




1

Dear Fellow Shareholders,

Success for STA is a never ending journey, taken one step at a time.  This past year I am pleased to report we have 

taken several important steps and actions to increase our ability to achieve our mission.

We have achieved some financial milestones since our IPO in December 2004 to our recently ended June 30 

fiscal year 2007. We nearly doubled our annual revenues; more than doubled our cash available for distributions, 

lowered our cost of capital and increased our number of shareholders.

STA has also performed in our operations, particularly over the last six years, as we have tripled our fleet size and 

yet have maintained our average aged fleet at 5.3 years, one of the youngest in the industry.  We continue to be 

a leader in clean air fuel initiatives and have upgraded our fleet to include environmentally friendly Compressed 

Natural Gas (CNG) vehicles and new Ultra Low Sulfur Emissions (ULEV) vehicles for cleaner burning fuel throughout 

our fleet.

This past fiscal year we concentrated on building our operating regions for future growth and have added capac-

ity to our regional staffs to prepare for the next phase of our A-B-C growth strategy (Acquisitions, Bids and Conver-

sions).  

While we remain focused on the acquisition segment of our growth strategy, we continue to win bids in targeted 

areas and have been successful this past year again with additional conversions in Pennsylvania. 

We expanded our Canadian operations this past year through our subsidiary, Student Transportation of Canada, 

and subsequent to the fiscal year end announced new additional locations in Ontario that will double our fleet 

size and our cash flows in Canada.  We have achieved much success in our operations and will continue to make 

Canada a priority of our growth program.

As of our latest census date we now employ over 5,000 dedicated employees who keep the wheels in motion. I 

thank the drivers, mechanics, safety personnel, terminal managers and dispatchers for their hard work on deliver-

ing the service our customers have come to expect; safe and on-time transportation to and from school. 

While our 22% compounded annual growth rate of revenues for the last several years is important, our base busi-

ness continues to be solid in performance.  Fiscal 2008 will be no exception.  We intend to continue our focus on 

growth in our regions while challenging ourselves to improve our performance in all the standards we measure.

In 1997 when we started, we had a slogan that our focus would be “40 buses in the middle of nowhere.” Since 

that time we have been, and continue to be, a growing company.  Soon we will add to that focus, “150 buses in 

the middle of somewhere.”  There continues to be tremendous growth available for STA but we must remain pru-

dent in our diligence and our approach to these growth opportunities as we have done in the past. 
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Fiscal 2007 also saw us continue our change from an Income Participating Security (IPS) structure to a more simpli-

fied common share structure with qualified dividends.  Our subsequent to year end exchange offer this past Sep-

tember was highly successful and a huge vote of confidence by shareholders in our new direction. 

The industry continues to change with the top two players announcing their intentions to merge this year. Our feel-

ing is this will create a new set of growth opportunities for our company as a result of the approved merger. 

STA’s ridership and passenger count continues to increase as we are situated in areas most likely to see enroll-

ment and population increases.  Security issues surrounding the long distances children are walking to school are 

prompting changes in school policies in favor of the yellow bus, which we believe will improve our organic growth. 

While things are changing in our company and industry, things remain constant.  Kids have to go to school.  This 

year we plan to strengthen the skills and the capabilities of our people to prepare for the new growth. We expect 

and continue to build on our reputation as a quality service provider.

We would like to thank you, our shareholders, for your continued support and I assure you that your company, its 

Board of Directors and its management are stronger than ever.

Thank you for joining us “On the road to excellence”. 

Denis J. Gallagher

Chairman of the Board and Chief Executive Officer
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Corporate Governance
We at Student Transportation fully understand that earning the trust of investors comes from demonstrated honesty, 
transparency and sound governance. Our Board of Directors is dedicated to the highest standards of corporate governance. 
As such, the Board is fully committed to a comprehensive corporate governance strategy that promotes the Company’s 
long-term well-being and sustainability for the benefi t of the shareholders. 

The corporate governance policies and practices are substantially compliant with National Policy 58–201, the guidelines 
of the Canadian Securities Administrators. The Board is committed to proactively reviewing and updating all policies and 
practices to stay ahead of regulatory demands and investor expectations. 

Student Transportation’s board consists of seven directors, of whom fi ve are independent of management. The Board 
follows a mandate that clearly defi nes its roles and responsibilities in overseeing the Company’s strategy, management 
team, fi nancial reporting and governance.

Policies

The Board has adopted several policies that refl ect best practices in governance and disclosure:

Board Mandate – Defi nes the role and responsibilities of the Board of Directors.

Disclosure Policy – Ensures the Company adheres to best practices in disclosing and disseminating material 
information.

Code of Conduct – Sets out the ethical principles guiding all directors, offi  cers and employees of Student 
Transportation.

Insider Trading Policy – Strictly limits trading by management, the Board and other insiders.

“Whistleblower” Policy – Spells out confi dential complaint procedures regarding illegal or unethical behaviour.

All policies, along with the committee charters, are available on Student Transportation’s investor
web site at www.sta-ips.com.

Committees

Audit Committee

Student Transportation’s Audit Committee is responsible for: the oversight and supervision of accounting and fi nancial 
reporting practices and procedures, the adequacy of internal accounting controls and procedures, and the quality and 
integrity of the fi nancial statements. The independent auditors of Student Transportation report directly to the Audit Committee. 
The Committee is also responsible for directing the auditors’ examination of specifi c areas and for recommending to the 
Board of Directors the selection of independent auditors.

The Audit Committee met six times during fi scal 2007. Each member of the Audit Committee is independent of 
management and deemed fi nancially literate by Multilateral Instrument 52-110 which prescribes certain requirements for  
audit committees.

Members: George Rossi (Chair), David Scopelliti, Victor Wells, Irving R. Gerstein
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Compensation, Nominating and Corporate Governance Committee

The Compensation, Nominating and Corporate Governance Committee of Student Transportation is responsible for: 
establishing procedures for the identifi cation and recommendation of nominees to the Board of Directors, ongoing 
assessment of the Board of Directors, its committees and its members, developing and implementing orientation 
procedures for new directors, advising on and overseeing compensation, and developing and monitoring the Company’s 
approach to governance issues.

The Compensation, Nominating and Corporate Governance Committee of Student Transportation met fi ve times during fi scal 2007. 
Two of the three members of the committee are independent of management.

Members: Irving R. Gerstein (Chair), Kenneth B. Needler, Robert E. Reilly

Directors

Denis J. Gallagher
Chairman of the Board and Chief Executive Offi  cer

As Founder, Chairman and Chief Executive Offi  cer of STA, Mr. Gallagher has over 30 years of experience in the passenger 
transportation industry. He previously served as President and Chief Executive Offi  cer of Coast Cities, a local transportation 
company. During his tenure, Coast Cities was developed into the largest privately held school bus company in New Jersey. 
Upon the acquisition of Coast Cities by Laidlaw, Inc. in 1987, he was appointed Regional Vice President and later Senior 
Vice President of Operations for Laidlaw Passenger Services Group, a position he held through 1996. 

Mr. Gallagher played a key role in Laidlaw’s expansion into new markets, including the consolidation and integration of 
many acquisitions and the successful privatization of several large fl eets in the Southeast. He is involved in numerous 
industry and community activities. He served as a member of the Board of Directors of Canada Cartage Diversifi ed Fund, 
a dedicated trucking and logistics company listed on the TSX, until that company was acquired in 2007.

Irving R. Gerstein
Lead Director

A retired executive, Mr. Gerstein is a director of Medical Facilities Corporation, Atlantic Power Corporation and Economic 
Investment Trust Limited, and previously served as a director of other public issuers, including CTV Inc., Traders Group 
Limited, Guaranty Trust Company of Canada, Confederation Life Insurance Company and Scott’s Hospitality Inc. He also 
served as an offi  cer and director of Peoples Jewellers Limited. Mr. Gerstein is a Member of the Order of Canada and a 
Member of the Order of Ontario. He is an honorary director of Mount Sinai Hospital (Toronto), having previously served as 
Chairman of the Board, Chairman Emeritus and a director over a period of 25 years, and is currently a member of its 
Research Committee.

Kenneth B. Needler

Mr. Needler is the former President and Chief Operating Offi  cer of STA Holdings. He began his career in the passenger 
transportation industry in 1972 with a company that was subsequently acquired by Laidlaw, Inc. He was named President 
and Chief Operating Offi  cer of the company in July 1999, and served as such until June 30, 2005, after being appointed 
to the company’s Board of Directors in 1998. Between 1972 and 1990, he served in a number of management capacities 
at Laidlaw, Inc. including Division Manager, Regional Vice President, and President of the Canadian school bus operations. 
In 1984, Mr. Needler was appointed to the Board of Directors of Laidlaw, Inc. where he served as a Member of the Audit 
Committee and then as President of the Passenger Services Group.
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George Rossi

Mr. Rossi is a consultant and corporate director. He serves on the boards of several public and private entities including 
Kangaroo Media, a Montreal-based manufacturer and distributor of portable multi-media, Dolan Media, a NYSE-listed 
publisher of local business and legal newspapers in the United States, OFI, a manufacturer and distributor of insulation 
products, and Radio Nord Communications, a Quebec broadcaster. He also serves on the investment valuation committee 
of Investissements Desjardins. As the Senior Vice-President and Chief Financial Offi  cer of Cinar Corporation from November 
2000 to 2002 and as Interim President from 2002-2003, Mr. Rossi successfully led the turnaround and fi nancial restructuring 
of the company.

David Scopelliti

Mr. Scopelliti is the Managing Director — a Principal of GarMark Partners, a private investment fi rm in Stamford, Connecticut. 
David also sits on the advisory board of The Camelot Group, an independent investment advisory fi rm that provides advice 
to private equity investors. Mr. Scopelliti has over 20 years of experience as a principal investor in the private equity and 
debt markets. Prior to GarMark, he was a Managing Director – Corporate Development and Client Service at PCG Asset 
Management, advising pension fund clients on alternative investments. Prior to that he was head of Private Equity for the 
State of Connecticut Pension Plan and Vice Chairman of the Institutional Limited Partners Association (ILPA). Previously, he 
was a Principal of USBX Advisory Services focusing on the security indmstry. Prior to that, he was the Managing Director with 
CIBC World Markets in New York, focusing on mezzanine and private equity transactions. Previous to that, Mr. Scopelliti was 
the founder and head of ING’s New York Merchant Banking Group, focusing on mezzanine and private equity capital in 
support of buyouts and growth fi nancing.

Robert E. Reilly

Mr. Reilly is the Chairman and founding partner of Reilly Partners Inc., an executive search fi rm. Prior to starting Reilly Partners 
Inc. in January  2005, he was the President and a director of DHR International, an executive search fi rm in the U.S. In this 
capacity, he successfully completed Board of Directors, CEO, COO, CFO, and President searches for prominent clients 
in various industries. Prior to joining DHR, Mr. Reilly served as a Senior Vice President, Strategic Group of LaSalle Partners, 
now Jones Lang LaSalle. As coordinator of LaSalle’s fi rm-wide New Business Development, he was instrumental in the 
establishment of LaSalle’s European and West Coast headquarters in London and Los Angeles, respectively.

Victor Wells

Mr. Wells is a director of, and is Chair of the Audit Committee for, MagIndustries Corp. and  Northstar Healthcare Inc. He 
formerly was a Trustee of Canada Cartage Diversifi ed Income Fund and chaired its Audit Committee.  Mr. Wells was 
Vice President, Finance and CFO of Chemtrade Logistics Income Fund from its initial public off ering in July 2001 until 
2006.  From 1998 to 2001 Mr. Wells was Vice President, Finance and CFO of Tahera Diamond Corporation, a diamond 
mining company listed on the TSX.  Mr. Wells is a member of Financial Executives International, a past Chapter President 
and Director.  Mr. Wells is currently Vice Chairman of the Committee on Corporate Reporting and was a member of the 
Accounting Standards Board from 1991 to 1995.  Mr. Wells obtained his Chartered Accountant designation with Ernst and 
Young in Toronto, and was elected a Fellow of the Institute of Chartered Accountants of British Columbia in 1990 and a 
Fellow of the Ontario Institute of Chartered Accountants in 2006. 



MANAGEMENT’S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS OF OPERATIONS 

The following Management Discussion and Analysis of the Financial Condition and 
Results of Operations of Student Transportation of America Ltd., is supplemental to, and should 
be read in conjunction with, the financial statements and footnotes for the period ended June 30, 
2007.  These financial statements can be found on SEDAR at www.sedar.com. Student 
Transportation of America Ltd.’s financial statements are prepared in accordance with 
accounting principles generally accepted in Canada (“GAAP”).  The information in this 
Management’s Discussion and Analysis of the Financial Condition and Results of Operations is 
effective September24, 2007.  Additional information about, and the Annual Information Form 
filed by, Student Transportation of America Ltd., is available on SEDAR at www.sedar.com.

All references to “$” are to U.S. dollars and all references to “Cdn $” are to Canadian dollars. 

Recent Developments – Exchange Offer 

 Student Transportation of America Ltd. (“STA” or the “Company”) together with its 
indirect subsidiary Student Transportation of America ULC (“STA ULC” and together with STA, 
the “Issuer”), initially issued income participating securities (“IPSs”) pursuant to the Issuer’s 
initial public offering in December 2004 and in connection with two subsequent offerings, one in 
October 2005 and one in June 2006.  Each IPS consisted of one common share of STA and Cdn. 
$3.847 principal amount of 14% subordinated notes of STA ULC (the “Subordinated Notes”).  
The Issuer, over the last twelve months, has taken various steps to enhance the liquidity of STA 
common shares and facilitate the separation of the IPSs.  These steps included (i) the separate 
listing and posting for trading of the common shares of STA and the 14% subordinated notes of 
STA ULC in September 2006; (ii) the October 2006 and December 2006 TSX approval of the 
Company’s normal course issuer bids for a portion of the issued and outstanding 14% 
subordinated notes and IPSs, respectively, as appropriate opportunities arise from time to time; 
and (iii) the issuance of 3,010,000 common shares of STA pursuant to a private placement 
transaction in March 2007.   

 As the next step in the process to enhance the liquidity of the common shares and 
facilitate the separation of the IPSs, the Company announced an exchange offer (the “Exchange 
Offer”) on July 30, 2007, under which the holders of the 14% subordinated notes of STA ULC 
were offered 0.67 common shares of STA in exchange for each Cdn $3.847 principal amount of 
14% subordinated notes.  The Exchange Offer expired on September 4, 2007, and 7,969,609 
common shares of STA were issued in exchange for Cdn. $45.8 million in principal amount of 
14% subordinated notes of STA ULC tendered in connection with the Exchange Offer, 
representing 51% of the aggregate principal amount of subordinated notes then outstanding. 

General 

           STA is a corporation established under the laws of the Province of Ontario.  STA was 
incorporated on September 22, 2004 and, for the period from September 22, 2004 to December 
21, 2004, was inactive.  STA together with its indirect subsidiary STA ULC, completed an Initial 
Public Offering (the “IPS Offering”) on December 21, 2004 through the issuance of 11,604,140 
IPSs. Each IPS consisted of one common share of STA and Cdn. $3.847 principal amount of 
Subordinated Notes of STA ULC  Simultaneous to the IPS Offering, STA ULC issued, on a 
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private placement basis, separate 14% subordinated notes (the “Separate Subordinated Notes” and 
together with the Subordinated Notes, the “Notes”) and the Issuer, through a subsidiary, entered 
into a bank credit facility with a group of lenders (together with the IPS Offering, the “IPS 
Transactions”).  On January 7, 2005, the underwriters of the Company’s IPS Offering exercised 
an overallotment option granted in connection with the IPS Offering.  As part of the exercise of 
the overallotment option, the Issuer completed a subsequent issuance of 1,160,414 IPSs.  STA 
and STA ULC used the net proceeds from the IPO Offering combined with the exercise of the 
overallotment option to purchase 100% of the Class A common shares and 100% of the preferred 
shares of Student Transportation of America Holdings, Inc. (“STA Holdings”), respectively.  
Certain existing investors in STA Inc. (the “Existing Investors”) retained 100% of the Class B 
common shares of STA Holdings (the “Class B – Series One common shares”) at the time of the 
IPS Offering.

On October 25, 2005, the Issuer sold 3,100,000 IPSs pursuant to a bought deal private 
placement transaction with a syndicate of underwriters (the “Private Placement”).  The net 
proceeds (after commissions and fees) were used entirely to pay down debt on the credit facility, 
including the acquisition lines then outstanding and a portion of the term loan under the credit 
facility.  On June 14, 2006, the Issuer sold 4,900,000 IPSs on a bought deal basis with a syndicate 
of underwriters (the “Bought Deal”).  The net proceeds (after commissions and fees) were used to 
pay down existing debt on the acquisition and revolving lines of the credit facility, to fund 
investment requirements for new bid and contract awards for the 2006-2007 school year and for 
general corporate purposes.  Each IPS unit consisted of one common share of STA and Cdn 
$3.847 principal amount of 14% Subordinated Notes of STA ULC. 

 At any time after the 45th day following the date of original issuance or upon the occurrence 
of a change of control of STA ULC, holders of IPSs may separate their IPSs into the common 
shares and Subordinated Notes represented thereby through their broker or other financial 
institution.  Similarly, any holder of common shares and Subordinated Notes may recombine the 
applicable number of common shares and principal amount of Subordinated Notes to form IPSs 
through their broker or other financial institution, at any time.  The IPSs will be automatically 
separated into the common shares and Subordinated Notes upon the occurrence of any of the 
following: (i) with respect to any holder of IPSs, acceptance by such holder of STA ULC's offer to 
repurchase the Subordinated Notes represented by that holder's IPSs in connection with a change of 
control of STA or STA ULC; (ii) exercise by STA ULC of its right to redeem all or a portion of the 
Subordinated Notes which may be represented by IPSs at the time of such redemption; (iii) the date 
on which the outstanding principal amount of the Subordinated Notes becomes due and payable, 
whether at the stated maturity date or upon acceleration thereof;  (iv) if The Canadian Depository 
for Securities Limited is unwilling or unable to continue as securities depository with respect to the 
IPSs and the Issuer is unable to find a successor depository; or (v) the continuance (without cure) of 
a payment default on the Subordinated Notes for 90 days.  

 On October 3, 2006, the common shares and Subordinated Notes represented by the IPSs 
were listed and posted for trading separately on the Toronto Stock Exchange (“TSX”) pursuant to 
TSX approval.  The IPSs continue to be listed and posted for trading on the TSX. 

The holders of the Class B common shares are entitled to receive dividends, as and when 
declared by the board of directors of STA Holdings, approximately equivalent to the distributions 
per IPS received by the holders of IPS’s.  The Class B – Series One common shares held by the 
Existing Investors had the right (the “Negotiation Right”), exercisable at any time subsequent to 
the second anniversary of the IPS Offering, to request the Company to enter into good faith 
negotiations to purchase the Class B – Series One common shares held by the Existing Investors.  
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Subsequent to the second anniversary of the IPS Offering, the dividend on the Class B – Series 
One common shares held by the Existing Investors would increase by 10% (such enhanced 
dividend entitlement to the Existing Investors is referred to as the “Enhanced Dividend”).  The 
terms of the Class B – Series One common shares provided the Company with the right (the 
“Redemption Right”) exercisable at any time following the second anniversary of the IPS 
Offering to purchase for cancellation the outstanding Class B – Series One common shares.   

The Company repurchased for cancellation all of the Class B – Series One common 
shares on December 22, 2006.  The repurchase of the Class B – Series One common shares 
lowered the Company’s cash payment requirements by effectively eliminating the Enhanced 
Dividend that would have come into effect subsequent to the second anniversary of the IPS 
Offering.  In addition, the repurchase and cancellation of the Class B – Series One common 
shares represented a reduction in minority interest to the Company.  The repurchase of the Class 
B – Series One shares is deemed to be a step acquisition to the original IPS Offering transaction.  
The Company paid approximately $8.6 million, based on a negotiation with the Existing 
Investors for the repurchase of these shares which resulted in a $2.4 million increase to goodwill 
as at June 30, 2007.   

 On December 8, 2005, the shareholders of the Company approved the adoption by STA 
Holdings of the STA Holdings Equity Incentive Plan (“EIP”).  A maximum of 717,747 Class B – 
Series Two common shares are available for issuance in connection with grants of awards under 
the EIP.  During the 2006 fiscal year, STA Holdings granted 133,549 Class B – Series Two 
common shares pursuant to the EIP.  The Company recognized $0.9 million in non-cash stock 
based compensation expense related to these grants during the 2006 fiscal year fourth quarter 
ended June 30, 2006.  In connection with these grants of shares under the EIP during the 2006 
fiscal year, an aggregate 27,165 shares were withheld at the election of the Participants to satisfy 
required tax withholdings on these grants.  As such, 106,384 shares related to these grants 
remained outstanding as at June 30, 2006.   

On July 12, 2006 and August 24, 2006, STA Holdings granted 151,740 and 138,333, 
Class B – Series Two common shares, respectively, pursuant to the EIP.  The Company 
recognized $1.9 million in non-cash stock based compensation expense related to these grants 
during the 2007 fiscal year first quarter ended September 30, 2006.  While the August 24, 2006 
share grants were in respect of the achievements of management during the 2006 fiscal year, the 
related compensation expense was recognized in the period in which the shares were granted 
pursuant to accounting rules.  The issuance of Class B – Series Two common shares represented 
additional minority interest to the Company.  In connection with these grants during the first 
quarter of fiscal year 2007 under the EIP, an aggregate 50,760 shares were withheld at the 
election of the participants to satisfy required tax withholdings on these grants.  No grants under 
the EIP were made during the remaining quarters of the 2007 fiscal year.  As such, and combined 
with the shares outstanding as at June 30, 2006, 345,697 shares of Class B – Series Two common 
shares remained outstanding as at June 30, 2007. 

