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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549
FORM 10-Q

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15 (d) OF
THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended February 29, 2004
Commission file number 000-13109

LAIDLAW INTERNATIONAL, INC.

(Exact name of registrant as specified in its charter)

DELAWARE 98-0390488
(State or other jurisdiction (I.R.S. Employer
of incorporation or Identification No.)
organization)

55 Shuman Boulevard, Suite 400
Naperville, Illinois, 60563
(Address of principal executive offices)

Registrant s telephone number, including area code (630) 848-3000

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d)
of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant
was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. YES [X]
NOT[ ]

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange
Act). YES [ ] NO [X]

APPLICABLE ONLY TO ISSUERS INVOLVED IN BANKRUPTCY
PROCEEDINGS DURING THE PRECEDING FIVE YEARS:

Indicate by check mark whether the registrant has filed all documents and reports required to be filed by
Sections 12, 13 or 15(d) of the Securities Exchange Act of 1934 subsequent to the distribution of securities under a

plan confirmed by a court. YES [X]NO [ ]

As of March 31, 2004, there were 103,806,110 shares of common stock, par value $0.01 per share, outstanding.
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PART I. FINANCIAL INFORMATION
Item 1. Financial Statements
LAIDLAW INTERNATIONAL, INC.

CONSOLIDATED BALANCE SHEETS
($ in millions)

February
29, August 31,
2004 2003
(unaudited)

ASSETS
Current assets
Cash and cash equivalents $ 931 $ 100.3
Restricted cash and cash equivalents 64.8 394
Short-term deposits and marketable securities 12.8 42.0
Accounts receivable 715.4 569.8
Parts and supplies 50.2 50.2
Deferred income tax assets 71.3 86.2
Other current assets 66.4 60.1
Total current assets 1,080.0 948.0
Long-term investments 572.9 553.5
Property and equipment
Land 187.2 184.3
Buildings 161.7 151.1
Vehicles 1,309.7 1,228.4
Other 161.9 153.6

1,820.5 1,717.4
Less: Accumulated depreciation 180.6 47.6

1,639.9 1,669.8
Other assets
Goodwill 183.1 183.1
Contracts and customer relationships 208.9 216.9
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Deferred income tax assets 198.4 203.2
Deferred charges and other assets 75.5 78.2

665.9 681.4
Total assets $3,958.7 $3,852.7

The accompanying notes are an integral part of these statements.
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LAIDLAW INTERNATIONAL, INC.

CONSOLIDATED BALANCE SHEETS
($ in millions)

February
29, August 31,
2004 2003
(unaudited)
LIABILITIES
Current liabilities
Accounts payable $ 1238 $ 1194
Accrued liabilities 489.4 506.0
Current portion of long-term debt 48.5 69.4
Total current liabilities 661.7 694.8
Long-term debt 1,185.4 1,145.1
Pension liability 226.2 225.7
Other long-term liabilities 555.4 496.8
Total liabilities 2,628.7 2,562.4
SHAREHOLDERS EQUITY
Common shares; $0.01 par value per share; issued
and outstanding 103,806,110 (August 31, 2003
103,777,422) 1.0 1.0
Additional paid in capital 1,359.1 1,358.3
Common shares held in trust; 3,777,419 issued (50.0) (50.0)
Accumulated other comprehensive income (loss) 6.6 (9.1)
Retained earnings (deficit) 13.3 (9.9)
Total shareholders equity 1,330.0 1,290.3
Total liabilities and shareholders equity $3,958.7 $3,852.7

The accompanying notes are an integral part of these statements.

4

Table of Contents



Edgar Filing: LAIDLAW INTERNATIONAL INC - Form 10-Q

Table of Contents
LAIDLAW INTERNATIONAL, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
($ in millions except per share amounts)

(unaudited)
Predecessor Predecessor
Company Company
Three Three Six Six
Months Months Months Months
Ended Ended Ended Ended
February February February February
29,2004 28,2003 29,2004 28,2003
Revenue $1,162.5 $1,120.7 $2,372.8 $ 22829
Compensation expense 679.1 651.7 1,364.1 1,309.8
Accident claims and professional liability
expenses 77.5 73.4 167.1 170.0
Vehicle related costs 68.8 67.1 138.7 133.6
Occupancy costs 51.3 52.6 101.2 101.2
Fuel 45.3 43.5 89.7 87.0
Depreciation 69.1 75.4 145.2 151.6
Amortization 4.6 0.3 9.2 0.5
Other operating expenses 1254 122.6 246.7 2394
Operating income 41.4 34.1 110.9 89.8
Interest expense (34.6) (6.5) (67.3) (13.0)
Other expenses, net 4.5) (9.9) (3.6) (16.6)
Income before income taxes and cumulative
effect of a change in accounting principle 2.3 17.7 40.0 60.2
Income tax expense (1.7) (1.5) (16.8) 3.0)
Income before cumulative effect of a change
in accounting principle 0.6 16.2 23.2 57.2
Cumulative effect of a change in accounting
principle (2,205.4)
Net income (loss) $ 0.6 $ 162 $ 232 $(2,148.2)
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Basic earnings (loss) per share
Income before cumulative effect of a change in

accounting principle $ 001 $ 0.05 $ 023 $ 0.18

Cumulative effect of a change in accounting

principle (6.77)
Net income (loss) $ 0.01 $ 0.05 $ 023 $ (6.59)

Diluted earnings (loss) per share
Income before cumulative effect of a change in

accounting principle $ 001 $ 0.05 0.23 $ 0.18
Cumulative effect of a change in accounting

principle (6.77)
Net income (loss) $ 0.01 $ 0.05 $ 023 $ (6.59)

The accompanying notes are an integral part of these statements.
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LAIDLAW INTERNATIONAL, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
($ in millions)

(unaudited)
Predecessor Predecessor
Company Company
Three Three
Six
Months Months Months Six Months
Ended Ended Ended Ended
February  February February
29, 28, 29, February 28,
2004 2003 2004 2003
Net income (loss) $ 06 $ 162 $ 232 $(2,148.2)
Net change in unrealized gains on
securities 2.8 2.0 4.8 3.5
Foreign currency translation
adjustments (12.2) 17.9 10.9 16.5
Minimum pension liability adjustment (176.4) (176.4)
Comprehensive income (loss) $ (8.3 $(140.3) $ 389 $(2,304.6)

The accompanying notes are an integral part of these statements.
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LAIDLAW INTERNATIONAL, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

($ in millions)

Operating activities

Net income (loss)

Items not affecting cash:

