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CoMPANY

EGL, Inc. (EGL Eagle Global Logistics) is recognized as
a leading global provider of supply chain solutions,
demonstrating core competencies in transportation
services, logistics management and information
technology. EGL utilizes its expertise and global
infrastructure of nearly 400 offices and agents in
more than 100 countries to establish a competitive

advantage for customers as well as the Company.
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transportation without the fixed costs of owning and
operating dedicated aircraft, truck fleets and ocean
liners. Instead, the Company has cultivated
with

suppliers that offer volume contracts to complement

dependable, cost-effective partnerships
EGLs broad range of services.

Committed to operational excellence and superior

The framework of EGLs premiere non-asset-based
business model consists of its international air and
ocean freight forwarding, customs brokerage and
related import/export services, North America
expedited freight network, logistics and warehousing
(including value-added distribution) and advanced
information technology capabilities. EGLs non-
asset-based business model combines the flexibility

of traditional freight forwarding with multi-modal

EGUs

remain focused on

customer  service, network of global

professionals streamlining
processes, improving information and providing
supply and demand solutions that result in
profitability for our large base of local, regional and
EGL maintains its loyal

customer base by leveraging the collective knowledge

multi-national customers.

and performance of each and every employee whose
dedicated efforts result in total customer satisfaction.




FINANCIAL PROFILE

2004 was a record year for EGL in terms of revenues. Our continued focus
on leveraging our global network and cross selling products helped gross
revenues grow 28 percent to over $2.7 billion in 2004 with strong
growth across all product lines in both our domestic and international
markets. Our North America forwarding market rebounded from 2003
with increases in both deferred and priority volumes while international
volumes showed impressive growth.

Net revenues grew 18 percent to $865 million based on the additional
activity although net revenue margins fell from 34.3 percent in 2003 to
31.6 percent in 2004. Companies around the globe felt the impact of
higher fuel prices in 2004, and EGL was no exception.

Operating income grew 82 percent to $81.3 million. EGL's dedication to
drive operating efficiencies through the business was evident as
operating profit as a percentage of net revenues increased from 6.1
percent in 2003 to 9.4 percent in 2004.

Net income grew from $23.9 million in 2003 to $50.9 million in 2004.
Fully diluted earnings per share increased to $1.05 in 2004 from $0.50
in 2003.

Net cash generated from operating activities was $28.7 million in
2004. We ended the year with $110.5 million in cash and short-term
investments while making significant investments in the business. A
large portion of the $38.2 million of capital expenditures went towards
the deployment of our EGL Vision suite of technologies which are
intended to support improvements in our operating efficiencies. In
addition, we reduced our overall debt mainly through the conversion
of $100 million of convertible notes. Cash of $52.1 million was
received from the sales of unconsolidated affiliates considered non-
core businesses and $19.5 million was expended for acquisitions,
mainly for the outside ownership of consolidated affiliates in Europe.
We also took the opportunity to repurchase $59.1 million of our shares
on the open market.

The improvement in our results despite rising transportation costs
demonstrates EGL's commitment to finding innovative solutions while
maintaining the same high level of service our customers have grown
to expect.

Complete financial information on EGL is found on the following pages
and in our Annual Report on Form 10-K/A.

=
o

B B o8

s

7}

revenues

B Y Y
7

$ 1000

S 800

S 600

§ 400

S 200

2000 2001 2002 2003 2004
(in biltions)

net revenues

$ 100

§ (50

$ 1oo)

$ 150
$ 100
5 0.50

2000 200 2002 2003 2004

(in mililions)

operating income (loss)

~ 0]

U

2000 2001 2002 2003 2004

(in milllions)

diluted earnings {oss) per share

~nll

s 0

SIU.SUJJ
saom

2000 2001 2002 2003 2004




FINANCIAL HIGHLIGHTS

OPERATING RESULTS
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(1) We restated our 2003 and 2002 balance sheet data and 2001 and 2000 statements of operations and balance sheet
data to correct errors in accounting for income taxes, accounting for leases and errors in certain account
reconciliations. See note 2 of the notes to our consolidated financial statements included in our Annual Report on
Form 10-K/A for a further discussion of the restatement.

(2) 2003 includes a charge of $2.3 million or $1.4 million net of tax ($0.03 per diluted share) for settlement of a claim
with one of our air transportation service providers.

(3) 2002, 2001 and 2000 include transaction, integration and restructuring charges related to the merger with Circle
totaling $5.7 million or $3.5 million net of tax ($0.07 per diluted share), $14.0 million or $8.5 million net of tax
($0.18 per diluted share) and $67.4 million or $49.9 million net of tax ($1.07 per diluted share), respectively.

(4) 2001 includes a charge of $10.1 million or $6.2 million net of tax ($0.13 per diluted share) related to the EEOC
legal settlement. 2003 includes a credit of $1.4 million or $870,000 net of tax ($0.02 per diluted share) for reversal
of a portion of the EEOC legal settlement accrual recorded in 2001.

(5) 2002 includes grant proceeds of $8.9 million or $5.4 million net of tax ($0.11 per diluted share) received in the
third quarter of 2002 from the United States Department of Transportation under the Air Transportation Safety and
System Stabilization Act signed into law on September 22, 2001.

(6) 2002 includes a charge of $7.4 million or $4.5 million net of tax ($0.10 per diluted share) for impairment of our
investment in Miami Air and accrual for our exposure on a standby letter of credit related to our investments. 2003
includes a credit of $1.3 million or $800,000 net of tax ($0.02 per diluted share) for reversal of the accrual for our
exposure on the standby letter of credit related to our investment in Miami Air.

(7) 2004 includes $12.6 million or $7.3 miltion net of tax ($0.14 per diluted share) in gains on the sale of our investments
in TDS Logistics, Inc. and Miami Air.
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EGL,

Dear Fellow Shareholders,

2004 marked our 20-year anniversary. We opened our
doors for business in 1984 with one office in Houston,
Texas and a commitment to deliver innovative, value-
added solutions to all of our customers. Today, at EGL
Eagle Global Logistics, our employees still maintain that
same dedication to quality service and support.

During the past two decades, we have seen considerable
change in our industry and in the global marketplace. As

A
E. Joseph Bento
President. North America
and Cheef Morteting Officer

customers seek to reduce their number of suppliers, we
have witnessed a consolidation of service providers. At
EGL, we have significantly expanded our presence in more
than 100 countres and we have refined our product
offering through both acquisitions and internal growth to
meet changes in the explosive world market growth.

Throughout the years we have always embraced change
with enthusiasm and an eye toward new opportunity.
Perhaps our most recognizable strength is our ability to
remain flexible in all aspects of our operations. Qur focus
on delivering value by embracing change has allowed us to
invest in our infrastructure, refine operational processes,
eliminate redundancy and streamline our services to create
value for our customers.

While twenty years of success represents a milestone for
us, we look forward to our third decade of service. We
celebrate our proven abilities to deliver on our founding
pledge to best meet our customers’ current and future
requirements.

Ronald E. Talley
Chief Bperating Officer

INC.

Reviewing 2004

In reflecting upon the Company's history, I am reminded
that our strategy of focusing on the customer is the
foundation for today's success. We experienced growth in
all international product lines, with Asia representing a
primary contributor. Although we recognized a shift
toward lower cost services, gross revenues increased 28
percent to $2.7 billion for the year ended December 31,
2004 - the highest level ever achieved by our Company.
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Elijio V. Serrano

Operationally, 2004 may be characterized by market share
gains, solid operating leverage and a much improved
balance sheet. The increased market share reflects the
strength of our global network, the flexibility of our broad-
product offering, the fortitude of our sales organization
and the versatility of our blue chip customer base.

Profitability (operating income as a percent of net revenue)
improved to 9.4 percent, compared to 6.1 percent in 2003.
The fourth quarter of 2004 was at 12.3 percent - levels
consistent with our best years of performance.

Net income more than doubled from $24 million in 2003 to
$51 million in 2004. Fully diluted earnings per share broke
the $1.00 bamier, at $1.05, the highest amount since 1999.

Our financial position has never been stronger, with long-
term debt decreasing from $116 million in 2003 to $15
million at the end of 2004, our lowest level in recent
history. Cash and short-term investments ended the year
at $111 million.

Fiv e

Chef Financial Officer




EGL,

This year also marked a focus on our core competencies,
as we completed the divestiture of our non-core
investments and the buy-out of the remaining joint
venture partners in Europe. In addition, we recognized
an opportunity to repurchase $59 million of our shares
on the open market and converted $100 million of
convertible notes to eliminate a majority of our long-
term debt.

2004 was the first year of compliance with Section 404
of Sarbanes Oxley. We made an assessment of our

INC.

3. Completing the development and deployment of our
Vision Suite of Technology.

People are the Key to Success

Throughout our 20-year history, it comes as no
surprise that our people represent a key component to
the success of our Company. I am very proud of the
people who have chosen to become a part of our
team, as they have played a silent, but active role in
developing our corporate culture.

Yincent F.Gulisano
ExecJtive Vice President -
Global togistics

internal controls as required by Section 404 of
Sarbanes Oxley and found some areas where we need
to strengthen our controls and processes. We will be
working in 2005 to remediate the control deficiencies
found in those areas.

In order to improve our performance in 2005, we are
focused on the following key initiatives:

1. Improving yields through tighter management of all
surcharges to ensure that our customers absorb these
pass-through costs, effective management of buy
and sell rates especially during peak periods and
leveraging volumes with our suppliers.

2. Improving our operational processes to drive
efficiencies into the Company, including the use of
our redefined KPI's (Key Performance Indicators)
at all business units, and accelerating our cash
cycle by ensuring that we are invoicing accurately
and properly.

Lioys W. Boyd
Chief Information Officer

Because our people represent our values - customer
service, integrity, respect and achievement - we actively
recruit the best and brightest. We invest wisely in
training and development for our employees, empower
them with accountability and give them an outlet to
move among job functions, product lines, business
functions and geographic regions. We nurure their
creativity, expand their possibilities, reveal hidden
expertise and provide opportunities that benefit our
employees, our Company and our shareholders.

Delivering Smart Solutions Based om 2
Sound Strategy

Over the last several years, EGL has developed a growth
strategy that includes building an extensive global
infrastructure backed by superior products and services
in North America. Your management team continues to
leverage this model and execute our strategy to
maximize the value of our service.
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As the logistics and freight forwarding industry has
evolved, and the global markets have opened and
expanded, we have progressed from a transaction based
commodity-centered business to a collaborative
business that provides value-added supply chain services
and creates synergistic and lasting partnerships with our
customers.

A Solid Foundation for Growth
and Opportunity

A

Vittario Favati

A

Keith W. Winters

REPORT

that leverages our customers and suppliers need for
visibility to information and positions us as a partner
who delivers value with end-to-end supply chain
services, expertise, knowledge, and experience.

As EGL embarks on our mission to execute on our
strategy over the coming five years, we are confident
that we have created a strong strategic plan that will
allow us to expand our service offerings to meet our
customers requirements, create new opportunities for
our employees that will encourage creativity and

Raul 0. Pedraza

Executive Vice President.
South America ond
ond International Soles

Executive Vice President
Eurgpe. Middie Eost. ong

Executive Vice President.
Aslo and South Pocific Region

Africo Region

I believe we have expanded our product line, creating
one of the most comprehensive supply chain networks in
the industry. We consolidate shipments for multiple
suppliers around the world to let even our smallest
customers benefit from access to worldwide suppliers -
and see the stability of the transactions end to end. This
allows customers to reduce their infrastructure costs and
cycle times; thus, allowing them to improve working
capital and profitability.

Our extensive domestic network makes us well-positioned
to handle the US demands in heavy weight cargo in both
consumption and manufacturing capacities.

EGL's network is evolving as the world economy evolves
to connect market centers around the world. We are
creating significant network infrastructures in China and
Western Europe to serve these rapidly growing markets.

We have created a world-class supply chain model that
positions us to anticipate and respond to global market
demands with an strong, efficient infrastructure, one

innovation, continue to improve our financial position,
and create sustainable shareholder value.

I am proud of our management team, our employees, our
business partners, and our customers who have all
contributed insight and innovation to help position us
for growth and opportunity in the coming years.

On behalf of the Board of Directors, I wish you a
prosperous year.

o 4l

James R. Crane
Chief Executive Officer
and Chairman of the Board
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*Actual number of tons cannot be used in order to protect the
confidentiality of our customers.
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People are Qur Most Important Assel

Stemming from the old adage “people are our most
important asset,” comes a new reference to
employees in today’s workforce - human capital. Just
as the slogan, the term human capital is not only a
morale booster, it is also an economic reality.

An organization’s real value resides in the collective

experience and intelligence of its people. The
emphasis on human capital builds upon the inherent
understanding that keeping employees content and
working at their full potential enhances company
performance and bottom line results. It is a sound
business practice to cultivate the interests and
develop the natural skills of employees.

Ultimately, the success of a company is directly linked
to its employees; therefore, many organizations are
choosing to focus on the cost of investing in their
people, rather than the cost of paying their workers.
EGL Eagle Global Logistics has adopted this
philosophy.

Fostering a Customer Service Environment

EGYs management team understands that our
employees are the heart of our organization and the
key to quality customer service. EGL is committed to
providing a work environment that fosters
commitment and entrepreneurial instincts. We
encourage and empower our employees to use their
knowledge, skills and motivation to apply creative
energy to develop flexible solutions for customers and




improve processes in all areas of our business. We
believe this environment contributes to
differentiating our Company through the value of the
experience that our customers receive,

Internal and external communication is fundamental
to satisfying the customer experience. EGLs team of
worldwide professionals service customers with global
requirements; therefore, internal communication is

added services worldwide, we have built an
infrastructure of local expertise combined with EGUs
insights and business strategies.

To ensure quality performance, EGL has continued to
support the management of human capital philosophy.
The Company continues to invest significant resources
in training and development. While all employees
begin with an orientation program and continuous

essential to the Company’s business procedures in
order to achieve customer satisfaction. Our proactive
approach to notify customers when a problem exists,
along with satisfactory solutions, represents the
foundation of our communication philosophy.

We Deliver a Culture of Learning
As our customers have become international, we have

expanded our international presence. Now with more
than 10,000 employees focused on providing value-

£

hands-on training,
instruction and technology labs, where employees learn
to maximize EGLs internal systems.

EGL also provides in-house

Teamwork and leadership training is also available for EGL
associates to identify and evaluate their strengths and
weaknesses. Realizing customer service is enhanced
when employees possess a sense of confidence in their
knowledge and abilities, the Company promotes personal
and professional growth throughout the ranks.
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Customer Service Training

The mutually-beneficial relationships we create with
our customers begin when the sale is made. What
truly creates the synergistic bond is the exceptional
level of customer service we provide to support the
delivery of our products and services. By
encouraging collaboration, active listening and
responsiveness, we give our customers the level of
trust required to forge long-term relationships.

Leadership Development Program

We actively recruit the top echelon from universities
around the country and draw new talent into the
company encouraging their growth as future leaders
of EGL.

We offer paid college internships, primarily
throughout the summer months, and endow four
universities with scholarships which are awarded to
female or minority students

transportation logistics.

majoring in

In addition, we work with local high school districts
in major cities to encourage students to consider
opportunities in transportation and logistics as a
career field.

Current EGL employees are also encouraged to
pursue advanced positions where they can succeed.
Our on-going training and education programs help
ensure that our industry experts remain authorities.
We develop philosophies and tactics that are built
into the core of our company to keep our people
interested, motivated and inspired to better serve
our customers.

Sales Training

Sales processes and purchasing decision motivators
change from culture to culture and among product
and service categories. To ensure we remain

proactive and positioned as a value-added supply

REPORT

chain partner with our customers, we've designed
and executed a new, worldwide, highly-successful
professional selling skills program.

By establishing best-practices methodologies from
region to region, we've given our sales team a
broader understanding of our customers’
expectations, and the tools our teams need to
enhance their selling skills.

Manager Orientation

Every manager who is promoted within EGL or
recruited from outside the Company participates in
this program designed to align all new leaders with
EGUs initiatives and mission. Participants gain
perspective on our long-term strategies and how to
best implement tactics and processes to meet
Company and employee goals.

EGL University

Through this program EGL offers over 100
professional and technical courses that help our
people earn certification in product training and
skills development. Training is delivered online,
through self-study and in traditional classroom
settings - all designed to give our employees the
skills and motivation they need to succeed.

Human Capital is the Key to Growth

The management of EGL believes strongly in the
concept of human capital. Looking forward, there
will be a number of new and updated training and
development opportunities for our employees around
the world.

The net result of focusing on the investment of our
employees is the development of a world-class
working environment that motivates people to stay.
With higher productivity and better customer
service, the bottom line translates into increased
profitability and shareholder value.

ELEVEN
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] Globalization is driven by the integration of the
international economy, the flow of trade and the
investment of capital and technology. In today's
marketplace, globalization has resulted in the expansion
of the manufacturing and sales of products and services.
With the trend toward freer economies continuing, the
absence of global barriers and borders has enabled
enterprises of all sizes and industry segments to take
advantage of new opportunities in overseas markets.

20,000 MILES =~
g FELRBILITY.*

Foreign governments have adopted free-market
policies to entice corporations to invest in their
countries by building production facilities and
establishing foreign partner associations. By offering
lower tax burdens, protected property rights, reliable
banking systems and reduced business regulations,
companies are more likely to negotiate and accept
| international commerce agreements.

With the launching of multi-national corporations,
the sourcing of goods has shifted to localities far
from their final point of assembly and end-user
markets. The handling and movement of parts and
finished goods has added complexity to the supply
chain, creating a logistics challenge for
manufacturers and retailers. Increasingly, these
organizations are outsourcing transportation and
logistics services to third party providers, freeing
them to concentrate on their core businesses.

In the current wave of globalization, supply chain
management providers offer valuable services to large
national and multi-national companies, who have
readily expanded their operations into the international




EGL,

arena. Although small to mid-size companies have
hesitated to enter the ranks of the global marketplace,
logistics providers can assist in the growth of their
business by introducing new outlets for imports and
exports. Qualified business partners can help small and
mid-size companies overcome translation problems,
compliance issues and trade facilitation

questions, in addition to providing
&< pp Ve transportation and inventory

1 management solutions.

e

INC.

One of the strongest areas of performance was our
East Coast-U.S. and West Coast South America trade
lane. The core of that trade was based in Chile, a
country that has reduced its government regulations
and has shown growth and increased diversity in their
economy. The region also benefited from their oil and
gas and automotive exports., Cargoes moving between
Brazil and Argentina to other parts of Latin America

experienced  steady
/\4/\\/\/\/{\\ growth,
e 7
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2 LATAM
S/ Latin America Region

For third party providers to effectively develop and
implement customized solutions for their clients, it is
important for them to maintain the same geographic
presence as their customers. The selection of the
geographic location (i.e., proximity to airports and
seaports, availability of a ground network, the cost of
labor and raw materials) typically determines the
sourcing strategy of a company.

Latin America Region (LATAM)

Although government regulations continue to
pressure the economic outlook burdening many of the
countries in the Latin America Region, EGL was able
to grow revenues in all product lines. Revenues for
the region rose 49.5 percent from December 2003 to
December 2004,

>

RSPAC
Asig-Pocific Region
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International trade with Latin American countries has
an active relationship with the economic health of
national economies and global trade patterns.
Observers are encouraged by the number of
infrastructure improvements such as Argentina,
Columbia and Honduras highway projects and airport
infrastructure investments in Brazil, Argentina and
Columbia.

Asia-Pacific Region (ASPAC)

The Asia-Pacific Region represents one of the fastest
growing regions in the world, accelerating urbanization
and industrial productivity. EGL experienced a growth
rate with revenues increasing 45.2 percent from
December 2003 to December 2004. We expect China to
continue to control the spotlight by delivering
continued growth as long as low production costs,
improved logistics infrastructure and open markets are

FOURTEEN
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sustained. Although the transportation and logistics
industry is underdeveloped and characterized by
fragmentation and inefficiency, it represents enormous
opportunity. EGL is positioned throughout the country
and has begun the development of an intra-country
network comparable to the U.S. structure. Understanding
that the construction of the country's infrastructure will
take time, we believe we are proceeding in the
appropriate manner and setting the standard.

North America Region

NORTAM

Along with China, we have seen improved market
conditions in Japan, India and Australia. The Asia-
Pacific Region services a multitude of industries and
supports an impressive list of our Company’s blue chip
customers.

North America Region (NORTAM)

The North America Region consumes more products
manufactured internationally than any other region in
the world. Because EGL understands the magnitude of
imports into North America, we provide customers
with closed-loop logistics services by utilizing our
network of internal and external suppliers. This
network includes our local pick-up and delivery
services, ground and air networks and warehouse and
logistics capabilities.

REPORT

Forecasters in the private sector anticipate that the
overseas economic recovery will continue, with solid
growth and generally low inflation and interest rates.
Among the United States' trading partners, economic
growth picked up in 2004.

Europe, Middle East and Africa (EMEA)

Much of the region’s economy is
driven by oil and petrochemical- /'

EMER
Europe, Middle East
ang Afnica

related industries. High oil and
commodity prices boost African
countries’ export earnings, enabling them to pay for
more imported goods. While the Middle East
continues to profit on their oil exports, the European
community has slowed due to the high cost of oil
imports.

Revenues for the year ended December 2004 rose 33.7
percent over the previous year for countries in the
EMEA Region. The increase in part was due to the
surge in industrial manufacturing in the Eastern
European countries and to the activity in the Middle
East aside from oil production and export. Irag also
contributed to the growth as the country rebuilding
efforts include industrial and consumer imports.

FI1FTEEN
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SERVICES v

Supply Chain Industry Trends

As manufacturing continues to migrate oversees,
particularly to points in the Asia-Pacific Region,
growth in the demand of import deconsolidation and
distribution/order fulfillment programs in North
America continues. West Coast port locations are
optimizing their operations and expanding to
accommodate the influx of freight.

LLION KILOS
T WARD SPEE

Demand for transportation routing and optimization
programs has and will continue to increase due to the
i dwindling carrier capacities in North America. As
| capacities and budgets shrink on the negotiating
power of the shippers, many companies look to
mitigate the rising costs of transportation through the
development of 3PL/4PL partnerships. The objective of
the shipper is to obtain the most competitive rates in
all trade lanes. It is not only essential that the most
competitive rates are achieved, but that the shipper
can be confident that orders will be consotidated where
possible.

Logistics

EGL Eagle Global Logistics provides a broad range of
supply chain and logistics management services
| designed to improve the competitive advantage and
drive the operational performance of customers
throughout the world. By employing the services and
expertise of EGL and its industry professionals,
customers can concentrate on their core competencies,
while we proactively develop and manage the end-to-
end supply chain process.




As a provider of outsourced solutions, EGL is ideally
positioned as a ome-stop resource center for such
services as: warchousing and material handling;
transportation and distribution management; customs
compliance; vendor and supplier hubs; and supply
chain design/re-engineering/optimization.

Demestic and International Airfreight
Forwarding

EGL Eagle Global Logistics is among the world's
largest providers of air transport management
services. We utilize commercial airtings and all-cargo
carriers to link every principal trade lane in the world,
and provide comprehensive offshore-to-offshore
service among the major Asia-Pacific, Latin America
and Europe/Middle East/Africa geegraphic markets, as
well as within each region.

