Engfand
Scotland

England
England

Engfand
England
United States

United States

England
United States

United States
United States
United States
Canada |
England
England
United States

England
England

& Shares

Common shares and Dividend

Access shares
Common $tock

Comman stock
Guarantor

Ordinary shares

QOrdinary shares
Common Steck

Cornmon Stock

Cormon A and Comman B

Common stack
Cammon stack
Common stock
Cammeon stock
Common stock

QOrdinary shares
Ordinary shares

Ordinary shares

Ordinary shares and
Ordinary-A shares

Ordinary shares
Ordinary shares
Comimon stock

LLC Units

Ordinary shares
Common stock

Common stock
Comrhon stock
Common stock

Common stock

Crdinary and Preference shares

Qrdinary shares
Commen stock

Ordinary shares
Ordinary shares

5550 Monk Bivd, Montreal, QC H4C 3RS

66 Wellington Street West, Ste 4100,
Toronto ON MSK 187 Canada

820 Bear Tavern Road, West Trenton,
N} 08628

5550 Monk Bivd, Montreal, QC H4C 3RS

10 Dunkeld Road, Parth, Perthshire,
PH1 5TW

10 Dunkeld Road, Perth, Perthshire,
PH1 5TW

Daw Bank, Stockport, Cheshire, SK3 0DU

1999 Bryan Street, Suite 900, Dallas,
TX 75201-4234,

1999 Bryan Street, Suite 900, Dallas,
TX 752014234,

111 Eighth Avenus, 13th Hoor,
New York, NY 10011

820 Bear Tavern Road, West Trenton,
NI 08628

1201 Peachtree Street, NE, Atlanta,
GA 30361

820 Bear Tavern Road, West Trenton,
N} 08628

820 Bear Tavern Road, West Trénton,
NI 08628

H20 Bear Tavern Road, West Trenton,
N} Q8628

Daw Bank, Stockpert, Cheshire, $K3 00U

10 Dunkeld Road, Parth, Perthshire,
PHL 5TW

Daw Bank, Stockport, Cheshire, SK3 QDU
Daw Bank, Stockport, Cheshire, SK3 0DU

Daw Bank, Stockport, Cheshire, SK3 0DU
Daw Bank, Stockport, Cheshire, SK3 QDU

116 Plne Street, Suite 320, Harrisburg,
PA 17101

1209 Orange $treet, Wilmington,
DE 13801

Daw Barik, Stockport, Cheshire, 5K3 0DU

820 Bear Tavern Road, west Trenton,
N) 08628

116 Pine Street, Suite 320, Harrishurg,
PA 17101

116 Pine Street, Suite 320, Harrishurg,
PA 17101

820 Bear Tavern Road, West Trenton,
N} 08628

66 Waellington Straet West, Ste 4100,
Teronto ON MSK 187 Canada

Daw Bank, Stockport, Cheshire, 5K3 00U
Daw Bank, Stackport, Cheshire, 5K3 0DU

111 Eighth Avenue, 13th Floor,
New York, NY 10011

Daw Bank, Stockport, Cheshire, SK3 0bU
Daw Bank, Stockport, Cheshire, 5K3 0DU
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Country of registeation | Class of shares/other interest ' Rugistered office address