Cumulative effect of a change in accounting
principle

Depreciation and amortization

Deferred income taxes

Other items

Increase in claims liability and professional
liability insurance accruals

Cash provided by (used in) financing other
working capital items

Decrease (increase) in restricted cash and cash
equivalents

Net cash provided by operating activities

Investing activities

Purchase of property, equipment and other assets,
net of proceeds from sale

Expended on acquisitions

Net increase in investments

Net cash used in investing activities

Financing activities

Net increase (decrease) in long-term debt and other

long-term liabilities

Table of Contents

(unaudited)
Predecessor Predecessor
Company Company
Three Three Six Six
Months Months Months Months
Ended Ended Ended Ended
February February February February
29, 2004 29, 2003 29, 2004 29,2003
$ 06 $ 16.2 $ 232 $(2,148.2)
2,205.4
73.7 75.7 154.4 152.1
0.7 14.8
1.4 (5.3) 5.5 (7.0)
28.7 20.0 34.5 48.7
41.7 (12.5) (138.4) (153.9)
(0.6) (21.9) 0.6 (33.0)
$146.2 $ 722 $ 946 $ 64.1
$ (65.8) $ (36.9) $(105.1) $ (104.5)
(1.3) (1.3) (3.2)
0.4) (25.3) (8.1) (34.3)
$(67.5) $ (62.2) $(114.5) $ (142.0)
$ (60.7) $ 124 $ 127 $ 15.0
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Net cash provided by (used in) financing
activities $ (60.7) $ 124 $ 127

Net increase (decrease) in cash and cash

equivalents $ 18.0 $ 224 $ (7.2
Cash and cash equivalents beginning of

period* 75.1 258.2 100.3
Cash and cash equivalents end of period* $ 93.1 $280.6 $ 931

*These amounts represent the unrestricted cash and cash equivalents
The accompanying notes are an integral part of these statements.
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$ 150

$  (62.9)
343.5

$ 280.6
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LAIDLAW INTERNATIONAL, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE AND SIX MONTH PERIODS ENDED FEBRUARY 29, 2004

Note 1 Corporate overview and basis of presentation
Corporate overview

Laidlaw International, Inc. (the Company ) operates in five reportable business segments: education services, public
transit services, Greyhound, healthcare transportation services and emergency management services. The education
services segment provides school bus transportation, including scheduled home-to-school, extra-curricular and charter
and transit school bus services, throughout the United States and Canada. The public transit services segment provides
fixed-route municipal bus service and also provides paratransit bus transportation for riders with disabilities.
Greyhound, a national provider of inter-city bus transportation in the United States and Canada, provides scheduled
passenger service, package delivery service, charter bus service and, in certain terminals, food service. The healthcare
transportation service segment provides critical care transportation services, non-emergency ambulance and transfer
services and emergency response services in the United States. The emergency management services segment
provides outsourced emergency department physician services throughout the United States.

Basis of presentation

The accompanying interim consolidated financial statements of the Company have been prepared in accordance with
accounting principles generally accepted in the United States for interim reporting and accordingly, do not include all
of the disclosures required for annual financial statements. In the opinion of management, all adjustments considered
necessary for fair presentation have been included. All such adjustments are of a normal, recurring nature. Operating
results for the three month and six month periods ended February 29, 2004 are not necessarily indicative of the results
that may be expected for the full year ending August 31, 2004. For further information, see the Company s
consolidated financial statements, including the accounting policies and notes thereto, included in the Company s
Annual Report on Form 10-K for the fiscal year ended August 31, 2003.

On June 1, 2003, the Company adopted fresh start accounting pursuant to the guidance provided by the American
Institute of Certified Public Accountant s Statement of Position 90-7 Financial Reporting by Entities in Reorganization
under the Bankruptcy Code. In accordance with the principles of fresh start accounting, the Company adjusted its
assets and liabilities to their estimated fair values as of June 1, 2003. Due to the changes in the financial structure of

the Company following its emergence from bankruptcy in June 2003, and the application of fresh start accounting, the
consolidated financial statements of the Company issued subsequent to May 31, 2003 are not comparable with the
consolidated financial statements issued by the predecessor company (the Predecessor Company ) prior to June 1,
2003. A black line has been drawn on the accompanying Consolidated Financial Statements to separate and

distinguish between the Company and the Predecessor Company.

The basic earnings (loss) per share figures are calculated using the weighted average number of shares outstanding
during the respective periods (100.0 million for the three and six month periods ended February 29, 2004 and 325.9
million for the Predecessor Company in the three month and six month periods ended February 28, 2003). The diluted
earnings per share for the three and six month periods ended February 29, 2004 of 103.8 million, assumes the sale on
the open market of the Company s common shares held in trust.

8

Table of Contents 12



Edgar Filing: LAIDLAW INTERNATIONAL INC - Form 10-Q

Table of Contents
Certain prior period amounts have been reclassified to conform to the current period presentation.
Note 2 Accounts receivable and revenue

Trade accounts receivable as of February 29, 2004 are net of $589.4 million (August 31, 2003 - $527.9 million) of
allowances for uncompensated care and contractual allowances in the Company s Healthcare Transportation and
Emergency Management business segments (the Healthcare Businesses ) and net of an allowance for doubtful accounts
of $6.4 million (August 31, 2003 - $5.6 million) in the Company s other three reportable segments.

Note 3 Intangible assets

The contracts and customer relationships are net of $13.5 million of accumulated amortization at February 29, 2004
(August 31, 2003 - $4.5 million).

Included in deferred charges and other assets are radio frequency licenses totalling $12.0 million at February 29, 2004
(August 31, 2003 - $12.0 million). The licenses are considered to be assets with indefinite lives and as such, are not
amortized.

Note 4 Long-term debt and interest rate swap

In December 2003, the Company modified the terms of its $625.0 million loan maturing in June 2009 (the Term B
Facility ). The interest rate charged on the loan was reduced by 1.25%, to LIBOR plus 3.75% from LIBOR plus 5.0%.
Additionally, the LIBOR floor or minimum LIBOR rate was reduced 0.25% to 1.75% from the previous floor of
2.0%. Additionally, the Company entered into an interest rate swap agreement ( Swap ) that effectively converted
$110 million of Term B Facility floating rate debt to fixed rate debt with an interest rate of 6.8%. The Swap was
entered into because the Company is required, under the Term B Facility, to have a fixed interest rate on a portion of
the underlying debt. The Swap is considered a cash flow hedge and expires in September 2006.

Note 5 Stock awards and options

Pursuant to the Company s 2003 Equity and Performance Incentive Plan the Company issued stock based

compensation to various employees and non-employee directors. These grants to employees represent the long-term
incentive portion of the Company s overall compensation plan for management. During the six month period ended
February 29, 2004, the Company recorded an expense of approximately $0.8 million related to these plans. The

Company accounts for these grants pursuant to Statement of Financial Accounting Standards ( SFAS ) 123 Accounting
for Stock-Based Compensation . A summary of stock based compensation issued during the current fiscal year is as
follows:

Stock options  On September 10, 2003, the Company issued 57,375 non-qualified stock options to non-employee
directors with a strike price of $10.33 per share, which was equal to the fair market value of the Company s stock at
the date of grant. The stock options have a ten-year life and vest ratably over three years.