On December 14, 2006, STA Holdings entered into a new amended and restated credit 
agreement and issued new senior secured notes pursuant to a private placement, which rank pari-
passu with the new amended and restated credit agreement.  On December 22, 2006, the 
Company repurchased for cancellation all of the Class B – Series One common shares of STA 
Holdings.  Net proceeds from the initial borrowings under the new amended and restated credit 
agreement and the issuance of the new senior secured notes were used to repay all outstanding 
amounts under the existing credit agreement (including accrued and unpaid interest) and fund the 
repurchase of the Class B – Series One common shares of STA Holdings (including accrued and 
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unpaid dividends to the date of repurchase). 

On December 15, 2006, the Issuer received approval from the TSX to make a normal 
course issuer bid in accordance with the requirements of the exchange for a portion of its IPSs as 
appropriate opportunities arise from time to time.  Pursuant to the normal course issuer bid for 
IPSs, the Issuer intends to acquire up to 400,000 IPSs in the 12-month period commencing 
December 15, 2006 and ending on December 15, 2007; provided however, that in no event shall 
purchases under the IPS bid and the Notes bid (described below) exceed $5.0 million.  STA 
intends to fund the purchase of any IPSs and/or Subordinated Notes under the normal course 
issuer bid(s) either through borrowings on its credit facility or out of available cash.  Any 
purchase of IPSs and/or Subordinated Notes will be made at market prices and the IPSs and/or 
Subordinated Notes will be cancelled upon their purchase by the Issuer.  During the period from 
December 15, 2006 through June 30, 2007, the Issuer purchased for cancellation 56,000 IPSs out 
of available cash.  Previously, on October 17, 2006, the Issuer received approval from the TSX to 
make a normal course issuer bid in accordance with the requirements of the exchange for a 
portion of its Notes as appropriate opportunities arise from time to time in the 12-month period 
commencing on October 17, 2006 and ending on October 17, 2007.  As at June 30, 2007, no 
separate purchases of the Notes have been made under the normal course issuer bid.  Investors 
may obtain a copy of the notices filed with the TSX, without charge, by contacting investor 
relations at IR@sta-ips.com.

On March 29, 2007, STA issued 3,010,000 common shares pursuant to a private 
placement transaction with a syndicate of underwriters (the “Common Share Private Placement”).  
The net proceeds (after commissions and fees) were used entirely to pay down debt on the credit 
facility, including borrowings used to fund the repurchase of the Class B – Series One common 
shares of STA Holdings (including accrued and unpaid dividends to the date of repurchase) 
discussed above and outstanding acquisition borrowings.  The common shares issued are 
equivalent to the common shares included as the equity component of the IPS units. 

 The Company currently holds a 98.6% interest in STA Holdings as at June 30, 2007 
through its ownership of the Class A shares of STA Holdings.  STA Holdings, through its wholly 
owned subsidiary, Student Transportation of America, Inc. (“STA, Inc.”), is the fifth largest 
provider of school bus transportation services in North America.
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Results of Operations (in 000’s of US$, except per share data) 

Summary Table of Financial Results
192 Day

Period Ended
2007 2006 2007 2006 June 30, 2005

Revenues 45,808$            37,860$            168,110$          132,995$          62,738$            

Costs and expenses
Cost of operations 31,998              27,256              122,251            95,424              43,762              
General and administrative 4,794                3,554                17,136              12,802              6,059                
Non-cash stock compensation -                   919                   1,862                919                   -                   
Depreciation expense 5,614                4,837                18,596              14,964              8,843                
Amortization expense 897                   1,633                5,889                6,198                3,248                

Total operating expenses 43,303              38,199              165,734            130,307            61,912              
Income (loss) from operations 2,505                (339)                 2,376                2,688                826                   
Interest expense 3,819                3,548                15,834              13,262              5,727                
Unrealized gain on

derivative contracts (4,338)              (2,088)              (1,481)              (4,262)              (1,000)              
Other (income) expense, net (6)                     11                     (642)                 52                     86                     
Income (loss) before income taxes

and minority interest 3,030                (1,810)              (11,335)            (6,364)              (3,987)              
Provision (recovery) of income taxes 1,280                (1,083)              (4,391)              (2,695)              (1,418)              
Minority interest 62                     130                   170                   226                   24                     
Net income (loss) 1,688$             (857)$              (7,114)$           (3,895)$            (2,593)$           
Net income (loss) per share 0.07$                (0.04)$              (0.33)$              (0.26)$              (0.20)$              

Balance Sheet Data 2007 2006 2005

Total assets 257,985            254,179            178,650         
Total long-term liabilities 148,126            139,471            112,746         

(thousands of dollars)

Three Months Ended Fiscal Year Ended
June 30, June 30,

Fiscal Years Ended June 30,

Seasonality

 The Company’s operations are seasonal and follow the school calendars of the public and 
private schools it serves.  School bus transportation revenue has historically been seasonal, based 
on the school calendar and holiday schedule.  During the summer school break, revenue is 
derived primarily from summer camps and private charter services.  Since schools are not in 
session, there is no school bus transportation revenue.  Thus, the Company incurs operating losses 
during the first three months of the fiscal year, which encompasses the summer school break.  
Depreciation of fixed assets occurs in the months during which schools are in session, which is 
generally September through June.  A full year’s worth of depreciation is recorded in these ten 
months to correspond to the vehicle’s usage.  In addition, the Company purchases a majority of 
its replacement capital expenditures, along with investment capital spending for new bids and 
contracts awarded for the upcoming school year in the same time period.  These purchases have 
historically been funded by borrowings on the Company’s credit facility. 

Growth

The Company closed two acquisitions during fiscal 2007, one in July 2006 and one in 
late November 2006.  In addition, the Company closed six acquisitions during fiscal 2006, one in 
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late September 2005, two in early November 2005, one in March 2006 and two during the fourth 
quarter of fiscal 2006, including the acquisition of Positive Connections, Inc. (“PCI”) in May 
2006.  In addition, the Company started operations on four new bid / conversion contracts for the 
2007 fiscal year, including a five year contract with the Riverside Unified School District in 
California (“Riverside”).   

 The acquisition of PCI added 400 vehicles and established a new platform for operations 
and growth in the Midwest, adding six locations within the states of Illinois and Minnesota.  The 
PCI purchase and sale agreement includes contingent purchase price payment provisions related 
to two additional revenue contracts that were bid prior to the close of the PCI acquisition and 
awarded thereafter for services for the school year commencing in September 2006.  The 
Company has included an estimate of the contingent purchase price payment amounts in 
liabilities as at June 30, 2007.  During the first few operating months of the 2006 – 2007 school 
year for the PCI terminal locations, the Company experienced higher than anticipated driver costs 
due to driver shortages and the transition to STA operating procedures.  These driver wages are 
now in expected ranges, and the Company does not expect a recurrence of the higher levels 
during the beginning operating months of future school years.   

The Riverside contract was awarded to the Company as a result of a competitive bid 
process where the school district replaced the incumbent operator.  The Riverside contract added 
approximately 180 vehicles to the Company’s existing business in California during the 2006-
2007 school year.  During the first few operating months of the 2006-2007 school year, the 
Company experienced higher than anticipated driver shortages and thus incurred local market 
wage increases.  The driver shortages affected all of the private contractors in the area.  The 
Company has continually recruited and trained potential drivers during the period.  While the 
driver shortage has improved, the Company continued to experience higher than originally 
anticipated driver wages resulting from the local market wage increase implemented at the 
beginning of the current school year.  Further, the former operator of the Riverside contract 
leased a facility which was used to park and maintain the buses associated with the Riverside 
contract.  The former operator vacated the facility in June 2006, but continues to be a party to a 
lease agreement for the facility.  The former operator has refused to entertain any sublease offers 
from the school district for use of this facility.  As such, the Company and the school district 
sought a parking and maintenance facility for the Riverside buses throughout the 2006-2007 
school year, and the Company operated the contract without such a facility for the entire school 
year.  As a result of not having such a facility, the Company outsourced the maintenance of the 
Riverside buses for the entire school year, which resulted in higher than originally anticipated 
maintenance costs.  In July 2007, the Company signed new leases for two facilities in Riverside 
to better serve the Riverside contract.  The Company anticipates the two new facilities will lead to 
improvements in operating and maintenance costs going forward. 

The remaining growth contracts resulting from the acquisitions and bid / conversion wins 
for the school year that commenced in September 2006 (excluding PCI and Riverside) continue to 
be in line with Company expectations.  Despite the higher than expected costs experienced at PCI 
and Riverside, management believes that both operations still represent sound operations that will 
be accretive to the Company on an annualized basis.   

The foregoing discussion contains forward-looking statements, which involve risks and 
uncertainties and should be not be read as guarantees of future performance or results.  See 
“Forward Looking Statements”. 
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Managed and Leased Fleet Business  

 The Company’s school transportation services have historically included managed 
services contracts.  These transportation services are structured as management services contracts 
under which the Company manages the transportation for the school district and the school 
district continues to own the school bus fleet.  In July 2006, the Company entered into an 
operating lease agreement with GE Capital to lease $5.4 million in replacement school vehicles 
for the 2006 – 2007 school year.  In December 2006, the Company leased an additional $1.4 
million in replacement school vehicles under the GE Capital operating lease agreement,  Such 
managed services contracts and leased vehicles require lower up front capital investment (as the 
school district maintains ownership of the managed fleet and the lessor maintains ownership of 
the leased fleet) and thus results in lower annual depreciation expense on an ongoing basis.  
Currently, leased and managed buses account for approximately 10% of our fleet.  During fiscal 
year 2006, approximately 12% of our fleet was under managed contracts and there were no leased 
vehicles.  The reduction in the percentage of our fleet operated under managed contracts and the 
operating lease program resulted from the general growth in our owned fleet business over the 
current year combined with the non-renewal of two managed services contracts in Texas and our 
exit from a managed services contract in California where the school district took the 
transportation services back in-house effective December 31, 2006.  The Company intends to 
review leasing alternatives on an annual basis based on the economics of the lease financing.  
While the $6.8 million lease of replacement school vehicles has been an attractive alternative to 
purchasing such due to the low cost of financing, it effectively accelerates expense recognition of 
approximately $9.3 million through operating lease payments over the six year lease term 
compared to depreciation of purchasing the vehicles which would then be depreciated based on 
usage over a period approximately 11 years.  

Three Months Ended June 30, 2007 Compared to Three Months Ended June 30, 2006 

 Revenues:  Revenues for the fourth quarter of fiscal year 2007 were $45.8 million 
compared to $37.9 million for the fourth quarter of fiscal year 2006, representing an increase of 
$7.9 million, or 21.0%.  The Company closed two acquisitions during fiscal 2007 and two 
acquisitions during the fourth quarter of fiscal 2006, and started operations on four new bid / 
conversion contracts for the 2007 fiscal year.  As such, the prior fiscal year fourth quarter 
includes a partial quarter of operations for the two acquisitions closed in the fourth quarter of 
fiscal 2006 and no operations for the two acquisitions that closed in fiscal 2007 and the four 
bid/conversion contracts won for the 2007 fiscal year.  In addition, the Company did not renew 
four contracts for the 2007 fiscal year, closed the Texas regional office in connection with two of 
these non-renewals, and exited a managed services contract in California where the school district 
took the transportation services back-in house effective December 31, 2006. 

 Revenue for the fourth quarter of fiscal year 2007 also reflected approximately $1.1 
million in recovery of amounts deferred at the end of the third quarter due to inclement weather 
experienced in the Northeast U.S., Midwest U.S. and Ontario and a teachers strike at one of our 
school district customers during the third quarter of the 2006 - 2007 fiscal year.  Revenue for the 
fourth quarter of fiscal year 2006 reflected a $0.2 million recovery of amounts deferred at the end 
of the third quarter of the prior fiscal year due to inclement weather experienced in the Northeast 
U.S. during the prior year period.  

 The timing of acquisitions and the new bid-in contracts accounted for $6.0 million in new 
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business growth, which was partially offset by a $1.3 million revenue reduction resulting from the 
five contracts not included in the results for the fourth quarter of fiscal year 2007.  Additionally, 
the current fourth quarter includes an incremental $0.9 million revenue recovery over the prior 
year fourth quarter based on the make up of the weather and strike days.  The remaining $2.3 
million increase in revenues resulted from both contract rate increases and increases in service 
requirements of existing contracts. 

 Cost of Operations:  Cost of operations for the fourth quarter of fiscal year 2007 was 
$32.0 million compared to $27.3 million for the fourth quarter of fiscal year 2006, an increase of 
$4.7 million or 17.4%.  The timing of acquisitions and the new bid/conversion contracts 
accounted for $4.6 million of the total increase in cost of operations, which was partially offset by 
a $1.1 million reduction resulting from the five contracts not included in the results for the fourth 
quarter of fiscal year 2007.  The remaining $1.2 million increase in cost of operations, net of new 
business and contracts not renewed for the fiscal year 2007, resulted primarily from increased 
salaries and wages, fringe benefits, fuel expense and operating costs, partially offset by lower 
insurance costs.  Salaries and wages, net of new business and contracts not renewed for the fiscal 
year 2006, increased $0.8 million due primarily to higher driver’s wages associated with the 
incremental revenue, and decreased as a percentage of revenue to 40.4% in the fourth quarter of 
fiscal year 2007 from 41.7% in the fourth quarter of fiscal year 2006.  Fringe benefits, net of new 
business and contracts not renewed for the fiscal year 2006, increased $0.5 million, due primarily 
to higher employee medical insurance and increased as a percentage of revenue to 9.9% for the 
fourth quarter of fiscal year 2007 from 9.4% for the fourth quarter of fiscal year 2006.  Cost of 
fuel for the fourth quarter of fiscal year 2007, net of new business and contracts not renewed for 
the fiscal year 2007, was $0.3 million higher than the fourth quarter of fiscal year 2006, and as a 
percentage of revenue remained flat at 8.3% for the fourth quarter of fiscal year 2007 compared 
to the fourth quarter of fiscal year 2006.    In order to mitigate the impact of fuel price volatility 
on the Company’s results, the Company entered into a fuel swap transaction in early September 
2006 to lock in the then current market price on approximately 35% of its fuel exposure, while 
approximately 50% to 55% of our contracts continue to have some form of fuel protection against 
price increase, ranging from reimbursement by the school district to outright purchase of fuel by 
school districts.  While the Company entered into the fuel swap transaction to mitigate the risk of 
potential increases in market fuel prices, the Company paid approximately $0.2 million to the 
counterparty under the fuel swap transaction during the fourth quarter of fiscal year 2007 relating 
to the decline in the market price of fuel since the swap was entered into.  This payment has been 
reflected as fuel expense for the fourth quarter of fiscal year 2007.  Operating costs, net of new 
business and contracts not renewed for fiscal 2007, increased $0.3 million due to the operating 
lease payments made during the fourth quarter of fiscal year 2007.  Insurance expense, net of new 
business and contracts not renewed for the fiscal year 2006, was $0.8 million lower than the prior 
year fourth quarter and decreased as a percentage of revenue to 2.0% in the fourth quarter of 
fiscal year 2007 from 4.4% in the fourth quarter of fiscal year 2006.  The decrease in insurance 
expense related primarily to improved trends in claim accruals. 

 General and Administrative Expense:  General and administrative expense for the fourth 
quarter of fiscal year 2007 was $4.8 million compared to $3.6 million for the fourth quarter of 
fiscal year 2006, an increase of $1.2 million or 34.9%.  As a percentage of revenues, total general 
and administrative expense increased to 10.5% for the fourth quarter of fiscal year 2007 from 
9.4% for the fourth quarter of fiscal year 2006.  The acquisitions and new bid in contracts 
accounted for $0.2 million of the total dollar increase in general and administrative expense, 
which was partially offset by a $0.1 million reduction resulting from the five contracts not 
included in the results for the fourth quarter of fiscal year 2007.  The remaining $1.1 million 
increase in general and administrative expense, net of new business and contracts not renewed for 
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the fiscal year 2006, was due primarily to higher salaries and wages of $0.6 million, primarily 
related to year end severance expense, higher consulting and professional fees and higher facility 
costs.

 Non-Cash Stock Compensation:   Non-cash stock compensation expense for the fourth 
quarter of fiscal year 2006 was $0.9 million.  This non-cash expense related to the issuance of 
133,549 shares of Class B – Series Two stock of STA Holdings.  These shares were issued during 
the fourth quarter of fiscal year 2006 pursuant to the terms of the EIP.  There were no issuances 
of shares pursuant to the EIP during the fourth quarter of fiscal year 2007.   

 Depreciation Expense:  Depreciation expense for the fourth quarter of fiscal year 2007 
was $5.6 million compared to $4.8 million for the fourth quarter of fiscal year 2006, an increase 
of $0.8 million, primarily related to the vehicles associated with the acquisitions and new 
bid/conversion contracts.  As a percentage of revenues, depreciation expense decreased to 12.3% 
for the fourth quarter of fiscal year 2007 from 12.8% for the fourth quarter of fiscal year 2006.     

Amortization Expense:  Amortization expense for the fourth quarter of fiscal year 2007 
was $0.9 million compared to $1.6 million for the fourth quarter of fiscal year 2006, a decrease of 
$0.7 million.  As a percentage of revenues, amortization expense declined to 2.0% for the fourth 
quarter of fiscal year 2007 from 4.3% for the fourth quarter of fiscal year 2006.  The decline in 
amortization expense resulted from the run out of amortization on the covenants not to compete 
identifiable intangible asset set up upon the initial purchase of STA Holdings in connection with 
the IPS Transactions.

 Income from Operations:  Income from operations was $2.5 million for the fourth quarter 
of fiscal year 2007 compared to  a loss from operations of $0.3 million for the fourth quarter of 
fiscal year 2006, an increase of $2.8 million resulting from the operating line items discussed 
above.

Interest Expense:  Interest expense for the fourth quarter of fiscal year 2007 was $3.8 
million compared to $3.5 million for the fourth quarter of fiscal year 2006.  The increase in 
interest expense resulted primarily from an increase of approximately $4.2 million in the average 
level of outstanding debt, combined with a 100 basis point increase in interest rates for the fourth 
quarter of fiscal 2007 compared to the fourth quarter of fiscal 2006. 

Unrealized Gain on Derivative Contracts:  Unrealized gain on derivative contracts 
results primarily from the unrealized gain on foreign currency exchange contracts of $4.3 million 
for the fourth quarter of fiscal year 2007 and $2.0 million for the fourth quarter of fiscal year 
2006, which primarily reflects the fair value adjustment of the foreign currency exchange 
contracts entered into as an economic hedge of the US dollar / Canadian dollar currency exposure 
on the IPS distributions.   

 Income (Loss) before Income Taxes and Minority Interest:  Income before 
income taxes and minority interest was $3.0 million for the fourth quarter of fiscal year 2007 
compared to a loss before income taxes and minority interest of $1.8 million for the fourth quarter 
of fiscal year 2006, an improvement of $4.8 million.  This improvement resulted primarily from 
the $2.8 million increase in income from operation discussed above, and the $2.3 million increase 
in unrealized gain on derivative contracts, partially offset by the $0.3 million increase in interest 
expense.

Minority Interest: Minority interest for the fourth quarter of fiscal year 2007 and fourth 
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quarter of fiscal year 2006 amounted to $0.1 million.     

 Net Income (Loss):  Net income for the fourth quarter of fiscal year 2007 amounted to 
$1.7 million, which includes an income tax provision of $1.3 million.  Net loss for the fourth 
quarter of fiscal year 2006 amounted to $0.9 million, and includes a recovery of income taxes of 
$1.0 million.  Net income per common share was $0.07 for the fourth quarter of fiscal year 2007 
compared to a net loss of $0.04 for the fourth quarter of fiscal year 2006. 

Twelve months Ended June 30, 2007 Compared to Twelve months Ended June 30, 2006 

 Revenues:  Revenues for the 2007 fiscal year were $168.1 million compared to $133.0 
million for the 2006 fiscal year, representing an increase of $35.1 million, or 26.4%.  The 
Company closed two acquisitions during fiscal 2007 and two acquisitions during the fourth 
quarter of fiscal 2006, and started operations on four new bid / conversion contracts for the 2007 
fiscal year.  As such, the prior fiscal year includes a partial year of operations for the acquisitions 
closed in fiscal 2006 and no operations for the two acquisitions that closed in fiscal 2007 and the 
four bid/conversion contracts won for the 2007 fiscal year.  In addition, the Company did not 
renew four contracts for the 2007 fiscal year, closed the Texas regional office in connection with 
two of these non-renewals, and exited a managed services contract in California where the school 
district took the transportation services back in house effective December 31, 2006. 

 These acquisitions and new bid-in contracts accounted for $36.0 million in new business 
growth, which was partially offset by a $6.0 million revenue reduction resulting from the four 
contracts not included in the results for the 2007 fiscal year and the one managed services 
contract not included in the third and fourth quarters of fiscal year 2007.  The remaining $5.1 
million increase in revenues resulted from both contract rate increases and increases in service 
requirements of existing contracts. 