Company
Chesterfield Transport Limited England Ordinary shares Daw Bank, Stackport, Cheshire, SK3 00U
Chesterfield Transport PST Limited England Qrdinary shares Daw Bank, Stockport, Cheshire, $K3 00U
Cisko Bus Company United States Comman stock 820 Bear Tavern Road, West Trenton,
NJ 08628
Cleveland Transit Limited England Ordinary shares Daw Bank, Steckport, Cheshire, $K3 80U
Cleveiand Transit Trustee (Ne. 1) Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 00U
Clintors Avenue Bus Company Unitad States Common stock 820 Bear Tavern Road, West Trenton,
) NJ 08628
Coach Leasing Inc United States Common stock 208 South LaSalle Street, Suite 814,
Chicago, IL 50604
Coach USA Administration nc United States Common stock 701 5. Carson Ste 200, Carson City NV 89701
Coach USA inc United States Cammon stack 1209 Grange Street, Wilmington, OF 19801
Coach USA Investment Inc United States Common stock 1209 Orange Street, Wilmington, DE 19801
Coach USA MBTLLC United States L4C Units 1208 Orange Street, Wilmington, DE 19801
Caach LISA Tours - Les Vegas Inc United States Common stock 701 5. Carson Ste 200, Carson City Nv 89701
Colonial Coach Corporation United Statas Common stock $20 Bear Tavern Road, West Trenton,
NI 08628
Commodore Tours Inc United States Common stock 820 Bear Tavern Road, West Trentan,
N 08628
Community Bus Lines Inc United States Common stock 820 Baar Tavern Road, West Trenton,
Ni0B628 '
Community Coach Inc United States Common stack 820 Bear Tavern Road, West Trenton,
NJ 08628
Community Tours Inc United States Comman stock 820 Bear Tavern Road, West Trenton,
' NJ 08628
Community Transh Lines inc United States Common stock 820 Bear Tavern Road, West Trenton,
NJ 0BG28
Community Transportation Inc United States Common stock 820 Bear Tavern Road, West Trenton,
NJ 0B628
County Wide Travel Limited England Ordénary shares Daw Bank, Stackport, Cheshire, SK3 0DU
Cumberland Mator Services Limited England Ordinary shares Daw Bank, Stockport, Cheshire, $K3 0DU
'| Davon General Umited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 00U
Dillon's Bus Service Inc United States Common stock 1209 Orange Street, Wilmington, DE 19801
Douglas 8raund Investments Limited Canada Class A, Conwnoen and preference 66 Wellington Street West, Ste 4100,
shares Toronto ON MSK 187 Canada
Dragon Bus LLC United States LLC Units 1209 Orange Street, Wilmington, DE 19801
E&A Bus Company United States Common stock 820 Bear Tavern Road, West Trentan,
Ni 08628
East Coast Mainline Campany Limited {50%} England Ordinary shares Friars Bridge Court, 41-45 Blackfriars Road,
London, SE1 8NZ
East Kent Coaches Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 ODU
East Kent Road Car Cumpany Umited England Ordinary shares Daw Bank, Stackport, Cheshire, $K3 0DU
East London Bus and Coach Company Limited England Ordinaty shares Daw Bank, Stockport, Cheshire, 5k3 aDU
East London Bus Group Property
Investments Limited England Ordinary shares Daw Bank, Stockport, Cheshire, 5¥3 0DU
East London Bus Limited England Ordinary shares Daw Bank, Stockport, Cheshire, 5%3 0DU
East Midlands Trains Limited England Ordinary shares Friars Bridge Court, 41-45 Blackfriars Road,
London, SE1 8NZ
€35t Midlands Transport Information England Ordinary shares cfe Stagecoach Lincolnshire, PO Box 15,
Service Limited (28%} Deacon Road, Lincaln, Lincolnshire, LN2 418
Elizabeth Bus Company United States Common stack 820 Bear Tavern Road, West Trentan,
NJ 08628
ELKO Inc Unitad States Common stock 1908 Thomes Ave, Cheyenne,
WY 82001-3527
Fife Scottish Omnibuses Limited Scotland Ordinary shares 10 Dunkeld Road, Perth, Perthshire,
PH1 5TW
Fleet Buzz Limited England OMInarthars Daw 8ank, Stockport, Cheshire, 5K3 0DU
Formia Limited England Ordinary shares Daw Bank, Stackport, Cheshire, 5k3 0DU
Frenchwood Holdings Limited England Ordinary shares Daw Bank, Stockport, Cheshire, Sk3 0DU