Stock options and tandem stock appreciation rights During the six month period ended February 29, 2004, the
Company issued 366,000 non-qualified stock options to key management employees with a strike price of between
$13.00 and $14.60 per share, which was equal to the fair market value of the Company s stock at the date of grant. The
stock options have a ten-year life and vest ratably over three years. In tandem with the stock option grant each
participant received a stock appreciation right which allows the participant to receive, upon exercise of the right, the
difference between the option strike price and fair market value of the

Table of Contents 13
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Company s stock on the exercise date. The Company can choose whether to deliver Company common stock or cash
to the participant upon exercise of the stock appreciation right. Any exercise of a tandem stock appreciation right will
automatically cancel the underlying stock option and any exercise of the stock option will automatically cancel the
tandem stock appreciation right.

Restricted Shares  On September 10, 2003, the Company issued 28,688 shares of restricted common stock to
non-employee directors which vest at the end of a three-year period. During the vesting period the participant has the
rights of a shareholder in terms of voting and dividend rights but is restricted from transferring the shares.

Deferred Shares During the six month period ended February 29, 2004, the Company issued 781,400 deferred shares
to key management employees that vest ratably over a four-year period. Due to forfeitures, 773,250 deferred shares
remain outstanding at February 29, 2004. On each vesting date the employee will receive common stock of the
Company equal in number to the deferred shares that have vested. Upon delivery of the Company common stock an
equal number of deferred shares are terminated. The participant has no voting rights with the deferred shares.

Note 6 Material contingencies
Ability of Greyhound Lines to continue as a going concern

Based upon the current financial forecast for Greyhound Lines, Inc. ( Greyhound Lines ) management is unable to
predict with reasonable assurance whether Greyhound Lines will remain in compliance with all of the terms of its
revolving credit facility (the Greyhound Facility ). Additionally, there is less than one year until the October 24, 2004,
expiration of the Greyhound Facility. Greyhound Lines intends to enter into discussions to extend the maturity and to
modify certain of the other terms of the agreement. As of February 29, 2004, Greyhound Lines was in compliance
with all covenants under the Greyhound Facility and had $5.0 million of cash borrowings, issued letters of credit of
$56.6 million and availability of $56.8 million. However, Greyhound Lines may not be able to access such availability
if an event of default exists. In addition, if an event of default occurs and is continuing, the lenders may seek to
enforce remedies under the Greyhound Facility, including terminating the commitment to make loans or issue letters
of credit, holding cash collateral for payment of Greyhound Lines obligations under the Greyhound Facility and
selling the collateral. Furthermore, an event of default under the Greyhound Facility may result in cross-defaults under
other debt instruments of Greyhound Lines and its subsidiaries.

Although Greyhound Lines has been successful in obtaining necessary extensions and modifications to the Greyhound
Facility in the past, there can be no assurances that they will obtain them in the future or that the cost of any future
extensions, modifications or other changes in the terms of the Greyhound Facility would not have a material effect on
Greyhound Lines or the Company. In the event that the parties are unable to agree on an extension of the facility
beyond its current maturity date, and that modifications suitable to the parties are not obtained, Greyhound Lines will
be required to seek a replacement for the Greyhound Facility from other financing sources. Should alternate sources of
financing not be available, then Greyhound Lines may not be able to satisfy its obligations as they become due and
may not be able to continue as a going concern. If the going concern basis on which Greyhound Lines consolidated
financial statements were prepared was not appropriate for those consolidated financial statements, then significant
adjustments would need to be made to the carrying value of the assets and liabilities, the reported revenue and
expenses and balance sheet classifications used by Greyhound Lines. Accordingly, if such changes were made to
Greyhound Lines consolidated financial statements, significant adjustments would be required to the Company s
consolidated financial statements.

10
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Compliance by the Company with the financial and other covenants in its senior secured credit facility is generally not
dependent on the financial results or financial condition of Greyhound Lines, as Greyhound Lines performance has
been excluded for purposes of determining compliance with such provisions. Moreover, consistent with the intent to
exclude events solely related to Greyhound Lines, the Company s senior secured credit facility specifies that a default
by Greyhound Lines under the Greyhound Facility or a bankruptcy filing by Greyhound Lines would not be an event
of default under the Company s senior secured credit facility. In addition, in January 2004, the Company amended its
senior secured credit facility to clarify that an event of default is not triggered under the Company s controlled group
liabilities under ERISA with respect to Greyhound Lines pension plans in the context of a Greyhound Lines
bankruptcy filing.

Should Greyhound Lines be unable to continue as a going concern, the Company may be required to honor certain of
Greyhound Lines lease commitments and pension obligations. The Company s management believes that any required
expenditures with respect to such liabilities would not materially impact the Company s financial condition.

Environmental matters

The Company s operations are subject to numerous environmental laws, regulations and guidelines adopted by various
governmental authorities in the jurisdictions in which the Company operates. Liabilities are recorded when
environmental liabilities are either known or considered probable and can be reasonably estimated. On an ongoing
basis, management assesses and evaluates environmental risk and, when necessary, conducts appropriate corrective
measures. The Company provides for environmental liabilities using its best estimates. Actual environmental

liabilities could differ significantly from these estimates.

Income tax matters

The respective tax authorities, in the normal course, audit previous tax filings. It is not possible at this time to predict
the final outcome of these audits or to establish a reasonable estimate of possible additional taxes owing, if any.

Legal proceedings

The Company is a defendant in various lawsuits arising in the ordinary course of business, primarily cases involving
personal injury and property damage claims and employment related claims. Based on the Company s assessment of
known claims and the historical claims payout pattern and discussion with internal and outside legal counsel and risk
management personnel, management believes that there is no proceeding either threatened or pending against the
Company relating to such claims arising out of the ordinary course of business that, if resolved against the Company,
would have a materially adverse effect upon the Company s consolidated financial position or results of operations.
For additional information on the Company s legal proceedings, refer to Item 1, Part II of this Form 10-Q.

Healthcare Businesses Issues

The Company is currently undergoing investigations by certain government agencies regarding compliance with
Medicare fraud and abuse statutes. The Company is cooperating with the government agencies conducting these
investigations and is providing requested information to the governmental agencies. Management believes that the
outcome of any of these investigations would not have a materially adverse effect upon the Company s consolidated
financial position or results of operations.

11
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Contingent bonuses

The Company and two of its subsidiaries, American Medical Response, Inc. ( AMR ) and EmCare Holdings, Inc.