 Cost of Operations:  Cost of operations for the 2007 fiscal year was $122.3 million 
compared to $95.4 million for the 2006 fiscal year, an increase of $26.9 million or 28.1%.  The 
acquisitions and new bid/conversion contracts accounted for $27.1 million of the total increase in 
cost of operations, which was partially offset by $4.6 million reduction resulting from the four 
contracts not included in the results for the 2007 fiscal year and one managed services contract 
not included in the third and fourth quarter of fiscal year 2007.  The remaining $4.4 million 
increase in cost of operations, net of new business and contracts not renewed for the fiscal year 
2007, resulted primarily from increased salaries and wages, fringe benefits, fuel, operating costs 
and maintenance costs, partially offset by lower insurance expense.  Salaries and wages, net of 
new business and contracts not renewed for the fiscal year 2006, increased $1.5 million due 
primarily to higher driver’s wages and operations wages, but decreased as a percentage of 
revenue to 41.4% in the 2007 fiscal year from 41.9% in the 2006 fiscal year.  Fringe benefits, net 
of new business and contracts not renewed for the fiscal year 2006, increased $0.8 million, due 
primarily to higher employee medical insurance and higher workers compensation insurance 
accruals, and increased slightly as a percentage of revenue to 10.3% for the 2007 fiscal year from 
10.1% for the 2006 fiscal year.  Cost of fuel for the 2007 fiscal year, net of new business and 
contracts not renewed for the fiscal year 2007, was $1.2 million higher than the 2006 fiscal year, 
and as a percentage of revenue increased to 8.5% for the 2007 fiscal year from 7.9% for the 2006 
fiscal year.  In order to mitigate the impact of fuel price volatility on the Company’s results, the 
Company entered into a fuel swap transaction in early September 2006 to lock in the then current 
market price on approximately 35% of its fuel exposure, while approximately 50% to 55% of our 
contracts continue to have some form of fuel protection against price increase, ranging from 
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reimbursement by the school district to outright purchase of fuel by school districts.  While the 
Company entered into the fuel swap transaction to mitigate the risk of potential increases in 
market fuel prices, the Company paid approximately $1.1 million to the counterparty under the 
fuel swap transaction during the 2007 fiscal year relating to the decline in the market price of fuel 
since the swap was entered into.  This payment has been reflected as fuel expense for the 2007 
fiscal year.  Operating costs, net of new business and contracts not renewed for fiscal 2007, 
increased $1.1 million due to the operating lease payments made during the 2007 fiscal year.    
Maintenance costs, net of new business and contracts not renewed for fiscal 2007, increased $0.3 
million primarily due to higher parts expense during the 2007 fiscal year.  Insurance costs, net of 
new business and contracts not renewed for fiscal 2007, decreased $0.5 million primarily due to 
the improved trends in claims accruals in the second half of fiscal year 2007.     

 General and Administrative Expense:  General and administrative expense for the 2007 
fiscal year was $17.1 million compared to $12.8 million for the 2006 fiscal year, an increase of 
$4.3 million or 33.9%.  As a percentage of revenues, total general and administrative expense 
increased to 10.2% for the 2007 fiscal year from 9.6% for the 2006 fiscal year.  The acquisitions 
and new bid in contracts accounted for $1.6 million of the total dollar increase in general and 
administrative expense, which was partially offset by a $0.5 million reduction resulting from the 
four contracts not included in the results for the 2007 fiscal year and one managed services 
contract not included in the fourth quarter of fiscal year 2007.  The remaining $3.2 million 
increase in general and administrative expense, net of new business and contracts not renewed for 
the fiscal year 2006, was due primarily to higher salaries and wages of $1.5 million, which 
included year end severance expense of $0.5 million, associated fringe benefits of $0.3 million, 
professional fees of $0.9 million, travel expenses of $0.1 million and facilities costs of $0.4 
million.

 Non-Cash Stock Compensation:   Non-cash stock compensation expense for the 2007 
fiscal year was $1.9 million.  This non-cash expense related to the grant of 151,740 and 138,333 
shares of Class B – Series Two common shares of STA Holdings on July 12, 2006 and August 
24, 2006, respectively, pursuant to the EIP.  Non-cash stock compensation expense for the 2006 
fiscal year was $0.9 million.  This non-cash expense related to the initial issuance of 133,549 
shares of Class B – Series Two of STA Holdings.  These shares were issued during the fourth 
quarter of fiscal year 2006 pursuant to the terms of the EIP.        

 Depreciation Expense:  Depreciation expense for the 2007 fiscal year was $18.6 million 
compared to $15.0 million for the 2006 fiscal year, an increase of $3.6 million, primarily related 
to the vehicles associated with the acquisitions and new bid/conversion contracts.  As a 
percentage of revenues, depreciation expense declined to 11.1% for the 2007 fiscal year 
compared to 11.3% for the 2006 fiscal year.     

Amortization Expense:  Amortization expense for the 2007 fiscal year was $5.9 million 
compared to $6.2 million for the 2006 fiscal year, a decrease of $0.3 million.  As a percentage of 
revenues, amortization expense declined to 3.5% for the 2007 fiscal year from 4.7% for the 2006 
fiscal year.  The decline in amortization expense resulted from the run out of amortization on the 
covenants not to compete identifiable intangible asset set up upon the initial purchase of STA 
Holdings in connection with the IPS Transactions.  

 Income from Operations:  Income from operations was $2.4 million for the 2007 fiscal 
year compared to income from operations of $2.7 million for the 2006 fiscal year, a decrease of 
$0.3 million resulting from the operating line items discussed above. 
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Interest Expense:  Interest expense for the 2007 fiscal year was $15.8 million compared 
to $13.3 million for the 2006 fiscal year.  The increase in interest expense resulted primarily from 
an increase of approximately $19.5 million in the average level of outstanding debt, combined 
with a 100 basis point increase in interest rates for fiscal 2007 compared to fiscal 2006. 

Unrealized Gain on Derivative Contracts:  Unrealized gain on derivative contracts 
results primarily from the unrealized gain on foreign currency exchange contracts of $1.5 million 
for the 2007 fiscal year and $4.3 million for the 2006 fiscal year, which reflects the fair value 
adjustment of the foreign currency exchange contracts which formed an economic hedge of the 
US dollar / Canadian dollar currency exposure on the IPS distributions.  

Other (Income) Expense, net:  Other income for the 2007 fiscal year was $0.7 million, 
primarily related to realized translation gains and gains on asset disposals, partially offset by 
losses on the close of the Texas regional office.  Other expense for the 2006 fiscal year totaled 
$52 thousand, primarily related to losses on asset disposals.      

 Loss before Income Taxes and Minority Interest:  Loss before income taxes and minority 
interest was $11.3 million for the 2007 fiscal year compared to a loss of $6.4 million for the 2006 
fiscal year, an increase of $5.0 million.  This increased loss resulted primarily from the $2.8 
million non cash decrease in unrealized gain on derivative contracts, the $2.6 million increase in 
interest expense, and the $0.3 million decrease in income from operations items discussed above 
(which includes the $3.3 million increase in depreciation and amortization expense and the $0.9 
million increase in non cash stock compensation expense), partially offset by the $0.7 million 
increase in other income. 

Minority Interest: Minority interest for the 2007 fiscal year and 2006 fiscal year 
amounted to $0.2 million.     

 Net Loss:  Net loss for the 2007 fiscal year amounted to $7.1 million, which includes a 
recovery of income taxes of $4.4 million.    Net loss for the 2006 fiscal year amounted to $3.9 
million, and includes a recovery of income taxes of $2.7 million.  The effective tax rates for the 
2007 fiscal year and 2006 fiscal year were 38.7% and 42.3%, respectively.  The Company has 
recorded $24.9 million in net future tax liabilities as at June 30, 2007, which includes $14.9 
million in future tax assets primarily associated with a net operating loss carry forward.  The 
future tax assets are expected to be realizable, and no valuation allowance has been recorded in 
connection with these future tax assets.  Net loss per common share was $0.33 and $0.26 for the 
2007 fiscal year and the 2006 fiscal year, respectively. 

Liquidity and Capital Resources 

School bus transportation revenue has historically been seasonal, based on the school 
calendar and holiday schedule.  During the summer school break, revenue is derived primarily 
from summer camps and private charter services.  Since schools are not in session, there is no 
school bus transportation revenue.  The operations of the Company historically generate negative 
cash flow in the first quarter of the fiscal year reflecting the seasonality of the school bus 
transportation industry during the summer season break combined with a majority of replacement 
capital expenditures along with investment capital spending for new bids and contracts awarded 
for the upcoming school year occurring in the same time period.  Replacement capital 
expenditures have historically been funded by borrowings on the Company’s credit facility. 
Investment capital spending for new bids and contracts awards has historically been funded with 
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proceeds from debt and equity financings along with cash flow from operations.  Since the 
Company incurs operating losses during the first three months of the fiscal year, distributions are 
funded with non-operating cash flows for the first interim quarter of the fiscal year.  The 
subsequent quarters of the fiscal year generate excess cash, as schools are in session and due to 
the fact that the majority of replacement capital expenditures and investment capital spending 
occurs in the first interim quarter.  Due to this seasonality, the Company views available cash 
flow on an annualized basis.  The Company has historically funded its distributions with cash 
from operations on an annual basis.   

 On July 12, 2006, the Company closed its acquisition of Simcoe Coach Lines Ltd. 
(“Simcoe”), located in Sutton, Ontario.  On November 30, 2006, the Company purchased the 
assets of H. Burley Truck and Bus Repair, Ltd and 1106593 Ontario Limited (“Burley”), located 
in Peterborough, Ontario.  The aggregate purchase price of these acquisitions was $10.8 million. 
Cash used for the Simcoe and Burley acquisitions combined with the spending to date for 
vehicles purchased for the new revenue and bid-in contracts for the 2006 - 2007 school year 
reduced the fiscal 2006 year-end cash balance by approximately $5.5 million and reduced 
borrowing availability on the loan facilities of the credit agreement by approximately $10.8 
million during the first nine months of fiscal year 2007.   

In December 2006, the Company refinanced its senior debt under its existing credit 
agreement.  The existing credit agreement had a maturity date of December 21, 2007.  On 
December 14, 2006, the Company entered into a new amended and restated credit agreement (the 
“Second Amended and Restated Credit Agreement”) and concurrently completed a new issue of 
senior secured notes (the “Senior Secured Notes”) pursuant to a private placement transaction.  
The Second Amended and Restated Credit Agreement has an initial commitment of 
approximately $75.0 million and includes a $45 million loan facility and a Cdn $33.0 million loan 
facility, both of which are available to fund working capital requirements and to fund acquisitions 
and investment requirements for new revenue and bid-in contracts.  The Company may request an 
increase to the $75.0 million initial commitment for up to $50.0 million in additional 
commitments, so long as no default or event of default has occurred and is continuing.  Each 
lender under the Second Amended and Restated Credit Agreement shall have the option to 
subscribe for a portion of such increase, and any portion not so subscribed may be assumed by 
one or more of the existing lenders or by another financial institution as agreed by the Company 
and the Agent under the agreement.  The Second Amended and Restated Credit Agreement has a 
five year term with a maturity date of December 14, 2011.  The Senior Secured Notes consist of 
$35.0 million of five year, fixed rate senior secured notes carrying a coupon of 5.941%.  The 
Senior Secured Notes rank pari-passu with borrowings under the Second Amended and Restated 
Credit Agreement, and also have a maturity date of December 14, 2011.  Borrowings under the 
Second Amended and Restated Credit Agreement are collateralized by the unencumbered assets 
of STA Holdings and its subsidiaries, and certain shares of the capital stock of STA Holdings and 
the capital stock of each of its subsidiaries.  In addition, payment and performance of the 
obligations under the Second Amended and Restated Credit Agreement are guaranteed by each of 
STA Holdings’ subsidiaries.  Borrowings under the Senior Secured Notes are collateralized by 
the unencumbered assets of STA Holdings and its US subsidiaries, and certain shares of the 
capital stock of STA Holdings and the capital stock of each of its US subsidiaries.  In addition, 
payment and performance of the obligations under the Senior Secured Notes are guaranteed by 
each of STA Holdings US subsidiaries.  In March 2007, the Company amended the Second 
Amended and Restated Credit Agreement to increase the Total Leverage Ratio under the 
agreement from 4.6 to 4.8.  In June and July 2007, the Company amended the Second Amended 
and Restated Credit Agreement and the Senior Secured Notes agreement, respectively, to allow 
for the prepayment of Subordinated Notes in connection with the Exchange Offering (see 
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“Subsequent Events”) resulting from the tender of Subordinated Notes of STA ULC for common 
shares of STA Ltd. 

The combined net proceeds from the initial borrowings under the Second Amended and 
Restated Credit Agreement and the issuance of the Senior Secured Notes were used to refinance 
the outstanding borrowings under the existing credit agreement ($26.9 million in revolving and 
acquisition loan borrowings and $24.8 million in term loan borrowings) and to fund the $8.6 
million repurchase of the Class B – Series One shares of STA Holdings on December 22, 2006. 

Borrowings under the Second Amended and Restated Credit Agreement may be Base 
Rate Loans or Eurodollar Loans, as defined in the credit agreement. Base Rate Loans bear interest 
at the base rate, as defined in the credit agreement (8.25% at June 30, 2007), plus the applicable 
margin, which ranges from 0% to 0.75% depending on STA Holdings’ senior leverage ratio on 
the pricing date. Eurodollar Loans bear interest at the adjusted LIBOR rate, as defined in the 
credit agreement (5.36% at June 30, 2007), plus the applicable margin, which ranges from 1.5% 
to 2.25% depending on STA Holdings’ senior leverage ratio on the pricing date.  

The Second Amended and Restated Credit Agreement and the Senior Secured Notes 
agreement both allow aggregate senior debt borrowings not to exceed $5.0 million in connection 
with the potential cash repurchase of a portion of the 14% subordinated notes outstanding and/or 
outstanding IPSs pursuant to the normal course issuer bids approved by the TSX. 

On March 29, 2007, STA issued 3,010,000 common shares pursuant to the Common 
Share Private Placement.  The net proceeds of $16.2 million (after commissions and fees) were 
used entirely to pay down debt on the credit facility, including the temporary borrowings used to 
fund the repurchase of the Class B – Series One common shares of STA Holdings (including 
accrued and unpaid dividends to the date of repurchase) discussed above and outstanding 
acquisition borrowings.  The common shares issued are equivalent to the common shares 
included as the equity component of the IPS units.  

During the fiscal year 2007, net cash provided by operations totaled $10.1 million, which 
reflects a $5.3 million use of cash for net working capital.  The Company’s investing activities for 
the fiscal year 2007 resulted in a use of cash of $20.1 million.  Included in these investing 
activities were (i) the acquisitions of Simcoe and Burley which closed during fiscal year 2007, (ii) 
capital expenditures of $11.5 million and (iii) $1.5 million in proceeds on sale of equipment.  The 
Company’s financing activities for the fiscal year 2007 represented a source of cash of $7.2 
million.  Included in these financing activities were (i) $16.2 in net proceeds from the common 
share issuance completed on March 29, 2007, (ii) $35.0 million in gross proceeds from the Senior 
Note issuance, (iii) $8.6 million in repurchases of all of the outstanding Class B – Series One 
common shares of STA Holdings, (iv)  $95.2 million in credit agreement borrowings (including 
initial borrowing under the Second Amended and Restated Credit Agreement) and $115.5 million 
in credit agreement repayments (including repayments on previous credit agreement of term loan 
principal of $24.8 million and rollover of acquisition and revolving loan facilities of $26.9 
million), (v) $1.6 million in payment of transaction costs associated with the December 2006 
senior debt refinancing (vi) $11.1 million in dividend payments made during the fiscal year 2007; 
(vii) $0.5 million in repurchases of IPSs pursuant to the normal course issuer bid and (viii) and 
$2.0 million in repayments on seller and other debt.   

 At June 30, 2007, debt outstanding under the Second Amended and Restated Credit 
Agreement and Senior Secured Notes were $3.7 million and $35.0 million, respectively.  The 
Company had approximately $70.0 million in borrowing available under the initial loan facilities 
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of the Second Amended and Restated Credit Agreement (excluding the $50 million in additional 
commitments the Company may request under the Second Amended and Restated Credit 
Agreement).  In addition, at June 30, 2007, outstanding debt included approximately $2.7 million 
in promissory notes due to former owners and equipment financing, and $84.2 million in 
Subordinated Notes and Separate Subordinated Notes.  Upon expiry of the Exchange Offer on 
September 4, 2007, the Subordinated Notes outstanding at June 30, 2007 were reduced by Cdn. 
$45.8 million (see “Subsequent Events”).  The Amended and Restated Credit Agreement and the 
Note Purchase Agreement both have a five year term with a maturity date of December 14, 2011, 
while the Subordinated Notes and Separate Subordinated Notes have a 12-year term and are due 
and payable on December 21, 2016.  The promissory notes due to former owners and the 
equipment financing amounts have various due dates through the fiscal year 2008. 

The Company expects to be able to renew or refinance the various loan facilities as they 
become due at then current market rates.  

On July 27, 2006, the Company entered into an operating lease agreement with GE 
Capital to lease approximately $5.4 million in replacement school vehicles required for the 2006 
– 2007 school year.  The term of the lease is for six years at an implicit rate of approximately 
6.7%.  Annual operating lease payments will approximate $1.2 million per year for the term of 
the lease.  On December 21, 2006, the Company leased an additional $1.4 million in replacement 
school vehicles.  The term of the lease for these additional 2007-2008 fiscal year vehicles is six 
years at an implicit rate of 5.8%.  Annual operating lease payments for these additional vehicles 
will approximate $0.2 million per year for the term of the lease.  The Company has recorded $1.1 
million in operating lease expense for fiscal year 2007 associated with these leases.  The 
Company has also entered into additional operating leases to fund a portion of its replacement 
vehicles for the upcoming 2007-2008 school year (see “Subsequent Events”). 

 We operate a fleet of approximately 4,500 vehicles as at June 30, 2007, and consume 
substantial amounts of fuel for our operations.  No assurance can be given that we will be able to 
adequately protect ourselves from increases in such costs other than those contractually obligated.  
On September 5, 2006, the Company entered into a commodity swap transaction with a financial 
institution to reduce the exposure to increases in market fuel prices.  The commodity swap 
transaction fixed the price of heating oil at $2.10 per gallon for a notional amount of three million 
gallons for a ten month period ended on June 30, 2007.  This swap transaction was designated as 
a hedge of the underlying exposure related to fuel purchases during the 2007 fiscal year.  The 
amounts exchanged by the parties are calculated by reference to the notional amount and by other 
terms of the swap transaction.  Because of the correlation between the heating oil hedge 
instrument and the underlying exposure of fuel purchases hedged, fluctuations in the value of the 
heating oil swap contract will generally be offset by changes in the value of the underlying fuel 
purchases.  The Company paid approximately $1.1 million to the counterparty under the fuel 
swap transaction during the fiscal year 2007 relating to the decline in the market price of the 
commodity hedge instrument during the period.  The Company is currently reviewing the use of a 
similar hedge transaction for the 2007-2008 fiscal year, but has not entered into any such 
transaction as of the date of this Management’s Discussion and Analysis.   

On July 19, 2006, the Company was awarded a contract to privatize the transportation 
services for the Altoona Area School District located in Altoona, Pennsylvania, (the “AASD 
Conversion”).  The contract has a five year term commencing with the 2006-2007 school year.  
The AASSD Conversion is one of the largest conversions in the history of Pennsylvania and the 
Company’s largest since inception. 
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 On May 1, 2006, the Company completed the acquisition of Illinois-based Positive 
Connections, Inc. (“PCI”).  The acquisition added 400 vehicles and established a new platform 
for operations and growth in the Midwest, adding six locations within two states, Illinois and 
Minnesota.     

During fiscal year 2006, the Company was awarded a five year contract with the 
Riverside Unified School District in California (“Riverside”), commencing with the 2006-2007 
school year.  Under the terms of this new five year contract, the school district is responsible for 
the purchase of fuel.

During fiscal year 2006, the Company was awarded a new five year contract in Hudson, 
New Hampshire, which includes a fuel cap clause in connection with the purchase of fuel.  In 
May 2006, the Company was awarded a new five year contract in Peterborough, New Hampshire 
which includes a 100 per cent customer paid fuel provision.  These contracts commence with the 
2006-2007 school year and are with school districts that are contiguous to several current terminal 
operations of the Company in the state.     

 The Company did not renew four contracts for the 2007 fiscal year representing 
approximately $7.0 million in revenue for the 2006 full fiscal year and exited another managed 
contract in California effective December 31, 2006.  One contract for 33 buses in Oregon was lost 
to competitive bidding.  This was the only contract the Company had in Oregon.  The Company 
sold the used fleet utilized in the Oregon contract and has reinvested the net proceeds in school 
equipment for the newly attained AASD Conversion.  Two contracts represented managed 
service contracts in Texas where the school districts owned the fleet.  One of these contracts was 
lost to competitive bidding while the other was not renewed by the Company.  Consistent with 
our business strategy, the Company does not believe that it is cost efficient to operate in one 
location in a single region.  The fourth contract was located in upstate New York.  The school 
district customer in New York owned and managed a large portion of the required vehicles 
internally and contracted for a portion of the required vehicles with the Company.  The school 
district reduced the number of routes (and required vehicles) during the 2006 fiscal year, and 
eliminated these routes from the private contractor services the Company provided.  The 
reduction in Company serviced routes resulted in the contract becoming economically unfeasible 
for the Company to continue to provide the school district services.  As such, the Company 
decided to withdraw its acceptance of an extension of the contract.  In addition, the Company 
exited the managed contract in California after the school district opted to take the transportation 
services back in-house effective December 31, 2006.      

 We intend to selectively acquire contracts through new bids and conversions and to 
pursue additional acquisitions to the extent that we are able to finance these from operating cash 
flows, available financing under our credit facility and the potential additional issuance of 
common shares. 

Non-GAAP Measure - Cash Available for Distribution  

 The Company distributes a majority of its free cash flows from operations to (a) holders 
of its IPSs, with a portion of such distributions representing interest payments on its subordinated 
notes and a portion representing dividends on common shares and (b) to holders of common 
shares held separately from the IPSs.  The Company believes that cash available for distribution 
provides a useful measure for evaluation of the Company’s performance as it outlines the net cash 
flow generated by the Company and which is available for distribution in the period and 

22



sustainable for the next periods.  In particular, the Company believes that investors should be able 
to ascertain the extent to which distributions are funded by operations as discussed below. 

Cash available for distribution is a non-GAAP measure and is not intended to be representative of 
cash flow or results of operations determined in accordance with generally accepted accounting 
principles in Canada (“GAAP”).  Accordingly, the Company provides a reconciliation of cash 
available for distribution to cash flow provided by operating activities.  Investors are cautioned 
that cash available for distribution, as calculated by the Company, is unlikely to be comparable to 
similar measures used by other issuers.   