page 144 | Stagecosch Group plc




Company ] Country of registration | Class of shares/other interest | Registered office address
Friedman Transportation fnc United States Caommoan stock 820 Bear Tavern Road, West Treaton,
NI 08628
G&G Travel Limited England Ordinary shares Daw Bank, Stockpart, Cheshire, $¥3 000
Gad About Tours Inc United States Common stock 1300 East Ninth Street, Cleveland,
Oh 44114
Genetic Helding Inc United States Common stock 7770 E. Arapahoe Road, Sulte 220,
Centennial, CO 80112
Gilsam Bus Company Inc United States Common stock 820 Bear Tavern Road, West Trenton,
NI 68628
GL Bus Lines inc United States Common stack 111 £ighth Avenue, 13th Floor, New York,
NY 16011
Glenvale Transport Limited England Qrdinary shares Daw Bank, Stockport, Cheshire, $K3 0DU
Glossopdale Bus Company Umited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 0DU
GM Buses South (EBT) Uimited England Ordinary shares Oaw Bartk, Stackport, Cheshire, SK3 00U
Go ‘West Travel Limited England Ordinary shares Daw Bank, Stockport, Cheshire, $X3 0DU
Gray Line Air Shuttle Inc United Statas Class A and Class B stack 820 Bear Tavern Road, West Trenton,
NJ 08628
Greater Manchester Buses South Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 DU
Greater Manchester Buses West Limited Engtand Ordinary shares Daw Bank, Stockport, Cheshire, SK3 0DU
Grimsby Cleethorpes Transport Company limited  England Ordinary shares Daw Bank, Stockport, Cheshire, $K3 ODU
Halliday-HartleTravel {19838) Limited England QOrdinary shares Daw Bank, Stackport, Cheshire, 543 0DU
HAML Corporation United States LCommon stock €20 Bear Tavern Road, West Trenton,
NJ 08628
Hartlepool Transport (1993} Limited England Ordinary B and Preference shares Daw Bank, Stockport, Cheshire, SK3 0DU
Hartlepool Transport Limited England Ordinary shares Daw Bank, Stockport, Cheshire, $K3 00U
Hastings and District Transport Limited England Ordinary shares Daw Bank, Stodkport, Cheshire, 5K3 0DU
High Adventure Tours Inc United States Common stock 111 Eighth Avenue, 13th Floor, New York,
NY 10011
Highland Country Buses Limited Scotland Ordinary shares 10 Dunkeld Road, Perth, Ferthshire,
PH1 5TW
Hudson Transit Corparatien United States Common stock 111 Eighth Avenue, 13th Floor, New York,
Ny 10011
Hudson Transit Lines Inc United States Common stock 1209 Orange Street, Wilmington, DE 19801
Independent Bus Company Inc United States Cammon stock 820 Bmar Tavem Road, West Trenton,
NJ 08628
Inter City Rallways Limited {90%) England A Shares Friars Bridge Court, 41-45 Blackfriars Road,
Londan, SE1 8NZ
International Bus Services Inc United States Common stock 111 Eighth Avenue, 13th Flaor, New York,
NY 10011
&) Bus Company United States Common stock 820 Bear Tavern Road, West Trenton,
NI 08628
J8J Transit Inc United States Common stock 820 Bear Tavern Road, West Trenton,
NJ DBE28
8L Bus Company United States Commeon stock 820 Bear Tavern Road, West Trenton,
NJ 08628
JW Coaches Limited Scotland Ordlnary shares 10 Dunkeld Road, Perth, Perthshire,
PH1 5TW
Kaunas Bus Company United States Commaon stock 820 Bear Tavern Road, West Trenton,
NJ 08628
Keeshin Charter Service (nc United States Commaon stack 208 South LaSalle Street, Suite 814,
Chicagg, iL 60604
Kerrville Bus Company United States Comman stock 1999 Bryan Street, Suite 900, Dallas,
TX 75201-4234,
KHCT [ESCP} Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 0DU
KHCT (Holdings} Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 QDU
KILT of CT Inc United States Class A and Class B Commen stock One Corporate Center, Floor 11, Hartford,
CT 06103-3220
Mini Coach of Boston Inc United States Common stock 155 Federal Street, Suite 700, 8oston,
MA 02110
KILT of Rl Inc (previously Bonanza Bus Lines) United States Common stock 10 Weybosset Street, Pravidence, RI 02903
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Company | Country of registration I Class of shares/athar interest I Registered offica addrass
Kingston Upon Hull City Transpart Limited England Ordinary shares Daw Bank, Stackport, Cheshire, SK3 0DU
{akefront Lines Inc United States Common stack 818 West Seventh Street, Suite 930,

Los Angeles, CA 80017
Landyfines Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 0DU
Leisura Time Tours United States Common stock 820 Bear Tavern Road, West Trenton,

Nj 08628
Lenzner Tours Inc United States Common stock 116 Pine Street, Suite 320, Harrlsburg,

PA 17101
Lenzner Tours, Ltd United States Partnership interest 116 Pine Street, Suite 320, Harrisburg,

PA 17101
Lenzner Transit Inc United States Common stock 116 Pine Street, Suite 320, Harrisburg,

PA 17101
{enzner Transportation Group Inc United States Common steck 701 5. Carson Ste 200, Carson Clty NV 89701
LER Transportation Company United States Common stock 820 Bear Tavern Road, West Trenton,

N} 08628
{fherty Bell Taxi Company Inc Linited States Common stock 818 West Seventh Street, Suite 930,

Los Angeles, CA 90017
{imousine Rental Service Inc United States Common stock 820 Bear Tavern Road, West Trenton,

NJ 0B&28
Lincoln City Transpart Limited England Ordinary shares Daw Bank, Stockport, Cheshire, 5K3 00U
Lincolnshire Road Car Company Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 0DU
M&J Bus Company United States Carmmon stock 820 Bear Tavern Road, West Trenton,

NJ 0B628
Massachusetts Bay Transportation Services LLC  United States LLC Unlts 1209 Orange Street, Wilmington, OE 19301
Meadowlends Transit In¢ United States Common stock B20 Bear Tavern Road, West Trenton,