( EmCare ) are parties to an employment agreement effective October 1, 2002 with William A. Sanger under which Mr.
Sanger serves as President and Chief Executive Officer of AMR and Chief Executive Officer of EmCare. Pursuant to

the agreement, Mr. Sanger is entitled to a bonus payment upon a sale, or an initial public offering, of the stock of

AMR and/or EmCare. This bonus is also payable if Mr. Sanger remains employed on October 1, 2007 and neither a

sale nor initial public offering has occurred. With respect to AMR, the bonus is equal to 5% of the enterprise value of
AMR in excess of $410 million at the time of the event that entitles Mr. Sanger to the payment. With respect to

EmCare, the bonus is equal to 5% of the enterprise value of EmCare in excess of $125 million at the time of the event
that entitles Mr. Sanger to the payment.

EmCare is party to an employment agreement effective April 1, 2003 with Don S. Harvey under which Mr. Harvey
serves as President and Chief Operating Officer of EmCare. Pursuant to the agreement, Mr. Harvey is entitled to a
bonus payment upon a sale, or an initial public offering, of the stock of EmCare provided Mr. Harvey remains
employed under the agreement upon the occurrence of such event. The bonus is equal to 2% of the enterprise value of
EmCare in excess of $125 million at the time of the event that entitles Mr. Harvey to the payment.

Organized strikes and work stoppages by unionized employees

The Company is party to collective bargaining agreements that cover the majority of its employees with the largest
agreement between Greyhound Lines and the Amalgamated Transit Union (ATU). The ATU agreement covers the
drivers and maintenance employees of Greyhound Lines and had an expiration date of January 31, 2004. During
January 2004, Greyhound Lines and the ATU tentatively agreed to a new bargaining agreement. This agreement was
submitted to the membership of the ATU for ratification and on March 26, 2004, the members of the ATU ratified the
new agreement, which expires on January 31, 2007.

Note 7 Cumulative effect of a change in accounting principle

Effective September 1, 2002, the Predecessor Company adopted SFAS 142 and, as a result, the Predecessor Company
ceased to amortize goodwill. SFAS 142 requires that goodwill be reviewed for impairment upon adoption of SFAS
142 and at least annually thereafter. Under SFAS 142, goodwill impairment is deemed to exist if the carrying amount
of a reporting unit exceeds its estimated fair value and the carrying amount of the goodwill exceeds its estimated fair
value. To determine estimated fair value of the reporting units, the Predecessor Company utilized independent
valuations of the underlying businesses.

During the three months ended November 30, 2002, the Predecessor Company completed the impairment assessment
as required by SFAS 142 and determined that a significant portion of its goodwill was impaired as of September 1,
2002. As a result, the Predecessor Company recorded a non-cash charge of $2,205.4 million as a cumulative effect of
a change in accounting principle.

12
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Note 8 Segmented information

The Company has five reportable segments: Education services, Public Transit services, Greyhound, Healthcare
Transportation services and Emergency Management services. Revenues and operating income before depreciation
and amortization of the segments for the three and six month periods ended February 29, 2004 and February 28, 2003
are as follows:

Predecessor Predecessor
Company Company

Three Three

Months Months Six Months  Six Months

Ended Ended Ended Ended

February February February February
29, 28, 29, 28,
($ in millions) 2004 2003 2004 2003

Education services
Revenue $ 394.8 $ 400.8 $ 850.5 $ 857.0
Operating income before depreciation
and amortization 75.7 79.3 185.2 185.9
Public Transit services
Revenue $ 725 $ 68.6 $ 1446 $ 139.2
Operating income (loss) before
depreciation and amortization (4.8) 1.8 4.3) 1.7
Greyhound
Revenue $ 2943 $ 2817 $ 5814 $ 556.1
Operating income before depreciation
and amortization 12.1 3.9 22.7 2.4
Healthcare Transportation services
Revenue $ 2624 $ 252.0 $ 5244 $ 499.5
Operating income before depreciation
and amortization 22.4 18.2 414 37.3
Emergency Management services
Revenue $ 1385 $ 117.6 $ 271.9 $ 231.1
Operating income before depreciation
and amortization 9.7 6.6 20.3 14.6
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Consolidated Total
Revenue $1,162.5 $1,120.7 $2,372.8 $2,282.9

Operating income before depreciation

and amortization 115.1 109.8 265.3 241.9

Depreciation and amortization

expense 73.7 75.7 154.4 152.1

Operating income 414 34.1 110.9 89.8

Interest expense (34.6) (6.5) (67.3) (13.0)
Other expenses, net 4.5) (9.9) (3.6) (16.6)
Income tax expense (1.7) (1.5) (16.8) 3.0)

Income before cumulative effect of a
change in accounting principle $ 0.6 $ 162 $§ 232 $§ 572

The Company s goodwill balance of $183.1 million (August 31, 2003 - $183.1 million) is composed of goodwill from
the Education services segment.

Total identifiable assets for each of the reportable segments has not changed materially since August 31, 2003.
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Note 9 Condensed financial statements of restricted subsidiaries
Pursuant to the terms of the Company s $406.0 million Senior Notes, the Company is required to segregate the
consolidated results of operations between the subsidiaries of the Company that are not a party to the agreement,
which are comprised of the U.S. based businesses in the Greyhound segment (the Unrestricted Subsidiaries ), and the
Company and its remaining subsidiaries (the Restricted Subsidiaries ).

Condensed Consolidated Statement of Operations

Three Months Ended February 29, 2004

Restricted Unrestricted Consolidated

($ millions) Subsidiaries Subsidiaries Totals
Revenue $929.5 $233.0 $1,162.5
Compensation expense 575.8 103.3 679.1
Accident claims and professional
liability expenses 584 19.1 77.5
Vehicle related costs 35.6 33.2 68.8
Occupancy costs 31.5 19.8 51.3
Fuel 30.7 14.6 45.3
Depreciation 58.5 10.6 69.1
Amortization 4.6 4.6
Other operating expenses 89.8 35.6 1254
Operating income (loss) 44.6 3.2) 41.4
Interest expense (26.4) (8.2) (34.6)
Other expenses, net 3.9) 0.6) 4.5)
Income (loss) before income taxes 14.3 (12.0) 2.3
Income tax recovery (expense) (6.9) 5.2 (L.7)
Net income (loss) $ 74 $ (6.8) $ 0.6

Condensed Consolidated Statement of Operations
Six Months Ended February 29, 2004

Restricted Unrestricted Consolidated

($ millions) Subsidiaries Subsidiaries Totals
Revenue $1,909.6 $463.2 $2,372.8
Compensation expense 1,159.6 204.5 1,364.1

Table of Contents 20



Edgar Filing: LAIDLAW INTERNATIONAL INC - Form 10-Q

Accident claims and professional
liability expenses

Vehicle related costs

Occupancy costs

Fuel

Depreciation

Amortization

Other operating expenses

Operating income (loss)
Interest expense
Other expenses, net

Income (loss) before income taxes
Income tax recovery (expense)

Net income (loss)