As a non-integrated carrier, we focus on a core group
of key carriers and charter operators to leverage owr
volume and obtain guaranteed space allocations,
regular fight schedules, and competitive pricing. In
North America, we deploy a dedicated network of
integrated air and ground services, providing pick-up
and delivery, and scheduled flights with consistent
transit times for thousands of cities daily in the US,,
Canada and Mexico.

EGL provides a variety of domestic and
international service levels, giving customers
flexible, yet cost-effective worldwide air freight
options, which are all tied together with global
information systems that provide full shipment
tracking and ftransit visibility throughout the
transportation and distribution precess.

We draw on our logistical expertise to provide services
that are customized to address each client’s individual
shipping requirements, generally without restrictions
on shipmant weight, size or type. Once the customer’s
requirements for an individual shipment have been
established, we proactively manage the execution of
the shipment to enswre customer satisfaction. In
addition to our domestic and intemnational air freight
forwarding capabilities, EGL offers the following
related logistics services:

«inland transportation of freight from point of
arigin to distribution center or the camier’s cargo
terminal and from our terminal in the destination
¢ity to the rcipient (pick up and delivery),

* cargo assembly,

s export  packing and
consolidation,

* receiving and bresking down consolidated air
freight shipments and arranging for distribution
of the individual shipments,

e charter amangement and handling,

« electionic transmittal of logistics documentation,

* electronic purchase order/shipment tracking,

o expedited document delivery to overseas
destinations for customs clearance, and

¢ procurement of cargo insurance.

vendor  shipment

Ground Services

In today’s globally challenging marketplace, it has
become increasingly difficult for businesses to
improve revenue growth through increased sales;
therefore, reducing operating expenses becomes
necessary in order to control budgets drive
profitability. Because transportation costs represent
a large portion of the supply chain budget, managers
have found that changing distribution patterns and
implementing ground service rather than air, greatly
impacts the overall cost of products. EGL can provide
shippers with a full range of cost-effective and
reliable surface transportation, including rail cargo
and intermodal services.

EGLs account management and customer service teams
work with customers and their vendors to streamtine
the development of their transportation requirements.
Because our network of facilities is strategically
located in or near major markets and gateways, in most
cases, we are able to shorten transit times or combine
mudes of transport, thus reducing costs.

In the U.S., we have established a ground operation
utilizing primarily independent owner-operators and
trucking companies to obtain truck and trailer space.
Because of the strength of our buying power and an
uMlimited number of resources, a wide variety of
equipment is at our disposal. To meet our security
requirements, our suppliers are electronically
connected to provide in-transit monitoring. Our fleet
operations use equipment such as: small and large
pickup trucks, dry vans, bobtails/straight trucks,
stake beds, flat beds, refrigerated units, air ride units,
tractor trailers, intermodal equipment (stack train,
trailer train, box car, etc.) and specialized equipment
(over dimensional).

EITDHTEEN
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By using this internal ground operation, our processes
and procedures are monitored more closely, allowing us
to maintain a higher level of quality control and
increase customer satisfaction. Achieving greater
efficiencies drives our performance measures, and we
are constantly focused on improving those benchmarks
in an effort to help our customers gain a competitive
advantage in the marketplace.

Our customized overland services provide dynamic
solutions for our clients. We work closely with our
customers, developing a partnership whereby both
companies share information openly in order to meet
our standards of excellence and choose the best service
option for our customers. Our strategic service package
includes: local pick up and delivery, expedited ground,
truckload, intermodal, specialized, pool distribution,
LTL, transborder and dray services.

QOcean Services

As both a traditional ocean freight forwarder, and an
Ocean Transportation Intermediary (OTI), EGL offers its
customers flexible service options for ocean freight
transportation. Qur services encompass capabilities for
handling less-than-container load (LCL) and full-
container load (FCL) shipments, breakbutk cargoes and
charter services.

As a single point of contact, our ocean forwarding and
related logistics services include: intand transportation
from point of origin to distribution facility or port of
export, cargo assembly, packing and consolidation,
warehousing, electronic transmittal of documentation
and shipment tracking, pre-alert consignee
notifications and cargo insurance.

By utilizing volume NVOCC contracts with major
steamship lines, EGL obtains value-based pricing with
excellent space commitments. Service flexibility is
assured through regular weekly sailing schedules and
multiple departure options as a value added offering.
Shippers can utilize our Company's services to support
their current primary carrier’s contracts with additional
sailing departure dates or to take full advantage of EGL
carrier contracts.

Using our comprehensive LCL program, we can offer
service from thousands of port pairs throughout the
world, as well as our own LCL groups in major trade-
lanes and strategic ocean gateways. EGL provides a
single contact window with web-base visibility, transit
time and pricing matrix.

REPORT

For customers with special projects, EGL can provide a
multi-modal transportation model to cater to a variety
of needs. Qur sea/air program combines services to
provide superior transit times and cost savings in
freight transportation. Special handling and equipment
is available for customers with oversized/overweight
cargo shipments.

EGL also understands the importance of security
throughout your supply chain. Our ongoing investment
in this area has uniquely positioned us as a market
leader. EGL was the first freight forwarder to be
certified by the Technology Asset Protection
Association (TAPA). We are also advanced in the C-TPAT
Customs approval process and were one of the first four
forwarders to be approved by US Customs for Electronic
Automated Manifest entry (new “24-Hour Rule").

Customs Compliance Services

Assuming the role of exporter or importer of record in
today’s world is a tremendous responsibility. To assist
our customers in meeting their requirements, EGL has
developed a worldwide team of 600+ professionals
trained in all taws, requlations and activities related to
every aspect of customs compliant shipping.

In order to perform these services, most customs
authorities of the world require EGL to obtain a
company's Power of Attorney (POA). POA execution is
the first phase of implementation of customs
compliance services.

With an executed POA in-house, we can then advise
and prepare all required customs and/or other
regulatory documentation whether by hard copy or in
many cases by electronic interface with customs
services and other government agencies allowing
most shipments to clear many hours prior to
departure or arrival.

Export and import regulations generally concern issues
related to national security and census taking. Import
regulations further concern issues related to the
economic protection of particular industries or the
whole economy within the importing country and
revenue generation, typically including:

* Duty - percentage of value based on commodity

type, and
* Consumption Tax - percentage of merchandise

value regardless of commodity type.
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*Actual number of kitos cannot be used in order to protect the
confidentiality of our customers.
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An Evolving Industry

The supply chain industry has evolved into an
environment supported by single-source providers,
who are successfully delivering a full complement of
services - transportation, brokerage and logistics - in

an integrated package. More and more companies are

FREE

seeking to consolidate their vendor base as a means
to limit administrative responsibilities and maximize
costs and efficiencies, while building long-term

relationships.

Through strong and solid partnerships, supply chain
providers are able to formulate innovative strategies
for their customers and deliver successful solutions to
improve quality, increase productivity and reduce
costs resulting in long-term profitability.

We Deliver Strategic Supply Chain Solutions

At EGL, we are committed to introducing innovative
ideas to the marketplace by balancing technology,
resources and knowledge to resolve real-world
logistics challenges. And because no two challenges
are exactly the same, we provide a tailored logistics
solution - built to the precise specifications of the

customer’s business model. EGL emphasizes a




EGL,

consultative approach, drawing on our knowledge of
multiple markets, geographies and industry-specific
logistics processes to implement cost-effective,
customer-centric global supply chain systems.

Our dedication to collaboration and teamwork with
customers ensures long-term, successful partnerships

planning and effective

providing

strong

INC.

Dedicated Industry Programs

From one industry to the next, EGL's clients require
innovative and effective solutions that address the
unigue characteristics of their individual business or
market. Recognizing this, we have invested in
custom-designed, industry-specific sales and service

programs.

A

Energy Project Services

implementation, and delivering continual value on a

worldwide basis.

By utilizing EGLs integrated supply chain and
logistics services, customers benefit from;

® Reduced cycle times

¢ Reduced overall product costs

¢ Improved inventory control

¢ Reduced administrative costs

¢ Maximized supply chain efficiency

¢ ITmproved bottom line

TWENTY

Phormaceutical and
Healthcare Logistics

These programs have global resources including
personnel, equipment, operating procedures, IT tools,
facilities, and customer care initiatives, dedicated to

service key industries.

To ensure we help our multinational clients manage
their worldwide supply chain effectively, EGL's
industry teams draw on the people and infrastructure
from each of our four major geographical operating
regions. With an understanding of our customers’
needs and challenges, we can further develop and

implement customized logistics solutions.
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Energy Market

Energy companies face unique logistic challenges
especially in countries with incomplete and volatile
infrastructures. EGL provides specially-designed
technology tools to help our energy customers better
manage their supply chain. Our Conception to
Consumption (C2C} tool is a robust purchase order

line item logistics program that lets our customers

Automative Lagistics Services

Gavernment and

REPORT

EGL. provides expertise on regulatory requirements
across multiple borders. With dedicated facilities and
integrated management systems around the world,
our global network and distribution centers provide
security, compliance, systems and knowledge to
ensure reliable, responsive supply chain management

with single source accountability.

A

Technology lagistics Services

Defense Logistics

better control material movement to reduce errors and
improve efficiency under even the most complex and

time-critical situations.

Pharmaceutical and Healthcare Market

Our customers in the pharmaceutical and healthcare
sector operate in a unique marketplace. With heavy
regulation, long process cycle times, sensitive
transportation requirements, and other often
unpredictable factors, speed to market requires a
reliable supply chain partner - one that can provide
cost-effective

consistent, transportation and

logistics management.

TWENTY

Automotive Industry

Automotive manufacturers are looking for leaner,
more efficient supply chains to support new model
development, shorter product life cycles and higher

service expectations.

We have developed specialized automotive solution
sets which enable us to provide integrated services
for many of the world's leading organizations in this
industry. Our range of supply chain solutions and
services includes supply chain management (SCM),
inbound to manufacturing support, aftermarket parts
distribution, managed transportation and finished

vehicle marketing,
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We pioneered the ‘supplier park’ concept and replicated
the model across the world for our customers,
ensuring timely and cost-effective delivery of parts to
the production line,

“We provide innovative solutions and services to the
rapidly changing global automotive industry. We
understand the increasing pressure on manufacturers

Transportation Protective Services, movement of
hazardous materials and have facilities that meet DoD

security requirements.

Technology Market

In the highly competitive technology sector,
customers are seeking logistics partners experienced
with handling the supply chain complexities specific

to develop new models and put them into production
rapidly, so we are working with suppliers to reduce
the length of supply chains.”

Dan Elterton, President, Automotive Worldwide

Government and Defense Industry

EGLs logistics experts provide the most flexible and
responsive service to the industry. Available all day,
every day through our service center in Atlanta, we
design solutions and provide services to meet the
most stringent government requirements, controls

and procurement processes. We are cleared for

TWENTY

to their industry. High-tech manufacturers are tasked
with managing arguably the most complicated supply
chain challenges of any industry due to the product’s
high value, seasonality, and short life cycle.

EGL is highly experienced in meeting the needs of
the technology sector by providing uniguely
secured non-asset based transportation models,
vendor management, enhanced inventory accuracy,
flexible
planning and integrated inventory systems with
digital dashboard visibility.

warehouse capacity through space

FOUR




This is a composite document representing a combination of our Form 10-K filed with the Securities and Exchange Commission on March 31, 2005 (the
“Original Filing") and our Form 10-K/A filed with the Securities and Exchange Commission on May 4, 2005, which corrected 2001 and 2000 financial data
included in “Item 6. Selected Financial Data” of the Original Filing. This composite document has not been filed with the Securities and Exchange Commission.

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K/A

(Amendment No. 1)

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

For the Fiscal Year Ended December 31, 2004
Commission No. 0-27288

EGL, INC.

{Exact name of registrant as specified in its charter)

Texas 76-0094895
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
15350 Vickery Drive
Houston, Texas 77032
(Principal executive offices) (Zip Code)

Registrant’s telephone number, including area code:
(281) 618-3100

Securities registered pursuant to Section 12(b) of the Act:
Not Applicable

Securities registered pursuant to Section 12(g) of the Act:
Common Stock, $.001 par value
Rights to Purchase Series A Preferred Stock
(title of class) .

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the
registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90
days. YES X NO___

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not
contained herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. X

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

The aggregate value of the voting stock held by non-affiliates of the registrant as of June 30, 2004 was
$930.3 million, based on the last reported sale price of common stock on the last business day of the registrant’s
most recently completed second fiscal quarter.

At March 15, 2005, the number of shares outstanding of registrant’'s Common Stock was 52,198,063 (net
of 926,157 treasury shares).

DOCUMENTS INCORPORATED BY REFERENCE

The definitive proxy statement for the Registrant’s 2005 Annual Meeting of Shareholders is incorporated
by reference in Part III of this Form 10-K. Such definitive proxy statement will be filed with the Securities and
Exchange Commission not later than 120 days subsequent to the Registrant’s fiscal year end of December 31, 2004.

™




ITEM 5.

ITEM 6.
ITEM 7.

ITEM TA.

ITEM 8.
ITEM 9.

ITEM 9A.
ITEM 9B.

PARTIIL..............

ITEM 10.
ITEM 11.
ITEM 12.

ITEM 13.
ITEM 14.

PARTIV..........

ITEM 15.

TABLE OF CONTENTS

....................................................................................................................................................... 1
BUSIIIESS .. cviie et 1
PLOPEITIOS ..ot et e 23
LEGAI PrOCEEAINGS ..........coeoeveveieioe ettt 23
Submission of Matters to a Vote of Security HOIAETS.........c.cocovvvviviviriioiiiiiiciii 25

....................................................................................................................................................... 25
Market for Registrant's Equity, Related Stockholder Matters and Issuer Purchases of

EQUILY SECUITHES ..ot ettt 25
Selected Financial Data...........c.c.coovioeiiioiiniiiieii ettt 26
Management’s Discussion and Analysis of Financial Condition and Results of Operations... 28
Quantitative and Qualitative Disclosures about Market RiSK.............c.....cccoevvvvrecviiviiioiiinis i, 51
Financial Statements and Supplementary Data.............ccccouceeverriniiininiiiiiceeciccirn 51
Changes in and Disagreements with Accountants on Accounting and Financial Disclosure .. 51
CONIrols and PrOCEOMUIES ..........o.ccvoiieieeis ettt 51
OtREr INFOIMALION ......c......ooeoecioieecee st 54

...................................................................................................................................................... 54
Directors and Executive Officers of the RegiSIrant ... 54
EX€CUtiVe COMPENSALION ...ttt ettt 54

Security Ownership of Certain Beneficial Owners and Management and Related 55
SIOCKROIAET MAIETS ...t

Certain Relationships and Related TranSaction .............ccocvvevevcvoviirisiviiaininisiiiioernieins 55
Principal Accountant Fees and SErviCes.............ccocoauiiccovneiiiiiiiiiioiiiiooieceee 55
....................................................................................................................................................... 56
Exhibits and Financial Statement SChedules ..............c.cocccccoiiiiiiiiniiiciccceeec 56




PART I
ITEM 1. Business
General

EGL, Inc. is a leading global transportation, supply chain management and information services
company dedicated to providing flexible logistics solutions on a price competitive basis. Our services include
air and ocean freight forwarding, customs brokerage, local pick up and delivery service, materials
management, warehousing, trade facilitation and procurement and integrated logistics and supply chain
management services. We provide value-added services in addition to those customarily provided by
traditional air freight forwarders, ocean freight forwarders and customs brokers. These services are designed
to provide global logistics solutions for customers in order to streamline their supply chain, reduce their
inventories, improve their logistics information and provide them with more efficient and effective domestic
and international distribution strategies in order to enhance their profitability.

We believe we are one of the largest forwarders of domestic and international air freight based in the
United States. We have a network of approximately 400 facilities, agents and distribution centers located in
over 100 countries on six continents featuring advanced information systems designed to maximize cargo
management efficiency and customer satisfaction. Each of our facilities is linked by a real-time, online
communications tool that speeds the two-way flow of shipment data and related logistics information between
origins and destinations around the world.

We trade on the NASDAQ Stock Market under the symbol “EAGL" and were incorporated in Texas
in 1984.

Available Information

We file annual, quarterly and current reports, proxy statements and other information with the
Securities and Exchange Commission (the “SEC”). You may read and copy any document we file with the
SEC at the SEC’s public reference room at 450 Fifth Street, NW, Washington, D.C. 20549. Please call the
SEC at 1-800-SEC-0330 for information on the public reference room. The SEC maintains a website that
contains annual, quarterly and current reports, proxy statements and other information that issuers (including
EGL, Inc.) file electronically with the SEC. The SEC’s website is http-/www.sec.gov.

Our website is http./www.eaglegl.com. We make available free of charge through our internet site,
via a link to the SEC’s website, our annual reports on Form 10-K; quarterly reports on Form 10-Q; current
reports on Form 8-K; and any amendments to those reports filed or furnished pursuant to the Securities
Exchange Act of 1934 (the “Exchange Act”) as soon as reasonably practicable after such material is
electronically filed with, or furnished to, the SEC. We also make available on our website our Corporate
Governance Guidelines and information about our Board of Directors, including committee charters. The
information on our website is not incorporated by reference into and is not a part of this report.

Industry Overview

As business requirements for efficient and cost-effective distribution services have increased, so have
the importance and complexity of effective supply chain management. Businesses increasingly strive to
minimize inventory levels with just-in-time processes, perform manufacturing and assembly operations in
multiple locations and distribute products to numerous destinations. As a result, companies frequently want
expedited or time-definite shipment services. Time-definite shipments are delivered at a specific time and are
typically not expedited, which results in a lower rate than for an expedited shipment.
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Customers have two principal freight forwarding alternatives: an air freight forwarder or a fully-
integrated carrier. An air freight forwarder procures shipments from customers and arranges transportation of
the cargo on a carrier. An air freight forwarder may also arrange pick up from the shipper to the carrier and
delivery of the shipment from the carrier to the recipient. Air freight forwarders often tailor shipment routing
to meet the customer’s price and service requirements. Fully-integrated carriers provide pick up and delivery
service, primarily through their own captive fleets of trucks and aircraft. Because air freight forwarders select
from various transportation options in routing customer shipments, they are often able to serve customers less
expensively and with greater flexibility than integrated carriers. In addition to the high fixed expenses
associated with owning, operating and maintaining fleets of aircraft, trucks and related equipment, integrated
carriers often impose significant restrictions on delivery schedules and shipment weight, size and type. Air
freight forwarders, however, generally handle shipments of any size and can offer a variety of customized
shipping options.

Most air freight forwarders, like EGL, focus on heavier cargo and do not generally compete with
integrated shippers of primarily smaller parcels, including FedEx Corporation and DHL Worldwide Express,
Inc. Several integrated carriers, like United Parcel Service (“UPS”) and BAX Global, Inc. ("BAX"), do focus
on shipments of heavy cargo in competition with forwarders. On occasion, integrated shippers serve as a
source of cargo space to forwarders. Additionally, most air freight forwarders do not generally compete with
the major commercial airlines, which, to some extent, depend on forwarders to procure shipments and supply
freight to fill cargo space on their scheduled flights.

The air freight forwarding industry is highly fragmented. Many companies in the industry are able to
meet only a portion of their customers’ required transportation service needs. Some national domestic air
freight forwarders rely on networks of terminals operated by franchisees or agents. We believe that the
development and operation of company-owned terminals and staff under the supervision of our management
have enabled us to maintain a greater degree of financial and operational control and service quality than
franchise-based networks.

We believe there are several factors that are increasing demand for global logistics solutions. These
factors include:

» outsourcing of logistics functions;
= globalization of demand and supply chains and
» increased complexity of supply chains.

Our Competitive Advantages

As a global transportation, supply chain management and information services company, we believe
that we are well-positioned to provide cost-effective and efficient solutions to address the demand in the
marketplace for transportation and logistics services. We believe that the most important competitive factors
in our industry are quality of service (including reliability, responsiveness, expertise and convenience), scope
of operations, geographic coverage, information technology and price. We believe our primary competitive
advantages are: (i) our low cost non-asset based business model; (ii) our global infrastructure; (iii) our
information technology resources and (iv) our diverse customer base.

Non-asset based business model. With relatively no dedicated or fixed operating costs, we are able to
leverage our network and offer competitive pricing and flexible solutions to our customers. Moreover, our
balanced product offering provides us with revenue streams from multiple sources and enables us to retain
customers even as they shift from priority to deferred shipments of their products. We believe our model
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allows us to provide low-cost solutions to our customers while also generating revenues from multiple modes
of transportation and logistics services.

Global presence with North American infrastructure. Our global infrastructure enables us to provide
a closed-loop logistics chain to our customers worldwide. Within North America, our infrastructure consists
of our pick up and delivery network, ground and air networks, and logistics and warehousing capabilities. Our
ground and pick up and delivery networks enable us to service the growing deferred forwarding market while
providing the domestic connectivity for international shipments once they reach North America. In addition,
we believe our heavyweight air network provides for lowest available costs on shipments, as we have no
dedicated charters or leases and can capitalize on available capacity in the market to move our customers’
goods. Lastly, we have enough warehouse and dock space available to leverage our North America
infrastructure for future growth and/or to provide such space to our customers for their logistics needs.

Information technology resources. A primary component of our business strategy is the continued
development of advanced information systems to continually provide accurate and timely information to our
management and customers. Our customer delivery tools enable connectivity with our customers’ and trading
partners’ systems, which leads to more accurate and up-to-date information on the status of shipments.

Diverse customer base. While computers and other high-technology equipment manufacturers and
retailers continue to comprise a significant portion of our customer base, our customer base has increasingly
diversified into a variety of sectors including the retail, pharmaceutical and the oil and gas industries. As
such, we continue to focus on expanding lines of business with current customers and adding new accounts in
similar and new categories of shippers.

As a global transportation, supply chain management and information services company, our revenues
are generated from a number of services, including air freight forwarding, ocean freight forwarding, customs
brokerage, logistics and other services.

Air Freight Forwarding and Consolidation Services

Our air freight forwarding operations include international and domestic air freight forwarding. Our
total air freight forwarding revenues in 2004 were $1.8 billion, of which 26% were derived from domestic air
freight forwarding within the United States and 74% were derived from international air freight forwarding.
Our air freight forwarding and related logistics services include the following:

* domestic freight forwarding,

» global freight forwarding,

» inland transportation of freight from point of origin to distribution center or the carrier’s cargo
terminal and from our terminal in the destination city to the recipient (pick up and delivery),

= cargo assembly,
= export packing and vendor shipment consolidation,

* receiving and breaking down consolidated air freight shipments and arranging for distribution of
the individual shipments,

» charter arrangement and handling,




= electronic transmittal of logistics documentation,

» electronic purchase order/shipment tracking,

» expedited document delivery to overseas destinations for customs clearance, and
» procurement of cargo insurance.

We neither own nor operate any aircraft and, consequently, are not limited to specific delivery
schedules or shipment sizes. We arrange for transportation of our customers’ shipments via commercial
airlines, air cargo carriers, third-party truck brokers, trucking companies and independent owner-operators of
trucks and trailers. We select the carrier for a shipment based on route, service capability, available cargo
capacity and cost. We charter cargo aircraft from time to time depending upon seasonality, freight volumes
and other factors.