NJ 08628
Megabus Acquisition LLC United States LLC Units 1209 Orange Street, Wilmington, DE 19801
Megabus Northeast LLC United States LLC Units 1209 Orange Street, Wilmington, DE 19801
Megabus Philadelphia LLC United States LLC Units 1208 Orange Street, Wilmington, DE 19801
Megabus Southeast LLC United States LLC Units 1209 Orange Street, Wimington, DE 19801
Megabus Southwest LLC United States LLC Units 450 Veterans Memorial Parkway, Suite 7A,

East Providence, Rl 02914
Megabus USA LLC United States LLC Units 1209 Orange Street, Wilmington, OF 19801
Megabus West ELC United States LLC Units 5601 South 59th Street, Lincoln, NE 68516
Planet Coach BVBA Belgium Ordinary shares Koningsstraat 97, 2000 Brussel
hegabus.com Europe Umited England Ordinary shares Daw Bank, Stockpert, Cheshire, 53 0DU
Megabus.com GmbH Germany Ordinary shares Otro-Lillenthal Ring 3, B3622, Faldkirchen,

Munchen
Megahus.com 5A5 France Ordinary shares 34 Avenue des Champs Elysees, 75008, Paris
Megabus.com SRL Italy Ordinary shares Plazza delia Stazione n.2, Commune di

Firenze
Megabus.com (UK} Limited England Qrdinary shares Daw Bank, Stackport, Cheshire, SK3 0DU
Magacity Limited {35%) Scotland Ordinary shares Buchanan Bus Station, Killermont Street,

Glasgow, G2 INP
Midland Red (5outh) Limited England Ordinary shares Daw Bank, Stockpart, Cheshire, SK3 00U
Midtown Bus Terminal New York in¢ United States Comman stock 111 Eighth Avenue, 13th Floor, New York,

NY 10011
Minsal Bus Company Inc United States Common $tock 820 Bear Tavern Road, West Trenton,

N] 08628
Mister Sparkle Inc Unitad States Common stock 820 Bear Tavern Road, West Trenton,

NJ 08528
Mountaineer Coach e United States Comman stack 116 Pine Street, Suite 320, Harrisburg,

PA 17101
New Delaware Coach in¢ United States Common stock 1209 Orange Streat, Wilmington, DE 19801
New York Splash Tours (ne LLC United States LLC Units 1209 Orange Street, Wilmington, DE 19801
Niagara Scenic Bus Uines Inc United States Commaon steck 111 Eighth Avenue, 13th Floor, New York,

NY 10011
Nicecon Limited {50%] Scotland Ordinary shares 395 King Street, Aberdeen, AB24 SRP
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RE&W Inc

R&W Transit inc

Red and Tan Charter inc

Red and Tan Enterprises Inc

Red and Tan Tours In¢

Red and Tan Transportation Systems Inc
Red and Tan Unlimited inc

Red and White Services Limited
Rhonda Buses Umited
fhondda valley Buses Limited
Ribble Motor Services Limited
foad Runner Tours inc

Rockland Coaches inc
Rockiand Transit Corporation
Reute 17 North Realty LLC
RTi Stagecoach Limited *
Sam Van Galder Inc

Schoohus Limited

United States

United Statas

United States

United States

United States

United States

United States

England
England
England
England
United States

United States

United States

United States

England

Unitad States

Scotiand

Cormmon stack
Common stock
Common stock
Common stock
Common stock
Common stock
Common stock

Ordinary shares
Ordinary shares
Ordinary shares
Ordinary shares
Common stock

Commeon stock

Commen stack

LLC Units

Ordinary-A shares, Ordinary-B shares
and Preference shares

A and B Common stack

Ortiinary shares

Company Country of registration | Class of shares/other interest Registered office address
North Shore Dispatch Inc United 5States Common stock 818 West Seventh Street, Sulte 930,
Los Angeles, CA 50017
Olympia Trails Bus Company inc United States Commen stock 820 Bear Tavern Road, West Trenton,
NJ 08628
Orange, Newark, Elizabeth Bus inc United States Common stock 820 Bear Tavern Road, West Trenton,
NJ 08628
P. Phythian and Son Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 0DU
Paclfic Coast Sightseeing Tours and Charters Inc  United States Common stock 1200 South Pine Island Road, Plantation,
FL 33324
Paramus Northeast Mgt Co. LLC United States LLC Units 820 Bear Tavern Road, West Trenton,
NJ 08628
Parfitts Matar Services Limited England Ordinary shares Caw Bank, Stockport, Cheshire, SK3 0DU
PCSTCine United States Cormmon stock B18 West Seventh Street, Suite 930,
Los Angeles, CA 90017
Penn-Mall Transit Inc United States Common stock 820 Bear Tavern Road, West Trenton,
NJ 08628
Pennsylvania Transportation Systems Ing United States Common stock 1208 Orange Street, Wilmington, DE 19801
Pertecy Body Inc United States Commen stack 820 Bear Tavern Road, West Trenton,
NJ 08628
Phantom Cab Company Inc United States Common stock 813 West Seventh Street, Sulte 930,
Las Angeles, CA 90017
Powder River Transportation Servicas Inc United States Common stock 111 Eighth Avenue, 13th Floor, New York,
NY 10011
Precis {1628) Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 00U
PSV Claims Bureau Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 0DU
PTI {South East) Limited (20%}) England Ordinary shares 1 Admiral Way, Doxford International