1314
71.1
61.6
61.6

124.1

9.2

175.2

115.8
(51.7)
(3.4)

60.7
(25.5)

$ 352

14

35.7
67.6
39.6
28.1
21.1

71.5

(4.9)
(15.6)
(0.2)

(20.7)
8.7

$ (12.0)

$

167.1
138.7
101.2
89.7
145.2
9.2
246.7

110.9
(67.3)
(3.6)

40.0
(16.8)

232
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Predecessor Company

Condensed Consolidated Statement of Operations
Three Months Ended February 28, 2003

Restricted Unrestricted Consolidated

($ millions) Subsidiaries Subsidiaries Totals
Revenue $ 888.7 $232.0 $1,120.7
Compensation expense 542.6 109.1 651.7
Accident claims and professional
liability expenses 535 19.9 73.4
Vehicle related costs 33.0 34.1 67.1
Occupancy costs 32.6 20.0 52.6
Fuel 28.8 14.7 43.5
Depreciation 63.7 11.7 75.4
Amortization 0.3 0.3
Other operating expenses 84.7 37.9 122.6
Operating income (loss) 49.5 (15.4) 34.1
Interest expense 0.1) (6.4) (6.5)
Other income (expense), net (10.5) 0.6 9.9)
Income (loss) before income taxes 38.9 (21.2) 17.7
Income tax expense (1.2) 0.3) (1.5)
Net income (loss) $ 377 $ (21.5) $ (16.2)

Predecessor Company
Condensed Consolidated Statement of Operations
Six Months Ended February 28, 2003

Restricted Unrestricted Consolidated

($ millions) Subsidiaries  Subsidiaries Totals
Revenue $ 1,824.6 $ 458.3 $ 2,282.9
Compensation expense 1,092.8 217.0 1,309.8
Accident claims and professional
liability expenses 134.1 359 170.0
Vehicle related costs 68.0 65.6 133.6
Occupancy costs 62.1 39.1 101.2
Fuel 58.1 28.9 87.0
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Depreciation
Amortization
Other operating expenses

Operating income (loss)
Interest expense
Other income (expense), net

Income (loss) before income taxes
and cumulative effect of a change
in accounting principle

Income tax expense

Income (loss) from operations
before cumulative effect of a
change in accounting principle
Cumulative effect of a change in
accounting principle

Net loss

127.7
0.5
164.7

116.6
(1.5)
(17.2)

97.9
2.3)

$ 956

(1,775.9)

$(1,680.3)

15

23.9

74.7

(26.8)
(11.5)
0.6

(37.7)
0.7)

$ (38.4)

(429.5)

$(467.9)

151.6
0.5
2394

89.8
(13.0)
(16.6)

60.2
(3.0)

$ 572

(2,205.4)

$(2,148.2)
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Condensed Consolidated Statement of Cash Flows
Three Months Ended February 29, 2004

Restricted Unrestricted Consolidated
($ millions) Subsidiaries Subsidiaries Totals

Net cash provided by operating activities $127.4 $ 18.8 $146.2

Cash flows from investing activities:
Purchase of property, equipment and other assets, net of

proceeds from sale $ 7.7 $ 8.1 $ (65.8)
Expended on acquisitions (1.3) (1.3)
Net (increase) decrease in investments (1.1) 0.7 0.4)
Net cash used in investing activities $ (60.1) $ (7.4 $ (67.5)

Cash flows from financing activities:
Net decrease in long-term debt and other long-term

liabilities $ (49.0) $11.7) $ (60.7)
Net cash used in financing activities $ (49.0) $(11.7) $ (60.7)
Net increase (decrease) in cash and cash equivalents $ 183 $ (0.3) $ 18.0
Cash and cash equivalents at:

Beginning of period 55.5 19.6 75.1
End of period $ 73.8 $ 19.3 $ 93.1

Condensed Consolidated Statement of Cash Flows
Six Months Ended February 29, 2004

Restricted Unrestricted Consolidated
($ millions) Subsidiaries Subsidiaries Totals

Net cash provided by operating activities $ 77.6 $ 17.0 $ 94.6

Cash flows from investing activities:

Table of Contents

24



Edgar Filing: LAIDLAW INTERNATIONAL INC - Form 10-Q

Purchase of property, equipment and other assets, net
of proceeds from sale

Expended on acquisitions

Net increase in investments

Net cash used in investing activities

Cash flows from financing activities:
Net increase (decrease) in long-term debt and other
long-term liabilities

Net cash provided by (used in) financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at:
Beginning of period

End of period

16

$(90.5)
(1.3)
7.1

$(98.9)

$ 40.0

$ 40.0

$ 187

55.1

$ 73.8

$ (14.6)

(1.0)

$(15.6)

$(27.3)

$(27.3)

$(25.9)

45.2

$ 193

$(105.1)
(1.3)
8.1)

$(114.5)

$ 127

$ 127

$ (7.2

100.3

$ 93.1
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Predecessor Company

Condensed Consolidated Statement of Cash Flows
Three Months Ended February 28, 2003

Restricted Unrestricted Consolidated
($ millions) Subsidiaries Subsidiaries Totals

Net cash provided by (used in) operating activities $ 93.7 $(21.5) $ 722

Cash flows from investing activities:
Purchase of property, equipment and other assets, net of

proceeds from sale $ (38.8) $ 19 $ (36.9)
Net (increase) decrease in investments (25.5) 0.2 (25.3)
Net cash provided by (used in) investing activities $ (64.3) $ 21 $ (62.2)

Cash flows from financing activities:
Net increase (decrease) in long-term debt and other

non-current liabilities $ 32 $ 156 $ 124
Net cash provided by (used in) financing activities $ (3.2 $ 15.6 $ 124
Net increase (decrease) in cash and cash equivalents $ 262 $ (3.9 $ 224
Cash and cash equivalents at:

Beginning of period 240.6 17.6 258.2
End of period $266.8 $ 13.8 $280.6

Predecessor Company
Condensed Consolidated Statement of Cash Flows
Six Months Ended February 28, 2003

Restricted Unrestricted Consolidated
($ millions) Subsidiaries Subsidiaries Totals

Net cash provided by operating activities $ 60.0 $ 4.1 $ 64.1
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Cash flows from investing activities:
Purchase of property, equipment and other assets, net

of proceeds from sale $ (73.8) $ (30.7) $(104.5)
Expended on acquisitions (3.2) (3.2)
Net increase in investments (33.5) (0.8) (34.3)
Net cash used in investing activities $(110.5) $ (31.5) $(142.0)

Cash flows from financing activities:
Net increase (decrease) in long-term debt and other

non-current liabilities $ (6.5 $ 215 $ 150

Net cash provided by (used in) financing activities $ (6.5 $ 215 $ 15.0

Net decrease in cash and cash equivalents $ (57.0) $ (5.9 $ (62.9)

Cash and cash equivalents at:

Beginning of period 323.8 19.7 343.5

End of period $ 266.8 $ 13.8 $ 280.6
17
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Condensed Consolidated Balance Sheet
February 29, 2004

Restricted  Unrestricted Consolidated

($ millions) Subsidiaries Subsidiaries Totals
Current assets
Cash and cash equivalents $ 738 $ 193 $ 931
Restricted cash and cash equivalents 64.8 64.8
Short-term deposits and marketable securities 12.8 12.8
Accounts receivable 677.8 37.6 715.4
Parts and supplies 38.9 11.3 50.2
Deferred income tax assets 63.2 14.1 77.3
Other current assets 52.3 14.1 66.4
Total current assets 983.6 96.4 1,080.0
Long-term investments 5324 40.5 5729
Property and equipment 1,268.3 371.6 1,639.9
Goodwill 183.1 183.1
Contracts and customer relationships 208.9 208.9
Deferred income tax assets 80.5 117.9 198.4
Deferred charges and other assets 65.6 9.9 75.5
Total assets $3,322.4 $ 636.3 $3,958.7

Current liabilities

Accounts payable $ 989 $ 249 $ 1238
Accrued liabilities 367.9 121.5 489.4
Current portion of long-term debt 34.8 13.7 48.5
Total current liabilities 501.6 160.1 661.7
Long-term debt 1,056.4 129.0 1,185.4
Pension liability 35 222.7 226.2
Other long-term liabilities 465.3 90.1 5554
Total liabilities 2,026.8 601.9 2,628.7
Shareholders equity 1,295.6 344 1,330.0
Total liabilities and shareholders equity $3,322.4 $ 636.3 $3,958.7
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Condensed Consolidated Balance Sheet
As of August 31, 2003

Restricted  Unrestricted Consolidated

($ millions) Subsidiaries Subsidiaries Totals
Current assets
Cash and cash equivalents $ 551 $ 452 $ 100.3
Restricted cash and cash equivalents 394 39.4
Short-term deposits and marketable securities 42.0 42.0
Accounts receivable 528.8 41.0 569.8
Parts and supplies 38.2 12.0 50.2
Deferred income tax assets 76.1 10.1 86.2
Other current assets 50.1 10.0 60.1
Total current assets 829.7 118.3 948.0
Long-term investments 514.1 394 553.5
Property and equipment 1,291.2 378.6 1,669.8
Goodwill 183.1 183.1
Contracts and customer relationships 216.9 216.9
Deferred income tax assets 88.3 114.9 203.2
Deferred charges and other assets 66.9 11.3 78.2
Total assets $3,190.2 $ 662.5 $3,852.7

Current liabilities

Accounts payable $ 877 $ 317 $ 1194
Accrued liabilities 397.3 108.7 506.0
Current portion of long-term debt 35.7 33.7 69.4
Total current liabilities 520.7 174.1 694.8
Long-term debt 1,012.5 132.6 1,145.1
Pension liability 4.9 220.8 225.7
Other long-term liabilities 408.2 88.6 496.8
Total liabilities 1,946.3 616.1 2,562.4
Shareholders equity 1,243.9 46.4 1,290.3
Total liabilities and shareholders equity $3,190.2 $ 662.5 $3,852.7
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Note 10 Guarantors of Senior Notes

The Company s $406.0 million Senior Notes are guaranteed by the Company s subsidiaries, except for the
Unrestricted Subsidiaries, the Canadian subsidiaries and any of the Company s insurance subsidiaries. The
condensed consolidated financial statements for the guarantors, the non-guarantors and the parent company
(reported as the Company and as the Predecessor Company for historical purposes) are as follows:
Condensed Consolidated Statement of Operations
Three months ended February 29, 2004

Parent Consolidated

($ millions) Company GuarantorsNon-Guarantor&liminations Totals
Revenue $ $822.9 $ 339.6 $ $1,162.5
Operating, selling, general and
administrative expenses 0.5 731.3 315.6 1,047.4
Depreciation and amortization expense 55.2 18.5 73.7
Intercompany management fees
(income) (2.0) 2.0
Operating income (loss) (0.5) 38.4 3.5 41.4
Interest expense (24.1) 2.8) 7.7 (34.6)
Intercompany interest income (expense) (1.1) 1.7 0.6)
Other income (expense), net 4.2) 0.3 0.6) 4.5)
Equity in earnings (loss) of
intercompany investments 17.4 (6.1) (11.3)
Income (loss) before income taxes (12.5) 31.5 5.4 (11.3) 2.3
Income tax recovery (expense) 13.1 (17.2) 2.4 (1.7)
Net income (loss) $ 0.6 $ 143 $ (3.0 $(11.3) $ 0.6

Condensed Consolidated Statement of Operations
Six months ended February 29, 2004

Parent Consolidated
($ millions) Company Guarantors Non-Guarantor&liminations  Totals
Revenue $ $1,695.4 $ 6774 $ $2,372.8
Operating, selling, general and
administrative expenses 0.5 1,474.6 632.4 2,107.5
Depreciation and amortization
expense 115.4 39.0 154.4
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Intercompany management fees
(income)

Operating income (loss)
Interest expense
Intercompany interest income
(expense)

Other income (expenses), net
Equity in earnings (loss) of
intercompany investments

Income (loss) before income taxes
Income tax recovery (expense)

Net income (loss)

0.5)
(49.5)

(1.6)
(3.9)

55.4

0.1)
233

$ 232

(2.8)

108.2
(3.2)

2.8
0.6

(12.0)

96.4
(45.5)

$ 509

20

2.8

3.2
(14.6)

(1.2)
(0.3)

(12.9)
54

$ (15

110.9
(67.3)
(3.6)
(43.4)
(43.4) 40.0
(16.8)
$(434) $ 232
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($ millions)

Predecessor Company
Condensed Consolidated Statement of Operations

Three months ended February 28, 2003

Parent

Consolidated

Company GuarantorsNon-Guarantor&liminations Totals

Revenue $ $801.6 $ 319.1 $ $1,120.7
Operating, selling, general and
administrative expenses 6.1 700.4 304.4 1,010.9
Depreciation and amortization expense 54.6 21.1 75.7
Intercompany management fees
(income) (12.4) 9.1 3.3
Operating income (loss), net 6.3 37.5 9.7 34.1
Interest expense (1.2) 5.3) (6.5)
Intercompany interest income (expense) 0.5 0.5)
Other income (expense) (8.3) (1.7) 0.1 (9.9)
Equity in earnings (loss) of
intercompany investments 18.3 (15.6) 2.7
Income (loss) before income taxes 16.3 19.5 (15.4) 2.7) 17.7
Income tax expense (0.1) (0.8) 0.6) (1.5)
Net income (loss) $ 16.2 $ 18.7 $ (16.0) $ Q27 $ 162
Predecessor Company
Condensed Consolidated Statement of Operations
Six months ended February 28, 2003
Parent Consolidated
($ millions) Company  Guarantors Non-Guarantorkliminations Totals