Cash available for distribution, which is not a defined measure under Canadian GAAP, has been 
prepared by management using reasonable and supportable assumptions, all of which reflect the 
Company’s planned courses of action given management’s judgment about the most probable set 
of economic conditions.  However, actual results may differ, perhaps materially from the 
assumptions made, and readers are cautioned not to place undue reliance on the calculations.  The 
major differences between cash available for distribution and cash provided by operating 
activities as reported in the Company’s financial statements are: (a) changes in non-cash working 
capital items, (b) changes in other assets and liabilities, (c) cash interest expense, (d) minority 
interest in cash flow of subsidiaries (dividends on the STA Holdings Class B-Series One and 
Class B-Series Two common stock), (e) cash interest expense other than cash interest on the IPS 
Subordinated Notes, and (f) maintenance capital expenditures.  Maintenance capital expenditures 
primarily represent the amounts spent on replacement vehicles to maintain the current revenue 
contract base in place.

Cash Available for Distributions – reconciliation of cash flow from operations to cash available 
for distributions.  

Three Months Fiscal Year Fiscal Year 192 Day Period
Ended Ended Ended Ended
6/30/07 6/30/07 6/30/06 6/30/05

Cash flows provided by operating activities 8,069$            10,115$          12,803$           11,354$          

Adjustments:
   Changes in non-cash working capital items (2,687)             5,293               247                  (3,447)             
   Changes in other assets and liabilities 61                    (410)                (98)                  (14)                  
   Cash interest expense 3,591               14,206             11,817             5,024               

Less:
   Minority interest in cash flow of subsidiaries (75)                  (599)                (788)                (405)                
   Interest expense (other than noncash and IPS Subordinated Notes) (1,051)             (4,468)             (4,940)             (2,055)             
   Cash taxes paid -                  (89)                  (179)                -                  
   Maintenance capital expenditures, net -                  (978)                (5,084)             (1,345)             

Cash Available for Distributions US$ 7,908$             23,070$           13,778$           9,112$             

Cash Available for Distributions $Cdn 9,142$             27,252$           16,716$           11,185$           

Total Distributions
   Interest on IPS Subordinated Notes $Cdn 2,789$             11,168$           8,347$             3,644$             
   Dividends on IPS common shares $Cdn 2,882               11,538             8,348               3,630               
   Dividends on common shares 418                  558                  -                  -                  
Total Distributions $Cdn 6,089$             23,264$           16,695$           7,274$             

   

Cash available for distributions for the three and twelve months ended June 30, 2007 is 
translated into Canadian dollars at weighted average rates of Cdn $1.1561 and $1.1813 to U.S. 
$1.00, respectively.  The Company entered into a five-year Canadian dollar / U.S. dollar forward 
contract for distributions associated with the IPSs issued in connection with the IPS Offering.  In 
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June 2006, the Company entered into a two year Canadian dollar / U.S. dollar collar contract for 
distributions associated with the IPSs issued as part of the Bought Deal and the Cdn $0.02 
increase in distributions on the IPSs issued as part of the IPS Offering.  The collar transactions 
provide the Company with the ability to purchase Canadian dollars at an exchange rate between 
Cdn $1.0400 and $1.1540 to U.S. $1.00.  In April, the Company extended the collar transaction 
another 6 months through January 2009 at an exchange rate between Cdn $1.1000 and $1.1740 to 
U.S. $1.00.  Based on the forward contracts and the collar contracts, the Company currently has 
contracts in place for approximately 60% of currently anticipated distributions for the next five 
years and 85% of currently anticipated distributions through January 2009.  The Company intends 
to fund a portion of the remaining amount of currently anticipated distributions with cash flows 
from the Company’s Canadian operations, as we continue to grow our Canadian dollar cash flows 
via the execution of our growth strategy in Canada.  

 The operations of STA Inc. historically generate negative cash flow in the first quarter of 
the fiscal year reflecting the seasonality of the school bus transportation industry during the 
summer season break combined with a majority of replacement capital expenditures occurring in 
the first quarter of the fiscal year.  The subsequent quarters of the fiscal year generate excess 
cash, as schools are in session and due to the fact that the majority of replacement capital 
expenditures have already been purchased.  Due to this seasonality, the Company views available 
cash flow on an annualized basis. 

In July 2006, the Company entered into an operating lease program with GE Capital for 
the replacement vehicles put into service during the first quarter of the 2007 fiscal year, thus 
reducing its maintenance capital expenditures by $5.4 million, and resulting in the improvement 
in cash available for distributions.  On December 21, 2006, the Company leased an additional 
$1.4 million in replacement school vehicles for the 2007 – 2008 school year.  The term of the 
lease for these additional 2007-2008 fiscal year vehicles is six years at an implicit rate of 5.8%.  
Payments related to these operating leases totaled $1.1 million for the 2007 fiscal year.  The 
operating lease program was not in effect during the 2006 fiscal year.  Historically, the Company 
has purchased its replacement vehicles, the majority of which occur during the first quarter of 
each fiscal year. 

The Company’s operations and earnings are primarily in U.S. dollars while distributions 
to holders of its IPSs and common shares are made in Canadian dollars.  Cash available for 
distribution to common share holders and IPS holders is reported in Canadian dollars for the 
benefit of investors, designated by Cdn$.   

Distributions for the 2007 fiscal year were $19.2 million (Cdn $22.7 million) in the 
aggregate.  These distributions include dividends on the STA common share component of the 
IPS units and interest payments on the Subordinated Notes component of the IPS units (for both 
IPSs and IPSs that have been separated by holders).  Dividends on the common shares issued 
pursuant to the Common Share Private Placement on March 29, 2007 amounted to $0.5 million 
(Cdn $0.6 million) for the 2007 fiscal year.  In addition, STA Holdings declared dividends on its 
outstanding Class B common stock aggregating $0.6 million for the 2007 fiscal year.   

Outstanding Share Data 

 As at June 30, 2007, the Company had 23,718,554 common shares issued and 
outstanding, of which 20,705,554 are represented by IPSs, 3,000 are common shares related to 
IPSs that have been separated by shareholders and 3,010,000 represent the common shares issued 
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on March 29, 2007 pursuant to the Common Share Private Placement. On September 4, 2007, the 
Company issued an additional 7,969,609 common shares in connection with the Exchange Offer 
(see “Subsequent Events”).  Pursuant to the Exchange Offer, at September 12, 2007, the 
Company had 31,688,163 common shares issued and outstanding (including common shares 
which form part of IPSs) and 11,411,261 IPSs outstanding.  Each IPS represents one common 
share of STA and Cdn $3.847 principal amount of 14% Subordinated Notes. 

Commitments and Contractual Obligations 

Our contractual obligations and commitments principally include obligations 
associated with our outstanding indebtedness and lease obligations.  The following table shows 
our contractual obligations and commitments related to our outstanding indebtedness as at June 
30, 2007 and the related payment period by period due (in thousands of dollars).  

6/30/07
Balance FYE 6/08 FYE 6/09 FYE 6/10 FYE 6/11 FYE 6/12 Thereafter

Second Amended and Restated
   Credit Agreement 3,650$          -$              -$              -$ -$              3,650$          -$              
Senior Secured Notes 35,000 -                -                -                - 35,000 -                
Subordinated Notes and
   Separate Subordinated Notes 84,161 -                -                -                -                - 84,161          
Seller debt 2,695 2,296            275               95 29 -                -                
Equipment financing 16 16                 -                -                -                -                -                

125,522$      2,312$          275$             95$               29$               38,650$        84,161$        

The Company expects to be able to renew or refinance the various loan facilities as they 
become due at then current market rates.   

We lease certain facilities under non-cancelable operating leases.  Rent expense totaled 
$3.8 million and $3.1 million for the fiscal year ended June 30, 2007 and June 30, 2006, 
respectively.  The terms of these leases and other operating leases expire at various times through 
2018.  

We lease certain school vehicles under non-cancelable operating leases with GE Capital.  
Operating lease expense totaled $1.1 million for the fiscal year ended June 30, 2007.  These 
leases have a six year term and expire in 2012.  The operating lease program with GE Capital 
started in July 2006 and there were no leased vehicles under such program prior to that time.   

The following represents future minimum rental payments and operating lease payments 
under non-cancelable operating leases (in thousands of dollars): 

Facilities Vehicle
Leases Leases Total

Year Ended
2008 5,104$ 2,096$ 7,200$
2009 4,119 2,096 6,215            
2010 3,759 2,096 5,855            
2011 1,868 2,096 3,964            
2012 and thereafter 3,182 2,937 6,119            

Total Minimum Payments 18,032$ 11,321$ 29,353$

We have employment agreements with certain key employees, providing for minimum 
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aggregate annual compensation of $2.0 million in each calendar year.  Additionally, certain of 
such employment agreements provide for various incentive compensation payments as 
determined by the Company’s board of directors and severance provisions upon termination 
and/or change in control as defined in such agreements. 

Quantitative and Qualitative Disclosures About Market Risk 

In the normal course of business, we are exposed to market risks arising from adverse 
changes in interest rates and the Cdn$ / US$ foreign currency exchange rate.  Market risk is 
defined for these purposes as the potential change in the fair market value of financial assets and 
liabilities resulting from an adverse movement in these rates.  There have been no material 
changes to the Company’s exposure to the abovementioned market risks during fiscal year 2007.   

 As at June 30, 2007, our material variable rate borrowings included our outstanding 
borrowings under the credit agreement.  As at June 30, 2007, we had $3.7 million in outstanding 
indebtedness related to the credit agreement.  A 100 basis point increase in interest rates, applied 
to these borrowings as at June 30, 2007, would result in an approximate $40 thousand annual 
increase in interest expense or corresponding reduction in cash flow. 

 In connection with the IPS Offering and subsequent offerings, we are exposed to 
fluctuations in the exchange rate between the Canadian dollar and the U.S. dollar because the 
anticipated distributions from STA., Inc. to STA Holdings will be paid in U.S. dollars and the 
currently anticipated distributions on IPSs and common shares will be paid in Canadian dollars.  
In order to minimize the impact of fluctuations in the exchange rate between the Canadian dollar 
and the U.S. dollar, at the time of the IPS Offering we entered into a five year Canadian dollar / 
U.S. dollar forward contract at a rate of Cdn $1.2275 to US $1.00 for the total amount of 
currently anticipated monthly IPS distributions through January 2010.  The Company has entered 
into new forward contracts on a quarterly basis as contracts related to the initial five year 
agreement expire.  At June 30, 2007, the Company had 57 monthly forward foreign exchange 
contracts outstanding under which the Company will sell U.S. dollars each month for a fixed 
amount of Canadian dollars under the following terms: 

Contract
Dates   

Number 
of

Contract
s

US$ to 
be

delivered
(in

millions)   

Cdn$ to 
be

received
(in

millions)   

Cdn$ per 
US$

(weighted
average)

July 2007-June 2008 12 11.9 14.7 1.2275
July 2008-June 2009 12 11.9 14.7 1.2275
July 2009-June 2010 12 12.0 14.7 1.2224
July 2010-June 2011 12 13.1 14.7 1.1171
July 2011-March 2012 9 10.0 10.9 1.1022

58.9 69.7

Subsequent to the issuance of additional IPS units in connection with the June 14, 2006 
Bought Deal, the Company entered into a two year Canadian dollar / U.S. dollar collar contract 
for $5.6 million in annual distributions.  The collar transactions provide the Company with the 
ability to purchase Canadian dollars at an exchange rate between Cdn $1.0400 and $1.1540 to 
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U.S. $1.00.  In April 2007, the Company extended the collar transaction another six months 
through January 2009 at an exchange rate between Cdn $1.1000 and $1.1740 to US $1.00.  Based 
on the forward contracts and the collar contracts, the Company currently has contracts in place for 
approximately 60% of currently anticipated distributions for the next five years and 85% of 
currently anticipated distributions through January 2009.  The Company intends to fund the 
remaining amount of currently anticipated distributions with cash flows from the Company’s 
Canadian operations, as we continue to grow our Canadian dollar cash flows via the execution of 
our growth strategy in Canada. 

 At June 30, 2007, STA Holdings had unrealized foreign exchange gains on the open 
forward currency exchange contracts totaling $6.7 million.  If STA Holdings had liquidated the 
contracts and realized a gain, it would be further exposed to fluctuations in the exchange rate 
between the Canadian dollar and the U.S. dollar with respect to the current level of monthly 
distributions on the IPSs. 

We are also exposed to changes in the market price of fuel in the ordinary course of 
business.  As a partial mitigation to the impact of fuel price volatility on the Company’s results, 
approximately 50% to 55% of the Company’s revenue contracts have some form of fuel 
protection against price increase, ranging from reimbursement by the school district to outright 
purchase of fuel by school districts.        

Summary of Quarterly Results 

1st Qtr 2nd Qtr 3rd Qtr 4th Qtr 1st Qtr 2nd Qtr 3rd Qtr 4th Qtr
2006 2006 2006 2006 2007 2007 2007 2007

Revenues 19,844$      35,358$      39,933$      37,860$      26,116$      46,938$      49,248$       45,808$       

Net income (loss) (1,426)$      (1,177)$      (435)$         (857)$         (6,146)$      (2,414)$      (242)$          1,688$         

Net income (loss) per share (0.11)$        (0.08)$        (0.03)$        (0.04)$        (0.30)$        (0.12)$        (0.01)$         0.07$          

Seasonality

 School bus transportation revenue has historically been seasonal, based on the school 
calendar and holiday schedule.  During the summer school break, revenue is derived primarily 
from summer camps and private charter services.  Since schools are not in session, there is no 
school bus transportation revenue.  Thus, the Company incurs operating losses during the first 
three months of the fiscal year, which encompasses the summer school break.  Depreciation of 
fixed assets occurs in the months during which schools are in session, which is generally 
September through June.  A full year’s worth of depreciation is recorded in these ten months to 
correspond to the vehicle’s usage.   

Disclosure Controls and Procedures

Based on the requirements of Multilateral Instrument 52-109, Certification of Disclosure 
in Issuers’ Annual Financial and Interim Filings, the Chief Executive Officer and Chief Financial 
Officer of the Issuer evaluated the effectiveness of the Issuer’s disclosure controls and procedures 
(as defined in Multilateral Instrument 52-109) as at June 30, 2007.  Based on that evaluation, the 

27



Chief Executive Officer and Chief Financial Officer have concluded that the Issuer’s disclosure 
controls and procedures were effective as at June 30, 2007 to provide reasonable assurance that 
material information relating to the Issuer, including its consolidated subsidiaries, would be made 
known to them by others within those entities. 

Internal Controls over Financial Reporting

No changes were made in our internal control over financial reporting during the quarter 
ended June 30, 2007, that have materially affected, or are reasonably likely to materially affect, 
our internal control over financial reporting.  We are, however, continually improving our 
infrastructure and controls. 

Transactions with Related Parties 

 The Company utilizes Coast Cities Truck Sales, Inc. (“Coast Cities”), a transportation 
equipment dealer, primarily to assist in procurement and disposal of the Company’s fleet under 
the direction of the Company’s CFO.  Coast Cities also provides consulting services to the 
Company, assisting with fleet valuations in its acquisition efforts.  These fleet valuation services 
are provided free of charge.  Coast Cities is a company controlled by a family member of the 
Company’s Chairman and CEO.  The fleet procurement and disposal services are provided on a 
non-contractual basis for a commission equal to 1% of the value of the purchase and sale price of 
the Company’s vehicles.  The Company paid $0.2 million and $0.3 million to Coast Cities during 
the 2007 fiscal year and 2006 fiscal year, respectively. 

The Company utilizes Reilly Partners Inc. (“Reilly Partners”), an executive search firm, 
to assist in the placement of select management personnel.  Robert Reilly, the Chairman and 
founding partner of Reilly Partners is a director of STA Holdings, the US operating company.  
The Company did not make any payments to Reilly Partners during the 2007 fiscal year for 
executive search services.  The Company paid $0.1 million to Reilly Partners during the 2006 
fiscal year for executive search services. 

Subsequent Events 

 On July 30, 2007, the Company announced the Exchange Offer, under which the 
Company offered holders of Notes 0.67 common shares of STA in exchange for each Cdn $3.847 
principal amount of Notes of STA ULC.  The Exchange Offer is part of a long term strategy to 
increase the liquidity in the Company’s equity securities.  The Exchange Offer expired as 
scheduled on September 4, 2007.  Pursuant to the expiry of the Exchange Offer, the Company 
issued 7,969,609 common shares in exchange for Cdn. $45.8 million principal amount of Notes 
tendered in connection with the Exchange Offer, representing 51% of the aggregate principal 
amount of subordinated notes then outstanding. 

.

 On July 30, 2007, the Company announced that it had signed new leases for two facilities 
in Riverside, California.  The Company and the school district both sought a parking and 
maintenance facility for the Riverside buses throughout the 2006-2007 school year, and the 
Company operated the contract without such a facility for the entire school year, having to 
outsource the maintenance of the Riverside buses for the entire school year.  The Company 
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anticipates using these two new facilities for parking and maintenance which should lead to 
improvements in operating and maintenance costs going forward.  

 In July and August 2007, the Company entered into additional operating leases with GE 
Capital to lease approximately $5.2 million in replacement school vehicles for the upcoming 
2007-2008 school year.  The term of these leases is six years at an implicit rate of 6.7%.  Annual 
operating lease payments on these additional leases will approximate $1.1 million per year for the 
term of the leases. 

During July 2007, STA Holdings granted 150,403 Class B – Series Two common shares 
pursuant to the EIP.  The Company will recognize non cash stock based compensation expense 
related to these grants during the quarter ended September 30, 2007.  The issuance of Class B – 
Series Two common shares represents additional minority interest to the Company. 

On September 6, 2007, the Company closed its acquisition of all of the equity interests of 
Fred Elliott Coach Lines Limited and Elliott Coach Lines (Fergus) Limited (the “Elliott 
Acquisition”) located in Guelph, Ontario.  The Elliott Acquisition is expected to add 
approximately 230 vehicles and approximately Cdn $12 million in revenue on an annualized 
basis to the Canadian operations.

On September 19, 2007, the Company entered into three additional monthly forward 
foreign exchange contracts at a rate of Cdn $ 1.0060 to hedge approximately Cdn $1.2 million of 
the monthly IPS distributions from April 2012 through June 2012. 

Forward Looking Statements 

Certain statements in this Management’s Discussion and Analysis are “forward-looking 
statements” within the meaning of applicable securities laws, which reflect the expectations of 
management regarding the Issuer’s and the Company’s revenues, expense levels, seasonality, 
liquidity, profitability of new business acquired or secured through bids, borrowing availability, 
ability to renew or refinance various loan facilities as they become due, ability to execute the 
Company’s growth strategy and cash distributions, as well as their future growth, results of 
operations, performance and business prospects and opportunities. Forward-looking statements 
generally can be identified by the use of forward-looking terminology such as “may”, “will”, 
“expect”, “intend”, “estimate”, “anticipate”, “believe”, “should”, “plans” or “continue” or similar 
expressions suggesting future outcomes or events.   

These forward-looking statements reflect the Company’s current expectations regarding future 
events and operating performance and speak only as of the date of this Management Discussion 
and Analysis.  Forward-looking statements involve significant risks and uncertainties, should not 
be read as guarantees of future performance or results, and will not necessarily be accurate 
indications of whether or not or the times at or by which such performance or results will be 
achieved.  A number of factors could cause actual results to differ materially from the results 
discussed in the forward-looking statements, including, but not limited to, the factors referred to 
under “Risk Factors” such as the inability to control our operating expenses, our significant 
capital expenditures, our reliance on certain key personnel, the possibility that a greater number 
of our employees will join unions, our acquisition strategy, our inability to achieve our business 
objectives, significant competition in our industry, rising insurance costs, new governmental laws 
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and regulations, our lack of insurance coverage for certain losses, environmental requirements, 
seasonality of our industry, our inability to maintain letters of credit and performance bonds and 
the termination of certain of our contracts for reasons beyond our control.  Material factors and 
assumptions that were relied upon in making the forward-looking statements include contract and 
customer retention, current and future expense levels, availability of quality acquisition, bid and 
conversion opportunities, current borrowing availability and financial ratios, as well as current 
and historical results of operations and performance.  Although the forward-looking statements 
contained in this Management Discussion and Analysis are based upon what the Issuer and the 
Company believe to be reasonable assumptions, investors cannot be assured that actual results 
will be consistent with these forward-looking statements, and the differences may be material.  
These forward-looking statements are made as of the date of this Management Discussion and 
Analysis and the Issuer and the Company assumes no obligation to update or revise them to 
reflect new events or circumstances other than as required by applicable law. 

Critical Accounting Policies and Estimates  

The preparation of financial statements in conformity with Canadian generally accepted 
accounting principles requires management to make estimates and assumptions that affect the 
reported amounts of assets and liabilities at the date of the financial statements and the reported 
amounts of revenues and expenses during the reporting period.  Some of the estimates and 
assumptions management is required to make relate to matters that are inherently uncertain as 
they pertain to future events.  Management bases these estimates on historical experience and on 
various other assumptions that we believe to be reasonable and appropriate.  Actual results may 
differ significantly from these estimates.  The following is a description of our accounting 
policies that we believe require subjective and complex judgments, and could potentially have a 
material effect on reported financial condition and results of operations. 

 Recent Accounting Prouncements.  The Accounting Standards Board of the Institute of 
Chartered Accountants of Canada issued CICA 3855, “Financial Instruments-Recognition and 
Measurement”, CICA 3865, “Hedges” CICA 3862, “Financial Instruments-Disclosure”, CICA 
3863, “Financial Instruments-Presentation” and CICA 1530, “Comprehensive Income”, which 
must be applied by the Company for its fiscal year beginning on July 1, 2007.  CICA 3855 
prescribes when a financial asset, financial liability, or non-financial derivative is to be 
recognized on the balance sheet and the measurement of such amount.  It also specifies how 
financial instrument gains and losses are to be presented.  CICA 3865 is applicable for designated 
hedging relationships and builds on existing Canadian GAAP guidance by specifying how hedge 
accounting is applied and what disclosures are necessary when it is applied.  CICA 3862 provides 
standards for disclosures about financial instruments, the risks associated with them and how the 
entity manages those risks.  CICA 3863 prescribes standards for presentation of financial 
instruments and non-financial derivatives.  CICA 1530 introduces new standards for the 
presentation and disclosure of components of comprehensive income.  Comprehensive income is 
defined as the change in net assets of an enterprise during a reporting period from transactions 
and other events and circumstances from non-owner sources.  It includes all changes in net assets 
during a period except those resulting from investments by owners and distributions to owners.  
The Company is currently considering the impact of the adoption of such standards.