Business park, sunderfand,
Tyne and Wear, 5R3 3xXP

820 Bear Tavern Road, West Trenton,
NJ 08628

820 Bear Tavern Road, West Trenton,
NJ 08628

820 Bear Tavern Road, West Trenton,
NJ CB628

820 Bear Tavern Road, West Trenton,
NJ 08623

820 Bear Tavern Road, West Trenton,
N! 08BG28

820 Bear Tavern Road, West Trentan,
NJ 08628

820 Bear Tavern Road, West Trenton,
NJ 08628

Daw Bank, Stockport, Cheshire, 5K3 ODU
Daw Bank, Stotkport, Cheshire, 5K3 0DU
Daw Bank, Stockport, Cheshire, SK3 ODU
Daw Bank, Stockport, Cheshire, SK3 0DU

B20 Bear Tavemn Road, West Trenton,
NJ 08628

820 Bear Tavern Road, West Trenton,
NJ 08628

111 Eighth Avenue, 13th Floor, New York,
NY 10011

820 Bear Tavern Raad, West Trenton,
NioB628

Daw Bank, Stockport, Cheshire, SK3 DU

8020 Excelsior Drive, Suite 200, Madison,
Wi 53717

10 Dunkeld Road, Perth, Perthshire,
PH1 5TW
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Company Country of registration Class of sharas/ather Interest Registered office addrass
5COTO Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 0DU
SCOTO US Subsidiary Umited LLC United States LLC Units 1209 Orange Street, Wimington, DE 19801
Scottish Citylink Coaches Umited {35%) Scotland Ordinary shares Suchanan 8us Station, Kilermont Street,
Glasgow, G2 3NP
SCUSI Limited England Ordinary, A and B shares Daw Bank, Stockport, Cheshire, 5K3 00U
SCUSI US Subsidiary Limited LLC United States LLC Units 1209 Orange Street, Wiimington, DE 19801
Seven Bus Corporation Unlted States Common stock 820 Bear Tavern Road, West Trenton,
Ni 08528
SGP Group Finance Sarl * Luxemnbourg Ordinary shares 6, Rue Henri M Schnadt, 2nd Floor
Sharpton Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 0DU
SHM Transit inc United States Common stock 820 Bear Tavern Road, West Trenton,
NI08628
Short Line Terminal Agency inc United States Common stack and preferred stock 820 Bear Tavern Road, West Trenton,
NJ 08628
Skipburn timited Canada Ordinary shares 791, Webber Avenue, Peterborough,
Ontaric, K3) 8N3
SL Capital Corporation United States Class A voting and Class B 111 Eighth Avenue, 13th Floar, New York,
) non-voting shares NY 10011
South East London & Kent Bus Company Limited  England Ordinary shares Daw Bank, Stockpart, Cheshire, SK3 0DU
South Orange Avenue Bus Assoclation Inc United States Common stock 820 Bear Tavern Road, West Trentan,
NJ 08628
South Orange Avenue Bug Company Unitad States Commean stock 820 Bear Tavern Road, West Trenton,
NJ 02628
South West Trains Limited England Ordinary shares Friars Bridge Court, 41-45 Blackfriars Road,
London, SEL 8NZ
Sauth Yorkshire Supertram Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 00U
Sauth Yorkshire Supertram Operating - England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 0DU
Company Limited
Southdown Motor Services Limited England Ordinary shares Daw Bank, Stockpont, Cheshire, SK3 0DU
Sporran AWC Inc United States Cormaon stock 818 West Seventh Street, Suite 930,
Los Angeles, Ca 90017
Sporran FL Inc United States Cammaon stock 818 West Seventh Street, Suite 930,
Los Angeles, CA 90017
Sporran GBL Inc United States Common stock 818 West Seventh Street, Suite 930,
Los Angeles, CA 50017
Sporran GCBS Inc United States Comman stock B18 West Seventh Street, Suite 930,
Los Angefes, CA 80017
Sporran GCTC inc United States Common stock 1999 Bryan Street, Suite 900, Dalias,
TX 752014234,
Sporran GLS Inc United States Common stack 818 West Seventh Street, Suite 930,
Los Angeles, CA 90017
Spoeran RTE inc United States Common stock §18 West Seventh Street, Suite 930,
Los Angeles, CA 90017
Sporran Tl Inc United States Cammon stock 701 S. Carson Ste 200, Carson City,
‘ NV 89701
Stagecoach {North West] Limited Engtand Ordinary shares Daw Bank, Stockport, Cheshire, 5K3 QDU
Stagecoach {South} Limited England Ordinary shares Daw Bank, Stockport, Cheshire, $X3 DU
Stagecoach Bus Holdings Limited Seotland . Ordinary shares 10 Dunkeld Road, Perth, Perthshire,
FHL 5TW
TravelHero Limited England Ordinary shares Daw Bank, Stockpart, Cheshire, SK3 GDU
Stagecoach Devon Limited England Ordinary shares Daw Bank, Stockport, Cheshire, $3 0DU
Stagecoach Glasgow Limited Scotland Ordinary chares 10 Dunkeld Road, Perth, Perthshire,
PH1 5TW
Stagecoach Holdings Limited Stotland Ordinary shares 10 Dunkeld faad, Perth, Perthshire,
PH1 5TW
Stagecoach International Services Limited Scotland Ordinary shares 10 Dunkeid Road, Perth, Perthshire,
PH1 5TW
Stagecoach East Midlands Tralns Limited England Ordinary shares 41-45 Blackfriars Road, Landon, SE1 8NZ
Stagecoach QUEST Trustee Limited Scotland Ordinary shares 10 Dunkeld Road, Perth, Perthshire,