We generate air freight forwarding revenues by acting primarily as an indirect air carrier and, to a
lesser extent, as an authorized cargo sales agent. As an indirect air carrier, we obtain shipments from our
customers, consolidate shipments bound for a particular destination, determine the best means to transport the
shipment to its destination, select the direct carrier (an airline) on which the consolidated lot is to move and
tender each consolidated lot as a single shipment to the direct carrier for transportation to a destination. At the
destination, we or our agent receive the consolidated lot, break it into its component shipments and distribute
the individual shipments to the consignees.

Our rates are based on a charge per pound/kilogram. We ordinarily charge the shipper a rate less than
the rate that the shipper would be charged by an airline. Due to the high volume of freight we manage, we
generally obtain lower rates per pound/kilogram from airlines than the rates we charge our customers for
individual shipments. This rate differential is the primary source of our air freight forwarding net revenues.
Our practice is to make prompt adjustments in our rates to match changes in airline rates.

As an authorized cargo sales agent of most airlines worldwide, we also arrange for the transportation
of individual shipments and receive a commission from the airline for arranging the shipments. In addition,
we provide the shipper with ancillary services, such as export documentation, for which we receive a separate
fee. When acting in this capacity, we do not consolidate shipments or have responsibility for shipments once
they have been tendered to the airline. We conduct our agency air freight forwarding operations from the
same facilities as our indirect carrier operations and serve the same regions of the world.

Local transportation services are performed either by independent cartage companies or, in the United
States and Canada, primarily by our local pick up and delivery operations. See Domestic Local Delivery
Services. If delivery schedules permit, we will typically use lower-cost, overland truck transportation
services, including those obtained through our domestic truck brokerage operations. See Domestic Truck
Brokerage Services.

We draw on our logistical expertise to provide forwarding services that are tailored to meet customer
needs and, in addition to regularly scheduled service, we offer customized schedules. Our services are
customized to address each client’s individual shipping requirements, generally without restrictions on
shipment weight, size or type. Once the customer’s requirements for an individual shipment have been
established, we proactively manage the execution of the shipment to ensure satisfaction of the customer’s
requirements.




Our air freight forwarding business is not dependent on any one customer or industry. We provide
services to global or multinational customers as well as regional customers. In 2004, approximately 59% of
our net revenues were attributable to air freight forwarding.

We have an ongoing relationship with DHL Airways in which DHL provides us capacity in their
North American air system. This provides broad coverage into key markets.

Domestic local delivery services

In the United States and Canada, we provide same-day local pick up and delivery services, both for
shipments where we are acting as an air freight forwarder as well as for third-party customers requiring pick
up and delivery within the same metropolitan area. We believe that these services provide an important
complement to our air freight forwarding services by allowing for quality control over the critical pick up and
delivery segments of the transportation process as well as allowing for prompt, updated information on the
status of a customer’s shipment at each step in the shipment process. We focus on providing local pick up and
delivery services to accounts with a relatively high volume of business, which we believe provides a greater
potential for profitability than a broader base of small, infrequent customers.

As of December 31, 2004, local delivery services were offered in 78 of the 88 cities in the United
States and Canada in which our terminals were located. In all other cities, we have arrangements with agents
to handle pick up and delivery services. On-demand pick up and delivery services are available 24 hours a
day, seven days a week. In most locations, delivery drivers are independent contractors who operate their own
vehicles. Our Houston, Texas operations include a number of company-owned or leased trailers, trucks and
other ground equipment primarily to service specific customer accounts.

Local pick up and delivery revenues were $289.8 million during 2004 and $254.5 million during
2003. Approximately $166.7 million of these revenues during 2004 and $144.9 million of these revenues
during 2003 were attributable to our air freight forwarding operations and were eliminated upon consolidation.
The remaining pick up and delivery revenues were attributable to local delivery services for third-party, non-
forwarding business. A substantial majority of the total cost of providing for local pick up and delivery of our
freight forwarding shipments in 2004 and 2003 was attributable to our own local pick up and delivery
services. Revenues from domestic local delivery services, net of intercompany revenues, are included in air
freight forwarding revenues.

Domestic truck brokerage services

We have established truck brokerage operations in the United States, Europe and China to provide
logistical support to our forwarding operations and, to a lesser extent, to provide truckload service to selected
customers. In the United States, our truck brokerage operations operate under the Select Carrier Group (SCG)
name. Our truck brokerage services locate and secure capacity when overland transportation is the most
efficient means of meeting customer delivery requirements, especially in cases of air freight customers
choosing the economy delivery option. We use internal truck brokerage operations to meet delivery
requirements without having to rely on third-party truck brokerage services.

Additionally, by providing for our own truck brokerage, we have been able to achieve greater
efficiencies and utilize purchasing power over transportation providers. We do not own a significant number
of the trucks used in our truck brokerage operations and, instead, primarily use carriers or independent owner-
operators of trucks and trailers on an as-needed basis. We use our relationships with a number of independent
trucking companies to obtain truck and trailer space.




As with local pick up and delivery services, we view our truck brokerage services primarily as a
means of maintaining quality control and enhancing customer service of our core air freight forwarding
business, as well as a means of capturing a portion of profits that would otherwise be earned by third parties.
Revenues from domestic truck brokerage, net of intercompany revenues, are included in air freight forwarding
revenues.

International Ocean Freight Forwarding and Consolidation

As a global ocean freight forwarder, we arrange for the shipment of freight by ocean carriers and act
as the agent of the shipper or the importer. Our ocean freight forwarding and related logistics services include
inland transportation from point of origin to distribution facility or port of export, cargo assembly, packing
and consolidation, warehousing, electronic transmittal of documentation and shipment tracking, expedited
document delivery, pre-alert consignee notification and cargo insurance.

A number of our facilities provide protective cargo packing, crating and specialized handling services
for retail goods, government-specification cargo, consumer goods, hazardous cargo, heavy machinery and
assemblies and perishable cargo. Other facilities are equipped to handle equipment and material from multiple
origins to overseas “turn-key” projects, such as manufacturing facilities or government installations. We do
not own or operate ships or assume carrier responsibility, preferring to retain the flexibility to tailor logistics,
services and options to customer requirements.

Our compensation for ocean freight forwarding services is derived principally from commissions paid
by shipping lines and from forwarding and documentation fees paid by customers, who are either shippers or
consignees. In 2004, approximately 3% of our net revenues were attributable to international ocean freight
forwarding, including commissions, forwarding fees and associated ancillary services.

Our global operations as an indirect ocean carrier or NVOCC (non-vessel operating common carrier)
are similar in some respects to our air freight consolidation operations. We procure customer freight,
consolidate shipments bound for a particular destination, determine the routing, select the ocean carrier or
charter a ship and tender each consolidated lot as a single shipment to the direct carrier for transportation to a
distribution point. As a NVOCC, we generally derive our revenues from the spread between the rate charged
to our customer and the ocean carrier’s charge to us for carrying the shipment, in addition to charging for other
ancillary services related to the movement of the freight. Because of the volume of freight we control and
consolidate, we are generally able to obtain lower rates from ocean carriers than the rate the shipper would be
able to procure. In 2004, ocean freight consolidation and associated ancillary services contributed
approximately 6% of our net revenues.

As a third party logistics provider (3PL), we assist our customers in the management and fulfillment
of their purchase orders down to the part or stock keeping unit (sku) level. We work closely with our
customer’s suppliers to coordinate and arrange for the movement of the goods from the manufacturing line to
the ports and ultimately to the destination distribution center or directly to their customers.

Customs Brokerage

We function as a customs broker at approximately 50 locations in the United States and in over 300
international locations through our network of offices and agents. In our capacity as a customs broker, we
prepare and file all formal documentation required for clearance through customs agencies, obtain customs
bonds, in many cases facilitate the payment of import duties on behalf of the importer, arrange for payment of
collect freight charges and assist the importer in obtaining the most advantageous commodity classifications
and in qualifying for duty drawback refunds. Our customs brokers and support staff have substantial
knowledge of the complex tariff laws and customs regulations governing the payment of duty, as well as
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valuation and import restrictions in their respective countries. Within the United States, we employ a
significant number of personnel holding individual customs broker licenses.

We rely both on company-designed and third-party computer technology for customs brokerage
activities performed on behalf of our clients. We utilize the Automated Brokerage Interface information
system, providing an online link with the Bureau of U.S. Customs and Border Protection (CBP). In several
global trading centers, in addition to the United States, our offices are connected electronically to customs
agencies for expedited pre-clearance of goods and centralized import management. Such online interface with
customs agencies speeds freight release and provides nationwide control of clearances at multiple ports and
airports of entry.

We work with importers to design cost-effective import programs that utilize our distribution and
logistics services and computer technology. Such services include:

* electronic document preparation,

» cargo routing from overseas origins to ports and airports of entry,
» foreign trade zone utilization,

* bonded warehousing,

» distribution of the cleared cargo to inland locations and

* duty drawback.

In many United States and overseas locations, our bonded warehouses enable importers to defer
payment of customs duties and coordinate release of cargo with their production or distribution schedules.
Goods are stored under customs service supervision until the importer is ready to withdraw or re-export them.
We receive storage charges for these in-transit goods and fees for related ancillary services. We also offer
Foreign Trade Zone management and duty drawback services to provide customers with additional tools to
maintain cost-effective import programs.

As a customs broker operating in the United States, we are licensed by the U.S. Treasury and
regulated by the CBP. Our fees for acting as a customs broker in the United States are not regulated, and we
do not have a fixed fee schedule for customs brokerage services. Instead, fees are generally based on the
volume of business transacted for a particular customer, and the type, number and complexity of services
provided. In addition to fees, we bill the importer for amounts that we have paid on the importer’s behalf,
including duties, collect freight charges and similar payments. In 2004, approximately 16% of our net
revenues were attributable to customs brokerage services.

We are committed to helping our customers secure their global supply chains from the global threat of
terror. As such, we have actively engaged in all U.S. government initiatives in the post September 2001
market. We are transmitting advanced ocean shipment information to CBP via its Ocean Automated Manifest
System (AMS). We are prepared to meet the requirements of the Trade Act of 2002 and, pursuant to
regulations established by the CBP, transmit advanced shipment information for all import and export
shipments regardless of mode of transport. In December 2003, we began the Prior Notice reporting of human
and animal food shipments as required by the U.S. Food and Drug Administration BioTerrorism Act. Further,
all of our facilities have been registered with the U.S. Food and Drug Administration as required by the
BioTerrorism Act to ensure that we can meet the global transportation needs of our customers. We are also




anticipating and preparing for similar security initiatives in other jurisdictions outside of the U.S. As a resul,
we believe our customs brokerage strengths include the following:

» over 100 years of experience in importing goods into the United States;
» ]SO certified desk level processes;
» infrastructure of licensed professionals;

» Customs-Trade Partners Against Terrorism, or C-TPAT, partner engaged in supply chain security;
and

= formal on-going training programs to ensure our expertise in U.S. import laws and regulations.
Logistics and Other Services

Customers increasingly demand more than the movement of freight from their transportation
suppliers. To meet these needs, suppliers seek to customize their services, by, among other things, providing
information on the status of materials, components and finished goods throughout the logistics pipeline and
performance reports on and proof of delivery for each shipment. We provide a range of logistics services,
distribution and materials management services, international insurance services, global project management
services and trade facilitation services. In 2004, approximately 16% of our net revenues were attributable to
logistics and other services.

Logistics services

We use our logistics expertise to maximize the efficiency and performance of our customers’ supply
chains by providing solutions tailored to their specific needs. We provide logistics services to our clients that
are transactional or commodity based, have pricing models that are contractual (fixed or variable) where we
focus mainly on reducing our customers’ cost structure and providing specialized services (e.g., order
processing, product configuration). In addition, we provide transportation consulting services and make our
expertise and resources available to assist customers in balancing their transportation needs against budgetary
constraints by developing logistics plans. We staff and manage the shipping departments of some of our
customers that outsource their transportation management function. We also provide other ancillary services,
including electronic data interchange, customized shipping reports, computerized tracking of shipments, air
charters, cargo assembly and protective packing and crating.

Distribution and materials management services

We offer a wide range of customized inbound logistics and distribution management of our
customers’ inventory. We offer these materials management services primarily in conjunction with the
transportation of cargo. These services are provided in a number of our owned and leased logistics facilities in
many locations throughout the world. During 2004, we continued our program of improving existing facilities
to meet customer needs. Our distribution and materials management services include inventory control, order
processing, import and export freight staging, protective and specialized packing and crating, pick-and-pack
operations, containerization, consolidation and deconsolidation and special handling for perishables,
hazardous materials and heavy-lift equipment. For import shipments, we provide bonded warehouse services
and, in certain locations, Free Trade Zone services. These warehouse and distribution services complement
our other transportation services, including the information systems tools that are the enabler of the integrated
logistics solutions we offer to customers.




Trade facilitation services

Our EGL Trade Services, Inc. subsidiary specializes in providing procurement, financial and
distribution management services to multinational customers. EGL Trade Services purchases both raw
materials for manufacturing and finished goods for distribution, then coordinates their global deployment, as
directed by the customer. EGL Trade Services delivers its services through custom-designed Vendor and
Distribution Hub programs. Through EGL Trade Services, we are able to coordinate a customer’s
procurement, logistics, transportation and distribution activities within a single supply chain program. This
enables us to optimize customer supply chains by streamlining the material, information and financial flows
through integration of the specific supply chain processes and elimination of redundant transactions.

Insurance

We arrange international insurance for our customers in connection with our air freight and ocean
freight forwarding operations. Insurance coverage is frequently tailored to a customer’s shipping program and
is procured for the customer as a component of our integrated logistics. We also arrange for surety bonds for
importers as part of our customs brokerage activities. We report insurance revenues in air freight forwarding,
ocean freight forwarding or customs brokerage and other revenues based on the nature of the insured
shipment.

Information Systems

A primary component of our business strategy is the continued development of advanced information
systems. We have invested substantial management and financial resources in the development of our
information systems in an effort to provide accurate and timely information to our management and
customers. We believe that our systems have been instrumental in the productivity of our personnel, tracking
of revenues and costs and the quality of our operations and service, and have resulted in substantial reductions
in paperwork, and expedited the entry, processing, retrieval and internal dissemination of critical information.
These systems also enable us to provide customers with accurate and up-to-date information on the status of
their shipments through a wide range of media, which has become increasingly important.

We continue to expand our product offering to provide air, ocean and ground transportation services,
warehousing and inventory management, customs and purchase order processing. Each of the services is
supported by specific computer applications that facilitate the operational processes. In addition, we image
many of the documents to support proof of delivery, compliance and retention.

We continue to invest in our information systems technology in order to provide a flexible, scalable
information system environment that provides a seamless flow of data across the globe, improves our ability
to manage customer expectations, and increases operational efficiencies throughout our organization.

We have organized our computer applications to support the supply chain process. These applications
are grouped into four broad categories as follows:

» Transportation Management Systems, which include our traditional freight forwarding and
consolidation systems, our pick up and delivery systems for dispatching our owner operated
vehicles and route optimization systems for our dedicated fleet of vehicles.

* Regulatory Management Systems, which support our export and import processing. These are
country specific to comply with local regulatory and reporting requirements.




» Material Management Systems, for our logistics, warehouse management and distribution
operations.

» Financial Management Systems, for our global accounting, intercompany settlement, receivables
and payable management, consolidation, and internal and external financial reporting.

Some of these applications are linked together through our data repositories or data warehouse to
enable us to deliver information and provide visibility both internally and externally.

Currently our Information Technology strategic initiatives include:

= continuing to focus on operating efficiencies and the integration of our service applications to
further expand and enhance the value of our supply chain management programs, eliminating
duplicate data entry on multiple systems;

» developing customer oriented information delivery tools using extranets and data marts, which
provide our customers direct access to information associated with their transportation, inventory
and logistics activity;

» continuing to use the Internet to provide easy access to this information using web-based tools;

» upgrading our financial management, human resources and international operational systems on a
global basis; and

* continuing to expand our business connectivity with our customers’ systems. This includes, but is
not limited to, receiving shipment requests, advance shipment notices, commercial invoices and
other data electronically from our customers and providing status information electronically back
to our customers.

Sales and Marketing

We market services and supply chain solutions through a global organization of nearly 550 full-time
sales people. Our sales organization continues to be one of our differentiating factors in the marketplace. All
of our leaders, from senior management down to the station managers, support our sales people with an active
and targeted selling approach. Our managers at each station are responsible for customer service and the daily
execution of customer requirements focusing on a level of service that we believe will exceed customer
expectations. This includes proactively managing existing customer requirements for accounts with national
and global scope as well as coordinating and communicating requirements for local customers or
national/global account affiliates. Our station managers are responsible for the overall results of their facility
and are empowered to make decisions to support our customers and return a fair profit. In addition, our
divisional and regional managers are responsible for the financial performance of the assigned stations within
their division or region. Our employees are available 24 hours a day, seven days a week to respond to our
customers.

Customer retention and strengthening current relationships to participate in new business
opportunities is important to us, and we emphasize this throughout our organization. Our logistics or “non-
transportation” revenues have grown at a greater rate than our transportation revenue, and we will continue to
market, design and execute supply chain solutions aimed at reducing our customer’s delivery costs and
strengthening our customer alliances. We continue to emphasize the development of national and global
accounts while aggressively targeting local accounts where we can leverage our array of services and North

10




America network. The larger, more complex accounts typically have many requirements ranging from very
detailed standard operating procedures on international opportunities to customized information technology
requirements. Our global network allows us to provide one-stop shopping solutions for these multi-national
organizations. We believe our recent growth and cost optimization has enabled us to more effectively
compete for and obtain many new accounts.
Customers

Our customers are manufacturers and distributors of a vast array of goods in many different industries
including, but not limited to, electronic and high-technology, automotive, oil and gas, energy, retail,
pharmaceutical and health care, machinery, printed matter, trade show materials and aerospace. We also
continue to expand our business with government agencies and defense entities globally. In 2004, no
customer accounted for more than 5% of our revenues. Despite this healthy diversification of customers,
adverse conditions in some of our larger business sectors could have an impact on our business should there
be a significant decrease in our customers’ volumes. We expect that demand for our services, and
consequently results of operations will continue to be sensitive to domestic and global economic conditions
and other factors we cannot directly control. As such, our focus will remain on expanding lines of business
with current customers and adding new accounts through our field and global sales teams.

In 2004, our principal customers included shippers of:

= computers and other electronic and high-technology equipment,

= automotive and aerospace components,

= governmental and military equipment,

= retail goods,

= fashion/apparel,

= trade show exhibit materials,

* telecommunications equipment,

* pharmaceuticals,

= printed and publishing materials,

» oil and gas equipment and

» construction and heavy equipment.
Regulation

Failure to comply with the applicable regulations or to maintain required permits or licenses could
result in substantial fines or revocation of our permits or authorities. We cannot give assurance as to the

degree or cost of future regulations on our business. Some of the regulations affecting our operations are
described below.
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Alr freight forwarding

Our business is subject to regulation as an indirect air cargo carrier under the Federal Aviation Act by
the U.S. Department of Transportation, although air freight forwarders are exempted from most of the Federal
Aviation Act’s requirements by the Economic Aviation Regulations. We are also regulated by the
Transportation Security Administration and the Department of Homeland Security. Our foreign air freight
forwarding operations are subject to similar regulation by the regulatory authorities of the respective foreign
jurisdictions. The air freight forwarding industry is subject to regulatory and legislative changes that can
affect the economics of the industry by requiring changes in operating practices or influencing the demand for,
and the costs of providing, services to customers.

Domestic local delivery services and domestic truck brokerage services

Our delivery operations are subject to various state and local regulations and, in many instances,
require permits and licenses from state authorities. In addition, some of our delivery operations are regulated
by the Surface Transportation Board of the U.S. Department of Transportation. These federal, state and local
authorities have broad powers, including the power to approve specified mergers, consolidations and
acquisitions and to regulate the delivery of some types of shipments and operations within particular
geographic areas. The Surface Transportation Board has the power to regulate motor carrier operations, to
approve some rates, charges and accounting systems and to require periodic financial reporting. Interstate
motor carrier operations are also subject to safety requirements prescribed by the U.S. Department of
Transportation. In some potential locations for our delivery operations, state and local permits and licenses
may be difficult to obtain. Our truck brokerage operations subject us to regulation as a property broker by the
Surface Transportation Board, and we have obtained a property broker license and surety bond.

Ocean freight forwarding

The Federal Maritime Commission, or FMC, regulates our ocean forwarding operations. The FMC
licenses ocean freight forwarders. Indirect ocean carriers (non-vessel operating common carriers) are subject
to FMC regulation, under the FMC tariff filing and surety bond requirements, and under the Shipping Act of
1984, particularly those terms proscribing rebating practices.

Customs brokerage

Our United States customs brokerage operations are subject to the licensing requirements of the U.S.
Department of Homeland Security and are regulated by the U.S. Customs and Border Protection (CBP). We
have received our customs brokerage license from the CBP and additional related government approvals to
conduct customs business in the U.S. Our foreign customs brokerage operations are licensed in and subject to
the regulations of their respective countries.

Security

As security measures have increased around the globe and the United States focuses more heavily on
import security, we have adopted certain measures to be well-positioned for the new U.S. government focus
on security. The U.S. Department of Homeland Security and the CBP have certified us as a member of the C-
TPAT. Further we were one of the first 100 members of C-TPAT to have our security procedures, standards
and technology validated by CBP in 2003. As part of our layered approach to supply chain security, we have
also been certified as a member of the Business Anti Smuggling Coalition (BASC). In December 2003, we
began the Prior Notice reporting of human and animal food shipments as required by the U.S. Food and Drug
Administration BioTerrorism Act. Further all of our facilities have been registered with the U.S. Food and
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Drug Administration as required by the BioTerrorism Act to ensure that we can meet the global transportation
needs of our customers. We are also anticipating and preparing for similar security initiatives outside the U.S.

Logistics and other services
Some portions of our warehouse operations require:

= registration under the Gambling Act of 1962 and a license or registration by the U.S. Department
of Justice,

= authorizations and bonds by the U.S. Treasury,

* alicense by the Bureau of Alcohol, Tobacco & Firearms of the U.S. Treasury and
» approvals by the U.S. Customs Service.

Environmental

In the United States, we are subject to federal, state and local provisions relating to the discharge of
materials into the environment or otherwise for the protection of the environment. Similar laws apply in many
foreign jurisdictions where we operate or may operate in the future. Although current operations have not
been significantly affected by compliance with these environmental laws, governments are becoming
increasingly sensitive to environmental issues, and we cannot predict what impact future environmental
regulations may have on our business. We do not anticipate making any material capital expenditures for
environmental control purposes.

Employees

We had over 10,200 employees at December 31, 2004, including approximately 550 sales personnel.
None of our employees are currently covered by a collective bargaining agreement. We have experienced no
work stoppages and consider our relations with employees to be good. Our owned or leased vehicles were
driven by approximately 130 of our employees as of December 31, 2004.

We pay our entire sales force and most of our operations personnel what we believe is significantly
more than the industry average through the use of incentive and commission programs. We offer a broad-
based compensation plan to these employees. Sales personnel are paid a gross commission based on the net
revenues of shipments sold. Operations personnel and management are paid bonuses based on the
profitability of their locations as well as on our overall profitability.