Goodwill and Other Identifiable Intangibles.  Goodwill represents the excess of cost over 
fair value of net assets acquired in business combinations accounted for under the purchase 
method.  Goodwill and trade names are not amortized but rather assessed for impairment annually 
or more frequently if circumstances change and indicators of impairment are present.  The annual 
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impairment testing is performed in the fourth quarter.  If the carrying amount of goodwill or trade 
names exceeds their fair value, an impairment loss will be recognized in the statement of earnings 
in an amount equal to the excess.  Fair values are derived based on the trading value of the 
Company’s equity securities and by using discounted cash flow analyses which requires, among 
other factors, estimates of the amount and timing of projected cash flows and the appropriate 
discount rate.  Other identifiable intangible assets consists of contracts rights.  Contract rights, 
which includes customer relationships, are amortized on a straight-line basis over an estimated 
useful life of 21 to 23 years.  The useful life for contract rights was determined based on third 
party valuation reports prepared for the Company.  The valuations took into account the average 
length of the contracts, the expected renewal periods and assumptions regarding future renewals 
based upon historical customer lives.  Covenants not to compete are amortized on a straight line 
basis over an estimated useful live of 2 to 5 years.  Amortization of intangible assets amounted to 
$5.9 million and $6.2 million for the fiscal year ended June 30, 2007 and June 30, 2006, 
respectively.  Changes in the aforementioned assumptions could have a significant impact on the 
impairment testing and amortization expense recorded.  

Impairment of Long-Lived Assets.   Management continually evaluates whether events or 
circumstances have occurred that indicate that the remaining estimated useful lives of property 
and equipment, contract rights and covenants not to compete may warrant revision or that the 
remaining balances may not be recoverable.  Events or circumstances that would trigger testing 
for impairment include the loss of a significant school district customer contract, a significant 
increase in the Company’s expense levels absent a corresponding increase in revenue that causes 
operating or cash flow losses or projected operating or cash flow losses, significant adverse 
changes in legal factors or the business climate in which the Company operates that could affect 
the value of long-lived assets, or the expectation that a long-lives asset will be sold or otherwise 
disposed of at a loss before the end of its previously estimated useful life.  If this review indicates 
that the assets will not be recoverable, as determined based on the undiscounted future cash flows 
from the use of the assets, the carrying value of the assets will be reduced to their estimated fair 
value.

Insurance Reserves.  As at June 30, 2007, we had approximately $5.1 million in recorded 
insurance reserves.  These reserves reflect the estimated deductible amounts the Company is 
responsible for under the workers’ compensation and vehicle liability insurance programs.  Our 
insurance expense for these items is largely dependent on our claims experience and our ability to 
control such claims, in addition to third party premiums/expenses associated with this coverage.  
We have recorded estimated insurance reserves for the anticipated losses on open claims under 
the workers compensation and vehicle liability programs based upon actuarial analysis prepared 
by an independent third party actuary.  Although the estimates of these accrued liabilities are 
based on the factors mentioned above, it is possible that future cash flows and results of 
operations could be materially affected by changes in our assumptions or changes in claims 
experience.

Stock Based Compensation. The Company accounts for stock-based compensation and 
other stock-based payments using the fair value method.  Under the fair value method, the fair 
value of the stock based compensation and other stock-based payments are estimated at the grant 
date and the total fair value is amortized over the vesting schedule of the awards as compensation 
expense.  STA Holdings has issued Class B – Series Two common shares pursuant to the EIP 
during fiscal years 2006 and 2007 and intends to issue further shares in the future.  During fiscal 
2006 and fiscal 2007, the Company recognized $0.9 million and $1.9 million, respectively, in non 
cash stock based compensation based on the estimated fair value on the date of grant of the shares 
issued.  The Class B – Series Two common shares are not traded in an active market and have 
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certain restrictions on their transferability.  Stock based compensation expense associated with 
the issuance of Class B-Series Two common shares of STA Holdings has been based upon third 
party valuation reports prepared for the Company.  The third party valuation of the estimated fair 
value of the Class B - Series Two common shares issued included significant assumptions related 
to future cash flows of the Company, the fair value of STA’s common shares and the illiquidity of 
the Class B – Series Two common shares.  The Class B – Series Two common shares issued were 
fully vested at the date of grant and since the fair value of these shares was estimated at the grant 
date, there will be no changes in future periods relating to the past share grants made. 

Income Taxes.  Income taxes have been computed utilizing the liability approach.  Future 
income tax assets and liabilities arise from differences between the tax basis of an asset or 
liability and its reported amount in the financial statements.  Future tax assets and liabilities are 
determined by using substantially enacted tax rates expected to be in effect when the taxes will 
actually be paid or refunds received.  A valuation allowance is recorded when the expected 
recognition of a future tax income asset is not considered to be more likely than not.  The 
recorded future income tax liability results from a difference between the book and tax basis of 
certain transportation, other equipment and intangible assets.   

Accounting for Derivatives and Hedging Activities.  The Company generally accounts for 
derivatives on an accrual basis.  Derivatives that are not hedges are recorded at fair value on the 
balance sheet.  Changes in fair value are recorded in the income statement.   If the derivative is 
designated as a hedge, the fair value is recorded in the income statement when the hedged item is 
recognized in income.  The Company formally documents all relationships between hedging 
instruments and hedged items, as well as its risk management objective and strategy for 
undertaking these transactions.  The Company assesses, both at inception and on an ongoing 
basis, whether the derivative is highly effective as a hedge. 

Risk Factors  

The following section describes both general and specific risks that could affect our 
financial performance. The risks described below are not the only risks facing the Issuer and the 
Company. Additional risks and uncertainties that are not currently known or that are currently 
considered to be immaterial may also materially and adversely affect the Issuer and our business 
operations. If any of these risks actually occur, the Issuer's business, financial conditions, results 
of operations and cash flow could be adversely affected, in which case, the trading prices of the 
common shares and the IPSs and the underlying Common Shares and Subordinated Notes would 
decline.

Risks Related to our Business 

 We cannot control certain of our operating expenses 

The price of fuel, insurance costs and maintenance costs are operating expenses over 
which we have little or no control. Although certain of our customer contracts provide for 
automatic price increases or other forms of protection against fuel price and/or insurance cost 
increases, significant increases in the price of fuel, insurance or maintenance could affect our 
costs as well as the affordability to our customers of our services. Similarly, depending on the 
availability of qualified drivers and the level of competition with other businesses for their 
services, we may have little control over the wages that we pay our drivers. Any difficulties in 
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attracting and retaining qualified drivers could affect our costs and, ultimately, result in the loss 
of customer contracts due to the inability to service the contract. Accordingly, a significant 
escalation in the price of our operating expenses or in the inability to attract and retain qualified 
drivers could have a material adverse effect on us, our financial condition, results of operations 
and cash flows.

 We have significant capital expenditure requirements 

In order to maintain our school bus fleet, we are required to make significant capital 
expenditures. There can be no assurance that cash flow from operations will enable us to acquire 
a sufficient number of new vehicles or make capital expenditures necessary to implement any 
expansion of service. If we are required to obtain additional financing, there can be no assurance 
that we can obtain financing on terms acceptable to us. Our inability to procure the financing 
necessary to acquire additional school buses or make needed capital improvements could delay or 
prevent us from implementing our business strategy and would have a material adverse effect on 
us.  Future maintenance capital expenditures are dependent on a number of future events.  The 
replacement of school vehicles will be dependent on contract retention and renewal and future 
replacement of school vehicles will be dependent on the number of new contracts secured through 
acquisitions, new bids and conversions and the renewal of current contracts.  If current contracts 
are not renewed, or only a portion are renewed, the assumed level of maintenance capital 
expenditures will be zero, or significantly different.  In addition, future expenditures will also 
depend on future vehicle pricing, negotiation ability with regards to future vehicles pricing and 
future vehicle specifications.

 Our business depends on certain key personnel 

We believe that our success depends, in part, on the retention of senior executive and 
regional management. There can be no assurance that we would be able to find qualified 
replacements for the individuals who make up our senior management team if their services were 
no longer available. The loss of services of one or more members of the senior management team 
could adversely affect our business, results of operations and our ability to effectively pursue our 
business strategy. We do not maintain key-man life insurance for any of our employees.  

A greater number of our employees may join unions 

Although approximately 500 of our employees in 8 different locations, out of a total of 
over 5,000 employees in 76 locations, are subject to collective bargaining agreements, there are 
no assurances that the number of our employees who are members of unions will not increase in 
the future.  A significant increase in the number of our employees becoming members of unions 
could result in increased labour costs and have a material adverse effect on us, our financial 
condition, results of operations and cash flows.

 We face a number of risks in connection with our acquisition strategy 

As part of our business strategy, we have expanded through acquisitions and will likely 
acquire additional businesses in the future. The acquisition and development of existing 
businesses to be operated by us will be dependent on our ability to identify, acquire and develop 
suitable acquisition targets in both new and existing markets. While we are careful in selecting 
the businesses that we acquire, and while the sellers of these businesses routinely execute 
indemnities in our favour relating to pre-closing liabilities, acquisitions involve a number of risks, 
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including the possibility that we, as successor owner, may be legally and financially responsible 
for liabilities of prior owners if the indemnities are inapplicable or the former owner has limited 
assets; the possibility that we pay more than the acquired company or assets are worth; the 
additional expense associated with completing an acquisition and amortizing any acquired 
intangible assets; the difficulty of assimilating the operations and personnel of the acquired 
business; the challenge of implementing uniform standards, controls, procedures and policies 
throughout the acquired business; the inability to integrate, train, retain and motivate key 
personnel of the acquired business; the potential disruption of our ongoing business and the 
distraction of management from its day-to-day operations; and the inability to incorporate 
acquired businesses successfully into our operations. Such risks, if they materialize, could have a 
material adverse effect on us, our financial condition, results of operations and cash flows.  

In addition, we may not be able to maintain the levels of operating efficiency that any of 
the acquired companies had achieved or might have achieved separately. Successful integration 
of each of their operations would depend upon our ability to manage those operations and to 
eliminate redundant and excess costs. As a result of difficulties associated with combining 
operations, we may not be able to achieve the cost savings and other benefits that we would hope 
to achieve with these acquisitions. Any difficulties in this process could disrupt our ongoing 
business, distract management, result in the loss of key personnel, increase our expenses and 
otherwise have a materially adverse effect on our business, financial condition, results of 
operations and cash flows.

 Our ability to achieve our business objectives depends on many factors, many of which 
 are beyond our control 

Some of the factors that may affect our ability to successfully achieve our business 
objectives are the following:

notwithstanding our high retention rate of renewable contracts, we may be unable to 
retain certain of our existing customer contracts, or we may only be able to renew 
them at minimal or no price increase, reducing profitability. Specifically, the decision 
to renew contracts is not made solely by us and may be based upon factors beyond 
our control. Accordingly, there can be no assurance that any of our current or future 
contracts will be extended, or if extended, that the rates of compensation for such 
extensions will be acceptable to us. Moreover, there can be no assurance that the 
school districts that currently employ our services will not seek to satisfy their 
transportation needs in the future by alternative means.  The Company had 50 
contracts that were up for renewal for the 2007 fiscal year.  The approximate 
percentages of fiscal 2007 revenue that are up for renewal in fiscal years 2008 and 
2009 are 21% and 16%, respectively.   

we may be unable to find suitable businesses to acquire or to successfully complete 
acquisitions on profitable terms or to successfully integrate acquired businesses; and  

we may be unable to identify conversion opportunities or win bid contracts on 
profitable terms or to find adequate facilities to operate conversion or bid contracts 
won.

 We may be adversely affected by rising insurance costs 

Our cost of maintaining vehicle liability, personal injury, property damage and workers' 
compensation insurance is significant. We could experience higher insurance premiums as a 
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result of adverse claims experience or because of general increases in premiums by insurance 
carriers for reasons unrelated to our own claims experience. As an operator of school buses, we 
are exposed to claims for personal injury or death and property damage as a result of accidents. 
Generally, our insurance policies must be renewed annually. Our ability to continue to obtain 
insurance at affordable premiums also depends upon our ability to continue to operate with an 
acceptable safety record. A significant increase in the number of claims against us, the assertion 
of one or more claims in excess of our policy limits or the inability to obtain adequate insurance 
coverage at acceptable rates, or at all, could have a material adverse effect on us. In addition, the 
running of statutes of limitations for personal injuries to minor children typically is suspended 
during the children's legal minority. Therefore, it is possible that accidents causing injuries to 
minors on school buses may not give rise to lawsuits until a number of years later, which could 
also have a material adverse effect on us.  

  We may not be insured for certain losses 

We may become subject to liabilities for claims for which insurance is not normally 
obtained, hazards that we cannot or may not elect to insure because of high premium costs or 
other reasons or for occurrences that exceed maximum coverage under our policies. For example, 
we do not have insurance to guard against claims for breach of contract. The occurrence of any 
liability for which we are not insured, any liability for a claim that exceeds our maximum 
coverage under our policies, or a multiplicity of otherwise insured claims for amounts within the 
deductible levels in our policies, could have a material adverse effect on us, our financial 
condition, results of operations and cash flows.

Some of our customer contracts may be terminated due to factors beyond our control 

Some of our school bus transportation contracts may be terminated due to factors beyond 
our control, such as decreases in funding for our customers. Although we believe we have 
established strong relationships with our customers, there can be no assurance that our contracts 
will not be affected by circumstances beyond our control.  

Risks Related to the Capital Structure

The Issuer is Dependent on the Company for all cash available for distributions 

STA and STA ULC are dependent on the operations and assets of the Company through 
the ownership of common and preferred shares, respectively. Cash distributions to the holders of 
IPSs, Common Shares and Subordinated Notes will be dependent on the ability of the Company 
to make dividend payments on its common shares held by STA and on its preferred shares held 
by STA ULC. The actual amount of cash available for payments to holders of Subordinated Notes 
and distribution to holders of the IPSs, Common Shares or Subordinated Notes will depend upon 
numerous factors relating to the business of the Company, including profitability, changes in 
revenue, fluctuations in working capital, capital expenditure levels, applicable laws, compliance 
with contracts and contractual restrictions contained in the instruments governing any 
indebtedness. Any reduction in the amount of cash available for distribution, or actually 
distributed, by the Company will reduce the amount of cash available for STA ULC to make 
payments to holders of Subordinated Notes and to STA for distributions to holders of Common 
Shares. While STA ULC is contractually obligated to make interest payments on the 
Subordinated Notes, cash distributions by STA on the common shares and the Common Share 
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component of an IPS are not guaranteed and will fluctuate with the performance of the business 
of the Company. Cash available for distribution is not intended to be representative of cash flow 
or results of operations determined in accordance with generally accepted accounting principles 
in Canada and does not have a standardized meaning prescribed by Canadian CAAP.  See “Cash 
Available for Distribution”   

 A significant amount of our cash is distributed, which may restrict potential growth 

The payout of substantially all of our operating cash flow will make additional capital 
and operating expenditures dependent on increased cash flow or additional financing in the 
future. Lack of these funds could limit the Issuer's future growth and its cash flow. In addition, 
the Issuer may be precluded from pursuing otherwise attractive acquisitions or investments 
because they may not be accretive on a short-term basis.  

 STA and STA ULC may not receive dividends from the Company provided for in the 
 dividend policy the board of directors of the Company adopted or any dividends at all 

STA's only source of cash flow for payment of dividends on the Common Shares is 
distributions on its equity ownership of the Company. The board of directors of the Company 
may, in its discretion, amend or repeal the initial dividend policy. The Company's board of 
directors may decrease the level of dividends provided for in this initial dividend policy or 
entirely discontinue the payment of dividends. Future dividends with respect to the common 
shares of the Company, if any, will depend on, among other things, the results of operations, cash 
requirements, financial condition, contractual restrictions, business opportunities, provisions of 
applicable law and other factors that the board of directors of the Company may deem relevant. 
The Indenture, the Second Amended and Restated Credit Agreement and the Note Purchase 
Agreement contain significant restrictions on the Company's ability to make dividend payments, 
including, if the Company defers interest on the Subordinated Notes under the Indenture, 
restrictions on the payment of dividends until the Company has paid all deferred interest, together 
with accrued interest thereon.  

In addition, the Company's after-tax cash flow available for dividend and interest 
payments would be reduced if the Subordinated Notes were treated as equity rather than debt for 
U.S. federal income tax purposes. In that event, the stated interest on the Subordinated Notes 
could be treated as a dividend and would not be deductible by the Company for U.S. federal 
income tax purposes. The Company's inability to deduct interest on the Subordinated Notes could 
materially increase the Company's taxable income and, thus, the Company's U.S. federal and 
applicable state income tax liability. If this were to occur, the Company's after-tax cash flow 
available for dividend and interest payments may be reduced.  

 Subject to restrictions set forth in theIindenture, the Issuer may defer the payment of 
 interest to holders for a significant period of time 

Prior to December 21, 2009 the Issuer may, subject to restrictions set forth in the 
Indenture, defer interest payments on the Subordinated Notes on one or more occasions for up to 
an aggregate period of 24 months. In addition, after December 21, 2009, the Issuer may, subject 
to certain restrictions, defer interest payments on the Subordinated Notes on eight occasions for 
up to eight months on each occasion. Deferred interest will bear interest at the same rate as the 
Subordinated Notes. For any interest deferred during the first five years, the Issuer is not 
obligated to pay any deferred interest until December 21, 2008, so a holder of IPSs or 
Subordinated Notes may be owed a substantial amount of deferred interest that will not be due 
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and payable until such time. For any interest deferred after December 21, 2009, the Issuer is not 
obligated to pay all of the deferred interest until maturity, provided that all deferred interest and 
accrued interest thereon must be paid in full prior to deferring interest on a subsequent occasion, 
so a holder of IPSs or Subordinated Notes may be owed a substantial amount of deferred interest 
that will not be due and payable until such time.  

 Fluctuations in the exchange rate may impact the amount of cash available to the Issuer 
 for distribution 

The Subordinated Notes are denominated in Canadian dollars, and payment of the 
Subordinated Notes upon maturity will be payable in Canadian dollars.  The Company has not 
entered into any hedge arrangement with respect to the payment of the Subordinated Notes upon 
maturity in 2016.  The distributions to common share holders and to holders of IPSs and the 
underlying Common Shares and Subordinated Notes are denominated in Canadian dollars. 
Conversely, substantially all of the Issuer's revenue and expenses, together with distributions 
received from the Company are denominated in U.S. dollars. As a result, the Issuer will be 
exposed to currency exchange rate risks.  

Although the Company (i) entered into a five year arrangement consisting of 60 monthly 
forward foreign exchange contracts at the time of the IPS Offering and subsequently entered into 
additional arrangements as contracts related to the initial five year agreement expire and (ii) and 
entered into additional arrangements subsequent to the issuance of additional IPS units in 
connection with the June 14, 2006 Bought Deal, with respect to approximately 60% of currently 
anticipated monthly IPS distributions for the next five years and approximately 85% of currently 
anticipated monthly IPS distributions through January 2009, and that STA intends to fund the 
remaining amount of currently anticipated monthly IPS distributions with cash flows from the 
Company’s Canadian operations to mitigate the exchange rate risk with respect to the total 
amount of currently anticipated monthly distributions, there can be no assurance that these 
arrangements will be sufficient to fully protect against this risk. If the transactions described 
above and Canadian dollar cash flow do not fully protect against this risk, changes in the currency 
exchange rate between U.S. and Canadian dollars could have a material adverse effect on the 
Issuer's financial condition, results of operations and cash flow and may adversely affect the 
Issuer's cash distributions.  

The restrictive covenants in the Second Amended and Restated Credit Agreement, the 
Note Purchase Agreement, and the Subordinated Note Indenture could impact the 
Company’s business and affect its ability to pursue its business strategies 

The Second Amended and Restated Credit Agreement, Note Purchase Agreement and the 
Subordinated Note Indenture both feature restrictive covenants that limit the Company’s ability, 
among other things, to:  

incur additional indebtedness;  

pay dividends and make distributions in respect of the Equity Interest or to make 
certain other restrictive payments or investments;  

sell assets;  

consolidate, merge, sell or otherwise dispose of all or substantially all of the 
Company’s assets;  
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enter into transactions with the Company’s and/or the Issuer’s affiliates;  

create liens; and  

enter into new lines of businesses.  

In addition, the Second Amended and Restated Credit Agreement and Note Purchase 
Agreement include other and more restrictive covenants and prohibits the Company and certain 
of its affiliates from prepaying its other indebtedness, including STA ULC prepaying the 
Subordinated Notes, while debt under the Second Amended and Restated Credit Agreement and 
Note Purchase Agreement is outstanding. The Second Amended and Restated Credit Agreement 
and Note Purchase Agreement also require the Company to achieve specified financial and 
operating results and maintain compliance with specified financial ratios. The Company’s ability 
to comply with these ratios may be affected by events beyond its control.  

A breach of any of the restrictive covenants in the Second Amended and Restated Credit 
Agreement or in the Note Purchase Agreement or in the Company’s ability to comply with the 
required financial ratios could result in a default under the Second Amended and Restated Credit 
Agreement or under the Note Purchase Agreement. If a default occurs, the lenders under the 
Second Amended and Restated Credit Agreement and/or the Note Purchase Agreement may elect 
to clear all borrowings outstanding under that facility together with accrued interest and other 
fees, to be immediately due and payable which would result in an Event of Default under the 
Subordinated Note Indenture.  

 The U.S. Internal Revenue Service may challenge the characterization of the 
 Subordinated Notes as debt 

There can be no assurance that U.S. federal income tax laws and IRS administrative 
policies respecting the expected U.S. federal income tax consequences of holding the IPSs will 
not be interpreted or changed in a manner, which adversely affects Non-U.S. Holders.   