PH1 5TW
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Company Country of reglstratlonj Class of shares/other Interast Registered offica address
Stageroach Rall Holdings Limited Scotland Ordinary shares 10 Dunkeld Road, Perth, Perthshire,
PH1 5TW
Stagetoach Rail North America, LLC United States LLC units 1209 Grange Street, Wilmington, DE 19801
Stagecoach Rail Passenger Services LLC United States LLC units 1209 Orange Street, Wilmington, DE 19801
Stagecoach Rail Projects Limited England Ordinary shares Friars Bridge Court, 41-45 Blackfriars Road,
London, SE1 BNZ
Stagetoach Rail Replacement (East] Limitad England Qrdinary shares Daw Bank, Stockport, Cheshire, SK3 0DU
Stagecoach Rail Replacement (South) Limited England Ordinary shares Daw Bank, Stackport, Cheshire, SK3 0DU
Stageccach Rail Repiacement Limited England Ordinary shares Daw Bank, Stockport, Cheshire, $X3 0DU
Stagetoach [Scotland) Limited Scotland Ordinary shares 10 Dunkeld Road, Perth, Perthshire,
PH1 5TW
Stagecoach Services Limited England Qrdinary shares Daw Bank, Stockport, Cheshire, 53 0DU
Stagecoach South West Limited England Ordinary shares Friars Bridge Court, 41-45 Blackfriars Road,
London, SE1 8NZ
Stagecaach Seuth Eastern Trains Limited England Ordinary shares Friars Bridge Coust, 41-45 Blackfriars Road,
London, SEL 8NZ
Stagetaach South Western Traing Limited England Ordinary shares Friars Bridge Court, 41-45 Blackfriars Road,
London, 5E1 8NZ
Stagecoach Supertram Maintenance Limited England Ordinary shares Daw Bank, Stockpart, Cheshire, SK3 00U
Stagecoach Technology Limited Scotland Ordinary shares 10 Dunkeld Road, Perth, Perthshire,
PH1 STW
Stagecoach West Coast Trains Ltd Engiand Ordinary shares Friars Bridge Court, 41-45 Blackfriars fioad,
London, SE1 8NZ
Stagecoach Transport Holdings Limited * Scotland Qrdinary shares 10 Dunkeld Road, Perth, Perthshire,
PHL STW
Sublurbran Management Corporation United States Common stock B20 Bear Tavern Road, West Trenton,
Ni 08628
Suburhan Trails Inc United States Common stock 820 Bear Tavern Road, West Trenton,
M) DB&28
Suburban Transit Corporation United States Common stack 820 Bear Tavern Road, West Trenton,
NJ 08628
SuperCAM Limited England Aand B shares Daw Bank, Stockport, Cheshire, SK3 0DU
Superior fus Company United States Common stock 820 Bear Tavern Road, West Trenten,
NJ 08628
Swindon and District Bus Company Limited England Ordinary shares Daw Bank, Stackport, Cheshire, SK3 00U
Syracuse and Oswego Coach Lines In¢ United States Comman stock 111 Eighth Avenue, 13th Floor, New York,
NY 10011
Tanport Limited England Ordinary shares Daw Bank, Stockport, Cheshire, 53 0DU
Tees Valley Limited England Ordinary and A-Crdinary shares Daw Bank, Stockport, Cheshire, 53 0DU
Thames Transit Limited England Ordinary shares Daw Bank, Stockport, Cheshire, 53 0DU
The Barngley and District Traction England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 0DU
Company Limited
The Bus Exchange Inc United States Common stock 111 Eighth Avenue, 13th Floor, New York,
NY 10011
The Hudson Bus Transportation Company United States Common stack 820 Bear Tavern Road, West Trenton,
NJ 0BE28
The Mexborough and Swinton Traction England Ordinary shares Daw Bark, Stockpart, Cheshire, 5X3 0DU
Company Limited
The Valleys Bus Company Limited England Ordinary shares Daw Bank, Stockpart, Cheshire, 5K3 0hU
The Yarkshive Traction Company (Trustee) Limited England Ordinary shares Daw Bank, Stockpart, Cheshire, SK3 0DU
The Yorkshire Traction Company Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 0DU
Trans Maintenance inc United States Common stock 820 Bear Tavern Road, West Trenton,
N) 08628
Trans-Hudson Exprass Inc United States Common stack B20 Bear Tavern Road, West Trenton,
NI 08628
Transit Advertising Limited England Ordinary shares Daw Bank, Stockport, Cheshire, $k3 DU
Transportation Management Services inc United States Common stack 116 Pine Street, Suite 320, Harrisburg,
PA 17101