Revenue $ $ 1,647.5 $ 6354 $ $ 2,282.9

Operating, selling, general

and administrative expenses 9.1 1,409.7 622.2 2,041.0

Depreciation and

amortization expense 0.1 109.7 42.3 152.1

Intercompany management

fees (income) (31.6) 24.6 7.0
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Operating income (loss)
Interest expense
Intercompany interest income
(expense)

Other income (expense), net
Equity in earnings (loss) of
intercompany investments

Income (loss) before income
taxes
Income tax expense

Income (loss) before
cumulative effect of a change
in accounting principle
Cumulative effect of a
change in accounting
principle

Equity in loss from
cumulative effect of a change
in accounting principle of
intercompany investments

Net income (loss)

22.4 103.5 (36.1)
(2.6) (10.4)
1.1 (1.1)
(13.6) (3.7) 0.7
48.7 (32.5)
57.5 65.8 (46.9)
(0.3) (1.5) (1.2)
57.2 64.3 (48.1)
(1,668.0) (537.4)
(2,205.4) (429.5)
$(2,1482)  $(2,033.2)  $ (585.5)
21

(16.2)

(16.2)

(16.2)

2,634.9

$2,618.7

89.8
(13.0)

(16.6)

60.2
(3.0)

57.2

(2,205.4)

$(2,148.2)
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Condensed Consolidated Statement of Cash Flows
Three months ended February 29, 2004

($ millions)

Parent

Non-

Consolidated

Company Guarantors Guarantors Totals

Net cash provided by (used in) operating activities $427) $117.0 $ 719 $ 146.2
Cash flows from investing activities:
Purchases of property, equipment and other assets, net of
proceeds from sale $ $ (43.0) $ (22.8) $ (65.8)
Expended on acquisitions (1.3) (1.3)
Net decrease (increase) in investments 0.9) 30.1 (29.6) (0.4)
Net cash used in investing activities $ 09 $ (12.9) $ (53.7) $ (67.5)
Cash flows from financing activities:
Net increase (decrease) in long-term debt and other long-term
liabilities $@0.1) $ 09 $ (21.5) $ (60.7)
Increase (decrease) in intercompany advances 103.5 (111.7) 8.2
Net cash provided by (used in) financing activities $ 634 $(110.8) $ (13.3) $ (60.7)
Net increase (decrease) in cash and cash equivalents $ 19.8 $ (6.7 $ 49 $ 18.0
Cash and cash equivalents at:
Beginning of period 18.9 27.7 28.5 75.1
End of period $ 38.7 $ 21.0 $ 334 $ 93.1
Condensed Consolidated Statement of Cash Flows
Six months ended February 29, 2004
Parent Non- Consolidated
($ millions) Company Guarantors Guarantors Totals
Net cash provided by (used in) operating activities $(61.6) $ 352 $121.0 $ 94.6
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Cash flows from investing activities:
Purchases of property, equipment and other assets, net

of proceeds from sale $ $ (56.7) $ (48.4) $(105.1)
Expended on acquisitions (1.3) (1.3)
Net decrease (increase) in investments 0.7 31.3 (40.1) (8.1)
Net cash used in investing activities $ 0.7 $254 $ (89.8) $(114.5)

Cash flows from financing activities:
Net increase (decrease) in long-term debt and other

long-term liabilities $ 43.7 $ 27 $ (28.3) $ 127

Increase (decrease) in intercompany advances 15.1 10.1 (25.2)

Net cash provided by (used in) financing activities $ 58.8 $ 74 $ (53.5) $ 127

Net increase (decrease) in cash and cash equivalents $ 2D $ 172 $ (22.3) $ (7.2

Cash and cash equivalents at:

Beginning of period 40.8 3.8 55.7 100.3

End of period $ 38.7 $ 21.0 $ 334 $ 93.1
22
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Predecessor Company

Condensed Consolidated Statement of Cash Flows
Three months ended February 28, 2003

Parent Consolidated

($ millions) Company Guarantors Non-Guarantors  Totals
Net cash provided by operating activities $153 $ 53.0 $ 39 $ 722
Cash flows from investing activities:
Purchases of property, equipment and other assets,
net of proceeds from sale $ $ (33.5) $ (34 $ (36.9)
Net decrease (increase) in investments 0.3 (10.0) (15.6) (25.3)
Net cash provided by (used in) investing activities $ 03 $ (43.5) $ (19.0) $ (62.2)
Cash flows from financing activities:
Net increase (decrease) in long-term debt and other
long-term liabilities $ $ 3.7 $ 16.1 $ 124
Net cash provided by (used in) financing activities $ $ 3.7 $ 16.1 $ 124
Net increase in cash and cash equivalents $15.6 $ 58 $ 1.0 $ 224
Cash and cash equivalents at:
Beginning of period 17.8 210.6 29.8 258.2
End of period $334 $216.4 $ 308 $280.6

Predecessor Company
Condensed Consolidated Statement of Cash Flows
Six months ended February 28, 2003

Parent Consolidated
($ millions) Company Guarantors Non-Guarantors Totals
Net cash provided by operating activities $20.7 $ 109 $ 325 $ 64.1
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Cash flows from investing activities:

Purchases of property, equipment and other assets,
net of proceeds from sale

Expended on acquisitions

Net decrease (increase) in investments

Net cash provided by (used in) investing activities

Cash flows from financing activities:
Net increase (decrease) in long-term debt and other
long-term liabilities

Net cash provided by (used in) financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at:
Beginning of period

End of period

$

$214

12.0

$334

23

$(57.9)
(3.2)
(19.5)

$ (80.6)

$ (5.2

$ (5.2

$(74.9)

291.3

$216.4

$ (46.6)

(15.5)

$ (62.1)

$ 202

$ 202

$ 94

40.2

$ 30.8

$(104.5)
(3.2)
(34.3)

$(142.0)

$§ 15.0

$ 150

$ (62.9)

343.5

$ 280.6
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Condensed Consolidated Balance Sheet

As of February 29, 2004
Parent Consolidated

($ millions) Company  Guarantors Non-Guarantors Eliminations Totals
Current assets $ 403 $ 805.9 $ 2338 $ $1,080.0
Intercompany receivables
(payables) and investments 2,156.2 5.2 26.6 (2,188.0)
Long-term investments 109.7 97.3 365.9 572.9
Property and equipment 966.4 673.5 1,639.9
Goodwill 183.1 183.1
Contracts and customer
relationships 208.1 0.8 208.9
Long-term deferred income tax
assets 61.9 181.3 (44.8) 198.4
Deferred charges and other
assets 45.3 20.2 10.0 75.5