No statutory, judicial or administrative authority directly addresses the treatment of the 
IPSs or the Subordinated Notes, or instruments similar to the IPSs or the Subordinated Notes, for 
U.S. federal income tax purposes. As a result, the U.S. federal income tax consequences of the 
purchase, ownership and disposition of IPSs and the Subordinated Notes are uncertain. On 
closing of the IPS Offering, the Private Placement of IPSs in October 2005 and the Bought Deal 
for IPSs in June 2006, the Company received opinions from the Company's counsel to the effect 
that the acquisition of an IPS should be treated as the acquisition of the Common Share and 
Subordinated Notes as separate securities, and that the Subordinated Notes should be classified as 
debt for U.S. federal income tax purposes. The Company intends to continue to deduct interest on 
such Subordinated Notes for tax purposes. However, the IRS or the courts may take the position 
that the IPSs are a single security classified as equity, or that the Subordinated Notes are properly 
classified as equity for U.S. federal income tax purposes, which could adversely affect the 
amount, timing and character of income, gain or loss in respect of a holder's investment in IPSs or 
Subordinated Notes, and materially increase the Company's taxable income and, thus, the 
Company's U.S. federal and applicable state income tax liability. This would adversely affect the 
Company's financial position, cash flow, and liquidity, and could affect the Company's ability to 
make interest or dividend payments on the Subordinated Notes and the common shares owned by 
STA and may affect the Company's ability to continue as a going concern.  
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In addition, such a re-characterization may cause Non-U.S. Holders to be subject to U.S. 
federal withholding or estate taxes with respect to the Subordinated Notes and the Company 
could be liable for withholding taxes on any interest payments previously made to Non-U.S. 
Holders. Payments to foreign holders would not be grossed-up for any such taxes. 

Status of the Subordinated Notes as debt may be put at risk in the future as a result of a 
change in law or administrative or judicial rulings issued in the future and, in such event, the 
Company may need to consider the effect of such developments on the determination of the 
Company's future tax provisions and obligations.  

There is no active public market for the Common Shares and Subordinated Notes and 
holders may have limited liquidity 

Although the Common Shares and the Subordinated Notes are listed and posted for 
trading on the TSX, they do not currently have an active trading market.  Although the Issuer has 
taken a number of steps to increase the liquidity of the Common Shares, including the Exchange 
Offer, there is no guarantee that an active trading market will emerge. Moreover, some of the 
steps taken to increase the liquidity of the Common Shares, including the Exchange Offer, will 
reduce the liquidity of the IPSs and the Subordinated Notes.  If the Subordinated Notes 
represented by the IPSs mature or are redeemed or repurchased, the IPSs will be automatically 
separated.  Each of BMO Nesbitt Burns Inc. and CIBC World Markets Inc. (“CIBC”) has 
previously advised us that it intends to make a market in the Subordinated Notes subject to 
customary market practice and applicable legal and regulatory requirements and limitations. 
However, neither BMO Nesbitt Burns Inc. nor CIBC is obligated to do so and may discontinue 
any such activities, if commenced, at any time and without notice. Moreover, if and to the extent 
that BMO Nesbitt Burns Inc. and/or CIBC makes a market for the Subordinated Notes, there can 
be no assurance that such market would provide sufficient liquidity for any holder of any such 
securities.

For further discussion of the foregoing and other risk factors reference should be made to the 
Company’s Annual Information Form, a copy of which can be obtained at www.sedar.com.
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CONSOLIDATED FINANCIAL STATEMENTS

Student Transportation of America Ltd. 

 For the years ended June 30, 2007 and  2006 

See Note # 7 for summary consolidating financial information 
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AUDITORS’ REPORT 

To the Shareholders of Student Transportation of America Ltd.: 

We have audited the consolidated balance sheets of Student Transportation of America, Ltd. as at June 
30, 2007 and 2006 and the consolidated statements of operations and accumulated deficit and cash 
flows for the years then ended. These financial statements are the responsibility of the company's 
management. Our responsibility is to express an opinion on these financial statements based on our 
audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the 
financial position of the Company as at June 30, 2007 and 2006 and the results of its operations and its 
cash flows for the years then ended in accordance with Canadian generally accepted accounting 
principles.

Ernst & Young LLP 
Certified Public Accountants 
MetroPark, New Jersey 
September 21, 2007 

42



Student Transportation of America Ltd. 
Consolidated Balance Sheets 

(000’s of U.S. Dollars) 

        43  

As at As at
June 30, 2007 June 30, 2006 

Assets 

Current assets: 

Cash and cash equivalents  $                            4,025   $                            7,688 
Accounts receivable, net of allowance for doubtful accounts of     

$187  and $116 at June 30, 2007 and  2006, respectively           14,975 12,206
Inventory 1,615 1,584
Prepaid expenses 8,991 5,989
Other current assets (Note 15) 3,585 3,464

Total current assets 33,191 30,931

Other assets (Note 2) 7,463 7,935
Property and equipment, net (Note 4) 91,232 95,546
Foreign currency exchange contracts (Note 15) 4,696 3,976
Other intangible assets, net (Note 5) 47,526 51,658
Goodwill (Notes 3 and  5) 73,877 64,133
Total assets  $                        257,985   $                        254,179 

Liabilities and shareholders’ equity 

Current liabilities: 

Accounts payable  $                            1,303   $                            1,577 
Accrued expenses and other current liabilities 13,497 12,426
Current portion of long-term debt  (Note 7)                               2,312                                2,450 

Total current liabilities 17,112 16,453

Long-term debt (Note 7) 123,210 106,931
Future income tax liability (Note 6) 24,916 32,540
Total liabilities 165,238 155,924
Commitments and contingencies (Notes 11 and 14) 

Minority interest  (Note 9) 2,221 7,419
Shareholders' equity 

Common shares (Note 8) 128,000 112,061
Accumulated deficit (34,101) (16,326)
Cumulative currency translation adjustments (3,373) (4,899)

Total shareholders’ equity 90,526 90,836
Total liabilities and shareholders’ equity  $                        257,985   $                        254,179 

See accompanying notes.

On Behalf of the Board,

Irving R. Gerstein   George Rossi
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Student Transportation of America Ltd. 
Consolidated Statements of Operations and Accumulated Deficit 

(000’s of U.S. dollars – except share and per share amounts) 

Year ended Year ended 
June 30, 2007 June 30, 2006 

Revenues  $                168,110  $                132,995 

Costs and expenses: 
Cost of operations                    122,251                      95,424 
General and administrative                      17,136                      12,802 
Non-cash stock compensation                        1,862                           919 
Depreciation expense                      18,596                      14,964 
Amortization expense                        5,889                        6,198 

Total operating expenses                    165,734                    130,307 

Income from operations                        2,376                        2,688 

Interest expense                       15,834                      13,262 

Unrealized gain on foreign currency exchange contracts                      (1,481)                      (4,262) 
Other  (income) expense                         (642)                             52 
Loss before income taxes and minority interest                    (11,335)                      (6,364) 

Recovery of income taxes  (Note 6)                      (4,391)                      (2,695) 
Minority interest  (Note 9)                           170                           226 

Net loss                      (7,114)                      (3,895) 

Accumulated deficit- beginning of year                    (16,326)                      (5,550) 
Dividends declared                    (10,603)                      (6,881) 
Repurchase of common shares                           (58) 
Accumulated deficit - end of year  $                (34,101)  $                (16,326) 

Weighted average number of shares outstanding               21,503,659               15,085,650 

Basic and diluted net loss per common share  (Note 8)  $                    (0.33)  $                    (0.26) 

See accompanying notes. 
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    Student Transportation of America Ltd. 
 Consolidated Statements of Cash Flows 

 (000’s of U.S. Dollars) 
Year ended Year ended 

June 30, 2007 June 30, 2006 

Operating activities 
Net loss  $                          (7,114)  $                          (3,895) 
Adjustments to reconcile net loss to net cash provided by 
  operating activities: 

Minority interest                                    170                                     226 
Future income taxes                              (4,391)                              (2,695) 
Unrealized gain on foreign currency exchange contracts                              (1,481)                              (4,262)
Amortization of deferred financing costs                                1,628                                 1,445 
Non cash stock compensation expense                                 1,862                                     919 
(Gain)/loss on disposal of assets                                 (161)                                      52 
Depreciation expense                               18,596                                14,964 
Amortization expense                                 5,889                                  6,198 

Changes in current assets and liabilities: 
Accounts receivable                              (2,842)                                    898 
Prepaid expenses, inventory and other current assets                              (2,093)                              (3,534)
Accounts payable                                 (295)                                    701 
Accrued expenses and other current liabilities                                   (63)                                 1,599 
Changes in other assets and liabilities                                   410                                     187 

Net cash provided by operating activities                               10,115                                12,803 

Investing activities 
Business acquisitions, net of cash acquired of $270 and $863 at June 30, 2007 and 2006,  
respectively                            (10,144)                            (43,401) 
Purchases of property and equipment                            (11,513)                            (22,536) 
Proceeds on sale of equipment                                 1,540                                     328 

Net cash used in investing activities                            (20,117)                            (65,609) 

Financing activities 
Secondary offerings of common shares, net of expenses                                         -                               54,592 
Secondary offerings  of 14.0% Subordinated Notes                                         -                                26,946 
Private Placement offering of common shares, net of expenses (Note 8)                               16,227                                          - 
Repurchase of common shares, net of expenses                                 (346)                                         - 
Redemption of 14% subordinated notes                                 (183)                                         - 
Senior Secured Note issuance (Note 7)                               35,000  
Repurchase of Class B Series One common shares  (Note 9)                               (8,551) 
Deferred financing costs                              (1,590)                              (2,188) 
Common stock dividends                            (11,080)                              (7,316) 
Borrowings on credit facility                               95,163                                98,612 
Payments on credit facility                          (115,450)                          (111,287) 
Repayments on seller debt and equipment financing                              (1,951)                                 (522) 

Net cash provided by financing activities                                7,239                               58,837 

Effect of exchange rate changes on cash                                 (900)                                        - 
Net increase (decrease) in cash and cash equivalents                              (3,663)                                 6,031
Cash and cash equivalents at beginning of period                                 7,688                                  1,657 
Cash and cash equivalents at end of period  $                             4,025   $                             7,688 

See accompanying notes. 
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1.  General 

Student Transportation of America Ltd. (“STA” or the “Company”) is a corporation 
established under the laws of the Province of Ontario.  STA was incorporated on 
September 22, 2004, and for the period from September 22, 2004 to December 21, 2004, 
was inactive.  STA together with its indirect subsidiary Student Transportation of 
America ULC (“STA ULC” and together with STA, the “Issuer”), completed an Initial 
Public Offering (the “IPS Offering”) on December 21, 2004 through the issuance of 
11,604,140 income participating securities (“IPSs”) for gross proceeds of $94,212 (Cdn 
$116,041 million). Each IPS consists of one common share of STA and Cdn $3.847 
principal amount of 14% subordinated notes of STA ULC (the “Subordinated Notes”). 
Simultaneous to the IPS Offering, STA ULC issued, on a private placement basis, $8,149 
(Cdn $10 million) separate 14% subordinated notes having an aggregate principal amount 
of Cdn $3.847 (the “Separate Subordinated Notes” and together with the Subordinated 
Notes, the “Notes”) and the Issuer, through a subsidiary, entered into a bank credit 
facility with a group of lenders (together with the IPS Offering, the “IPS Transactions”).   
On January 7, 2005, the underwriters of the Company’s IPS Offering exercised an 
overallotment option granted in connection with the IPS Offering.  As part of the exercise 
of the overallotment option, the Issuer completed a subsequent issuance of 1,160,414 
IPSs for net proceeds of Cdn $10,857, ($8,854).  STA and STA ULC used the net 
proceeds from the IPO Offering combined with the exercise of the overallotment option 
to purchase 100% of the Class A common shares and 100% of the preferred shares of 
Student Transportation of America Holdings, Inc (“STA Holdings”), respectively.  
Certain existing investors in STA Inc. (the “Existing Investors”) retained 100% of the 
Class B common shares of STA Holdings at the time of the IPS Offering.   

On October 25, 2005, the Issuer sold 3,100,000 IPSs pursuant to a bought deal private 
placement transaction with a syndicate of underwriters (the “Private Placement”) for total 
gross cash proceeds of $31.3 million (Cdn $37.2 million). STA and STA ULC used the 
net proceeds (after commissions and fees) from this subsequent issuance to purchase 
additional Class A common shares and preferred shares of Student Transportation of 
America Holdings, Inc. (“STA Holdings”), respectively.  STA Holdings in turn, used all 
of such amounts to pay down debt on the acquisition lending facilities and $6.7 million of 
the outstanding term loan.    Each IPS consists of one common share of STA and Cdn 
$3.847 principal amount of 14% Subordinated Notes of STA ULC.  The gross proceeds 
of the subsequent issuance of additional IPSs pursuant to the Private Placement included 
$10.0 million (Cdn $11.9 million) of Subordinated Notes. 

On June 14, 2006, the Issuer sold 4,900,000 IPSs pursuant to a bought deal basis with a 
syndicate of underwriters (the “Bought Deal”) for total gross cash proceeds of $54.6 
million (Cdn $60.0 million).  The net proceeds (after commission and fees) were used to 
pay down existing debt on the credit facility incurred in respect of recent acquisitions
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1.  General (continued) 

(including Positive Connections, Inc. and Liftlock Coach Lines Limited), to fund 
investment requirements for new bid and contract awards for the upcoming school year  
and for general corporate purposes.  Each IPS unit consists of one common share of STA 
and Cdn $3.847 principal amount of 14% Subordinated Notes of STA ULC.  The gross 
proceeds of additional IPSs pursuant to the Bought Deal included the issuance of an 
additional $16.9 million (Cdn $18.8 million) of Subordinated Notes as part of the IPSs 
issued.

At any time after the 45th day following the date of original issuance or upon the 
occurrence of a change of control of STA ULC, holders of IPSs may separate their IPSs 
into the common shares and Subordinated Notes represented thereby through their broker 
or other financial institution.  Similarly, any holder of common shares and Subordinated 
Notes may recombine the applicable number of common shares and principal amount of 
Subordinated Notes to form IPSs through their broker or other financial institution, at any 
time.  The IPSs will be automatically separated into the common shares and Subordinated 
Notes upon the occurrence of any of the following: (i) with respect to any holder of IPSs, 
acceptance by such holder of STA ULC's offer to repurchase the Subordinated Notes 
represented by that holder's IPSs in connection with a change of control of STA or 
STA ULC; (ii) exercise by STA ULC of its right to redeem all or a portion of the 
Subordinated Notes which may be represented by IPSs at the time of such redemption; (iii) 
the date on which the outstanding principal amount of the Subordinated Notes becomes due 
and payable, whether at the stated maturity date or upon acceleration thereof;  (iv) if The  
Canadian Depository for Securities Limited is unwilling or unable to continue as securities 
depository with respect to the IPSs and the Issuer is unable to find a successor depository;  
or (v) the continuance (without cure) of a payment default on the Subordinated Notes for 
90 days.  

On October 17, 2006, the Issuer received approval from the TSX to make a normal 
course issuer bid in accordance with the requirements of the exchange for a portion of its 
14% subordinated notes (the “Notes”) as appropriate opportunities arise from time to 
time in the 12-month period commencing on October 17, 2006 and ending on October 17, 
2007.  As at June 30, 2007, no separate purchases of the Notes have been made under the 
normal course issuer bid.  On December 15, 2006, the Issuer received approval from the 
TSX to make a normal course issuer bid in accordance with the requirements of the 
exchange for a portion of its IPSs as appropriate opportunities arise from time to time.  
Pursuant to the normal course issuer bid for IPSs, the Company intends to acquire up to 
400,000 IPSs in the 12-month period commencing December 15, 2006 and ending on 
December 15, 2007; provided however, that in no event shall purchases under the IPS bid 
and the Notes bid exceed $5.0 million.  STA intends to fund the purchase of any IPSs 
and/or Notes either through borrowings on its credit facility or out of available cash.  Any
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1.  General (continued) 

purchase of IPSs and/or Notes will be made at market prices and the IPSs and/or Notes 
will be cancelled upon their purchase by the Company.  The Company purchased  
for cancellation 56,000 IPS’s out of available cash during the year ended June 30, 2007 
(see Note  8). 

On December 14, 2006, the Company entered into a new amended and restated credit 
agreement and issued new senior secured notes pursuant to a private placement, which 
rank pari-passu with the new credit agreement (see Note 7).  On December 22, 2006, the 
Company repurchased for cancellation all of the Class B – Series One common shares of 
STA Holdings (see Note 9).  Net proceeds from the initial borrowings under the new 
credit agreement and issuance of the senior secured notes were used to repay all 
outstanding amounts under the existing credit agreement (including accrued and unpaid 
interest) and fund the repurchase of the Class B – Series One common shares of STA 
Holdings (including accrued and unpaid dividends to the date of repurchase) (see Note  
9).

On March 29, 2007, the Issuer sold 3,010,000 common shares pursuant to a private 
placement for total gross cash proceeds of $17.3 million (Cdn $20.0 million). The net 
proceeds (after commissions and fees) were used entirely to pay down debt on the credit 
facility, including borrowings used to fund the repurchase of the Class B – Series One 
common shares of STA Holdings (including accrued and unpaid dividends to the date of 
repurchase) discussed above and outstanding acquisition borrowings.  The common 
shares issued are equivalent to the common shares included as the equity component of 
the IPS units.

The Company currently holds a 98.56% interest in STA Holdings, through its ownership 
of the Class A shares of STA Holdings. Prior to the repurchase and cancellation of all the 
Class B-Series One common shares completed during the current fiscal year, the 
Company held a 94.46% interest in STA Holdings.  In connection with the repurchase 
and cancellation and the resulting decrease in minority interest percentage related to both, 
the Company recorded an increase in goodwill and minority interest of $2.4 million on 
the consolidated balance sheet as at June 30, 2007. 

 STA Holdings, through its wholly owned subsidiary, Student Transportation of America, 
Inc. (“STA, Inc.”), is the fifth largest provider of school bus transportation services in the 
United States.
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2. Basis of Presentation  

These consolidated financial statements have been prepared by management in 
accordance with accounting principles generally accepted in Canada.  The accompanying 
consolidated financial statements include the accounts of the Company and all of its 
subsidiaries.  All significant intercompany accounts and transactions have been 
eliminated in consolidation. 

The significant accounting policies are described below: 

Foreign Currency Translation 

The functional currency of the Company, STA ULC and the Company’s Canadian 
operations, is the Canadian dollar.  The functional currency of the Company’s operations 
in the United States, is the U.S. dollar.  The Company’s financial statements are reported 
in U.S. dollars, as the principal operations and cash flows of its subsidiaries are 
conducted in U.S. dollars.  As a result, the assets and liabilities of the Company, STA 
ULC and the Company’s  Canadian operations are translated into U.S. dollars using the 
exchange rate in effect at the period end and revenues and expenses are translated at the 
average rate during the period.  Exchange gains or losses on translation are deferred as a 
separate component of shareholders’ equity.  The Subordinated Notes and Separate 
Subordinated Notes of STA ULC are denominated in Canadian dollars.  As the functional 
currency of STA ULC is the Canadian dollar, exchange gains or losses related to the 
Notes on the translation of the STA ULC financial statements into U.S. dollars, the 
reporting currency, are deferred as a separate component of shareholders’ equity. 

Monetary assets and liabilities denominated in a currency other than the functional 
currency are translated at the rate of exchange prevailing at the balance sheet date.  
Transactions denominated in a currency other than the functional currency are translated 
at the rate of exchange prevailing on the transaction date.  Gains and losses on translation 
of these items are included in the consolidated statements of operations in other income.

Cash and Cash Equivalents 

Cash and cash equivalents include all cash balances and highly liquid investments with 
remaining  maturities of three months or less from the date of purchase. 
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2. Basis of Presentation (continued) 

Use of Estimates

The preparation of financial statements in conformity with Canadian generally accepted 
accounting principles requires management to make estimates and assumptions that affect 
the reported amounts of assets and liabilities, and the disclosure of contingent assets and 
liabilities at the date of the financial statements and the reported amounts of revenues and 
expenses during the reporting period.  Actual results could differ from those estimates. 

The Company bases its estimates and judgments on historical experience, actuarial 
evaluations and on various other assumptions that it believes are reasonable under the 
circumstances.  Amounts reported based upon these assumptions include, but are not 
limited to, insurance reserves, income taxes, goodwill and other long-lived assets. 

Concentration of Credit Risk 

Credit is extended based on an evaluation of the customer’s financial condition and, 
generally, advance payment is not required.  A significant portion of the Company’s 
operations is with school districts on the East and West coasts of the United States.  The 
Company has no individual customers which account for more than 10% of its revenues.   

Anticipated credit losses are provided for in the financial statements.  Management 
monitors the financial condition of its customers to reduce the risk of loss. 

Inventories 

Inventories, consisting primarily of repair parts and vehicle accessories, are valued at the 
lower of cost or market determined on a first-in, first-out (FIFO) method. 