Stagecoach Group pic | page 149



Company Country of registration | Class of shares/ather intevest Ragistered offics addrass

Trentway-Wagar {Properties] Inc Canada Class A and class B Common shares 66 Wellington Street \West, Ste 4100,
Toranto ON M5K 1B7 Canada

Trentway-Wagar Inc Canada Commen stack and first 66 Wellington Street West, Ste 4100,

preference shares Toronto ON MSK 1B7 Canada

Tri State Coach Lines, Inc United Statas Comman stock 251 East Ohia Street, Suite 1100,
Iindianapolis, IN 46204

TRT Transportation inc United States Comman stock 208 South LaSalle Street, Sulte 514,
Chicago, IL 60604

Twenty-Four Carporatian United States Common stock B20 Bear Tavern Road, West Trenton,
NJ 08628

Tybura Limited United Statas Common stock 1265 Orarige Street, Wilmington, OF 15801

Tyne and Wear Omnibus Company Limited England Ordinary shares Daw Bank, Stackpart, Cheshire, SK3 00U

United Countles Omnibus Company Limited England Ordinary shares Daw Bank, Stackport, Cheshire, SK3 0DU

Vailsburg Bus Company United States Common stock 820 Bear Tavern Road, West Trenton,
NJ 08628

Van Nortwick Bros Inc United States Cornmon stock 820 Bear Tavern Road, West Trenton,
NJ 0B628

Virgin Rail Group Holdings Limited (49%) England B shares The Battleship Bullding, 179 Harvow Road,
Londan, W2 6NB

Virgin Rail Group Urmited (49%) England Ordinary and Preference shares The Battleship Building, 179 Harrow Road,
London, W2 6NB

Virgin Rall Projects Limited {495%) England Ordinary shares The Battleship Building, 179 Harrow Road,
Lendon, W2 5NB

Virgin Trains Sales Limited [49%) England Ordinary shares The Battleship Building, 178 Harrow Road,
London, W2 6NR

Virgin Trains Limited (49%)} England Ordinary shares The Battleship Bullding, 179 Harrow Road,
London, W2 BNB

Welcome Passenger Transport Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 0DU

West Coast Partnership Limited {S0%) England Ordinary shares Friars Bridge Court, 41-45 Blackfriars Road,
London, SE1 8NZ

Waest Coast Trains Limited (49%) England Ordinary shares The Battleship Bullding, 179 Harrow Road,
London, W2 6NB

West Coast Trains Partnership Limited (50%} England Ordinary shares Friars Bridge Court, 41-45 Blackfriars Road,
London, SE1 8NZ

West Sussex Buses Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 0DU

Western Buses Limited England Ordinary shares Daw Bank, Stockport, Cheshire, SK3 0DU

Whites World Travel Limited England Ordinary shares Daw Bank, Stackport, Cheshire, SK3 0DV

Wisconsin Coach Lines Inc United States Common stack #02G Excelsior Orive, Suite 200, Madison,
W 53717

WIB Bus Company Inc United States Common stack 820 Bear Tavern Road, West Trenton,
NJ 08628

Wohlgemuth Bus Company United States Commeon stack 820 Bear Tavern Road, West Treaton,
NJ 0B628

XYZ-JP Taxi Inc United States Commaon stock 1200 South Pine Island Road, Flantation,
FL 33324