Independent contractors
We also had contracts with approximately 1,950 independent owner/operators of local delivery

services as of December 31, 2004. The independent owner/operators own, operate and maintain the vehicles
they use in their work for us and may employ qualified drivers of their choice.
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Executive Officers of the Registrant

The following table sets forth certain information concerning our executive officers as of March 8§,
2005:

Name Age  Position
James R. Crane........ccooveeiieiiieeeeceeecinn 51 Chairman of the Board of Directors and Chief
Executive Officer

Elijio V. Serrano...........ccoccovvvvieniiiincinen, 47 Chief Financial Officer

E. Joseph Bento........ccccovvvnivciiiniinincicans 42 Chief Marketing Officer and President of
North America

Ronald E. Talley ..., 53 Chief Operating Officer

Vittorio Favati ... 46 Executive Vice President ~ Asia Pacific

James R. Crane. Mr. Crane has served as our Chief Executive Officer and Chairman of the Board of
Directors since he founded EGL in March 1984.

Elijio V. Serrano. Mr. Serrano joined us as Chief Financial Officer in October 1999 and has served as
a director since 2000. From 1998 to 1999, he served as Vice President and General Manager for a Geco-
Prakla business unit at Schlumberger Limited, an international oilfield services company. From 1992 to 1998,
Mr. Serrano served as controller for various Schlumberger business units. From 1982 to 1992, he served in
various financial management positions within the Schlumberger organization.

E. Joseph Bento. Mr. Bento was appointed President of North America in July 2002 and Chief
Marketing Officer in September 2000. He joined us in February 1992 as an account executive. From March
1994 to December 1994, he served as a sales manager in Los Angeles, and from January 1995 to September
1997, he served as Regional Sales Manager (West Coast). From June 1994 to May 1995, he also served as
station manager in Los Angeles. Prior to assuming his current position, Mr. Bento held the position of
Executive Vice President of Sales and Marketing from March 1999 to August 2000 and Vice President of
Sales and Marketing from October 1997 to February 1999.

Ronald E. Talley. Mr. Talley was appointed Chief Operating Officer in March 2005. Mr. Talley has
also served as President of Select Carrier Group, a wholly owned subsidiary of EGL since July 2002. He
served as Chief Operating Officer, Domestic from December 1997 to June 2002. He joined us in 1990 as a
station manager and later served as a regional manager. In 1996, he served as a Senior Vice President of
Eagle Freight Services, and our truck brokerage and charter operations, and most recently, he has served as
Senior Vice President of our air and truck operations. Prior to joining us, Mr. Talley served as a station
manager at Holmes Freight Lines from 1982 to 1990. From 1979 to 1982, Mr. Talley held a variety of
management positions with Trans Con Freight Lines. From 1969 to 1979, Mr. Talley served in several
management positions at Roadway Express.

Vittorio Favati. Mr. Favati has been the Executive Vice President of Asia Pacific since 2001. Mr.
Favati has been with us since 1987, serving in various roles throughout the organization. Mr. Favati received
his Bachelors Degree of Business from Western Illinois University in 1983.
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Forward-Looking Statements

The statements contained in this document (including the portion, if any, appended to this Form 10-K
or incorporated by reference) that are not historical facts are, or may be deemed to be, forward-looking
statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Exchange
Act. Such forward-looking statements include, but are not limited to, those relating to the following:

the realignment of our sales organization including its effects
and costs synergies,

our plan to deploy global financial and operational
information technology systems,

the effect and benefits of the MIF acquisition,
our asset based credit facility,
the effects of the Circle integration plan,

the termination of joint venture/agency agreements and our
ability to recover assets in connection therewith,

our ability to improve our cost structure,

our ability to remediate material weaknesses within our
internal control over financial reporting,

consolidation of field offices (including the scope, timing and
effects thereof),

anticipated future recoveries from actual or expected
sublease agreements,

the sensitivity of demand for our services to domestic and
global economic conditions,

ability to fund operations,

expectations regarding the economy in the U.S. and general
global economic conditions,

expected growth,

the ability to obtain lower rates from airlines than what we
charge our customers,

the ability to obtain truck and trailer space by leveraging
relationships rather than owning assets outright,

construction of and consolidation into new facilities,

the development, implementation, upgrade and integration of
any of our information systems solutions,

the impact of taxes on our cash flow and profitability
{including the outcome of current tax audits),

our preparedness for security initiatives,

our ability to help our customers secure their global supply
chains,
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the impact of heightened security measures on our
ability to do business,

our ability to meet the requirements of the Trade Act of
200z,

the timing and amount of repurchases of our outstanding
common stock,

the effect of matters relating to the Commissioner's
Charge (including the settlement thereof),

the results, timing, outcome or effect of pending or
potential litigation and our intentions or expectations of
prevailing with respect thereto and the availability of
insurance coverage in connection therewith,

future operating expenses,
anticipated capital expenditures,
future margins,

use of credit facility proceeds,
fluctuations in currency valuations,
fluctuations in interest rates,

future acquisitions and any effects, benefits, results,
terms or other aspects of such acquisitions,

the effectiveness of our disclosure controls and
procedures,

the expected impact of changes in accounting policies
on our results of operations, financial condition or cash
flows,

the ability of expected sources of liquidity to support
working capital and capital expenditure requirements,

the tax benefit of any stock option exercises and

future expectations and outlook and any other
statements regarding future growth, cash needs,
terminals, operations, business plans and financial
results and any other statements which are not historical
facts.



Forward-looking statements in this Form 10-K (including the portion, if any, appended to the Form
10-K or incorporated by reference) are also identifiable by use of the following words and other similar
expressions, among others:

= “anticipate,” * “intend,”

=  “believe,” = “may,”

*  “budget.” = “might,”

« “could,” * “plan,”

= “estimate,” »  “predict,”

= “expect,” *  “project” and
=«  “forecast,” *  “should.”

Our actual results may differ significantly from the results discussed in the forward-looking
statements. Such statements involve risks and uncertainties, including, but not limited to, the matters
discussed in the subsection entitled “Factors That May Affect Future Results and Financial Condition” below,
as well as elsewhere in this document and in our other filings with the Securities and Exchange Commission.
If one or more of these risks or uncertainties materialize, or should underlying assumptions prove incorrect,
actual outcomes may vary materially from those indicated. We undertake no responsibility to update for
changes related to these or any other factors that may occur subsequent to this filing for any reason.

Factors That May Affect Future Results and Financial Condition

You should read carefully the following factors and all other information contained in this report. If
any of the risks and uncertainties described below or elsewhere in this report actually occur, our business,
financial condition or results of operations could be materially adversely affected. In that case, the trading
price of our common stock could decline, and an investor may lose all or part of his investment.

We may not be successful in growing either internally or through acquisitions.

Our growth strategy primarily focuses on internal growth in domestic and international freight
forwarding, local pick up and delivery, customs brokerage and truck brokerage and, to a lesser extent, on
acquisitions. Our ability to grow will depend on a number of factors, including:

» existing and emerging competition,

* ability to open new terminals,

= ability to operate profitably in the face of competitive pressures,

» the recruitment, training and retention of operating and management employees,

= the strength of demand for our services,

* the availability of capital to support our growth and

the ability to identify, negotiate and fund acquisitions when appropriate.
Acquisitions involve risks, including those relating to:

* the integration of acquired businesses, including different information systems,
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* the retention of prior levels of .business,

= the retention of employees,

= the diversion of management attention,

» the amortization of acquired intangible assets and
= unexpected liabilities.

We cannot assure you that we will be successful in implementing any of our business strategies or
plans for future growth.

Risks associated with operating in international markets could restrict our ability to expand globally
and harm our business and prospects.

We market and sell our services in the United States and internationally. We anticipate that
international sales will continue to account for a significant portion of our total revenues for the foreseeable
future. We presently conduct our international sales in the following geographic areas: North America,
Europe, Asia, Middle East, India, Africa, South America and South Pacific. Economic conditions, including
those resulting from wars, civil unrest, acts of terrorism and other conflicts may adversely affect the global
economy, our customers and their ability to pay for our services. There are numerous risks inherent in
conducting our business internationally, including:

= general political and economic instability in international markets, including heightened security
measures, which could impede our ability to deliver our services to customers and adversely affect

our results of operations,

* changes in regulatory requirements, which could restrict our ability to deliver services to our
international customers,

= export restrictions, tariffs, licenses and other trade barriers, which could prevent us from
adequately equipping our facilities worldwide,

= differing technology standards across countries, which may impede our ability to integrate our
services across international borders,

= increased expenses associated with marketing services in foreign countries, which could affect our
ability to compete,

= difficulties in staffing and managing foreign operations,
= the imposition of additional taxes in foreign jurisdictions,

* complex foreign laws and treaties, which could adversely affect our ability to operate our business
profitably, and

» (difficulties in collecting accounts receivable.

These and other risks could impede our ability to manage our international operations effectively,
limit the future growth of our business, increase our costs and require significant management attention.
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Events impacting the volume of international trade and international operations could adversely
affect our international operations.

Our international operations are directly related to and dependent on the volume of international trade,
particularly trade between the United States and foreign nations. This trade, as well as our international
operations, are influenced by many factors, including:

» economic and political conditions in the United States and abroad,
= major work stoppages,

= difficulties in managing overseeing foreign operations,

= exchange controls and currency fluctuations,

= wars, civil unrest, acts of terrorism and other conflicts, and

= United States and foreign laws relating to tariffs, trade restrictions, foreign investment and
taxation.

Trade-related events beyond our control, such as a failure of various nations to reach or adopt
international trade agreements or an increase in bilateral or multilateral trade restrictions, could have a
material adverse effect on our international operations.

Our business is subject to seasonal trends.

Historically, our operating results have been subject to seasonal trends, when measured on a quarterly
basis. Typically, our first fiscal quarter is weaker when compared to our other fiscal quarters of the
corresponding year. The seasonality of our business is a result of a variety of factors, including holiday
seasons, consumer demand, economic conditions and other factors beyond our control. As we cannot predict
or influence these factors, we cannot be certain that the seasonal trends will continue in future periods as they
have in our historical operating patterns.

Currency devaluations in the foreign markets in which we operate could decrease demand for our
services.

We denominate some of our foreign sales in U.S. dollars. Consequently, decreases in the value of
local currencies relative to the U.S. dollar in the markets in which we operate could adversely affect the
demand for our services by increasing the price of our services in the currencies of the countries in which they
are sold.

Currency fluctuations in the foreign markets in which we operate could result in currency translation
exchange gains or losses or could increase or decrease the book value of our net assets.

Appreciation or depreciation in the value of local currencies relative to the U.S. dollar in the markets
in which we operate will result in currency translation exchange gains or losses, which, if the appreciation or
depreciation is significant, could be material. Additionally, the revenues, expenses, assets and liabilities of our
international operations are denominated in each country’s local currency. As such, when the value of those
revenues, expenses, assets and liabilities are translated into U.S. dollars, foreign currency exchange rates may
adversely affect our results of operations and the book value of our net assets.
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Our effective income tax rate will impact our results of operations, our cash flows and our
profitability.

As a global company, we generate taxable income in different countries throughout the world, with
different effective income tax rates. Our future effective income tax rate will be impacted by a number of
factors, including the geographical composition of our worldwide taxable income. If the United States or
foreign tax authorities were to change applicable tax laws or successfully challenge the manner in which our
income taxes are currently recognized, our effective income tax rate could increase, which would adversely
impact our cash flow and profitability.

If we fail to develop, deploy and integrate financial and operational information technology systems
or if we fail to upgrade or replace our information technology systems to handle increased volumes
and levels of complexity, meet the demands of our customers and protect against disruptions of our
operations, our business may be seriously harmed.

We are undertaking various initiatives to upgrade the information technology systems supporting our
services in order to improve operational efficiencies and increase connectivity with our customers’ and trading
partners’ systems in a timely and cost-effective manner. The failure of the hardware or software that supports
our information technology systems, the loss of data contained in the systems, or the inability to access or
interact with our customers electronically through our web site could significantly disrupt our operations,
prevent customers from placing orders or cause us to lose customers. If our information technology systems
are unable to manage additional volume for our operations as our business grows, our service levels and
operating efficiency could decline. If we fail to hire and retain qualified personnel to implement, maintain and
protect our information technology systems, or if we fail to upgrade our systems to meet demands of our
customers, our business could be seriously harmed.

If we fail to protect our confidential information, including our intellectual property rights, we may
lose market share and our financial condition may be materially adversely affected.

We rely on a combination of copyright, trademark and trade secret laws and confidentiality
procedures to protect our intellectual property rights and other confidential information. These protections
may not be sufficient, and they do not prevent independent third parties from developing competitive products
and services. A failure to protect our confidential information from unauthorized use or disclosure could
diminish the value of our confidential information and our financial condition may be materially adversely
affected.

Heightened security measures as a result of terrorist threats have created economic, political and
regulatory uncertainties, some of which may materially harm our business and prospects and our
ability to conduct business.

The national and global responses to terrorist threats, including heightened security measures, may
materially and adversely affect us in ways we cannot currently predict. Some of the possible future effects
include reduced business activity by our customers, changes in security measures or regulatory requirements
for air travel and reductions in available commercial flights that may increase our costs or make it more
difficult for us to arrange for the transport of our customers’ freight and increased credit and business risk for
customers in industries affected by heightened security measures and threats of additional terrorist attacks.

Our ability to serve our customers depends on the availability of cargo space from other parties.

Our ability to serve our customers depends on the availability of air and sea cargo space, including
space on passenger and cargo airlines and ocean carriers that service the transportation lanes that we use.
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Shortages of cargo space are most likely to develop during holidays (with increased consumer spending) and
in especially heavy transportation lanes (such as in Asia). In addition, available cargo space could be reduced
as a result of decreases in the number of passenger airlines or ocean carriers serving particular transportation
lanes at particular times. This could occur as a result of economic conditions, transportation strikes,
regulatory changes and other factors beyond our control. Our future operating results could be adversely
affected by significant shortages of suitable cargo space and associated changes in policies such as increases in
rates and the cost of fuel, taxes and labor charged by passenger airlines or ocean carriers for cargo space.

We are subject to market pricing by our suppliers (airlines, steamships, and trucking companies). If
we are not able to pass these costs on to our customers, our profitability will be impacted.

“Sell” rates to our major customers are normally agreed upon for the term of the contract, with
provisions allowing for fuel, war and security surcharges. The prices we pay for cargo space with our major
suppliers is dependent on our volumes and relationships with our suppliers. If our relationships deteriorate or
there are changes in management with our suppliers or with us that negatively impact such relationships, we
may be unable to negotiate similar rates with our suppliers for such cargo space.

We may lose business to competitors.

Competition within the freight industry is intense. We compete in North America primarily with fully
integrated carriers and smaller freight-forwarders. Internationally, we compete primarily with the major
European based freight forwarders, Expeditors International, BAX, UPS and other freight forwarders. We
expect to encounter continued competition from those forwarders that have a predominantly international
focus and have established international networks, including those based in the United States and Europe. We
also expect to continue to encounter competition from other forwarders with nationwide networks, regional
and local forwarders, passenger and cargo air carriers, trucking companies, cargo sales agents and brokers, and
carriers and associations of shippers organized for the purpose of consolidating their members’ shipments to
obtain lower freight rates from carriers. As a customs broker and ocean freight forwarder, we encounter
strong competition in every port in which we do business, often competing with large domestic and foreign
firms as well as local and regional firms. Our inability to compete successfully in our industry could cause us
to lose customers or lower the volume of our shipments.

Our industry is consolidating and if we are unable to gain sufficient market presence in our industry,
we may not be able to compete successfully against larger, global companies in our industry.

There has been an increasing trend in our industry toward consolidation of the niche players and larger
companies, which are attempting to increase their global operations through the acquisition of freight
forwarders and contract logistics providers. If we are unable to gain sufficient market share in our industry
through internal growth, we may not be able to compete successfully against larger, global companies in our
industry.

If we are unable to remediate material weaknesses within our internal control over financial
reporting, our results of operation could be materially adversely affected.

Based on our assessment of the effectiveness of our internal control over financial reporting,
management concluded that, as of December 31, 2004, we did not maintain effective internal control over our
financial reporting due to material weaknesses in our accounting for income taxes and account reconciliation
processes, procedures and controls. See “Item 9A - Controls and Procedures.” Our inability to remediate
material weaknesses in our internal control over financial reporting could result in material misstatements in
our financial statements, which could result in additional restatements or impact our ability to timely file our
financial statements in the future.
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Our success depends on the efforts of our founder and other key managers and personnel.

Our founder, James R. Crane, continues to serve as Chief Executive Officer and Chairman of the
Board of Directors. We believe that our success is highly dependent on the continuing efforts of Mr. Crane
and other executive officers and key employees, as well as our ability to attract and retain other skilled
managers and personnel. The loss of the services of any of our key personnel could have a material adverse
effect on us.

If we are unable to limit our exposure for customers’ claims through contract terms and insurance
coverage, we could be required to pay large amounts as compensation for their claims and our results
of operations could be materially adversely affected.

Typically, we limit our liability in contracts with our customers for loss or damage to their goods.
However, as a freight forwarder, the airline or ocean carriers that we use generally assume the same
responsibility to us as we assume to our customers. When we act in the capacity of an authorized agent for an
air or ocean carrier, the carrier, rather than us, assumes liability for the safe delivery of the customer’s cargo to
its ultimate destination. We have, from time to time, made payments to customers for claims related to our
services. Should we experience an increase in the number of such claims or an increase in liability pursuant to
claims or unfavorable resolution of claims, our results could be adversely affected. There can be no assurance
that our insurance coverage will provide us with adequate coverage for such claims or that the maximum
amount for which we are liable in connection with our services will not change in the future. In addition,
significant increases in insurance costs as a result of claims arising from our services could reduce our
profitability.

We are subject to claims arising from our pick up and delivery operations.

We use the services of thousands of drivers in connection with our local pick up and delivery
operations. From time to time, these drivers are involved in accidents. Although most of these drivers are
independent contractors, we could be held liable for their actions. Claims against us may exceed the amount
of insurance coverage. A material increase in the frequency or severity of accidents, liability claims or
workers’ compensation claims, or unfavorable resolutions of claims, could materially adversely affect us. In
addition, significant increases in insurance costs as a result of these claims could reduce our profitability.

We could incur additional expenses or taxes if the independent owner/operators we use in connection
with our local pick up and delivery operations are found to be “employees " rather than “independent
contractors.”

The Internal Revenue Service, state authorities and other third parties have at times successfully
asserted that independent owner/operators in the transportation industry, including those of the type we use in
connection with our local pick up and delivery operations, are “employees” rather than “independent
contractors.” Although we believe that the independent owner/operators we use are not employees, and have
tailored our program specifically to avoid this categorization, the IRS, state authorities or others could
challenge this position, and federal and state tax or other applicable laws, or interpretations of applicable laws,
could change. If they do, we could incur additional employee benefit-related expenses and could be liable for
additional taxes, penalties and interest for prior periods and additional taxes for future periods.
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The failure of our policies and procedures which are designed to prevent the unlawful transportation
or storage of hazardous, explosive or illegal materials could subject us to large fines, penalties or
lawsuits.

We are subject to a broad range of foreign and domestic (including state and local) environmental,
health and safety and criminal laws and regulations, including those governing discharges into the air and
water, the storage, handling and disposal of solid and hazardous waste and the shipment of explosive or illegal
substances. In the course of our operations, we may be asked to arrange for the storage or transportation of
substances defined as hazardous under applicable laws. As is the case with any such operation, if a release of
hazardous substances occurs on or from our facilities or from the transporter, we may be required to
participate in the remedy of, or otherwise bear liability for, such release or be subject to claims from third
parties whose property or person is injured by the release. In addition, if our employees arrange for the
storage or transportation of hazardous, explosive or illegal materials in violation of applicable laws or
regulations, we may face civil or criminal fines or penalties, including bans on making future shipments in
particular geographic areas. In the event we are found to not be in compliance with applicable environmental,
health and safety laws and regulations or there is a future finding that our policies and procedures fail to
satisfy requisite minimum safeguards or otherwise do not comply with applicable laws or regulations, we
could be subject to large fines, penalties or lawsuits.

Our failure to comply with governmental permit and licensing requirements could results in
substantial fines or revocation of our operating authorities, and changes in these requirements could
adversely affect us.

Our operations are subject to various state, local, federal and foreign regulations that in many
instances require permits and licenses. Moreover, costs for security as a result of governmental regulations
that have been and will be adopted in response to terrorist activities and potential terrorist activities,
government deregulation efforts, “modernization” of the regulations governing customs clearance and changes
in the international trade and tariff environment could require material expenditures or otherwise adversely
affect us. We may not be able to pass these increased costs on to our customers in the form of rate increases
or surcharges. We cannot predict what impact future regulations may have on our business. Our failure to
maintain required permits or licenses, or to comply with applicable regulations, could result in substantial
fines or revocation of our operating authorities.

Our chairman beneficially owns approximately 16.4% of our outstanding common stock and has the
greatest influence of any of our stockholders.

James R. Crane beneficially owns approximately 16.4% of our outstanding common stock. Based on
the ownership positions of our current stockholders, his ability to influence matters submitted to a vote of
stockholders is greater than any other stockholder.

Provisions of our charter, bylaws and shareholder rights plan and of Texas law may delay or prevent
transactions that would benefit stockholders.

Our articles of incorporation and bylaws and Texas law contain provisions that may have the effect of
delaying, deferring or preventing a change of control. These provisions, among other things:

= authorize our Board of Directors to set the terms of preferred stock,

» provide that any stockholder who wishes to propose any business or to nominate a person or
persons for the election as director at any meeting of stockholders may do so only if advance notice
is given to our corporate secretary,
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* restrict the ability of stockholders to take action by written consent and
* restrict our ability to engage in transactions with some 20% stockholders.

Because of these provisions, persons considering unsolicited tender offers or other unilateral takeover
proposals may be more likely to negotiate with our board of directors rather than pursue non-negotiated
takeover attempts. In addition, we have adopted a shareholder rights plan that will cause substantial dilution
to any person or group that attempts to acquire us without the approval of our board of directors. The
provisions of our charter, bylaws and shareholder rights plan may make it more difficult for our stockholders
to benefit from transactions that are opposed by an incumbent board of directors.

ITEM 2. Properties

The properties used in our domestic and foreign operations consist principally of air and ocean freight
forwarding offices, customs brokerage offices and warehouse and distribution facilities. Our freight
forwarding terminal locations are typically located at or near major metropolitan airports and occupy between
1,000 and 509,000 square feet of leased or owned space and typically consist of offices, warehouse space,
bays for loading and unloading and facilities for packing. Terminals are managed by a station manager who is
assisted by operation managers. We also have locations that are limited to sales and administrative activities.
The leased terminals are under noncancelable leases that expire on various dates through 2025. From time to
time, we may expand or relocate terminals to accommodate growth.

The following table sets forth certain information as of December 31, 2004 concerning the number of
our domestic and foreign facilities and freight handling terminals:

Owned Leased Total

North America ..........ocecoovieecevicennns 3 135 138
South America ..........ccocovieeerciiennns 4 23 27
Europe and Middle East.................... 12 123 135
Asia and South Pacific.................... 14 84 98
Total. .o 33 365 398

As of December 31, 2004, we leased our corporate office which occupied approximately 149,000
square feet of space in a facility located in Houston, Texas.

For further information regarding our lease commitments, see note 18 of the notes to our consolidated
financial statements.