Property and Equipment 

Property and equipment is recorded at cost or at fair value if obtained as part of a 
business acquisition, less accumulated depreciation. Ordinary maintenance and repairs 
are expensed as costs are incurred.  Depreciation on transportation equipment is 
computed on a usage basis over the estimated useful lives of the assets, which 
approximate a range from seven to eleven years.  Leasehold improvements are amortized 
over the shorter of the lease term or the estimated useful lives of the assets.  Other 
property and equipment is depreciated on a straight line basis over three to five years. 
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2. Basis of Presentation (continued) 

Goodwill and Other Identifiable Intangibles 

Goodwill represents the excess of cost over fair value of net assets acquired in business 
combinations accounted for under the purchase method.  Goodwill and trade names are 
not amortized but rather assessed for impairment annually, or more frequently if 
circumstances change and indicators of impairment are present. The annual impairment 
testing is performed in the fourth quarter. If the carrying value of goodwill and trade 
names exceeds the fair value, an impairment loss will be recognized in the statement of 
earnings in an amount equal to the excess.  Fair values are derived based on the trading 
values of the Company’s equity securities and by using discounted cash flow analyses 
which requires, among other factors, estimates of the amount and timing of projected 
cash flows and the appropriate discount rate. Other identifiable intangible assets consists 
of contract rights and covenants not to compete. Contract rights, which include customer 
relationships, are amortized on a straight-line basis over an estimated useful life of 21 to 
23 years. The useful life for contract rights was determined based on third party valuation 
reports prepared for the Company.  The valuations took into account the average length 
of the contracts, the expected renewal periods and assumptions regarding future renewals 
based upon historical customers lives.  Covenants not to compete are amortized on a 
straight-line basis over an estimated useful live of 2 to 5 years (see Notes 3 and 5).  
Amortization of intangible assets amounted to $5.9 million and $6.2 million for the year 
ended June 30, 2007 and  2006, respectively. 

Deferred Financing Costs 

The Company incurred costs related to obtaining debt financing. These costs have been 
capitalized and are being amortized to interest expense over the term of the related debt.  
In addition to the costs associated with the Company’s credit agreement, the Company 
capitalized costs related to its indebtedness incurred in connection with the initial IPS 
Transactions as well as subsequent issuances of additional IPS units. The carrying value 
of deferred financing costs were $6.7 million and $7.0 million as of June 30, 2007 and 
2006, respectively.  Amortization expense totaled $1.6 million and $1.4 million for the 
years ended June 30, 2007 and 2006, respectively. Deferred financing costs are included 
in other assets in the consolidated balance sheets. 

Impairment of Long-Lived Assets 

Management continually evaluates whether events or circumstances have occurred that 
indicate that the remaining estimated useful lives of property and equipment, contract
rights and covenants not to compete may warrant revision or that the remaining balances 
may not be recoverable. Events or circumstances that would trigger testing for 
impairment include the loss of a significant school district customer contract, a 
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2. Basis of Presentation (continued)

significant increase in the Company’s expense levels absent a corresponding increase in 
revenue that causes operating or cash flow losses of projected operating or cash flow 
losses, significant adverse changes in legal factors or the business climate in which the 
Company operates that could affect the value of long-lived assets, or the expectation that 
a long-lived asset will be sold or otherwise disposed of at a loss before the end of its 
previously estimated useful life. If this review indicates that the assets will not be 
recoverable, as determined based on the undiscounted future cash flows from the use of 
the assets, the carrying value of the assets will be reduced to their estimated fair value.

Income Taxes 

Income taxes have been computed utilizing the asset and liability approach.  Future 
income tax assets and liabilities arise from differences between the tax basis of an asset 
or liability and its reported amount in the financial statements.  Future tax assets and 
liabilities are determined by using substantively enacted tax rates expected to be in effect 
when the taxes will actually be paid or refunds received.  A valuation allowance is 
recorded when the expected realization of a future income tax asset is not considered to 
be more likely than not.  The recorded future income tax liability results from a 
difference between the book and tax basis of certain transportation equipment, other 
equipment and intangible assets.   

Revenue Recognition 

Revenue is recognized when the following criteria are met:  persuasive evidence of an 
arrangement exists, services have been rendered, the price to the buyer is fixed and 
determinable, and collectibility is reasonably assured.  The Company bills customers on a 
monthly basis based upon the completion of school bus routes, which are based on 
contracts or extension agreements with customers. 

Insurance Reserves. 

The Company had approximately $5.1 million and $3.4 million  in recorded insurance 
reserves, at June 30, 2007 and 2006, respectively.  These reserves reflect the estimated 
deductible amounts the Company is responsible for under the workers’ compensation and 
vehicle liability insurance programs.  Our insurance expense for these items is largely 
dependent on our claims experience and our ability to control such claims, in addition to 
third party premiums/expenses associated with this coverage.  We have recorded 
estimated insurance reserves for the anticipated losses on open claims under the workers  
compensation and vehicle liability programs based upon actuarial analysis prepared by an 
independent third party actuary.  Although the estimates of these accrued liabilities are 
based on the factors mentioned above, it is possible that future cash flows and results of  
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2. Basis of Presentation (continued) 

operations could be materially affected by changes in our assumptions or changes in 
claims experience.   

Stock Based Compensation 

The Company accounts for stock-based compensation and other stock-based payments 
using the fair value method.  Under the fair value method, the fair value of the stock 
based compensation and other stock-based payments are estimated at the grant date and 
the total fair value is amortized over the vesting schedule of the awards as compensation 
expense. STA Holdings has issued Class B – Series Two common shares pursuant to the 
EIP during fiscal years 2006 and 2007 and intends to issue further shares in the future.  
During fiscal 2006 and fiscal 2007, the Company recognized $0.9 million and $1.9 
million, respectively, in non cash stock based compensation based on the estimated fair 
value on the date of grant of the shares issued.  The Class B – Series Two common shares 
are not traded in an active market and have certain restrictions on their transferability.  
Stock based compensation expense associated with the issuance of Class B-Series Two 
common shares of STA Holdings has been based upon third party valuation reports 
prepared for the Company.  The third party valuation of the estimated fair value of the 
Class B - Series Two common shares issued included significant assumptions related to 
future cash flows of the Company, the fair value of STA’s common shares and the 
illiquidity of the Class B – Series Two common shares.  The Class B – Series Two 
common shares issued were fully vested at the date of grant and since the fair value of 
these shares was estimated at the grant date, there will be no changes in future periods 
relating to the past share grants made. 

Start-Up Activities 

Start-up costs are expensed as incurred. 

Accounting for Derivatives and Hedging Activities 

The Company generally accounts for derivatives on an accrual basis.  Derivatives that are 
not hedges are recorded at fair value on the balance sheet.  Changes in fair value are 
recorded in the income statement. If the derivative is designated as a hedge, the fair value 
is recorded in the income statement when the hedged item is recognized in income.  The 
Company formally documents all relationships between hedging instruments and hedged 
items, as well as its risk management objective and strategy for undertaking these
transactions.  The Company assesses, both at inception and on an ongoing basis, whether 
the derivative is highly effective as a hedge.
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2. Basis of Presentation (continued) 

Segment Reporting 

The Company, through its subsidiaries, is a provider of school transportation and 
management services to public and private schools in North America.  The Company 
operates in one segment, the school bus transportation industry.   While the Company has 
only one operating segment, it does derive revenue from customers in both the United 
States and Canada. The table below summaries revenue and assets by geographical area  
for the years ended June 30, 2007 and 2006 (in 000’s): 

2007 

Revenues 
Property and 

Equipment (net) Goodwill 
United 
States  $              155,994   $            83,274   $   61,857 
Canada                    12,116                   7,958        12,020 
Total  $              168,110   $            91,232   $   73,877 

2006 

Revenues 
Property and 

Equipment (net) Goodwill 
United 
States  $              127,663   $             90,597  $   58,569 
Canada                      5,332                    4,949         5,564 
Total  $              132,995   $             95,546  $   64,133 

Minority Interest 

Prior to December 22, 2006, minority interest consisted of the Class B-Series One 
common shares of STA Holdings retained by the existing investors in STA Holdings 
upon the close of the IPS Offering as well as Class B-Series Two common shares of STA 
Holdings issued under the STA Holding Equity Incentive Plan (“EIP”). On December 22, 
2006, the Company repurchased and canceled all 872,652 Class B-Series One shares held 
by existing investors. The Class B common shares represent a 1.4% and 4.5% interest in 
STA Holdings as at June 30, 2007 and 2006, respectively  (See Note 9). 

Earnings (loss) per Share 

Earnings (loss) per share is calculated by dividing the net income or loss by the weighted 
average number of common shares outstanding for the period. 
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2. Basis of Presentation (continued) 

Seasonality

School bus transportation revenue has historically been seasonal, based on the school 
calendar and holiday schedule.  During the summer school break, revenue is derived 
primarily from summer camps and private charter services.  Since schools are not in 
session, there is no school bus transportation revenue.  Depreciation of fixed assets 
occurs in the months during which schools are in session, which is generally September 
through June.  A full year’s worth of depreciation is recorded in these ten months to 
correspond to the vehicle’s usage. 

Recent Accounting Pronouncements 

The Accounting Standards Board of the Institute of Chartered Accountants of Canada 
issued CICA 3855, “Financial Instruments-Recognition and Measurement”, CICA 3865, 
“Hedges” CICA 3862, “Financial Instruments-Disclosures”, CICA 3863, “Financial 
Instruments-Presentation”, and CICA 1530, “Comprehensive Income”, which must be 
applied by the Company for its fiscal year beginning on July 1, 2007.  CICA 3855 
prescribes when a financial asset, financial liability, or non-financial derivative is to be 
recognized on the balance sheet and the measurement of such amount.  CICA 3865 is 
applicable for designated hedging relationships and builds on existing Canadian GAAP 
guidance by specifying how hedge accounting is applied and what disclosures are 
necessary when it is applied.  CICA 3862 provides standards for disclosures about 
financial instruments, the risk associated with them and how the entity manages those 
risks.  CICA 3863 prescribes standards for presentation of financial instruments and non-
financial derivatives.  CICA 1530 introduces new standards for the presentation and 
disclosure of components of comprehensive income.  Comprehensive income is defined 
as the change in net assets of an enterprise during a reporting period from transactions 
and other events and circumstances from non-owner sources.  It includes all changes in 
net assets during a period except those resulting from investments by owners and 
distributions to owners.  The Company is currently considering the impact of the 
adoption of such standards.

3.  Acquisitions 

On July 12, 2006, the Company closed its acquisition of all of the outstanding common 
stock of  Simcoe Coach Lines Ltd. (“Simcoe”), located in Sutton, Ontario. On November 
30, 2006, the Company purchased the assets of H. Burley Truck and Bus Repair, Ltd and 
1106593 Ontario Limited (“Burley”), located in Peterborough, Ontario.  Earnings of the
acquired companies are included in STA’s results of operations from the acquisition date. 
The aggregate purchase price of these acquisitions was $10.7 million. The allocation of 
the purchase price, as presented in the following table, is preliminary and may change  
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3.  Acquisitions (continued) 

upon the final determination of the fair value of the assets acquired and liabilities 
assumed. 

Property and equipment  $      3,704 

Intangible assets 1,683

Future income taxes            (584) 

Subtotal          4,803 

Goodwill          5,924 

Total  $    10,727 

The purchase price consisted of $10.5 million in cash and $0.2 million in the form of 
promissory notes.  Identifiable intangible assets consist of contract rights of $1.1 million 
that will be amortized over 23 years, covenants not to compete of $0.4 million that will 
be amortized over an estimated useful life of 5 years and tradenames of $0.2 million with 
an indefinite life.

On July 1, 2005, the Company acquired new revenue contracts and purchased certain 
assets of A&E West Coast Transport, Inc., based in the San Jose/Silicon Valley area of 
California and merged such contracts with the Company’s existing operations in that 
area.  During July 2005, the Company was awarded additional new revenue and bid-in 
contracts in Connecticut, New Jersey, Vermont and New York State for the 2005/2006 
school year.  The Company also closed on the following acquisitions during 2006 as 
follows: 

July 29, 2005 – School bus division of Ayr Coach Lines, located in Ontario, 
Canada.
September 23, 2005 – James O. Sacks, Inc. based in Collegeville, Pennsylvania. 
November 4, 2005 – Byrd Yeany Busing, Inc. based in Mayport, Pennsylvania. 
November 9, 2005 – Hudson Bus Lines, Inc. based in Lewiston, Maine. 
December 20, 2005 – Toshmar Bus Lines Ltd, located in Ontario, Canada 
March 8, 2006 – Liftlock Coach Lines Limited and R. Bennett Bus Line Ltd., 
(together “Liftlock”)  located in Ontario, Canada 
April 18, 2006 – McCrillis Transportation  Inc. located in Portsmouth, New 
Hampshire 
May 1, 2006 – Positive Connections, Inc. (“PCI”), located in Illinois and 
Minnesota
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3.  Acquisitions (continued) 

Earnings of the acquired companies and contracts are included in STA’s results of 
operations from the respective acquisition dates. The aggregate purchase price of these 
acquisitions and acquired contracts was $48.4 million. The Company has revised the  
purchase price allocation of PCI, which was acquired in May 2006.  This revision 
resulted in a decrease of net working capital of $0.9 million and a corresponding increase 
of $0.9 million in goodwill.  

Current assets, less current liabilities  $            582 
Property and equipment 27,412
Intangible assets 8,984
Future income taxes          (8,206) 

Subtotal           28,772 
Goodwill           19,633 

Total  $       48,405 

The purchase price consisted of $44.3 million in cash and $4.1 million in the form of 
promissory notes. Identifiable intangible assets consist of contract rights of $5.8 million 
that will be amortized over 21 to 23 years, covenants not to compete of $1.6 million that 
will be amortized over an estimated useful life of 2 to 5 years and tradenames of $1.6 
million with an indefinite life. 

4.  Property and Equipment 

Accumulated Net Book Useful Life 
June 30, 2007 Cost Depreciation Value in years 

Land   $                      192  $                       -    $                     192 
Buildings 231                     (49) 182  40
Transportation equipment 127,176 (37,651) 89,525  7 to 11
Leasehold improvements 537 (160) 377  life of lease
Other machinery and equipment                       1,699 (743)                         956  3 to 5

 $               129,835  $          (38,603)  $                91,232 
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4.  Property and Equipment (continued) 

Accumulated Net Book Useful Life 
June 30, 2006 Cost Depreciation Value in years 

Land   $                      192  $                       -    $                     192 
Buildings 231 (31) 200  40
Transportation equipment 116,836 (22,702) 94,134  7 to 11
Leasehold improvements 311 (134) 177  life of lease
Other machinery and equipment                       1,293 (450)                         843  3 to 5

 $               118,863  $          (23,317)  $                95,546 

5.  Goodwill and Other Intangible Assets 

Intangible assets consist of the following (in 000)’s: 

2007 2006

Gross  Gross  
Carrying  Accumulated Net Book Carrying Accumulated Net Book Amortization
Amount Amortization Value Amount Amortization Value Period (Years) 

Contract Rights  $    37,507  $       (4,074)  $     33,433  $  36,311  $     (2,337)  $  33,974 21-23
Convenants not to 
compete        12,679         (11,261)        1,418      12,233          (7,109)     5,124 2-5

Tradenames        12,675                     -      12,675      12,560                    -   12,560 
None (Indefinite 

Life)

Total  $    62,861  $      (15,335)  $     47,526  $  61,104  $      (9,446)  $  51,658

The following table represents the changes in the carrying amount of goodwill for the 
years ended June 30, 2007 and 2006 (in 000’s):

Balance as of June  30, 2005  $         44,045 
Goodwill additions related to acquisitions             18,743 
Goodwill additions as a result of step acquisition               1,345 

Balance as of June 30, 2006             64,133 

Goodwill additions related to acquisitions               6,841 
Goodwill additions as a result of step acquisition               2,352 
Foreign currency effects on goodwill                   551 

Balance as of June 30, 2007  $         73,877 
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6.  Income Taxes

The tax provision reported in the consolidated financial statements is made up of the 
following components (in 000’s): 

2007 2006

Federal:

Current $                - $                -   

Deferred (3,433) (2,073)

(3,433) (2,073)

State and local: 

Current 68 89

Deferred (1,026) (711)

(958) (622)

Total provision  $          (4,391)  $                   (2,695) 

The difference between the effective rate reflected in the provision for income taxes and 
the amount determined by applying the U.S. federal statutory rate to income before 
income taxes for the fiscal year ended June 30, 2007 and  June 30, 2006 is analyzed 
below (in 000’s): 

2007 2006 

Provision for income taxes at statutory rate ($3,805) ($2,292)

State income taxes, net of federal effect (632) (410)

Other 46 7

($4,391) ($2,695)

The components of future income tax are as follows (in 000’s): 

2007 2006 
Future tax liabilities: 

Intangibles ($15,571) ($17,548)
Difference in book and tax basis of property and equipment (24,233) (23,286) 
Other - (803)

Total future tax liabilities ($39,804) ($41,637)

Future tax assets: 
Net operating loss carry forward 11,904 9,097
Other 2,984              -  
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Total future tax assets 14,888 9,097

Net future tax liabilities $(24,916) $(32,540) 

At June 30, 2007, the Company has available U.S. net operating loss carry forwards of 
approximately $28.8 million expiring in the years 2013 through 2021 and Canadian net 
operating loss carry forwards of approximately $1.1 million expiring in 2016. 

7.  Debt 

Indebtedness of the Company includes the following (in 000’s): 

Amounts Outstanding at 
June 30, 2007 June 30, 2006 

Current Long Term Current Long Term 
Second Amended Credit Facility 
   Term loan facility  $        -     $          -     $        -     $  24,300  
   Revolving credit facility            -            3,650            -               -    
Senior Secured Notes            -          35,000            -               -    
Equipment financing          16              -              94             16  
Promissory notes due to former owners: interest at 7%     2,296            399       2,356         2,091  
Subordinated Notes and Separate Subordinated Notes            -          84,161            -         80,524  

 $    2,312   $  123,210   $   2,450   $106,931  

Maturities of long-term debt are as follows (in 000’s): 

Second
Amended Senior Due to 

Credit Secured Equipment Former Subordinated 
Facility Notes Financing Owners Debt 

Year ending June 30, 
2008   $           -     $           -    $           16  $     2,296    $           -   
2009               -                -                 -             275                -   
2010               -                -                 -               95                -   
2011               -                -                 -               29                -   
2012           3,650        35,000               -               -                 -   
   Thereafter               -                -                 -    -          84,161 

 $       3,650  $    35,000  $           16  $     2,695   $      84,161 
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7.  Debt (continued) 

Second Amended and Restated Credit Agreement 

During the fiscal year ended June 30, 2007, the Company refinanced its senior debt under 
its existing credit agreement.  The existing credit agreement had a maturity date of  
December 21, 2007.  On December 14, 2006, the Company entered into a new amended  
and restated credit agreement (the “Second Amended and Restated Credit Agreement”) 
and concurrently completed a new issue of senior secured notes (the “Senior Secured 
Notes”) pursuant to a private placement transaction.  The Second Amended and Restated 
Credit Agreement has an initial commitment of approximately $75.0 million and includes 
a US $45 million loan facility and a Canadian $33.0 million loan facility, both of which 
are available to fund working capital requirements and to fund acquisitions and 
investment requirements for new revenue and bid-in contracts.  The Company may 
request an increase to the $75.0 million initial commitment for up to $50.0 million in 
additional commitments, so long as no default or event of default has occurred and is 
continuing.  Each lender under the Second Amended and Restated Credit Agreement 
shall have the option to subscribe for a portion of such increase, and any portion not so 
subscribed may be assumed by one or more of the existing lenders or by another financial 
institution as agreed by the Company and the Agent under the agreement.  The Second 
Amended and Restated Credit Agreement has a five year term with a maturity date of 
December 14, 2011.  The Senior Secured Notes consist of $35.0 million of five year, 
fixed rate senior secured notes carrying a coupon of 5.941%.  The Senior Secured Notes 
rank pari-passu with borrowings under the Second Amended and Restated Credit 
Agreement, and also have a maturity date of December 14, 2011.  Borrowings under the 
Second Amended and Restated Credit Agreement are collateralized by the unencumbered 
assets of STA Holdings and its subsidiaries, and certain shares of the capital stock of 
STA Holdings and the capital stock of each of its subsidiaries.  In addition, payment and 
performance of the obligations under the Second Amended and Restated Credit 
Agreement are guaranteed by each of STA Holdings’ subsidiaries.  Borrowings under the 
Senior Secured Notes are collateralized by the unencumbered assets of STA Holdings 
and its US subsidiaries, and certain shares of the capital stock of STA Holdings and the 
capital stock of each of its US subsidiaries.  In addition, payment and performance of the 
obligations under the Senior Secured Notes are guaranteed by each of STA Holdings US 
subsidiaries. 

The initial borrowings under the Second Amended and Restated Credit Agreement and 
the net proceeds from the issuance of the Senior Secured Notes were used to refinance 
the outstanding borrowings under the existing credit agreement ($26.9 million in 
revolving and acquisition loan borrowings and $24.8 million in term loan borrowings), 
fund the repurchase of the Class B Series One shares of STA Holdings on December 21, 
2006 ($8.6 million – see Note 9) and for general corporate purposes. 
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7.  Debt (continued) 

Borrowings under the Second Amended and Restated Credit Agreement may be Base 
Rate Loans or Eurodollar Loans, as defined in the credit agreement. Base Rate Loans 
bear interest at the base rate, as defined in the credit agreement (8.25 % at June 30, 2007),  
plus the applicable margin, which ranges from 0% to 0.75% depending on STA 
Holdings’ senior leverage ratio on the pricing date. Eurodollar Loans bear interest at the 
adjusted LIBOR rate, as defined in the credit agreement (5.36 % at June 30, 2007), plus 
the applicable margin, which ranges from 1.5% to 2.25% depending on STA Holdings’ 
senior leverage ratio on the pricing date.

The Second Amended and Restated Credit Agreement and the Senior Secured Notes 
agreement both allow aggregate senior debt borrowings not to exceed $5.0 million in 
connection with the potential cash repurchase of a portion of the 14% subordinated notes 
outstanding and / or outstanding IPSs pursuant to the normal course issuer bids approved 
by the TSX. 

In conjunction with the Second Amended and Restated Credit Agreement, the Company 
incurred fees totaling approximately $1.6 million, which are included in Other Assets and 
are being amortized over the term of the amended agreement.  The Company also 
charged approximately $0.4 million of previously capitalized deferred financing costs to 
interest expense. In connection with the Second Amended and Restated Credit 
Agreement, the Company’s interest rate cap agreement no longer qualified as an effective 
hedge for accounting purposes.  Accordingly, the remaining fair value of $0.2 million 
was recorded as a gain during the fiscal year.