XYZ-PBT Inc United States Common stack 1200 South Pine isiand Road, Plantation,
FL 33324

Yellow Cab Leasing Company of San Diego United States Lommon stock 818 Wast Seventh Street, Suite 930,
Los Angeles, CA 90017

Yeilow Cab of San Diego Inc United States Common stack B13 West Seventh Street, Suite 530,
Los Angeles, CA 90017

Yellow Cab Service Corporation United States Common stock 1209 Orange Street, Wilmington, DE 13801

* Companies are directly held by Stagecoach Group pk
All subsidiary undertakings are |ncluded in these consolidated financial statemsents.
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14, Shareholder information

Shareholder enquiries
Capita Asset Services

Stagecoach Group Share Register
The Reglstry

34 Beckanham Road

Beckenham

Kent

BR3 4TU
Telephane: +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 Waies).

Email: SlagecoachGroup@capita.co.uk.

Online share adminlistration
You can access your share account online using the Signal Shares share portal service at www,signalshares.com. You will need your investor Code,

which Is shown on shareholder correspondence, in order to register to use the portal.
Reglstering 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 details;
+ adding a mandate to receive dividends direct to your bank account;
* reinvesting dividends to buy more shares;
+ registering proxy votes online; and
« buying and selling shares.
Using the online share portal reduces the need for paperwork and provides 24 hour access.

Share dealing facilities

The Company has set up a range of execution only share dealing services to enable Stagecoach sharehalders to buy and seli shares by phane, online or
by post. Phone and online dealing services are provided by Capita Share Dealing Services and offer a quick and easy way to buy and self shares at latest
market prices. To use these services register for online share administration as above and choose the option to buy and sell shares. Alternatively, 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 to 4.30pm, Monday to Friday excluding public holidays in
England and Walas). Please have your share certificate to hand when you log-in or call,

A postal dealing service is available from Stocktrade, a division of Brewin Dolphin. Sharehoiders who would like further information should write to
Stocktrade, 6th Floor, Atria One, 144 Motrison Street, Edinburgh, EH3 8BR or call +44 (0)131 240 0414, quoting dealing reference *Stagecoach dlal and
deal’. Lines are apen 8.00am ta 4.30pm, Monday to Friday, Postal dealing packs ate available on request.

Other organisations also offer facilities to buy and sell shares,

Dividend Re-Investment Plan

The Company operates a Dividend Re-Investment Plan which allows a shareholder's cash dividend to he used to buy Stagecoach shares. Shareholders
can gpt ta reinvest dividends using the online share administration services referred to above, Shareholders who would tike further information should
telephone the Company's registrars, Capita Asset Services, on +44 {0)371 664 0443 [Calls are charged at the standard geagraphic rate and wiil 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 StagecoachGroyp®@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 worthiess 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 wha buy or sell shares In this way usually lose their money.
The Financial Conduct Authority ("FCA”) has found most share fraud victims are experienced investors who lose an average of £2(,000, with sround
£200m lost in the UK each year.

PROTECT YOURSELF
If you are offered unsoliclted investment advice, discounted shares, a premium price for shares you own, or free company or research reports, you

should take these steps before handing over any money:
. Get the nama of the person and organisation contacting you.
. Check the FCA Register at www.fca.org.uk/consumers/protect-yoursalf/unauthorised-firms/ ta ensure they are authorised.

1

b3

3. Use the detalls on the FCA Register to contact the firm.

4. Call the FCA Consumer Helpline on 0800 111 6768 if there are ho contact details on the Reglster or you are told they are out of date.
5

. Search the FCA list of unauthorised firms and individuals to avoid doing business with.
6. REMEMBER: if It sounds toa good to be true, It probably Ist
If you use an unauthorised firm to buy or sell shares or other Investments, 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.fea.org.ukfcansumers/scams/report-scam. You can find out about the latest investment scams at
www.fca.org.uk/consumers/scams/investment-scams. You cdn also call the Consumer Helpline on 0800 111 6768,

If you have slready pald money to share fraudsters you should contact Actlon Fraud on: 0300 123 2040
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Corporate information and calendar

Corporate Information Calendar

Company Secretary Annuaf General Meeting

Mike Vaux 25 August 2017

"“"“l::l:m“ Final Dividend
Dun

10 Dunkeld Road 4 October 2017

Perth PH1 5TW

Telephone  +34 {0} 1738 442 111 interim Dividend

Facsimile +44 (0) 1738 643 648 March 2018

Email Info@stagecoachgroup.com

Company Number

$C100764
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www.stagecoach.com

Registered Office:
10 Dunkeld Road, Perth PH1 STW, Scotland
T: 01738 442111 | F:01738 643648 | E: info@stagecoachgroup.com

Registerad In Scotland | Number: 106764