ITEM3. Legal Proceedings

In December 1997, the U.S. Equal Employment Opportunity Commission (‘EEOC”) issued a
Commissioner’s Charge pursuant to Sections 706 and 707 of Title VII of the Civil Rights Act of 1964, as
amended (“Title VII"). In the Commissioner’s Charge, the EEOC charged us and certain of our subsidiaries
with violations of Section 703 of Title VII, as amended, the Age Discrimination in Employment Act of 1967,
and the Equal Pay Act of 1963.

In May through July 2000, eight individuals filed suit against us in the United States District Court for
the Eastern District of Pennsylvania in Philadelphia, alleging gender, race and national origin discrimination,
as well as sexual harassment. The individual plaintiffs sought to certify a class of approximately 1,000 of our
current and former employees and applicants.
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On December 29, 2000, the EEOC filed a Motion to Intervene in the Philadelphia litigation, which
was granted by the Court in Philadelphia on January 31, 2001. In addition, the Philadelphia Court also
granted our motion that the case be transferred to the United States District Court for the Southern District of
Texas — Houston Division where we had previously initiated litigation against the EEOC due to what we
believed to have been inappropriate practices by the EEOC in the issuance of the Commissioner’s Charge and
in the subsequent investigation.

On October 2, 2001, we and the EEOC announced the filing of a Consent Decree settlement. Under
the Consent Decree, we agreed to pay $8.5 million into a fund to compensate individuals who claim to have
experienced discrimination (“Settlement Fund”). In addition, we agreed to contribute $500,000 to establish a
Leadership Development Program (LDP). In entering the Consent Decree, we made no admission of liability
or wrongdoing. The Consent Decree was approved by the District Court in Houston on October 1, 2001 and
became effective on October 3, 2002 following the dismissal of all appeals related to the Decree.

The Claims administration process under the Consent Decree was completed by EGL and the EEOC
in early 2005. Of the 2,073 claims received, only 203 were deemed to be eligible for a monetary distribution
from the Settlement Fund. The total distribution amount for these 203 claims is approximately $903,000.
EGL and the EEOC submitted a proposed agreement to the Court in February 2005 regarding disbursements
of the excess funds in the Settlement Fund. On February 10, 2005 the Court entered an Order directing that
EGL recapture $6.0 million plus accrued interest from the Settlement Fund. Release of these funds is
expected to result in $6.0 million in income in the first quarter of 2005. The Court also approved the parties’
agreement to transfer $1.4 million to the LDP. From that amount, EGL has reimbursed itself $582,000 for
corporate funds previously expended on LDP expenses. The Court further approved the parties’ agreement to
retain $1.1 million in the Settlement Fund for the payment of eligible claims. Notices are being sent currently
to eligible claimants who will have a forty-five day period to accept a monetary distribution or “opt out” of the
Consent Decree settlement. Eligible claimants may also object to an award, but to do so they must notify the
Claims Administrator within thirty days of the date of their eligibility notice. To the extent any additional
claims are determined to be eligible as a result of the objection process, any additional monetary distributions
will be drawn from the $1.1 million reserved in the Settlement Fund. If any funds remain in the Settlement
Fund after payment of all claims, the remainder shall be deposited in the LDP.

To the extent any of the individual plaintiffs or any other persons who might otherwise be covered by
the settlement opt out of the settlement, we intend to continue to vigorously defend against their allegations.
We currently expect to prevail in our defense of any remaining individual claims. There can be no assurance
as to what amount of time it will take to resolve any other lawsuits and related issues or the degree of any
adverse affect these matters may have on our financial condition and results of operations. A substantial
settlement payment or judgment could result in a significant decrease in our working capital and liquidity and
recognition of a loss in our consolidated statement of operations.

In July 2002, Kitty Hawk, Inc., a provider of air transportation services, filed a demand for binding
arbitration against us with the American Arbitration Association to resolve its claim for freight transportation
services rendered to us. In response, we asserted certain counterclaims. In July 2002, we recorded a liability
of $1.5 million for our estimated exposure for Kitty Hawk's claim. Arbitration hearings were held during
June 2003 and the parties submitted their final post-hearing briefs. In August 2003, the arbitrators ruled in
favor of Kitty Hawk, awarding Kitty Hawk $3.8 million. We filed a motion to modify and correct the award,
which was denied by the arbitrators in September 2003 and, therefore, we increased our liability to $3.8
million. We paid Kitty Hawk $2.0 million in 2003 and the remaining balance of $1.8 million was paid during
2004.
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In addition, we are party to routine litigation incidental to our business, which primarily involves other
employment matters or claims for goods lost or damaged in transit or improperly shipped. Many of the other
lawsuits to which we are a party are covered by insurance and are being defended by our insurance carriers.
We have established accruals for these other matters and it is management’s opinion that resolution of such
litigation will not have a material adverse effect on our consolidated financial position. However, a substantial
settlement payment or judgment in excess of our accruals could have a material adverse effect on our
consolidated results of operations or cash flows.

ITEM 4. Submission of Matters To a Vote of Security Holders

No matters were submitted to a vote of security holders during the fourth quarter of our fiscal year
ended December 31, 2004.

PART II

ITEM 5.  Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Our common stock trades on the NASDAQ National Market tier of The NASDAQ Stock Market
under the symbol EAGL. The following table sets forth the quarterly high and low sales prices for each
indicated quarter of 2003 and 2004.

Quarter Ended High Low

March 31, 2003 ...coooovivns $ 1518 $ 11.63
June 30,2003, 16.90 14.43
September 30, 2003................... 20.22 14.95
December 31, 2003..........c......... 20.09 16.00
March 31, 2004 ...........ccoovern. $ 18.25 $ 1472
June 30, 2004..................... 26.60 17.88
September 30, 2004 30.68 2251
December 31, 2004.................... 35.00 28.11

The closing price for our common stock was $24.81 on March 15, 2005. There were approximately
329 stockholders of record (excluding brokerage firms and other nominees) of our common stock as of March
15, 2005.

Dividends

Since our initial public offering in November 1995, EGL has not paid cash dividends on our common
stock. It is the current intention of our management to retain earnings to finance the growth of our business in
lieu of paying dividends. Our credit facility contains covenants that restrict our ability to pay dividends unless
we maintain certain leverage ratios. See Management’s Discussion and Analysis of Financial Condition and
Results of Operations — Liquidity and Capital Resources for a discussion of our credit facility.

Convertible Subordinated Notes

As of December 17, 2004, all of the note holders of the entire $100 million aggregate principal
amount of 5% convertible subordinated notes due December 15, 2006 converted their notes into an aggregate
of 5,736,074 shares of common stock pursuant to the terms of the note and the indenture, dated as of
December 7, 2001. We received no consideration upon conversion of the notes into shares of our common
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stock. The issuance of the shares into our common stock upon conversion of the notes is exempt from
registration pursuant to Section 3(a){(9) of the Securities Act of 1933, as amended. No commission or other
remuneration was paid or given, directly or indirectly, by us in connection with the exchange of notes for
common stock.

ITEM 6. Selected Financial Data

The following table sets forth selected financial data that have been derived from our consolidated
financial statements. The 2003 and 2002 balance sheet data and 2001 and 2000 statement of operations and
balance sheet data have been restated to reflect adjustments that are further discussed in Item 7,
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” and in note 2 of
the notes to our consolidated financial statements. The information set forth below is not necessarily
indicative of results of future operations and should be read in conjunction with Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and our consolidated financial
statements and notes thereto, included elsewhere in this report.

Year Ended December 31,
2004 2003 2002 2001 2000
(Restated)(1) (Restated) (1) (Restated)(1)(8) (Restated) (1) (8)

(in thousands, except per share amounts)
Statement of Operations Data:

ReVEeNUES........cocvvnvriviaeeiiece e $ 2,741,392 $ 2,143,419 $ 1,842,897 $ 1,859,966 $ 2079863
Net revenues (2) .....ccooeevevveveennn. 865,366 735,252 672,132 643,400 719,512
Operating income (loss) (3)(4)(5) . 81,324 44,765 29,672 (58,978) 7,757
Net income (loss) B){7) ..oeovnvernen. 50,878 23,945 9,434 (45,618) (3.211)
Basic earnings (loss) per share ..... $ 1.11 $ 0.51 3 0.20 $ (0.96) $ (0.07)
Basic weighted average shares

outstanding .......cecoovevniriirnnn, 45,813 47,204 47,610 47,558 46,600
Diluted earnings (loss) per share .. $ 1.05 $ 0.50 $ 0.20 $ (0.96) $ 0.07)
Diluted weighted average shares

outstanding ........c.cccovovvvrnneins 51914 47 481 47,811 47,558 46,600
Balance Sheet Data (at year end):
Working capital.............cccoooii $ 287,569 § 226,765 $ 204,082 $ 190,253 § 238,843
Total aSSetS.......ccoevvivvieirireiiererenn, 1,100,089 941,606 842,074 813,182 902,408

Long-term indebtedness and
capital leases, net of current
POTHON oot 14,802 115,859 107,330 106,339 94,032

Stockholders’ equity .....cccoeccennee. 552,534 405,503 367,448 356,998 400,115

(1) During the completion of the financial statements for the year ended December 31, 2004, we
identified the following errors in our historical financial statements: (i) we determined that we had
understated deferred tax expense related to unrepatriated earnings of certain foreign operations for
periods prior to January 1, 2002; (ii) we historically had not been recognizing rent expense on a
straight-line basis over the term of the operating lease for certain of our facility leases; (iii) we had
errors in account reconciliations within our operations in the United States, the United Kingdom
and Mexico; and (iv) we determined certain revenues and costs of transportation presentations
within the United States and certain international locations were not in accordance with our
revenue recognition policy with regards to reporting revenues when acting as an indirect carrier
versus an authorized sales agent. These errors resulted in restatements of our 2003 and 2002
balance sheet data and 2001 and 2000 statements of operations and balance sheet data. See note 2
of the notes to our consolidated financial statements for a further discussion of the restatements.
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(2)

(3)

2003 includes a charge of $2.3 million or $1.4 million net of tax ($0.03 per diluted share) for
settlement of the claim by Kitty Hawk. See note 18 of the notes to our consolidated financial
statements.

2002, 2001 and 2000 include transaction, integration and restructuring charges related to the
merger with Circle totaling $5.7 million or $3.5 million net of tax ($0.07 per diluted share), $14.0
million or $8.5 million net of tax ($0.18 per diluted share) and $67.4 million or $49.9 million net
of tax ($1.07 per diluted share), respectively.

2001 includes a charge of $10.1 million or $6.2 million net of tax ($0.13 per diluted share) related
to the EEOC legal settlement. 2003 includes a credit of $1.4 million or $870,000 net of tax ($0.02
per diluted share) for reversal of a portion of the EEOC legal settlement accrual recorded in 2001.
See note 17 of the notes to our consolidated financial statements.

2002 includes grant proceeds of $8.9 million or $5.4 million net of tax ($0.11 per dituted share)
received in the third quarter of 2002 from the United States Department of Transportation under
the Air Transportation Safety and System Stabilization Act signed into law on September 22,
2001. See note 3 of the notes to our consolidated financial statements.

2002 includes a charge of $7.4 million or $4.5 million net of tax ($0.10 per diluted share) for
impairment of our investment in Miami Air and accrual for our exposure on a standby letter of
credit related to our investments. 2003 includes a credit of $1.3 million or $800,000 net of tax
($0.02 per diluted share) for reversal of the accrual for our exposure on the standby letter of credit
related to our investment in Miami Air. See note 8 of the notes to our consolidated financial
statements.

2004 includes $12.6 million or $7.3 million net of tax ($0.14 per diluted share) in gains on the sale
of our investments in TDS Logistics, Inc. and Miami Air. See note 8 of the notes to our
consolidated financial statements.

Our 2004 Annual Report on Form 10-K filed with the SEC on March 31, 2005 incorrectly
reported the effects on periods prior to 2002 of our restatement for deferred tax related to
unrepatriated earnings of certain foreign operations, straight-line rent expense and a cash account
reconciliation error in our Mexico operations. Following is summary financial data, as previously
reported in our 2004 Annual Report on Form 10-K, and as restated to reflect the effects of the
restatement in the appropriate years.

Year Ended December 31,
2001 2000
As previously As previously
reported Restated reported Restated
(in thousands, except per share amounts)

Statement of Operations Data:

Operating income (10SS).........cccc...... $§ (61,712 $  (58,978) $ 9,892 $ 7.757
Net10SS ..o (49,270) (45.618) (722} 3,211)
Basic loss per share ........coocccvevninne (1.04) (0.96) (0.02) 0.07)
Diluted loss per share .........cccoooeeee (1.04) (0.96) 0.02) 0.07)
Balance Sheet Data (at year end):

Working capital ..........cccoooicneinin $ 190,253 $ 190,253 $ 240,484 $ 238,843
Total assets .......ccooeviveeeiiirieiieeie 813,182 813,182 904,225 902,408
Stockholders’ equity ........cocveennceen, 356,998 356,998 403,767 400,115
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ITEM 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following management’s discussion and analysis of financial condition and results of operations
should be read in conjunction with our consolidated financial statements and notes thereto included elsewhere
in this report. In addition, for information on our critical accounting policies and the judgment made in their
application, please read “Critical Accounting Policies and Estimates” beginning on page 42.

Restatement of Previously Issued Financial Statements

We have restated our historical financial statements for 2002, 2003 and the first three quarters of
2004. The adjustments reflected in our restated financial statements are comprised primarily of the following
items:

Deferred income taxes for unrepatriated earnings of certain foreign entities. We determined that we
had understated deferred tax expense related to unrepatriated earnings of certain foreign operations for periods
prior to January 1, 2002. We had previously disclosed in a current report on Form 8-K on March 8, 2005, that
these adjustments reduced retained earnings as of January 1, 2002 by $4.0 million. However, further analysis
led to an additional adjustment of $2.6 million. These adjustments in total reduced retained earnings as of
January 1, 2002 by $6.6 million and increased noncurrent deferred income tax liabilities for each of the
periods restated.

Recognition of straight-line rent expense when the lease term in a real estate operating lease contains
a period where there are free or reduced rents (commonly referred to as “rent holidays ") and scheduled rent
increases. We historically had not been recognizing the rent expense on a straight-line basis over the term of
the operating lease for certain of our facility leases. These adjustments reduced retained earnings as of
January 1, 2002 by $0.9 million, increased net income for the nine months ended September 30, 2004 by $0.5
million and increased accrued selling, general and administrative expenses and other liabilities by $1.5 million
as of December 31, 2002 and 2003 and by $775,000, $690,000 and $664,000 as of March 31, 2004, June 30,
2004 and September 30, 2004, respectively.

Reconciliation of various account balances. With respect to our operations in Mexico, account
reconciliation adjustments for errors reduced retained earnings as of January 1, 2002 by $1.6 million, cash and
cash equivalents by $1.8 million and other receivables by $620,000 and increased accrued salaries and related
costs by $59,000 and accrued selling, general and administrative expenses and other liabilities by $104,000.
Other than Mexico, adjustments to correct account balances increased net income for the nine months ended
September 30, 2004 by $1.3 million and affected various accounts within our consolidated balance sheets as
detailed in the tables within note 2 of the notes to our consolidated financial statements.

Reclassification adjustments. ~ We determined certain revenues and costs of transportation
presentations within the US and certain international locations were not in accordance with our revenue
recognition policy with regards to reporting revenues when we act as an indirect carrier versus an authorized
cargo sales agent. For 2002 and 2003, our revenues and costs of transportation were reduced by $26.4 million
and $28.3 million, respectively. For the nine months ended September 30, 2004, revenues and costs of
transportation were reduced by $5.4 million. The reclassification had no effect on net revenues, operating
income or net income. In addition, certain amounts were reclassified on the consolidated balance sheets as of
December 31, 2002 and 2003 and March 31, 2004 related to reclassifying minority interest payable to
goodwill for our buyout of a minority interest partner in Thailand completed in 2001, netting of income tax
receivables by tax jurisdictions and reclassifying current and long-term portions of certain liabilities.
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The cumulative effect of the adjustments reduced retained earnings as of January 1, 2002 by $9.1
million and increased net income for the nine months ended September 30, 2004 by $1.8 million. Net income
for 2002 and 2003 remain unchanged. The $1.8 million adjustment to net income for the nine months ended
September 30, 2004 resulted from an increase in first quarter net income of $1.3 million, an increase in second
quarter net income of $1.4 million and a reduction in third quarter net income of $0.9 million.

All applicable amounts relating to these restatements have been reflected in the consolidated financial
statements. The following discussion gives effect to these corrections. See note 2 of the notes to our
consolidated financial statements.

Overview

The primary macroeconomic growth indicators of our business include general growth in the
economy, international trade, particularly out of Asia, the level of high-tech spending and the increase in
outsourcing of logistics projects. Business drivers that we control and focus on internally are our ability to:
() link transportation services with our logistics services, (ii) cross-sell our services to existing and
prospective customers and (iii) collaborate with our customers to provide flexible, cost-effective and profitable
supply chain solutions.

We achieved revenues of $2.74 billion for the year ended December 31, 2004, a 28% increase over
revenues of $2.14 billion in 2003. Our financial position was strengthened by record gross and net revenues
throughout 2004. Despite growth in our business, we remain committed to leveraging our infrastructure by
containing our operating expenses and improving our yield management in 2005.

Our results of operations in 2004 were impacted by, among other things, the following:

» leveraging our global network to increase volumes across all service offerings and geographic
divisions;

* improved volumes in North America forwarding market;

» the divestiture of non-core investments (Miami Air and TDS Logistics) and buyout of joint
ventures in France, Spain and Portugal to focus on our core competencies;

= the faster rate of growth in lower margin (but higher net revenue per shipment) service offerings
(international air and ocean) coupled with escalating ocean and airline rates and fuel surcharges;

» costs associated with compliance efforts with Section 404 of the Sarbanes-Oxley Act;
» our effective tax rate;

= the repurchase of 3.4 million shares of our common stock at an aggregate cost of $17.37 per share
pursuant to our stock repurchase program;

= the issuance of 5.7 million shares of our common stock upon the conversion of all outstanding
$100 million 5% convertible subordinated notes;

= entering into a new, $150 million unsecured revolving credit facility;
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* improved operational efficiencies which contributed to an increase in operating income by 82%
compared to 2003; and

= continuing the deployment of information technology systems globally.

Leveraging our global network. In 2004, we leveraged our global network and our ability to cross-sell
services to increase volumes for all of our service offerings in all geographic divisions. In addition, our
balanced product offering enabled us to provide flexible solutions to our customers both domestically and
internationally. In 2004, we continued to leverage our low cost North America network and customer base, as
customers increasingly moved products overseas directly to U.S. distribution and retail centers.

North America forwarding market. Deferred shipment (third through fifth day) volumes increased by
3.0% in 2004 versus a decline of 23.8% in 2003 and priority (next flight out, next day or second day) volumes
showed an increase of 1.9% in 2004 versus a decline of 5.9% in 2003. In addition, U.S. imports and exports
continue to increase, reflecting the strength of the U.S. economy and the continued shift of production
overseas. The improvement in domestic shipment volumes added significantly to our increase in gross
revenues during the year and improved results of operations. Our 2004 results highlight the ability of our low
cost domestic model to generate domestic growth with a mix of priority and deferred shipments.

Divestitures of non-core investments and buyout of joint venture interests. In 2004, we eliminated
non-core investments and joint venture interests in order to focus on our core competencies for our customers.
[n May 2004, we sold our investment in Miami Air in exchange for approximately $6.7 million in cash. Asa
result of the sale, we were released as guarantor of Miami Air’s letter of credit and terminated the $3.0 million
standby letter of credit for Miami Air. We no longer have a relationship with Miami Air. In August 2004,
TDS Logistics, Inc., in which we held a 40% interest, was sold to an unrelated party. As a result, we
eliminated an interest in a non-core business and recorded a $5.9 million gain in non-operating income for our
investment and cash proceeds of approximately $45.3 million, excluding approximately $5.5 million of our
sale proceeds held in escrow. In addition, we acquired the remaining interests in joint ventures in France,
Spain and Portugal (the latter two from the former chief executive officer of Circle) during the first half of
2004. As a result, we eliminated the joint venture structure in Europe that was a remnant of the merger with
Circle and will retain 100% of the profits in France, Spain and Portugal going forward.

Net revenue margins. As we were able to cross-sell our services to our customers, our net revenues in
2004 were impacted by the growth of service offerings with different margins - our ocean and international air
service offerings with lower net revenue margins but higher net revenue per shipment grew at faster rates than
our domestic offerings. For example, increases in ocean and international shipments increase our gross
revenues, but they have a lower margin, which causes our overall margins to decrease. In addition, the
traditional peak season rates (beginning in the third quarter and extending into the fourth quarter), together
with higher fuel and security surcharges (second half of 2004) and tighter capacity (year long), continued to
impact our air and ocean margins. Management believes that as we improve our ability to address the global
factors affecting rates for our service offerings, including, but not limited to, ensuring that our customers
absorb traditional pass-through costs and effective management of contract rates during peak seasons, our
margins should improve across all geographic divisions and service offerings.

Costs associated with compliance efforts with Section 404 of the Sarbanes-Oxley Act. In 2004, we
incurred expenses of $4.3 million for consulting and audit fees as a result of compliance efforts with respect to
Section 404 of Sarbanes-Oxley. Of the $4.3 million, $2.5 million ($1.4 million after tax, or $0.03 per share)
was incurred in the fourth quarter.
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Effective tax rate. Our effective tax rate for 2004 was 42.6% compared to 37.8% for 2003. The
effective tax rate was higher than 2003 mainly related to additional deferred income tax expense on foreign
operations for which additional tax reserves were recorded. Our effective tax rates fluctuate due to changes in
the level of pre-tax income in foreign countries that have different rates and certain income and/or expenses
that are permanently non-taxable or non-deductible in certain jurisdictions.

Share repurchase program. In 2004, we repurchased 3.4 million shares at an average price of $17.37
per share for approximately $59.1 million.

Convertible notes. As of December 17, 2004, all of the note holders of the entire $100 million
aggregate principal amount of 5% convertible subordinated notes due December 15, 2006 converted their
notes into an aggregate of 5,736,074 shares of common stock pursuant to the terms of the note and the
indenture, dated as of December 7, 2001. We received no consideration upon conversion of the notes into
shares of our common stock.

New credit facility. In September 2004, we entered into a new, unsecured $150 million credit facility,
which replaced a $100 million secured credit facility that was to mature in December 2004. Under our new
credit facility, we have increased borrowing capacity for, among other things permitted acquisitions, working
capital and capital expenditures and other general corporate purposes. As of December 31, 2004, we had
$21.4 million in letters of credit outstanding and unused borrowing capacity of $128.6 million under the new
credit facility.

Improving operational efficiencies. During 2004, we continued initiatives to improve operating
efficiencies, which contributed to an increase in operating income by 81.5%, or $36.5 million, from 2003.
Operating income as a percent of net revenue increased from 6.1% in 2003 to 9.4% in 2004. We have
launched further initiatives to measure the key drivers of our business and continue to drive profitability
through operational efficiencies in 2005.