In March 2007, the Company amended the Second Amended and Restated Credit 
Agreement to increase the Total Leverage Ratio under the agreement from 4.6 to 4.8. In 
June and July 2007, the Company amended the Second Amended and Restated Credit 
Agreement and the Senior Secured Notes agreements, respectively, to allow for the 
prepayment of 14% subordinated notes in connection with the Exchange Offer resulting 
from the tender of subordinated notes of STA ULC for common shares of STA Ltd. (See 
Note 17).

Subordinated Notes and Separate Subordinated Notes 

The Notes are denominated in Canadian dollars with an aggregate principal amount of 
Cdn $89,666, at June 30, 2007.  Interest on the Notes accrues at the rate of 14% per 
annum and the Notes are due on December 21, 2016.  Upon maturity, the principal 
amount of the Notes will be payable in Canadian dollars.  Interest on the Notes is payable 
monthly. On or after the fifth anniversary of the issuance of the Notes, the Company may 
redeem the notes for the principal amount plus a premium that declines over time. 
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7.  Debt (continued) 

Prior to the fifth anniversary of the closing of the offering, STA ULC will be permitted, at 
its election, to defer interest payments on the Notes, if and for so long as the Interest 
Coverage Ratio under the Note Indenture of the Company for the most recent 
twelve-month period ending on the last day of any month, is less than the Interest Deferral  
Threshold (as defined in the Note Indenture), unless a default in payment of interest, 
principal or premium, if any, on the Notes has occurred and is continuing, or any other 
Event of Default with respect to the Notes has occurred and is continuing and the 
Subordinated Notes have been accelerated as a result of the occurrence of such Event of 
Default (any such period, an "Interest Deferral Period").  Interest payments on the Notes 
will not be deferred under this provision for more than 24 months in the aggregate or 
beyond the fifth anniversary of the closing of the IPS Offering.  

In addition, after the fifth anniversary of the closing of the offering, STA ULC may at its 
election defer interest on the Notes on not more than eight occasions for not more than 
eight months per occasion (each, an "Interest Deferral Period") by delivering to the 
Trustee a copy of a resolution of STA ULC's board of directors certified by an officer's 
certificate of STA ULC to the effect that, based upon a good faith determination of 
STA ULC's board of directors, such deferral is reasonably necessary for bona fide cash 
management purposes, or to reduce the likelihood of or avoid a default on any Senior 
Indebtedness; provided no such deferral may be commenced and any ongoing deferral 
shall cease, if a default in payment of interest, principal or premium, if any, on the Notes 
has occurred and is continuing or any other Event of Default with respect to the Notes has
occurred and is continuing and the Notes have been accelerated as a result of the 
occurrence of such Event of Default.  No Interest Deferral Period may commence unless 
and until all interest deferred pursuant to any preceding Interest Deferral Period, together 
with interest thereon, has been paid in full.

Deferred interest on the Notes will bear interest at the same rate as the stated rate on the 
Notes, compounded monthly, until paid in full. Following the end of any Interest Deferral 
Period, STA ULC will be obligated to resume monthly payments of interest on the Notes, 
including interest on deferred interest. All interest deferred prior to the fifth anniversary of 
the closing of the offering, including interest accrued on deferred interest, must be repaid 
on the fifth anniversary of the closing of the offering. All interest deferred after the fifth 
anniversary of the closing of the offering, including interest accrued on deferred interest, 
must be repaid on or before maturity, provided that STA ULC must pay all deferred 
interest and accrued interest thereon in full prior to deferring interest on a subsequent 
occasion. STA ULC may prepay all or part of the deferred interest, at any time other than 
during an Interest Deferral Period.  
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7.  Debt (continued) 

During any Interest Deferral Period, or so long as any deferred interest remains unpaid, and 
under other circumstances described below, the Company will not be permitted to pay any 
dividends or make any distribution to holders of its common shares, or make certain other 
restricted payments. The Second Amended and Restated Credit Agreement contains 
limitations on the Company's ability to make distributions to STA ULC to enable it to 
prepay deferred interest on the Notes.  

The Subordinated Notes issued as part of the IPSs, along with the Separate Subordinated 
Notes, are unsecured obligations of STA ULC guaranteed by STA Holdings and each of 
its subsidiaries other than STC (as defined below) on an unsecured basis pursuant to 
guarantees that were entered into by each of the guarantor subsidiaries at the time of the 
IPS Offering or upon acquisition for subsidiaries acquired subsequent to the IPS 
Offering.

In July 2005, STA Holdings formed an indirect subsidiary, Student Transportation of 
Canada Inc. (“STC”).  STC acquired the school bus division of Ayr Coach Lines in July 
2005, Toshmar Bus Lines Ltd., in December 2005, Liftlock in March 2006, Simcoe in 
July 2006 and Burley in December 2006.  STC and its subsidiaries have not guaranteed 
STA ULC’s obligations under the Notes.  The consolidated financial statements of the 
Company include the financial results of STC.  Summary consolidating financial 
information of both the guarantor and non-guarantor subsidiaries of the Issuer for the 
years ended June 30, 2007 and 2006 are as follows (000’s): 

2007 

STA Holdings
Non-

Guarantor Total 
STA and Guarantor Subsidiaries Consolidating Consolidated
ULC Subsidiaries Combined Adjustments Amounts

Revenue  $           -   $155,994 $12,116  $               - $168,110

Income from operations - 538 1,838 - 2,376

Net income (loss) - (8,336)               1,222  -          (7,114) 

Current assets -             31,036               2,155  -          33,191 

Non-current assets -           201,180             23,614  -        224,794 

Current liabilities -             16,001               1,111  -          17,112 

Non-current liabilities 
     excluding minority interest $84,161 $63,834 $20,951 ($20,820) $148,126
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7.  Debt (continued) 

2006 

STA Holdings
Non-

Guarantor Total 
STA and Guarantor Subsidiaries Consolidating Consolidated
ULC Subsidiaries Combined Adjustments Amounts

Revenue  $           -   $127,663 $5,332  $               - $132,995

Income from operations - 1,810 878 - 2,688

Net income (loss) - (4,487)                  592  -          (3,895) 

Current assets -             30,061                  870  -          30,931 

Non-current assets -           210,049             13,199  -        223,248 

Current liabilities -             15,430               1,023  -          16,453 

Non-current liabilities 
     excluding minority interest $80,524 $58,517 $12,146 ($11,716) $139,471

Promissory Notes Due to Former Owners

Promissory notes due to former owners represent notes issued by STA Holdings in 
connection with its prior acquisitions of various businesses. 

In the event of liquidation of the Company, payment of principal and interest on 
indebtedness to the former owners are subordinate to the payment of any senior debt of 
the Company. 

8.   Common Shares

The authorized share capital of the Company consists of an unlimited number of no par 
value common and preferred shares.

The Company has issued IPSs and common shares as described above (see Note 1).  Each 
IPS consists of one common share of STA and Cdn $3.847 principal amount 
Subordinated Notes.  Holders of IPSs may separate their IPSs into the common shares and 
Subordinated Notes represented thereby through their broker or other financial institution.  
Similarly, any holder of common shares and Subordinated Notes may recombine the 
applicable number of common shares and principal amount of Subordinated Notes to form 
IPSs through their broker or other financial institution, at any time.    
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8.   Common Shares  (continued) 

On October 3, 2006, the common shares and subordinated notes of STA and STA ULC 
were listed and posted for trading separately on the Toronto Stock Exchange (“TSX”) 
pursuant to TSX approval.  The common shares and subordinated notes were originally 
listed and posted for trading on the TSX as IPSs, representing one common share of STA 
and Cdn $3.847 principal amount of 14% subordinated notes.  The IPSs will continue to 
be listed and posted for trading. 

Pursuant to the December 15, 2006 normal course issuer bid, the Company has 
repurchased 56,000 IPS Units during the year ended June 30, 2007.  In connection with 
the repurchase of these IPS Units, the Company has cancelled the repurchased IPS Units.  
The common share portion of the IPS’s repurchased were acquired at a cost of $0.3 
million. 

On June 14, 2006, the Company issued 4,900,000 common shares for net proceeds of 
$34,583 (Cdn $38,519) pursuant to a bought deal of IPSs. On October 25, 2005, the 
Company issued 3,100,000 common shares for net proceeds of $20,009 (Cdn $23,810) 
pursuant to a bought deal private placement of IPSs. 

On March 29, 2007, the Company issued 3,010,000 common shares pursuant to an equity 
only private placement for net proceeds of $16.2 million. 

 As at June 30, 2007, 23,718,554 common shares are issued and outstanding, of which 
20,705, 554  are represented by IPS’s , 3,000 are common shares related to IPSs that have 
been split by shareholders and  3,010,000 are common shares issued through an equity 
only private placement completed during the fiscal year. At June 30, 2006, 20,764,554 
common shares were issued and outstanding, of which  20,763,554 were represented by 
IPS’s and 1,000 were common shares related to IPSs that were split by shareholders.                              
There are no preferred shares issued and outstanding. 

The loss per share for the year ended June 30, 2007 and 2006 were calculated based on 
weighted average common shares outstanding of 21,503,659 and 15,085,650, 
respectively.

For the years ended June 30, 2007 and 2006, dividends declared totaled $11.3 million and 
$7.7 million, respectively. Dividends declared for the year ended June 30, 2007 consisted 
of $10.6 million in dividends on the Company’s common stock and $0.7 million in 
dividends on STA Holdings’ Class B common stock.  Dividends declared for the year 
ended June 30, 2006 consisted of $6.9 million in dividends on the Company’s common 
stock and $0.8 million in dividends on STA Holdings’ Class B common stock. Dividends 
paid for the year ended June 30, 2007 amounted to $10.4 million and $0.7 million for the 
Company and STA Holdings, respectively.  The remaining $1.1 million of dividends  
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8.   Common Shares  (continued) 

accrued at June 30, 2007 were paid on July 15, 2007. Dividends paid for the year ended 
June 30, 2006 amounted to $6.5 million and $0.8 million for the Company and STA 
Holdings, respectively.  The remaining $0.9 million of dividends accrued on June 30, 
2006 were paid on July 15, 2006.   The accrued dividends are recorded in accrued 
expenses and other current liabilities in the consolidated balance sheet.  

9.  Minority Interest 

Prior to December 22, 2006, minority interest represented the Class B – Series One 
common shares of STA Holdings held by the Existing Investors and the Class B – Series 
Two common shares of STA Holdings issued pursuant to the STA Holdings Equity 
Incentive Plan (the “EIP”).  The holders of the Class B common shares of STA Holdings 
are entitled to receive dividends, as and when declared by the board of directors of STA 
Holdings, approximately equivalent to the distributions per IPS received by holders of the 
IPSs.  On December 22, 2006, the Company repurchased for cancellation all of the 
outstanding Class B – Series One common shares held by the Existing Investors.  The 
Class B – Series One common shares held by the Existing Investors had the right (the 
“Negotiation Right”), exercisable at any time subsequent to the second anniversary of the 
IPS Offering, to request the Company to enter into good faith negotiations to purchase 
the Class B – Series One common shares held by the Existing Investors.  Upon exercise 
of the Negotiation Right, if the Company did not buy back the Class B – Series One 
common shares held by the Existing Investors, the dividend on such shares would have 
been increased by 10% (such enhanced dividend to the Existing Investors was referred to 
as the “Enhanced Dividend”).  The terms of the Class B – Series One common shares 
also provided the Company with the right (the “Redemption Right”) exercisable at any 
time after the second anniversary of the IPS Offering to purchase for cancellation the 
outstanding Class B – Series One common shares held by the Existing Investors. 

The Company repurchased and cancelled all 872,652 Class B – Series One common 
shares held by the Existing Investors for $8.6 million (including accrued and unpaid 
dividends to the date of repurchase).  In connection with the repurchase of the Class B – 
Series One common shares, the Company recorded an increase in goodwill of $2.4 
million. 
.
The Class B – Series Two common shares issued under the EIP do not have the 
Negotiation Right, nor are they entitled to the Enhanced Dividend.  Minority interest at 
June 30, 2007 consists of the 345,697 Class B – Series Two common shares of STA 
Holdings issued and outstanding pursuant to the EIP.   
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10. Stock Based Compensation  

The Company’s Employees Incentive Plan (“EIP”) provides for the issuance of stock 
options, stock appreciation rights, common shares, restricted shares, performance units, 
performance shares, deferred stock, dividend equivalents, or other stock based awards as 
defined in the EIP, in recognition of eligible employees accomplishments and 
achievement that are consistent with the Company’s goals. Common shares were the only 
type of award granted, for the years ended June 30, 2007 and 2006.  The common shares 
are non-transferable and subject to forfeiture if the employee does not satisfy certain 
conditions included in the applicable award agreement. 

A maximum of 717,747 Class B-Series Two common shares are available for issuance in 
connection with grants of awards under the EIP.  Pursuant to the EIP, STA Holdings 
granted 290,073 and 133,549 Class B-Series common shares for the years ended June 30, 
2007 and 2006, respectively.  The shares were fully vested on the grant date.

The Company recognized $1.9 million and $0.9 million in non-cash stock based 
compensation expense related to this grant during the years ended June 30, 2007 and 
2006, respectively, based on the estimated fair value of these restricted shares on the 
grant date.  The issuance of Class B – Series Two common shares represents additional 
minority interest to the Company.   

In connection with the aforementioned grant of common shares, 50,760 and 27,165 
restricted shares were withheld at the election of the Participants to satisfy income tax 
withholdings on these grants for the years ended June 30, 2007 and 2006, respectively.  
As such, 345,697 and 106,384 restricted shares relating to these grants remain 
outstanding as at June 30, 2007 and 2006, respectively. 

11.  Lease Commitments 

The Company leases certain facilities under non-cancelable operating leases.  Rent 
expense totaled $3.8 million and $3.1 million for the years ended June 30, 2007 and 
2006, respectively.  The Company also leases certain school vehicles under non-
cancelable operating leases with GE Capital.  Operating lease expense totaled $1.1 
million for the fiscal year ended June 30, 2007.  As the operating lease program with GE 
Capital started in July 2006, there was no operating lease expense for the year ended June 
30, 2006.  The terms of these and other leases expire at various times through 2018. 

The following represent future minimum rental payments and operating lease payments 
under non cancelable operating leases (in 000’s): 
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11.  Lease Commitments (continued)
Facilities Vehicle
Leases Leases Total

Year ending June 30: 
2008  $       5,104  $   2,096  $   7,200
2009           4,119       2,096       6,215  
2010           3,759       2,096       5,855  
2011           1,868       2,096       3,964  

2012 and thereafter 3,182 2,937       6,119  
Total minimum payments  $     18,032  $ 11,321  $ 29,353

12.  Employee Benefit Plans

The Company has a qualified defined contribution benefit plan, which allows for 
voluntary pre-tax contributions by the employees.  The Company makes a matching 
contribution on behalf of the employees.  The Company incurred minimal expenses 
related to the plan for the years ended June 30, 2007 and 2006. 

13. Related Party Transactions 

The Company utilizes Coast Cities Truck Sales, Inc. (“Coast Cities”), a transportation 
equipment dealer, primarily to assist in procurement and disposal of the Company’s fleet 
under the direction of the Company’s President and COO.  Coast Cities also provides 
consulting services to the Company, assisting with fleet valuations in its acquisition 
efforts.  These fleet valuation services are provided free of charge.  Coast Cities is a 
company controlled by a family member of the Company’s Chairman and CEO.  The 
fleet procurement and disposal services are provided on a non-contractual basis for a 
commission equal to 1% of the value of the purchase and sale price of the Company’s 
vehicles. The Company paid Coast Cities $0.2 million and $0.3 million for the years 
ended June 30, 2007 and 2006, respectively. 

The Company utilizes Reilly Partners Inc. (“Reilly Partners”), an executive search firm, 
to assist in the placement of select management personnel.  The Chairman and founding 
partner of Reilly Partners is a director of STA Holdings, the U.S. operating company.  
The Company did not make any payments to Reilly Partners for executive search services 
for the year ended June 30, 2007.  The Company paid $0.1 million to Reilly Partners 
during the year ended June 30, 2006 for executive search services. 

14.  Commitments and Contingencies 

The Company is subject to certain claims and lawsuits arising in the normal course of 
business, most of which involve claims for personal injury and property damage incurred 
in connection with its operations.  The Company maintains automobile, workers’  
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14.  Commitments and Contingencies (continued) 

compensation and general liability insurance coverage with deductible amounts for each 
incident that is the financial responsibility of the Company.  The Company accrues for 
estimated deductible amounts when the incident occurs.  The Company’s insurance 
program is designed to minimize the financial risk associated with claims.  The primary 
risks in the Company’s operations are bodily injury and property damage to third parties.  

In the opinion of management, uninsured losses related to deductible amounts resulting 
from the ultimate resolution of these matters will not have a material effect on the 
Company’s financial position, results of operations or cash flows.

As part of collateral agreements supporting its insurance programs, the Company had 
$1.6 million and $1.3 million of letters of credit outstanding at June 30, 2007 and 2006, 
respectively. Of these amount, $0.6 million and $0.4 million are supported by cash 
deposits, which are included in other assets on the consolidated balance sheet as at June 
30, 2007 and 2006, respectively. 

Certain of the Company’s contracts contain performance or surety bond requirements.  
These bonds are written by certified surety underwriters.  For the most recent school year,  
outstanding performance bonds aggregated $32.3 million.  There are no collateral 
requirements for these surety bonds. 

15.  Foreign Currency Exchange Contracts 

The Notes are denominated in Canadian dollars.  As such, payment of the Notes upon 
maturity will be payable in Canadian dollars.  The Company has not entered into any 
hedge agreement with respect to currency fluctuations on the principal amount of the 
Notes due upon maturity in 2016. Distributions on the IPSs are also denominated in 
Canadian dollars.  To mitigate a portion of the exposure to currency fluctuations, STA 
Holdings has 57 monthly forward foreign exchange contracts (the “Forward Contracts”) 
outstanding under which the Company will sell U.S. dollars each month for a fixed 
amount of Canadian dollars under the following terms:

Contract 
Dates   

Number of 
Contracts 

US$ to be 
delivered 

(in millions) 

Cdn$ to be 
received

(in
millions)

Cdn$ per 
US$

(weighted 
average) 

July 2007-June 2008 12 11.9 14.7 1.2275
July 2008-June 2009 12 11.9 14.7 1.2275
July 2009-June 2010 12 12.0 14.7 1.2224
July 2010-June 2011 12 13.1 14.7 1.1171
July 2011-March 2012 9 10.0 10.9 1.1022

58.9 69.7
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15.  Foreign Currency Exchange Contracts (continued)

Subsequent to the issuance of additional IPS units in connection with the June 14, 2006 
Bought Deal, the Company entered into certain two year Canadian dollar/ U.S. dollar 
collar contracts, (“Collar Contracts”), for $5.6 million in annual distributions.  The Collar 
Contracts provide the Company with the ability to purchase Canadian dollars at an 
exchange rate between Cdn $1.0400 and $1.1540 to U.S. $1.00.  In April 2007, the 
Company extended the collar transactions another six months through January 2009 at an 
exchange rate between Cdn $1.1000 and $1.1740 to U.S. $1.00. 

STA Holdings was not required to deposit any collateral with regard to these contracts. 

The Forward Contracts and Collar Contracts, (collectively “the Contracts”), do not 
qualify as a cash flow hedge for accounting purposes, and the change in the fair value of 
the Contracts is recorded in income.  The fair value of the Contracts represented an asset
of $6.7 million at June 30, 2007, of which $2.0 million is recorded in other current assets 
on the consolidated balance sheet.  The Forward Contracts have a notional amount of 
approximately $58.9 million and have been entered into with a major Canadian bank as 
counterparty.  The risk associated with the Contracts is the cost of replacing these 
instruments in the event of default by the counterparty.  Management believes that this 
risk is remote. 

16.  Supplemental Cash Flow Information 

The Company paid $14.2 million and $11.5 million in interest for the years ended June 
30, 2007 and 2006, respectively. The Company paid $0.1 million and $0.2 million in 
taxes for the years ended June 30, 2007 and 2006, respectively.

17.  Subsequent Events

On July 30, 2007, the Company announced an exchange offer (the “Exchange Offer”) 
under which the Company offered holders of Notes 0.67 common shares of STA in 
exchange for each Cdn $3.847 principal amount of Notes of STA ULC.  The Exchange 
Offer is part of a long term strategy to increase the liquidity in the Company’s equity 
securities.  The Exchange Offer expired as scheduled on September 4, 2007.  Pursuant to 
the expiry of the Exchange Offer, the Company issued 7,969,609 common shares in 
exchange for Cdn $45.8 million principal amount of Notes, representing 51% of the
aggregate principal amount of subordinated notes then outstanding. 
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17.  Subsequent Events (continued) 

In July and August 2007, the Company entered into additional operating leases with GE 
Capital to lease approximately $5.2 million in replacement school vehicles for the 
upcoming 2007-2008 school year.  The term of these leases is six years at an implicit rate  
of 6.7%.  Annual operating lease payments on these additional leases will approximate 
$1.1  million per year for the term of the leases. 

During July 2007, STA Holdings granted 150,403 Class B – Series Two common shares 
pursuant to the EIP.  The Company will recognize non-cash stock based compensation 
expense related to these grants during the quarter ended September 30, 2007.  The 
issuance of Class B – Series Two common shares represents additional minority interest 
to the Company. 

On September 6, 2007, the Company closed its acquisition of all of the equity interests of 
Fred Elliot Coach Lines Limited and Elliot Coach Lines (Fergus) Limited (the “Elliott 
Acquisition”), located in Guelph, Ontario.  The Elliot Acquisition is expected to add 
approximately 230 vehicles and approximately Cdn $12 million in revenue on an 
annualized basis to the Canadian operations. 

On September 19, 2007, the Company entered into three additional monthly forward 
foreign exchange contracts at a rate of Cdn $ 1.0060 to hedge approximately Cdn $1.2 
million of the monthly IPS distributions from April 2012 through June 2012. 
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