$2,413.4 $2,286.2 $1,491.9 $(2,232.8) $3,958.7
Current liabilities $ 399 $ 2759 $ 3459 $ $ 661.7
Non-current liabilities 1,043.5 182.5 785.8 (44.8) 1,967.0
Shareholders equity 1,330.0 1,827.8 360.2 (2,188.0) 1,330.0
$2,413.4 $2,286.2 $1,491.9 $(2,232.8) $3,958.7
Condensed Consolidated Balance Sheet
As of August 31, 2003
Parent Consolidated

($ millions) Company Guarantors Non-Guarantors Eliminations Totals
Current assets $ 440 $ 662.7 $ 2413 $ $ 948.0
Intercompany receivables and
investments 2,083.4 25.9 18.8 (2,128.1)
Long-term investments 110.3 129.0 314.2 553.5
Property and equipment 1,015.7 654.1 1,669.8
Goodwill 183.1 183.1
Contracts and customer
relationships 216.8 0.1 216.9
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Long-term deferred income tax
assets

Deferred charges and other
assets

Current liabilities
Non-current liabilities
Shareholders equity

49.1

46.5

$2,333.3

§ 441
998.9
1,290.3

$2,333.3

20.2

$2,253.4

$ 296.7
180.6
1,776.1

$2,253.4

24

183.9

11.5

$1,423.9

$ 354.0
717.9
352.0

$1,423.9

(29.8)

$(2,157.9)

(29.8)
(2,128.1)

$(2,157.9)

203.2

78.2

$3,852.7

$ 694.8
1,867.6
1,290.3

$3,852.7
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ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

General
Corporate overview

The following discussion and analysis presents factors which affected the Company s consolidated results of
operations for the three and six month periods ended February 29, 2004 as compared to the three and six month
periods ended February 28, 2003 and the Company s consolidated financial position at February 29, 2004. The
following information should be read in conjunction with the Consolidated Financial Statements and Notes thereto
included in this Form 10-Q and in the Company s Form 10-K for the year ended August 31, 2003.

We operate in five reportable segments: Education services, Public Transit services, Greyhound, Healthcare
Transportation services and Emergency Management services. See Note 8 Segmented Information of Notes to
Consolidated Financial Statements in this Report.

Pursuant to the terms of the Company s $406.0 million Senior Notes, the Company is required to segregate the
consolidated results of operations between the Restricted and Unrestricted Subsidiaries as defined in Note 9

Condensed financial statements of restricted subsidiaries of the Notes to the Consolidated Financial Statements
included in this Report.

Results of Operations

As discussed in Note 1 Corporate overview and basis of presentation of the Notes to the Consolidated Financial
Statements included in this Report, we adopted fresh start accounting effective June 1, 2003 and our results of
operations and cash flows have been separated as pre-June 1 and post-May 31, 2003 due to a change in basis of
accounting in the underlying assets and liabilities. For purposes of the following discussion, we refer to our results
prior to June 1, 2003 as results for the Predecessor Company and we refer to our results after May 31, 2003 as results
for the Company. However, for the reasons described in Note 1 and due to other non-recurring adjustments, the
Predecessor Company s financial statements for the periods prior to our emergence from bankruptcy may not be
comparable to the Company s financial statements. Readers should, therefore, review this material with caution and
not rely on the information concerning the Predecessor Company as being indicative of our future results or providing
an accurate comparison of financial performance.
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Three and six month periods ended February 29, 2004 compared with the Predecessor Company three and six month
periods ended February 28, 2003 results of operations

Percentage of Revenue

Revenue

Compensation expense
Accident claims and
professional liability expenses
Vehicle related costs
Occupancy costs

Fuel

Depreciation

Amortization

Other operating expenses

Operating income
Interest expense
Other expense, net

Income before income taxes
and cumulative effect of a
change in accounting
principle

Income tax expense

Income before cumulative
effect of a change in
accounting principle
Cumulative effect of a change
in accounting principle

Net income (loss)

Table of Contents

Three Months ended Six Months ended
February February February February
29, 28, 29’ 28’
2004 2003 2004 2003
100.0% 100.0% 100.0% 100.0%
58.4 58.2 57.5 57.4
6.7 6.6 7.0 7.4
59 6.0 5.8 59
4.4 4.7 4.3 4.4
3.9 3.9 3.8 3.8
59 6.7 6.1 6.7

0.4 0.4
10.8 10.9 104 10.5
3.6 3.0 4.7 3.9
3.0) (0.6) (2.8) (0.6)
0.4) (0.8) 0.2) 0.7)
0.2 1.6 1.7 2.6
0.1) (0.2) 0.7) (0.1)
0.1 14 1.0 2.5
(96.6)
0.1% 1.4% 1.0% (94.1)%
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The sources of revenue by business segment and by Restricted Subsidiaries and Unrestricted Subsidiaries are as
follows ($ in millions):

Revenue
Three Months ended Six Months ended
February February February February
29, 28, 29’ 289
2004 2003 2004 2003
Education services $ 394.8 $ 400.8 $ 850.5 $ 857.0
Public Transit services 72.5 68.6 144.6 139.2
Greyhound 294.3 281.7 581.4 556.1
Healthcare Transportation services 262.4 252.0 524.4 499.5
Emergency Management services 138.5 117.6 2719 231.1
Total $1,162.5 $1,120.7 $2,372.8 $2,282.9
Restricted Subsidiaries $ 9295 $ 888.7 $1,909.6 $1,824.6
Unrestricted subsidiaries 233.0 232.0 463.2 458.3
Total $1,162.5 $1,120.7 $2,372.8 $2,282.9

Revenue in the Education services segment decreased by 1.5% and 0.8% during the three and six months ended
February 29, 2004, respectively. The effect of lost business ($28 million and $57 million during the three and six
months ended February 29, 2004, respectively, of which approximately half was due to the loss of the City of Boston
contract) and lost operating days due to weather ($6 million in the three and six months ended February 29, 2004) was
only partially offset by new contracts, price increases and the strengthening of the Canadian currency relative to the
U.S. dollar. It is anticipated that approximately $5 million of the weather related revenue losses will be recovered in
the fourth quarter. Revenue would have declined 3.2% and 2.4% during the three and six months ended February 29,
2004, respectively, had there been no change in the exchange rate.

The 5.7% and 3.9% increase in revenue during the three and six months ended February 29, 2004, respectively, in the
Public Transit services segment is primarily attributable to additional routes and services.

The 4.5% increase in revenue during the three and six months ended February 29, 2004, in the Greyhound segment is
principally due to a favorable foreign currency exchange rate and, to a lesser extent, an increase in tour and charter
revenue due to new contracts. Had there been no change in the exchange rate, revenue would have increased 1.2% and
1.4% during the three and six months ended February 29, 2004, respectively.
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The 4.1% and 5.0% increase in revenue during the three and six months ended February 29, 2004, respectively, in the
Healthcar