Global deployment of information technology systems. In 2004, we continued the global deployment
of our EGL Vision Suite of Technologies - Logistics Vision, Financial Vision and People Vision. “Logistics
Vision” is the freight forwarding system that allows a seamless flow of data across the globe, eliminating
duplicate data entry on multiple systems. “Financial Vision” is the Oracle-based financial system that allows
global visibility of financial results, streamlined financial reporting and the ability to automate intercompany
accounting and settlements. “People Vision” is the Oracle-based human resources application that allows
global visibility to employee tracking, training and development. Management continues to believe that
successful deployment of systems remains a critical component of improving operational efficiencies and
effectively growing the business. The global deployment of EGL Vision will continue into 2005.

Our focus in 2005 will be to improve operational efficiencies, streamline processes through our global
deployment of our financial and operational information technology systems (see “Business - Information
Systems”) and continue to leverage our North America infrastructure.

Results of Operations

Our principal services are air freight forwarding, ocean freight forwarding, customs brokerage and
other value-added logistics services. Revenues for air freight and ocean freight consolidations (indirect
shipments) include reimbursements from customers for the cost of transporting such freight. Revenues for air
freight and ocean freight agency or direct shipments, customs brokerage and other services, include only the
fees or commissions for these services. We believe that a comparison of gross revenues by product best
measures the relative importance of our principal services, while a comparison of net revenue margins (net
revenues as a percent of gross revenues) best measures the performance of each product line. A comparison
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of operating expenses as a percent of net revenues considers the relationship between operating expenses and
operating revenues. The following table provides certain statement of operations data attributable to our
principal services during the periods indicated.

Year Ended December 31,
2004 2003 2002
% of % of % of
Amount Revenues Amount Revenues Amount Revenues
(in thousands, except percentages)
Revenues:
Air freight forwarding... $ 1,798,968 65.6 $ 1,409,722 65.8 $ 1,255,858 68.2
Ocean freight
forwarding.......cco.cco.... 391,554 14.3 290,541 13.5 215,994 11.7
Customs brokerage and
other .... 550,870 20.1 443,156 20.7 371,045 20.1
Revenues.......ccccooceeieerinnn. $ 2,741,392 100.0 $ 2,143,419 100.0 $ 1,842,897 100.0
% of
Gross % of Gross % of Gross
Amount Revenues Amount Revenues Amount Revenues
Net revenues:
Air freight forwarding... $ 508,091 28.2 $ 425,978 30.2 $ 405,989 323
Ocean freight
forwarding.................. 76,249 19.5 63,897 22.0 58,135 26.9
Customs brokerage and
Other .......ccooveviveiean. 281,026 51.0 245,377 55.4 208,008 56.1
Net revenues.............c..o...... § 865,366 316 $ 735252 34.3 $ 672,132 36.5
% of Net % of Net % of Net
Amount Revenues Amount Revenues Amount Revenues

Operating expenses:
Personnel costs............. 481,320 35.6 422,015 57.4 375,398 55.9
Other selling, general
and administrative
EXPENSES...vncerricreenn. 302,722 35.0 269,887 36.7 275,985 41.0
Air Transportation Safety

Stabilization grant .......... - - - - (8,923) (1.3)
EEOC legal settlement........ - - (1.415) 0.2) - -
Operating income ................ 81,324 9.4 44,765 6.1 29,672 4.4
Nonoperating income

(expense), net ............... 7,259 0.8 (6,249) 0.9) (14,556) (2.2)
Income before provision for

income taxes.......c........ 88,583 10.2 38,516 5.2 15,116 2.2
Provision for income taxes . 37,705 4.3 14,571 2.0 5,895 0.8

Income before cumulative

effect of change in

accounting for negative

goodWill ..o 50,878 5.9 23,945 32 9,221 1.4
Cumulative effect of change

in accounting for

negative goodwill .......... - - - - 213 -
Net income $ 50,878 59 $ 23,945 3.2 3 9,434 i.4
2004 Compared to 2003

Revenues. Revenues increased $598.0 million, or 27.9%, to $2,741.4 million in 2004 compared to
$2,143.4 million in 2003 primarily due to an increase in air freight forwarding revenues of $389.3 million, an
increase in ocean freight forwarding revenues of $101.1 million and an increase in customs brokerage and
other revenues of $107.7 million. Net revenues, which represent revenues less freight transportation costs,
increased $130.1 million, or 17.7%, to $865.4 million in 2004 compared to $735.3 million in 2003. Net
revenue margins (net revenues as a percentage of revenues) declined by 270 basis points in 2004 to 31.6% as
compared to 34.3% in 2003. The decrease in margins reflects (i) higher transportation and fuel costs due to
capacity constraints, mainly from Asia; (ii) fuel surcharges absorbed by the business; (iii) an acceleration of
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growth in international air and ocean products which carry a lower net revenue margin but higher net revenue
per shipment; and (iv) pass-through of certain fuel and security surcharges, which increased gross revenues
without corresponding increases in net revenues. Our international revenues and costs also increased slightly
over the prior year due to the effects of translating amounts to the U.S. dollar.

Air freight forwarding revenues. Air freight forwarding revenues increased $389.3 million, or 27.6%,
to $1,799.0 million in 2004 compared to $1,409.7 million in 2003 due to volume increases in all geographic
divisions, particularly Asia/South Pacific, North America and Europe/Middle East. This growth is primarily
from improvements in shipment volumes and international charter activity.

Air freight forwarding net revenues increased $82.1 million, or 19.3%, to $508.1 million in 2004
compared to $426.0 million in 2003. Air freight forwarding net revenues increased primarily in North
America followed by Europe/Middle East and Asia/South Pacific. The air freight forwarding margin (net
revenues as a percentage of revenues) decreased to 28.2% for 2004 as compared to 30.2% for 2003 primarily
due to declines in North America and Asia/South Pacific resulting from higher volume levels in certain trade
lanes that carry a lower margin, higher fuel surcharges from carriers and increases in international charter
activity which typically carries a lower margin. These decreases were offset by increases in air freight
forwarding margins in Europe/Middle East primarily due to an increase in higher margin direct air shipments
relative to consolidated shipments.

Ocean freight forwarding revenues. Ocean freight forwarding revenues increased $101.1 million, or
34.8%, to $391.6 million in 2004 compared to $290.5 million in 2003. The increase in revenues was
principally due to volume increases in all geographic divisions due to our increased focus on the ocean market
and our customers’ continued shift toward a lower cost deferred product.

Ocean freight forwarding net revenues increased $12.3 million, or 19.2%, to $76.2 million in 2004
compared to $63.9 million in 2003 while the ocean freight forwarding margin decreased to 19.5% for 2004
compared to 22.0% for 2003. The ocean freight forwarding margins decreased due to continued rising
transportation costs and shipping capacity constraints, particularly between Asia and North America.

Customs brokerage and other revenues. Customs brokerage and other revenues, which include
imports, warehousing, distribution and other logistics services, increased $107.7 million, or 24.3%, to $550.9
million in 2004 compared to $443.2 million in 2003. Customs brokerage revenues increased in 2004
compared to 2003 due to growth in Europe/Middle East trade activity and U.S. imports. The increase is also
due to higher warehousing, distribution and other logistics revenues resulting from multiple new logistics
projects in North America and a $2.8 million termination fee for a logistics project in Europe.

Customs brokerage and other net revenues increased $35.6 million, or 14.5%, to $281.0 million in
2004 compared to $245.4 million in 2003. Customs brokerage and other margins, however, decreased to
51.0% for 2004 compared to 55.4% for 2003 primarily due to lower margins in Europe/Middle East,
Asia/South Pacific and North America resulting from termination or completion of several higher margin
projects.

Personnel costs. Personnel costs include all compensation expenses, including those relating to sales
commissions and salaries and to headquarters employees and executive officers. Personnel costs increased
$59.3 million, or 14.1%, to $481.3 million in 2004 compared to $422.0 million in 2003. As a percentage of
net revenues, personnel costs were 55.6% in 2004 compared to 57.4% in 2003. The increase in personnel
costs was primarily due to the increase in business activity and foreign exchange translation effects.
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Other selling, general and administrative expenses. Other selling, general and administrative
expenses increased $32.8 million, or 12.2%, to $302.7 million in 2004 compared to $269.9 million in 2003.
As a percentage of net revenues, other selling, general and administrative expenses were 35.0% in 2004
compared to 36.7% in 2003. The increase in other selling, general and administrative expenses is primarily
due to an increase in facility expense. The increase is mainly associated with additional or larger replacement
facilities to accommodate increased operations. A portion of the increase in facility expense is due to a $3.8
million net increase in facility accruals mainly covering North America. In North America, we consolidated
three facilities into our new facility in Miami, which was completed in late 2003. We subleased one of the
North American facilities for less than our remaining obligation and accrued the net amount of lease payments
we expect to pay over the remaining lease term. During the year, we accrued additional lease expense in
North America and Europe on two vacant facilities due to unfavorable market conditions near the facilities.
We subsequently released these accruals as we decided to utilize the North America facility for increased
operations and the facility in Europe was subleased earlier than assumed in the previous accrual. We also
released a $1.6 million accrual originally recorded in prior years for a facility in Houston, Texas as we decided
to utilize this facility for increased operations. Other selling, general and administrative expenses have also
increased due to higher professional fees and communications costs related to systems implementations and
preparations for internal controls testing required by the Sarbanes-Oxley Act of 2002 and foreign exchange
effects.

EEOC Jegal settlement. During 2003, we reversed $1.4 million of the EEOC accrual for certain
administrative functions completed in 2003 in which actual costs were less than amounts accrued and payroll
taxes we will not be required to pay.

Nonoperating income (expense), net. Nonoperating income (expense), net includes interest expense,
interest income, minority interest expense, equity in earnings (losses) from affiliates, foreign exchange gains
(losses) and other nonoperating income (expenses). Nonoperating income, net was $7.3 million in 2004 as
compared to nonoperating expense of $6.2 million in 2003. In 2004, we sold our investment in Miami Air and
realized a gain of approximately $6.7 million. We had previously written off our investment in Miami Air in
2002. We sold our investment in TDS Logistics, Inc. (TDS) in 2004 for approximately $51.4 million in cash.
We received approximately $45.3 million of the sale proceeds in August 2004 and an additional $557,000 in
January 2005. The remaining $5.5 million of the TDS sale proceeds are being held in escrow subject to the
resolution of certain contingencies and time periods. The TDS sale resulted in a gain of approximately $5.9
million, which excludes the proceeds held in escrow. See note 8 of the notes to our consolidated financial
statements. Additionally, we incurred interest expense, net of $6.2 million in 2004 compared to $4.9 million
in 2003 and had equity earnings of affiliates of $1.7 million in 2004 compared to losses of $199,000 in 2003.

Effective tax rate. Our effective tax rate for 2004 was 42.6% compared to 37.8% for 2003. The
effective tax rate was higher than 2003 mainly related to additional deferred income tax expense on foreign
operations for which additional tax reserves were recorded, as well as lower than expected earnings from
certain European countries. Our effective tax rates fluctuate due to changes in the level of pre-tax income in
foreign countries that have different rates and certain income and/or expenses that are permanently non-
taxable or non-deductible in certain jurisdictions.

2003 Compared to 2002

Revenues. Revenues increased $300.5 million, or 16.3%, to $2,143.4 million in 2003 compared to
$1,842.9 million in 2002 primarily due to an increase in air freight forwarding revenues of $153.8 million, an
increase in ocean freight forwarding revenues of $74.5 million and an increase in customs brokerage and other
revenues of $72.2 million. Net revenues, which represent revenues less freight transportation costs, increased
$63.2 million, or 9.4%, to $735.3 million in 2003 compared to $672.1 million in 2002. Net revenue margins
declined on pricing pressures out of Asia to the U.S.
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Air freight forwarding revenues. Air freight forwarding revenues increased $153.8 million, or 12.2%,
to $1,409.7 million in 2003 compared to $1,255.9 million in 2002. Air freight forwarding revenues increased
in Asia/South Pacific, followed by Europe/Middle East, North America and South America. Revenue
increases were primarily driven by volume increases resulting from new large customer contracts and
incremental increases in existing air freight business, particularly in exports from Asia and the U.S., offset by
the weakening market for domestic shipments within the U.S.

Air freight forwarding net revenues increased $20.0 million, or 4.9%, to $426.0 million in 2003
compared to $406.0 million in 2002. Air freight forwarding net revenues for 2003 increased primarily in
Europe/Middle East followed by North America. The air freight forwarding margin (net revenues as a
percentage of revenues) decreased to 30.2% for 2003 as compared to 32.3% for 2002. Air freight forwarding
net revenue margins declined in all geographic divisions, primarily due to airline rate increases we were not
able to recover through comparable price increases to our customers and the shift from priority to deferred
shipments in the U.S, which generally have a lower margin. Air freight forwarding net revenue margins were
also negatively impacted by an unfavorable settlement with Kitty Hawk, Inc., a wholesale transportation
provider, stemming from a dispute in 2001. The dispute was resolved by an arbitration panel during the third
quarter of 2003 and we recorded a charge of $2.3 million in air freight forwarding cost of transportation. In
addition, direct shipments, which have higher margins, declined in 2003, given the comparison to 2002
revenues and net revenues, which included the impact of the U.S. West Coast port strike in which we
chartered 42 dedicated planes to move product from Asia to North America.

Ocean freight forwarding revenues. Ocean freight forwarding revenues increased $74.5 million, or
34.5%, to $290.5 million in 2003 compared to $216.0 million in 2002 primarily as a result of volume
increases in all geographic divisions due to our customers’ focus on shifting their shipments from air to ocean
to realize cost savings. Ocean freight forwarding net revenues increased $5.8 million, or 10.0%, to $63.9
million in 2003 compared to $58.1 million in 2002, while the ocean freight forwarding margin decreased to
22.0% for 2003 compared to 26.9% for 2002. The ocean freight forwarding margin decreased due to rate
increases from ocean carriers and aggressive pricing with customers to improve market share.

Customs brokerage and other revenues. Customs brokerage and other revenues, which include
imports, warehousing, distribution and other logistics services, increased $72.2 million, or 19.5%, to $443.2
million in 2003 compared to $371.0 million in 2002. The increase was due to higher warehousing,
distribution and other logistics revenues resulting from new warehousing customers and the expansion of
existing warehousing business in Europe and North America. Customs brokerage revenues increased in 2003
compared to 2002 reflecting the growth in U.S. imports.

Customs brokerage and other net revenues increased $37.4 million, or 18.0%, to $245.4 million in
2003 compared to $208.0 million in 2002. Net revenue margins on warehousing, distribution and other
logistics revenues increased slightly as a result of new logistics projects, primarily in the U.S. and Europe,
while net revenue margins on customs brokerage decreased slightly as a result of pricing pressures on imports
to the U.S. and Europe due to rate increases from air and ocean carriers.

Personnel costs. Personnel costs include all compensation expenses, including those relating to sales
commissions and salaries and to headquarters employees and executive officers. Personnel costs increased
$46.6 million, or 12.4%, to $422.0 million in 2003 compared to $375.4 million in 2002. As a percentage of
net revenues, personnel costs were 57.4% in 2003 compared to 55.9% in 2002. The increase in personnel
costs was a result of an increase in headcount throughout 2003 to support increased volumes and new logistics
projects in Europe and North America. Personnel costs also increased due to a temporary salary reduction for
five pay periods implemented in the U.S. during the first quarter of 2002.
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Other selling, general and administrative expenses. Other selling, general and administrative
expenses decreased $6.1 million, or 2.2%, to $269.9 million in 2003 compared to $276.0 million in 2002. As
a percentage of net revenues, other selling, general and administrative expenses were 36.7% in 2003 compared
to 41.0% in 2002. This decrease is primarily due to management initiatives on costs savings. Other selling,
general and administrative expenses also decreased as a result of a $1.4 million gain on the sale of our facility
in Boston in September 2003 and a $500,000 charge recorded during the third quarter of 2002 related to a
management decision not to use certain architectural design plans for a proposed building in Canada. These
cost savings were partially offset by an increase in facility costs, insurance premiums and depreciation
expense. Although we completed the consolidation of many of our facilities, our facility costs increased by
approximately $10.2 million because we are leasing more space than in the previous year for our expanded
warehousing and logistics services primarily in Europe and North America, expansion of several stations in
the U.S. and the acquisition of Miami International Forwarders (MIF) in April 2003. The increase in
depreciation expense was largely related to increases in computer software and office equipment depreciation.
Additionally, during 2002, we recorded charges related to our merger with Circle of $5.7 million, or $3.5
million after tax, including a charge of $5.9 million for future lease obligations due to revisions of estimates
and a credit of $251,000 due to favorable settlement of terminated joint venture/agency agreements. The
additional charge for future lease obligations was due to revised estimates for future recoveries from actual or
expected sublease agreements that were or are expected to be less favorable than anticipated due to the
weakened U.S. economy.

EEOC legal settlement. During 2003, we reversed $1.4 million of the EEOC accrual for certain
administrative functions completed in 2003 in which actual costs were less than amounts accrued and payroll
taxes we will not be required to pay.

Air Transportation Safety and System Stabilization Act grant. During the third quarter 2002, we
received a total of $8.9 million related to the Air Transportation Safety and System Stabilization Act, which
was signed into law on September 22, 2001. See note 3 of the notes to our consolidated financial statements.

Nonoperating expense, net. Nonoperating expense, net includes interest expense, interest income,
minority interest expense, equity in earnings (losses) from affiliates, foreign exchange gains (losses) and other
nonoperating income (expenses). Nonoperating expense, net was $6.2 million in 2003 as compared to $14.6
million in 2002. The $8.4 million decrease was primarily due to an impairment charge of approximately $6.7
million for our investment in Miami Air and a $1.3 million reserve established for our guarantee of Miami
Air’s outstanding letters of credit recorded in 2002. This $1.3 million reserve was reversed in 2003 as our
exposure on Miami Air’s outstanding letters of credit was eliminated. See note 8 of the notes to our
consolidated financial statements. In addition, earnings from an unconsolidated affiliate, TDS Logistics, Inc.
(TDS) decreased from approximately $304,000 of income in 2002 to a $1.5 million loss in 2003. TDS
reported operating losses in 2003, partially due to a valuation allowance recorded for deferred tax assets
resulting from unfavorable results from TDS's operations in Belgium. Nonoperating expense, net also
decreased due to lower interest cost from our interest rate swap, which expired in April 2003, and higher
income from our jet fuel swap entered into during November 2002. Additionally, we incurred net foreign
exchange losses of $1.5 million in 2003 compared to net foreign exchange gains of $366,000 in 2002,
primarily due to deterioration of the U.S. dollar.

Effective tax rate. The effective tax rate for 2003 was 37.8% compared to 39.0% for 2002. Our
overall effective tax rate fluctuates primarily due to changes in the level of pre-tax income in foreign countries
that have different rates and certain income and/or expenses that are permanently non-taxable or non-
deductible in certain jurisdictions.
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Liquidity and Capital Resources
General

Our ability to satisfy our debt obligations, fund working capital and make capital expenditures
depends upon our future performance, which is subject to general economic conditions and other factors, some
of which are beyond our control. If we achieve significant near-term revenue growth, we may experience a
need for increased working capital financing as a result of the difference between our collection cycles and the
timing of our payments to vendors. Historically we have generated cash flow from operations in the first half
of the year higher than in the second half of the year reflecting the seasonality of our business.

We make significant disbursements on behalf of our customers for transportation costs (primarily
ocean) and customs duties for which the customer is the primary obligor. The billings to customers for these
disbursements, which are several times the amount of revenues and fees derived from these transactions, are
not recorded as revenues and expense on our statement of operations; rather, they are reflected in our trade
receivables and trade payables. Growth in the level of this activity or lengthening of the period of time
between incurring these costs and being reimbursed by our customers for these costs may negatively affect our
liquidity.

As primarily a non-asset based freight forwarder, we do not have the same level of capital
expenditures that would be required of an asset based forwarder. We believe our anticipated capital
expenditures for 2005 will be in the range of $48 to $52 million, including approximately $26 to $30 million
expected on information systems expenditures. Based on current plans, we believe that our existing capital
resources, including $92.9 million of cash and cash equivalents and $128.6 million of available borrowing
capacity on our credit facility, will be sufficient to meet working capital requirements through December 31,
2005. However, future changes in our business could cause us to consume available resources before that
time. Additionally, funds may not be available when needed and even if available, additional funds may be
raised through financing arrangements and/or the issuance of preferred or common stock or convertible
securities on terms and prices significantly more favorable than those of the currently outstanding common
stock, which could have the effect of diluting or adversely affecting the holdings or rights of our existing
stockholders. If adequate funds are unavailable, we may be required to delay, scale back or eliminate some of
our operating activities, including, without limitation, the timing and extent of our marketing programs, and
the extent and timing of hiring additional personnel. We cannot provide assurance that additional financing
will be available to us on acceptable terms, or at all.

2004 Compared to 2003

Net cash provided by operating activities. Net cash provided by operating activities was $28.7 million
in 2004 compared to $33.4 million in 2003. The decrease in 2004 was primarily due to a $61.5 million net
decrease in cash from changes in working capital for 2004 compared to $30.0 million net decrease for 2003
offset by an increase in net income. The decrease in cash from changes in working capital is due to a
significant increase in gross revenues during the month of December 2004 compared to December 2003,
resulting in an increase in trade receivables and a 4% increase in days sales outstanding from 67 days at
December 31, 2003 to 70 days at December 31, 2004. The increase in trade receivables was offset by an
increase in payables and other accrued liabilities.

Net cash used in investing activities. Net cash used in investing activities in 2004 was $3.6 million
compared to $44.2 million in 2003. Capital expenditures were $38.2 million during 2004 compared to $26.0
million during 2003, a $12.2 million increase. The expenditures in 2004 were mainly due to the
implementation of our operational and financial systems, other software expenditures and equipment
purchases. During 2004, we received proceeds of $6.7 million for the sale of our interest in an unconsolidated
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affiliate, Miami Air, to an unrelated party and proceeds of $45.3 million for the sale of our interest in an
unconsolidated affiliate, TDS, to an unrelated party.

During the second quarter of 2004, we acquired the outside ownership of our consolidated affiliates in
France, Spain and Portugal for aggregate consideration of $16.2 million in cash. During the same period, we
also made a $3.2 million earnout payment to the former owners of MIF due to achievement of post-acquisition
performance criteria specified in the April 2003 purchase and sale agreement. During the second quarter of
2003, we completed several acquisitions with aggregate cash consideration of $21.1 million. In April 2003,
we acquired MIF for $13.7 million in cash and we purchased from one of our joint venture partners a 26%
interest in our operating subsidiary in Singapore for approximately $5.7 million in cash. In 2003, we also
completed an acquisition of an international freight forwarder and customs broker in France for approximately
$1.1 million, net of cash acquired and made a $600,000 earnout payment related to an acquisition completed
in a prior year.

During 2004 and 2003, we received proceeds of $1.1 million and $4.2 million, respectively, from
sales of other assets and a sale-lease back transaction.

Net cash used in financing activities. Net cash used in financing activities in 2004 was $22.6 million
compared to $4.8 million in 2003. The cash used in financing activities in 2004 consists of $6.4 million of
repayment of financed insurance premiums, $59.1 in cash payments for the repurchase of 3.4 million shares of
our outstanding common stock and $1.1 million in payments of financing fees related to our new Credit
Facility, offset by $39.9 million in proceeds from the exercise of 2.1 million stock options and $791,000 in
proceeds from the issuance of 42,000 shares of common stock from our Employee Stock Purchase Plan and
$4.3 million issuance of debt, net of repayments. Cash used in financing activities in 2003 consisted of $9.3
million for repayment of debt and financed insurance premiums and $214,000 in cash payments to our
minority interest partners, offset by $4.1 million in proceeds from the exercise of 324,000 stock options and
$540,000 in proceeds from the issuance of 43,000 shares of common stock from our Employee Stock
Purchase Plan.

2003 Compared to 2002

Net cash provided by operating activities. Net cash provided by operating activities was $33.4 million
in 2003 compared to $64.6 million in 2002. The decrease in 2003 was primarily due to a significant increase
in gross revenues during the month of December 2003 compared to December 2002, resulting in an increase in
trade receivables and other receivables and an increase in days sales outstanding from 64 days at December
31, 2002 to 67 days at December 31, 2003. The increase in trade and other receivables was offset by increases
in net income and accounts payable, accrued transportation costs and other accrued liabilities.

Net cash used in investing activities. Net cash used in investing activities in 2003 was $44.2 million
compared to $24.2 million in 2002. Capital expenditures were $26.0 million during 2003 compared to $41.4
million during 2002, a $15.4 million decrease. The expenditures in 2003 were mainly due to the
implementation of our operational and financial information systems, other software expenditures and
equipment purchases. Net cash used in acquisitions was $21.1 million during 2003 compared to $1.1 million
in 2002. The 2003 acquisitions were primarily Miami International Forwarders, a privately held international
freight forwarder and customs broker based in Miami, Florida; Transimpex, SA, an international freight
forwarder and customs broker based in France; the purchase of our outside partners’ interest in our subsidiary
in Singapore and an earnout payment for a prior year acquisition in Chile. The 2002 acquisitions included
purchases of our outside partners’ interest in our subsidiary in Argentina and earnout payments for prior year
acquisitions in Chile and Canada. The sale and sale-leaseback of real estate and the sale of other assets
resulted in cash proceeds of $4.2 million in 2003 compared to $26.0 million in 2002.
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Net cash used in financing activities. Net cash used in financing activities in 2003 was $4.8 million
compared to $9.4 million in 2002. The cash used in financing activities in 2003 consists of $9.3 million of
repayment of notes and financed insurance premiums and $214,000 in cash payments to our minority interest
partners, offset by $4.1 million in proceeds from the exercise of 324,000 stock options and $540,000 in
proceeds from the issuance of 43,000 shares of common stock from our Employee Stock Purchase Plan. Cash
used in financing activities in 2002 consisted of $10.0 million from the repurchase of our common stock and
$1.4 million for net repayments of debt, offset by $1.0 million in proceeds from the issuance of 85,000 shares
of common stock from our Employee Stock Purchase Plan, $687,000 in proceeds from the exercise of 72,000
stock options and $301,000 in cash received from our minority interest partners.

Other factors affecting our liquidity and capital resources

Convertible subordinated notes. In December 2001, we issued $100 million aggregate principal
amount of 5% convertible subordinated notes due December 15, 2006. On November 30, 2004 we issued a
redemption notice indicating that we were exercising our right to redeem on December 20, 2004 all of the
outstanding notes. The redemption price was equal to 101.25% of the outstanding principal amount on the
redemption date, plus accrued interest up to but not including the redemption date.

Holders of the notes had the option of converting their notes into shares of EGL common stock, par
value $0.001 per share, at a conversion price of $17.4335 per share, subject to certain adjustments.

As of December 17, 2004, the holders of all of the $100 million aggregate principal amount of notes
had converted their notes into an aggregate of 5,736,074 shares of common stock, pursuant to the terms of the
note and the indenture. We received no consideration upon conversion of the notes into shares of our common
stock. Unamortized deferred financing fees of $781,000 (net of $526,000 tax benefit) were converted to
equity upon conversion in December 2004.

Credit Facility. Effective September 16, 2004, we entered into a new unsecured $150 million
revolving credit facility (Credit Facility). The Credit Facility is with a syndicate of six financial institutions,
with Bank of America, N.A. (the Bank) as collateral and administrative agent for the lenders, and matures on
September 15, 2009. The Credit Facility replaces a $100 million credit facility (Prior Credit Facility) that was
to mature in December 2004. Borrowings under the Credit Facility may be used to make dividends or share
repurchases, working capital and capital expenditures, make permitted acquisitions and for general corporate
purposes. The Credit Facility contains a $75 million sub-facility for letters of credit. We had $21.4 million in
letters of credit outstanding and unused borrowing capacity of $128.6 million under the New Facility as of
December 31, 2004. Under the terms of the Credit Facility, we are not required to pledge assets as collateral.

Amounts outstanding under the Credit Facility are subject to varying rates of interest (using either the
“LIBOR rate” or the “base rate,” each defined below) based on (i) the leverage ratio of consolidated net
funded debt to EBITDA (as defined in the Credit Facility) and (ii) whether the loan is a Eurodollar loan or a
base rate loan. The “LIBOR rate” is equal to the rate determined by Bank of America, N.A. to be the British
Bankers Association interest rate for deposits in U.S. dollars for a similar interest period (either one, two, three
or six months, as selected by us). The “base rate” is calculated as the higher of (i) the federal funds effective
rate plus 0.5% and (ii) the annual rate of interest announced by Bank of America, N.A. as its “prime rate.” We
may borrow at the “prime rate” plus an applicable margin of up to 0.25% or at the “LIBOR rate” plus an
applicable margin of 0.75% to 1.25%.
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The Credit Facility contains covenants that are similar to, but generally more favorable to us than, the
covenants in our Prior Credit Facility. These covenants include, among others:

* a limitation on liens, mergers, consolidations, sales of assets, and incurrence of secured
indebtedness, subject to permitted exceptions;

= restrictions on the use of proceeds, investments, transactions with affiliates, and changing our
principal business;

* a limitation on paying dividends or purchasing or redeeming capital stock or prepaying
indebtedness, subject to permitted exceptions;

» a requirement that we maintain on a rolling four quarter basis a ratio of Net Funded Debt (as
defined in the Credit Facility) to consolidated EBITDA (as defined in the Credit Facility) of not
greater than 3.0 to 1.0 and

» arequirement that we maintain on a rolling four quarter basis a ratio of consolidated EBIT (as
defined in the Credit Facility) to consolidated interest charges of not less than 3.0 to 1.0.

The Credit Facility contains customary events of default. If a default occurs and is continuing, we
must repay all amounts outstanding under the Credit Facility. We were in compliance with the restrictions of
the Credit Facility as of December 31, 2004.

The Prior Credit Facility with Bank of America, N.A. was terminated by us on September 15, 2004 in
advance of its stated termination date without any early termination penalties. Deferred financing fees of $1.3
million including $546,000 from the Prior Credit Facility are being amortized over five years as a component
of interest expense.

Release of restricted cash. In February 2005, in response to a joint motion filed by EGL and the
EEOC, a U.S. District Court ordered the return of $6.0 million to us of $8.5 million previously held in an
established fund to resolve potential claims in connection with a 2001 consent decree (see note 17 of the notes
to our consolidated financial statements). The joint motion and subsequent order resulted primarily from a
significantly lower number of qualified claimants than originally projected and the aggregate amount expected
to be paid for all claims is less than $1.0 million. Release of these funds is expected to result in $6.0 million
in income in the first quarter of 2005.

Other guarantees. Several of our foreign operations guarantee amounts associated with our
international freight forwarding services. These include IATA (International Air Transportation Association)
guarantees, customs bonds and other working capital credit facilities issued in the normal course of business.
As of December 31, 2004, guarantees and credit facilities totaled $84.3 million and we had $52.2 million of
guarantees, customs bonds and borrowings against facilities outstanding, including guarantees of our trade
payables and accrued transportation costs and borrowings against our international credit facilities of $17.5
million which were recorded as liabilities on our consolidated balance sheet.

Synthetic lease agreements. Entering 2002, EGL was the lessee in two synthetic lease agreements
with special purpose entities. Both of these lease agreements were terminated during 2002 as a result of the
expiration of the original lease terms as further discussed below.

In November 2002, our $20 million master operating synthetic lease agreement expired. This lease
facility financed the acquisition, construction and development of five terminal and warehouse facilities
throughout the United States. Upon termination of this agreement, we purchased the five properties leased
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under this agreement for $14.1 million which was the amount of the outstanding lease balance at the time of
termination. Three of these terminal facilities were then sold and leased back from an unrelated party in the
fourth quarter of 2002 and the fourth facility was sold and leased back in May 2003 as discussed below. The
remaining terminal facility, with a book value of approximately $3.4 million, was retained by us and is leased
to an unrelated party under a lease to purchase agreement that requires the lessor to purchase the property by
October 2005.

In December 2002, we were required to pay the lease balance and related interest of $15.5 million
under a second synthetic lease agreement entered into during 1998 by Circle. This lease facility financed the
acquisition, construction and development of a terminal facility located in New York, New York. The land
leased under this agreement was accounted for as a synthetic operating lease and the building and
improvements were accounted for as a capital lease. As of December 31, 2004 and 2003, the carrying value of
the land and property is included in property and equipment on the consolidated balance sheet and the building
is being depreciated over its useful life.

As a result of the above two lease expirations, we are no longer a party to any lease agreements with
special purpose entities as of December 31, 2004 or 2003.

Sale-leaseback agreements. In May 2003, we sold our terminal and warehouse facility located in
Connecticut to an unrelated party for $1.2 million, net of related closing costs. One of our subsidiaries then
leased this property for a term of 11 years, with options to extend the initial term for up to 20 years. Under the
terms of the lease agreements, the monthly lease payments average approximately $12,000 for this facility.
This facility was constructed under our master operating synthetic lease agreement, which became due in
November 2002. The net book value of this facility was $1.2 million. As a result, a loss of $37,000 on the
sale of the property was recognized in 2003 and is included in nonoperating expense in the consolidated
statement of operations.

In the fourth quarter of 2002, we completed transactions to sell three of our terminal and warehouse
facilities located in Grapevine, Texas, Austin, Texas and South Bend, Indiana to an unrelated party for $14.1
million, net of related closing costs. One of our subsidiaries then leased these properties for a term of 11
years, with options to extend the initial term for up to 20 years. Under the terms of the lease agreements, the
monthly lease payments average approximately $141,000 in total for these facilities. These facilities were
constructed under our master operating synthetic lease agreement, which became due in November 2002. The
sale-leaseback transactions were completed in conjunction with paying the master operating synthetic lease
balance for two of the facilities. The third facility was completed in December 2002. The lease payment for
these facilities and related closing costs was $10.5 million resulting in a gain of $3.6 million on the sale of the
properties. The gain was deferred and is being recognized over the term of the lease agreements.

In December 2002, we entered into agreements to sell land in Miami, Florida and Toronto, Canada to
developers who will build-to-suit terminal warehouse facilities and lease them back to us upon completion of
the facilities. The purchase price of the Miami land was $9.8 million, which equaled its carrying value. The
Miami land was originally purchased by EGL from James R. Crane, Chief Executive Officer of EGL. See
“Certain Relationships and Related Party Transactions” and note 20 of the notes to our consolidated financial
statements. The Miami facility was completed in November 2003. The terms of the Miami lease agreement
include average monthly lease payments of $196,000 for 125 months with options to extend the initial term
for up to an additional 120 months. The purchase price of the Toronto land was $4.8 million and the carrying
value was $4.4 million resulting in a gain of $358,000, which was deferred and is being recognized over the
term of the lease agreement. In the third quarter of 2002, we recorded an impairment charge of $500,000
related to a management decision not to use certain architectural design plans for the proposed Toronto
building. The Toronto facility was completed in March 2004. The terms of the Toronto lease agreement
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include average monthly lease payments of approximately $110,000 for 185 months with options to extend the
initial term for up to an additional 120 months.

On March 31, 2002, we entered into a transaction whereby we sold our San Antonio, Texas property
with a net book value of $2.5 million to an unrelated party for $2.5 million, net of closing costs. One of our
subsidiaries subsequently leased the property for a term of 10 years, with options to extend the initial term for
up to 23 years. Under the terms of the lease agreement, the quarterly lease payment is approximately $85,000,
which amount is subject to escalation based on increases in the Consumer Price Index. A loss of $42,000 on
the sale of this property was recognized in the first quarter of 2002.

Capital expenditures. We are in the process of developing and implementing computer system
solutions for operational, human resources and financial systems. Our capital expenditures were
approximately $18.5 million related to the development of these systems during both 2004 and 2003. Our
expected capital expenditures for 2005 are approximately $48 to $52 million, including approximately $26 to
$30 million for information technology development and upgrades.

TDS Logistics, Inc. In August 2004, we sold our investment in TDS Logistics, Inc. (TDS) to an
unrelated party for approximately $51.4 million in cash. We received approximately $45.3 million of the sale
proceeds in August 2004 and an additional $557,000 in January 2005. The remaining $5.5 million of the sale
proceeds are being held in escrow subject to the resolution of certain contingencies and time periods. The sale
resulted in a gain of approximately $5.9 million, which is included in non-operating income in our condensed
consolidated statement of operations and excludes the sale of proceeds held in escrow. As a result of the sale,
we were released as guarantor of a letter of credit and terminated a $2.0 million standby letter of credit for
TDS.

Share repurchase program. In August 2002, our Board of Directors authorized the repurchase of up
to $15.0 million in value of our outstanding common stock. Under this authorization, which expired on
December 8, 2002, we repurchased 920,200 shares for a total of $10.0 million. In February and March 2004,
our Board of Directors authorized the repurchase of up to $65 million in value of our outstanding common
stock depending on market conditions and other factors. During the program, which expired in July 2004, we
repurchased approximately 3.4 million shares of our common stock at an average price of $17.37 per share for
approximately $59.1 million.

Stock options. As of December 31, 2004, we had outstanding non-qualified stock options to purchase
an aggregate of 2.9 million shares of common stock at exercise prices equal to the fair market value of the
underlying common stock on the dates of grant (prices ranging from $8.88 to $33.81). At the time a non-
qualified stock option is exercised, we will generally be entitled to a deduction for federal and state income tax
purposes equal to the difference between the fair market value of the common stock on the date of exercise
and the option price. As a result of non-qualified stock option exercises in 2004 and 2003 to purchase an
aggregate of 2.1 million and 324,000 shares of common stock, we are entitled to a federal income tax
deduction of approximately $19.2 million and $1.4 million, respectively. We have recognized a reduction of
our federal and state income tax liability of approximately $6.7 million and $474,000 in 2004 and 2003,
respectively. Accordingly, we recorded an increase to additional paid-in capital and a reduction to current
taxes payable. Any exercises of non-qualified stock options in the future at exercise prices below the then fair
market value of the common stock may also result in tax deductions equal to the difference between those
amounts. There is uncertainty as to whether the exercises will occur, the amount of any deductions, and our
ability to fully utilize any tax deductions.
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Disclosures About Contractual Obligations and Commercial Commitments

A summary of payments due by period of our contractual obligations and commercial commitments as
of December 31, 2004 are shown in the table below (in thousands). A more complete description of these
obligations and commitments is included in the notes to our consolidated financial statements.

Less than 1-3 4-5 After 5

Contractual Obligations Total 1 Year Years Years Years
Long-term debt (Note 10) ....... $ 32,178 $ 19426 $ 7.492 $ 5211 $ 49
Other liabilities...........cc.occore.. 88,236 82,394 1,591 1,483 2,768
Benefit plan contributions

(Note 14) oo 2,005 2,005 - -
Capital lease obligations

{Note 18) ....ocorvriiveriann, 3,565 1,237 2,100 228 -
Operating leases (Note 18)....... 325,406 63,115 82,029 59,379 120,883
Total contractual obligations... § 451,390 § 168,177 $ 93212 § 66,301 § 123,700

In addition to the contractual obligations above, as of December 31, 2004, we have payments of up to
$4.0 million contingently payable during 2005 related to business acquisitions. See note 4 of the notes to the
consolidated financial statements.

Certain Relationships and Related Party Transactions
Alrcraft usage payments

James R. Crane, our Chairman of the Board and Chief Executive Officer, held interests in two entities
(one of which is 50% owned and one of which is wholly owned by Mr. Crane) that lease passenger aircraft to
us. From time to time, our employees use these aircraft in connection with travel associated with our business,
for which we make payments to those entities. During the years ended December 31, 2004, 2003 and 2002,
we reimbursed Mr. Crane $1.2 million, $621,000 and $1.2 million, respectively, for actual hourly usage of the
aircraft. In January 2005, we purchased from an unrelated third party an aircraft that was previously leased by
an entity controlled by Mr. Crane for $12.5 million to be utilized for business travel, eliminating the use of
Mr. Crane's aircraft and reimbursement thereof.

Investment in Miami Air International, Inc.

In July 2000, we purchased 24.5% of the outstanding common stock of Miami Air International, Inc.,
a privately held domestic and international passenger charter airline headquartered in Miami, Florida, for
approximately $6.3 million in cash. Our primary objective for engaging in the transaction was to develop a
business relationship with Miami Air in order to obtain access to an additional source of reliable freight
charter capacity. In the transaction, certain stockholders of Miami Air sold 82% of the aggregate number of
outstanding shares of Miami Air common stock to private investors, including EGL, James R. Crane and
Frank J. Hevrdejs, a member of our Board of Directors. Mr. Crane purchased 19.2% of the outstanding
common stock for approximately $4.7 million in cash and Mr. Hevrdejs purchased 6.0% of the outstanding
common stock for approximately $1.5 million in cash.

In connection with the Miami Air investment, Miami Air and EGL entered into an aircraft charter
agreement whereby Miami Air agreed to convert certain of its passenger aircraft to cargo aircraft and to
provide aircraft charter services to us for a three-year term. In addition, we caused a standby letter of credit to
be issued in favor of certain creditors for Miami Air to assist Miami Air in financing the conversion of its
aircraft. Miami Air agreed to pay us an annual fee equal to 3.0% of the face amount of the letter of credit and
to reimburse us for any payments made by us in respect to the letter of credit.
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There were previously four aircraft subject to the aircraft charter agreement. During 2001, we paid
Miami Air approximately $11.8 million under the aircraft charter agreement for use of four 727 cargo
airplanes under an aircraft, crew, maintenance and insurance, or ACMI, agreement. The payments were based
on market rates in effect at the time the lease was entered into. In late February 2002, EGL and Miami Air
mutually agreed to ground one of these aircraft because of the need for maintenance on that plane. During the
first four months of 2002, there were three aircraft subject to the aircraft charter agreement and we paid
approximately $6.1 million related to this agreement. In May 2002, EGL and Miami Air mutually agreed to
cancel the aircraft charter agreement for the three planes as of May 9, 2002 and we agreed to pay $450,000 for
services rendered in May 2002 and aircraft repositioning costs.

In May 2004, we sold our investment in Miami Air to an unrelated party for approximately $6.7
million in cash. In conjunction with Miami Air’s deteriorating financial condition and liquidity issues, we had
written off our investment in Miami Air in the first quarter of 2002. The sale resulted in a gain of $6.7
million, which is included in nonoperating income in the condensed consolidated statement of operations. As
a result of the sale, we were released as guarantor of Miami Air’s letter of credit and terminated the $3.0
million standby letter of credit for Miami Air.

Miami land purchase

Our operations in Miami, Florida were located in three different facilities. In order to increase
operational efficiencies, we acquired land to be used as the site for a new facility to consolidate our Miami
operations. We acquired the land in August 2002 from a related party entity controlled by Mr. Crane for $9.8
million in cash, including acquisition costs of $131,000. This parcel of land had been previously identified by
us as the most advantageous property on which to consolidate our Miami operations. We entered into
negotiations on the land and reached agreement with the seller on terms. However, given the downturn in the
economy and our weakening financial condition at that point in time, we elected to delay purchasing this
property until our financial condition improved. On July 10, 2001, Mr. Crane purchased the land in
anticipation of reselling the land to EGL. Our Audit Committee, consisting of four independent directors,
engaged in an analysis and discussion regarding whether it was in the best interest of EGL to enter into a
purchase agreement to purchase this particular tract of land from Mr. Crane. The Audit Committee’s analysis
included, but was not limited to, obtaining an independent appraisal of the land, reviewing a comparative
properties analysis performed by an outside independent real estate company and performing a cost benefit
analysis for several different alternatives. Based upon the data obtained from the analysis, the Audit
Committee determined the best alternative for EGL, in its opinion, was for us to purchase the property from
Mr. Crane. The Audit Committee then made a recommendation to our Board of Directors, which includes six
independent directors, to purchase this land at Mr. Crane’s purchase price plus carrying costs, which was
lower than the current market value. In August 2002, our Board of Directors unanimously approved the
purchase, with Mr. Crane abstaining from the vote. Construction of the new Miami facility was completed in
November 2003 and we consolidated our Miami operations at the new facility.

EGL Subsidiaries Spain and Portugal

In April 1999, Circle sold a 49% interest in its two previously wholly-owned subsidiaries in Spain and
Portugal for $1.3 million to Peter Gibert. Mr. Gibert was one of our directors in 2000 and 2001 and resigned
from the Board of Directors in May 2002. In June 2004, we purchased the interest back from Mr. Gibert
under the purchase option provisions of the original agreement (see note 4 of the notes to the consolidated
financial statements).
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Shared employees

Certain of our employees also perform services for companies owned by Mr. Crane. We are
reimbursed for these services based upon an allocation percentage of total salaries agreed to by us and Mr.
Crane. We received reimbursements of $135,000, $62,000 and $100,000 for 2004, 2003 and 2002,
respectively. Amounts billed but not received as of December 31, 2004 was $78,000 and is included in other
receivables on the consolidated balance sheets.

Source One Spares

Mr. Crane is a director and 24.9% shareholder of Source One Spares, Inc., a company specializing in
the just-in-time delivery of overhauled flight control, actuation and other rotable airframe components to
commercial aircraft operators around the world. In May 1999, we began subleasing a portion of our
warehouse space in Houston, Texas and London, England to Source One Spares pursuant to a five-year
sublease, which was terminated in early 2002. Following termination of the sublease, we subleased the
warehouse to Source One on a month to month basis. This arrangement ended in 2003. Rental income was
approximately $95,000 for the year ended December 31, 2003. During 2003, we billed Source One Spares
approximately $7,000 for freight forwarding services.

Seasonality

Historically, our operating results have been subject to a limited degree to seasonal trends when
measured on a quarterly basis. Typically, our first fiscal quarter is weaker when compared to our other fiscal
quarters of the corresponding year. The seasonality of our business is a result of a variety of factors, including
holiday seasons, consumer demand, economic conditions and other factors beyond our control. We cannot
accurately forecast many of these factors, nor can we estimate accurately the relative influence of any
particular factor. As a result, there can be no assurance that historical patterns, if any, will continue in future
periods.

Critical Accounting Policies and Estimates
Use of estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates that affect the amounts reported in the financial statements and
accompanying notes. Management considers many factors in selecting appropriate operational and financial
accounting policies and controls, and in developing the assumptions that are used in the preparation of these
financial statements. Management must apply significant judgment in this process. Among the factors, but
not fully inclusive of all factors that may be considered by management in these processes are:

= the range of accounting policies permitted by accounting principles generally accepted in the
United States of America,

* management’s understanding of the company’s business - both historical results and expected
future results,

* the extent to which operational controls exist that provide high degrees of assurance that all

desired information to assist in the estimation is available and reliable or whether there is greater
uncertainty in the information that is available upon which to base the estimate,

45




» expectations of the future performance of the economy - domestically, globally and within
various sectors that serve our principal customers and suppliers of goods and services,

» expected rates of change, sensitivity and volatility associated with the assumptions used in
developing estimates and

» whether historical trends are expected to be representative of future trends.

The estimation process often times may yield a range of potentially reasonable estimates of the
ultimate future outcomes and management must select an amount that lies within that range of reasonable
estimates — which may result in the selection of estimates that may be viewed as conservative or aggressive by
others — based upon the quantity, quality and risks associated with the variability that might be expected from
the future outcome and the factors considered in developing the estimate. Management attempts to use its
business and financial accounting judgment in selecting the most appropriate estimate, however, actual
amounts could and will differ from those estimates.

Revenue recognition

Domestic revenues and most domestic operating costs are recognized when shipments are picked up
from the customer. International revenues and freight consolidation costs are recognized in the period when
shipments are tendered to a carrier for transport to a foreign destination. This is one of the permissible
methods under Emerging Issues Task Force (EITF) Issue No. 91-9, “Revenue and Expense Recognition for
Freight Services in Process.” This method generally results in recognition of revenues and gross profit earlier
than methods that do not recognize revenues until a proof of delivery is received. Customs brokerage and
ather revenues are recognized upon completing the documents necessary for customs clearance or completing
other fee-based services. Revenues recognized as an indirect air carrier or an ocean freight consolidator
includes the direct carrier’s charges to EGL for carrying the shipment. Revenues recognized in other
capacities include only the commission and fees received. In January 2002, EITF Issue No. 01-14, “Income
Statement Characterization of Reimbursements Received for ‘Out of Pocket’ Expenses Incurred” was
effective for EGL. This issue clarified certain provisions of EITF No. 99-19, “Reporting Revenue Gross as a
Principal versus Net as an Agent,” and among other things established when reimbursements are required to
be shown gross as opposed to net. We report the costs of certain reimbursed incidental activities on a gross
basis in revenues and cost of transportation.

We derive our revenues from three principal sources: air freight forwarding, ocean freight
forwarding, and customs brokerage, import and logistics services.

Air and ocean freight forwarding. As primarily a non-asset based carrier, we do not own
transportation assets. Instead, we generate the majority of our air and ocean freight revenues by purchasing
transportation services from direct (asset-based) carriers and reselling those services to our customers as an
indirect carrier. Additionally, we generate air freight and ocean freight forwarding revenues to a lesser extent
as an authorized cargo sales agent.

As an indirect carrier, we obtain shipments from our customers, consolidate shipments bound for a
particular destination, determine the routing, select the direct carrier and tender each consolidated lot as a
single shipment to the direct carrier for transportation to a distribution point. We issue a House Airway Bill
(HAWB}) or a House Ocean Bill of Lading (HOBL) to customers as the contract of carriage. In turn, when the
freight is physically tendered to a direct carrier, we receive a contract of carriage known as a Master Airway
Bill for air freight shipments and a Master Ocean Bill of Lading for ocean shipments. We are the direct point
of contact for service fulfillment and resolving any service failures or claims for lost or damaged freight

46




resulting from either our or the direct carriers” actions. In addition, if we do not collect from our customers,
we are still responsible for paying the direct carrier.

Due to the high volume of freight we manage, we generally obtain lower rates from the direct carriers
than the rates we charge our customers for individual shipments. This rate differential is the primary source of
our air and ocean freight net revenues. We have complete discretion in selecting the means, route and
procedures to be followed in the handling, transportation and delivery of freight. We select the direct carrier
that will provide the most economical routing in an effort to maximize net revenues.

Revenues related to shipments where we act as an indirect carrier are reported based on the gross
amount billed to the customer and include the charges for carrying the shipments. Based upon the terms in the
contract of carriage, revenues are recognized at the time the freight is tendered to the direct carrier at origin.
Costs related to the shipments are also recognized at this time.

As an authorized cargo sales agent of most airlines and ocean shipping lines, we also arrange for
transportation of individual shipments and receive a commission from the airline or ocean shipping line for
arranging the shipments. When acting in this capacity, we do not consolidate shipments or have responsibility
for shipments once they have been tendered to the carrier. Therefore, revenues include only the commissions
and fees received. These revenues are recognized upon completion of the services.

Customs brokerage and other services. Customs brokerage and import services involve providing
services at destinations, such as helping customers clear shipments through customs by preparing required
documentation, calculating and providing for payment of duties and other taxes on behalf of the customers as
well as arranging for any required inspections by governmental agencies and arranging for delivery. We also
offer a range of logistics services, distribution and materials management services, international insurance
services, global project management services and trade facilitation services. Revenues include the fees
received for these services and are recognized upon completion of the services.

Allowance for doubtful accounts

Our allowance for doubtful accounts is determined using a combination of factors based on the
expected ultimate recovery of trade receivables. We maintain a bad debt reserve for all customers based on a
variety of factors, including the length of time receivables are past due, general and specific economic trends,
significant one-time events and historical customer collection experience. Also, we record additional reserves
for individual accounts when we become aware of a customer’s inability to meet its financial obligations to us,
such as in the case of bankruptcy filings or deterioration in the customer’s operating results or financial
position. Trade receivables include disbursements made by us on behalf of our customers for transportation
costs and customs duties. As the billings to customers for these disbursements may be several times the
amount of revenues and fees derived from these transactions, the inability to collect such amounts could result
in losses greater than the revenues recognized when such billings were recorded. If circumstances related to
customers change, our estimates of the allowance for doubtful accounts would be further adjusted.

Computer software

Certain costs related to the development or purchase of internal-use software during the application
development stage are capitalized and amortized over the estimated useful life of the software. The following
types of costs incurred during the application development stage are capitalized: (a) external direct costs of
materials and services consumed in developing or obtaining internal-use software, (b) payroll and payroll
related costs for employees who are directly associated with and who devote time to the internal-use software
project, (c) interest costs incurred in developing software for internal use, and (d) costs to develop or obtain
software that allows for access or conversion of old data into new systems. Costs related to the preliminary
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project stage, data conversion and the post-implementation/operation stage of a software development project
are expensed as incurred. On retirement or sale of assets, the cost of such assets and accumulated depreciation
are removed from the accounts and the gain or loss, if any, is credited or charged to income.

We have incurred substantial costs during the periods presented related to a number of information
systems projects that were being developed over that time period. Inherent in the capitalization of those
projects are the assumptions that after considering the technological and business issues related to their
development, such development efforts will be successfully completed and that benefits to be provided by the
completed projects will exceed the costs capitalized to develop the systems. Management believes that all
projects capitalized at December 31, 2004 will be successfully completed and will result in benefits
recoverable in future periods.

Goodwill and other intangibles

Goodwill represents the excess of purchase price over the fair value of net assets acquired. Goodwill
is a residual amount and is determined after numerous estimates are made regarding the fair value of assets
and liabilities included in a business combination, and therefore, indirectly affected by management's
estimates and judgments. We review goodwill for impairment annually and whenever events or changes in
circumstances indicate the carrying value of an asset may not be recoverable in accordance with SFAS No.
142, “Goodwill and Other Intangible Assets.” The provisions of SFAS No. 142 require that a two-step
impairment test be performed on goodwill. In the first step, we compare the fair value of each reporting unit
to its carrying value. We determine the fair value of our reporting units based on the present value of
estimated future cash flows. If the fair value of the reporting unit exceeds the carrying value of the net assets
assigned to that unit, goodwill is not impaired and we are not required to perform further testing. If the
carrying value of the net assets assigned to the reporting unit exceeds the fair value of the reporting unit, then
we must perform the second step in order to determine the implied fair value of the reporting unit’s goodwill
and compare it to the carrying value of the reporting unit’s goodwill. If the carrying value of the reporting
unit’s goodwill exceeds its implied fair value, then we must record an impairment loss equal to the difference.

The income approach, which we use to estimate the fair value of our reporting units is dependent on a
number of factors including estimates of future market growth and trends; forecasted revenue, costs, cash
flows and capital expenditures, and the timing thereof; appropriate discount rates; tax rates and other
variables. We base our fair value estimates on assumptions we believe to be reasonable, but which are
unpredictable and inherently uncertain. Actual future results may differ from those estimates. In addition, we
make certain assumptions to allocate shared assets, liabilities and overhead costs to calculate the carrying
values for each of our reporting units.

Impairment of assets

Substantial judgment is necessary in the determination as to whether an event or circumstance has
occurred that may trigger an impairment analysis and in determination of the related cash flows from the asset.
Estimating cash flows related to long-lived assets is a difficult and subjective process that applies historical
experience and future business expectations to revenues and related operating costs of assets. Should
impairment appear to be necessary, subjective judgment must be applied to estimate the fair value of the asset,
for which there may be no ready market, which oftentimes results in the use of discounted cash flow analysis
and judgmental selection of discount rates to be used in the discounting process. If we determine an asset has
been impaired based on the projected undiscounted cash flows of the related asset or the business unit over the
remaining amortization period, and if the cash flow analysis indicates that the carrying amount of an asset
exceeds related undiscounted cash flows, the carrying value is reduced to the estimated fair value of the asset
or the present value of the expected future cash flows.




Merger and restructuring

We have engaged in merger and restructuring actions which require our management to utilize
significant estimates related to future lease obligations for duplicate facilities, expenses for severance and
other employee separation costs and costs for termination of joint venture/agency agreements. Management
makes significant estimates, including the amount of sublease income we will recover for future lease
obligations on duplicate facilities. Should the actual amounts differ from our estimates, the amount of the
restructuring charges could be materially impacted. See note 18 of the notes to the consolidated financial
statements.

Taxes on earnings

Our effective tax rate includes the impact of certain undistributed foreign earnings for which no U.S.
taxes have been provided because such earnings are planned to be reinvested indefinitely outside the United
States. Material changes in our estimates of cash, working capital and long-term investment requirements
could impact our effective tax rate.

We reversed half of the valuation allowance that was fully reserved for our state net operating losses
during the fourth quarter. We also recorded valuation allowances to fully reserve deferred tax assets generated
from certain foreign jurisdictions. We considered our historical performance, forecasted taxable income and
other factors in determining the sufficiency of our valuation aliowance. Objective factors such as current year
and previous year net operating loss utilization were given more weight than our outlook for future realization
of the losses. We believe we should generate sufficient taxable income to utilize a substantial portion of our
net operating loss carryforwards before their expiration. We also have deferred tax assets for certain foreign
and federal tax credits which management believes will be fully realized in the future based on current year
utilization of foreign tax credits and our outlook for future utilization. In order to realize our deferred tax
assets, we must be able to generate sufficient taxable income in the specific tax jurisdictions to offset the
deferred tax assets. In the event we were to determine that we would not be able to realize all or part of our
net deferred tax assets in the future, an adjustment to the deferred tax assets would be charged to earnings in
the period such determination is made. If we later determine or are able to realize the deferred tax assets for
the state or foreign net operating losses our valuation allowance could be reversed.

Our federal income tax returns from fiscal years 2000 to 2001 are currently subject to audit by the
Internal Revenue Service. Management believes it has filed such returns in accordance with applicable tax
laws in effect at the time. However, there is no assurance that such audits will not result in future adjustments.

Other critical accounting policies

See note 1 of the notes to our consolidated financial statements for further information on our critical
accounting policies and the judgment made in their application.

New accounting pronouncements

In December 2003, the FASB revised Statement of Financial Accounting Standards No. 132R,
“Employers’ Disclosures about Pensions and Other Postretirement Benefits - an amendment of FASB
Statements No. 87, 88 and 106” (SFAS 132R). SFAS 132R expanded the disclosure requirements for benefit
plans to include information describing the types of plan assets, investment strategy, measurement date(s),
plan obligations, cash flows, and components of net periodic benefit cost recognized during interim periods.
Most of the additional disclosures required by SFAS 132R were effective for annual periods ending after
December 31, 2003 and interim periods beginning after December 31, 2003, except for annual disclosures for
foreign plans, in which annual disclosures were effective for periods ending after June 15, 2004. All of our
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defined benefit plans are foreign plans and, accordingly, we have included disclosures required by SFAS 132R
in these consolidated financial statements.

In March 2004, the Emerging Issues Task Force issued Statement No. 03-06, or EITF 03-06,
"Participating Securities and the Two-Class Method under Financial Accounting Standards Board Statement
No. 128, Earnings Per Share." EITF 03-06 addresses a number of questions regarding the computation of
earnings per share by companies that have issued securities other than common stock that contractually entitle
the holder to participate in dividends and earnings of the company when, and if, it declares dividends on its
common stock. The Statement also provides further guidance in applying the two-class method of calculating
earnings per share, clarifying what constitutes a participating security and how to apply the two-class method
of computing earnings per share once it is determined that a security is participating, including how to allocate
undistributed earnings to such a security. EITF 03-06 was effective for fiscal periods beginning after March
31, 2004. The adoption of EITF 03-06 did not have an impact on our computation of earnings per share.

In December 2004, the FASB issued SFAS No. 123 (revised 2004), “Share-Based Payment” (SFAS
123R), which replaces SFAS No. 123, “Accounting for Stock-Based Compensation.” (SFAS 123) and
supercedes APB Opinion No. 25, “Accounting for Stack Issued to Employees.” SFAS 123R requires all
share-based payments to employees, including grants of employee stock options and employee stock purchase
plans, to be recognized in the financial statements based on their fair values, beginning with the first interim or
annual period beginning after June 15, 2005, with early adoption encouraged. In addition, SFAS 123R will
cause unrecognized expense (based on the amount in our pro forma footnote disclosure) related to options
vesting after the date of initial adoption to be recognized as a charge to results of operations over the
remaining vesting period. We are required to adopt SFAS 123R in the third quarter of 2005, beginning July 1,
2005. Under SFAS 123R, we must determine the appropriate fair value model to be used for valuing share-
based payments, the amortization method for compensation cost and the transition method to be used at the
date of adoption. The transition alternatives include prospective and retrospective adoption methods, prior
periods may be restated either as the beginning of the year of adoption or for all periods presented. The
prospective method requires that compensation expense be recorded for all unvested stock options and share
awards as of the beginning of the first quarter of adoption of SFAS 123R, while the retrospective methods
would record compensation expense for all unvested stock options and share awards beginning with the first
period restated. We are evaluating the requirements of SFAS 123R and expect the adoption of SFAS 123R
will have a material impact on the consolidated results of operations, earnings per share and consolidated
statement of cash flows. We have not determined the method of adoption or the effect of adopting SFAS
123R.

In December 2004, the FASB issued FASB Staff Position No. 109-2 (FSP 109-2), “Accounting and
Disclosure Guidance for the Foreign Repatriation Provision within the American Jobs Creation Act of 2004”,
which provides guidance under SFAS No. 109 with respect to recording the potential impact of the
repatriation provisions of the Act on a company’s income tax expense and deferred tax liability. FSP 109-2
states that a company is allowed time beyond the financial reporting period of enactment to evaluate the effect
of the Act on its plan for reinvestment or repatriation of foreign earnings for purposes of applying SFAS No.
109. We have not yet determined if we intend to repatriate foreign earnings under the provisions in the Act.
Thus, our consolidated financial statements do not reflect a provision for taxes related to this election. Any
such repatriation under the Act must occur by December 31, 2005. The range of any reasonable amount of
repatriation is not available at this time. The maximum amount as prescribed in the Act is $500 million. Our
evaluation of the effect of the election is expected to be completed by the end of the second quarter of 2005.
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ITEM 7A. Quantitative and Qualitative Disclosures about Market Risk

Our cash flows and net income are subject to fluctuations due to changes in exchange rates. We
attempt to limit our exposure to changing foreign exchange rates through operational actions. We provide
services to customers in locations throughout the world and, as a result, operate with many functional
currencies including the key currencies of North America, Latin America, Asia, the South Pacific and Europe.
This diverse base of local currency costs serves to partially counterbalance the effect of potential changes in
the value of our local currency denominated revenues and expenses. Short-term exposures to changing
foreign currency exchange rates are related primarily to intercompany transactions. The duration of these
exposures is minimized through the use of an intercompany netting and settlement system that settles the
majority of intercompany obligations two times per month. We use short term foreign exchange forward
contracts on a limited basis to minimize exposures to exchange rates on recorded receivables and payables.
The value of foreign exchange forward contracts was not significant at December 31, 2004 or 2003.

As of December 31, 2004, we had no amounts outstanding under our line of credit. Our lease
payments on certain financed facilities are tied to market interest rates. At December 31, 2004, a 10% rise in
the base rate for these financing arrangements would not have a material impact on operating income in 2005.

We have not purchased any material futures contracts nor have we purchased or held any material
derivative financial instruments for trading purposes during 2004.

ITEM 8. Financial Statements and Supplementary Data

The financial statements and supplementary information specified by this Item are presented
following Item 15 of this report.

ITEMY. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure
None.

ITEM 9A. Controls and Procedures

Disclosure Controls and Procedures

We carried out an evaluation, under the supervision and with the participation of our management,
including our Chief Executive Officer and our Chief Financial Officer, of the effectiveness of our disclosure
controls and procedures pursuant to Rule 13a-15 under the Securities Exchange Act of 1934 as of the end of
the period covered by this annual report. In the course of this evaluation, management considered the material
weaknesses in our internal control over financial reporting discussed below. Based upon that evaluation, our
Chief Executive Officer and Chief Financial Officer concluded that, as a result of the material weaknesses
discussed below, our disclosure controls and procedures were not effective, as of December 31, 2004, with
respect to the recording, processing, summarizing and reporting, within the time periods specified in the
SEC’s rules and forms, of information required to be disclosed by us in the reports that we file or submit under
the Exchange Act. In light of the material weaknesses, we performed additional analyses and other post-
closing procedures in an effort to ensure our consolidated financial statements included in this annual report
have been prepared in accordance with generally accepted accounting principles. Accordingly, management
believes that the financial statements included in this report fairly present in all material respects our financial
position, results of operations and cash flows for the periods presented.
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Management’s Report on Internal Control Over Financial Reporting

The management of EGL, Inc. and its subsidiaries (the “Company”) is responsible for establishing and
maintaining adequate internal control over financial reporting as defined in Rules 13a-15(f) and 15d-15(f) of
the Exchange Act and for our assessment of the effectiveness of internal control over financial reporting. The
Company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with U.S. generally accepted accounting principles.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

The Company’s management assessed the effectiveness of the Company’s internal control over
financial reporting as of December 31, 2004. In making this assessment, management used the criteria set
forth by the Committee of Sponsoring Organizations of the Treadway Commission (“COSO”) in “Internal
Control-Integrated Framework.” Our assessment included an evaluation of the design of our internal control
over financial reporting and testing of the operational effectiveness of those controls.

A material weakness is a control deficiency, or combination of control deficiencies, that results in
more than a remote likelihood that a material misstatement of the annual or interim financial statements will
not be prevented or detected. As of December 31, 2004, we have concluded that the Company did not
maintain effective controls over the determination of income tax account balances and certain general ledger
account reconciliations as described below.

L Lack of effective controls over the determination of income tax account balances

The Company did not maintain effective controls over the determination of income tax account balances.
Specifically, the Company did not maintain effective controls over: (i) the calculation of the income tax
provision, (ii) the proper recording of deferred tax assets and related valuation allowances, (iii) the monitoring
of its current and deferred income tax accounts on a worldwide basis, and (iv) reconciliation of the differences
between the tax basis and book basis of each component of the Company’s balance sheet with the deferred tax
asset and liability accounts. This control deficiency resulted in the restatement of the Company’s consolidated
financial statements for 2002, 2003 and the first three quarters of 2004, as well as audit adjustments to the
fourth quarter 2004 financial statements. Additionally, this control deficiency could result in a misstatement
of income taxes payable, deferred income tax assets and liabilities and the related income tax provisions that
would result in a material misstatement to the annual or interim consolidated financial statements that would
not be prevented or detected. Accordingly, management determined that this control deficiency constitutes a
material weakness.

-2 Lack of effective controls over certain general ledger account reconciliations and the monitoring and
review of general ledger accounts

The Company did not maintain effective controls over certain general ledger account reconciliations and the
monitoring and review of general ledger accounts. Specifically, general ledger account reconciliations
involving cash, receivables, income taxes, property and equipment, other current and noncurrent assets,
payables, accrued expenses, notes payable and other noncurrent liabilities in the United States, Mexico and
United Kingdom were not properly performed on a timely basis and reconciling items were not timely
resolved and adjusted as well as a lack of monitoring and review of these general ledger accounts. This
control deficiency resulted in the restatement of the Company’s consolidated financial statements for 2002,
2003 and the first three quarters of 2004 as well as audit adjustments to the fourth quarter 2004 financial
statements. Additionally, this control deficiency could result in a misstatement of the aforementioned account
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balances that would result in a material misstatement to the annual or interim consolidated financial statements
that would not be prevented or detected. Accordingly, management determined that this control deficiency
constitutes a material weakness.

Because of these material weaknesses, we have concluded that the Company did not maintain
effective internal control over financial reporting as of December 31, 2004, based on criteria in “Internal
Control-Integrated Framework” issued by the COSO.

Management’s assessment of the effectiveness of the Company's internal control over financial
reporting has been audited by PricewaterhouseCoopers LLP, an independent registered public accounting
firm, as stated in their report which appears herein.

Remediation Efforts Related to Material Weaknesses

L Remediation efforts related to income taxes

The material weakness related to the calculation of the income tax provision, ineffective income tax
reconciliation procedures, the proper recording of deferred tax assets and related valuation allowances for
foreign operations, and the management of all of its income tax accounts on a worldwide basis will be
addressed as described below:

Management has initiated and will be taking additional steps to remediate the deficiencies by (1) hiring
additional qualified and experienced staff to manage the income tax accounting function, (2) augmenting the
staff with the support of an outside firm with international tax expertise to recommend enhancements to the
tax accounting function and to provide ongoing assistance and support in complex areas, (3) implementing a
global financial training program to address the complexities in accounting for current and deferred taxes
under United States generally accepted accounting procedures, (4) implementing more automated and formal
controls to replace current manual controls, and (5) using additional technology resources to help assist in
managing the complex income tax accounting function.

During the year, management had implemented additional controls to address some of the complexity and
control deficiencies and engaged an outside accounting firm to review the income tax accounting function, and
while improvement was noted, these were not enough to overcome the conclusion that controls in accounting
for income tax was ineffective. Management performed additional procedures relating to the taxes payable,
deferred taxes and tax provision. Due to these additional procedures performed, management believes that the
2004 consolidated financial statements as well as the financial statements for each quarter in 2004 (after the
restatements described above) are fairly stated in all material respects.

2. Remediation efforts related to general ledger account reconciliations and the monitoring and review
of general ledger accounts

The material weakness related to general ledger account reconciliations was a result of ineffectiveness in
timely reconciling certain general ledger accounts and the lack of monitoring and review of these general
ledger accounts.

Management has initiated and will be taking additional steps to remediate any deficiencies by (1) improving
the organizational structure to achieve the proper levels of quantity and quality of our accounting, finance and
internal audit personnel, (2) strengthening the procedures for specific account reconciliations through written
policies and procedures to ensure amounts recorded are supported by detailed and documentary support for the
period covered, (3) implementing monitoring controls on the status of account reconciliations, monthly
deadlines for completing the reconciliation and management review on a monthly or quarterly basis depending
on the type of account, and (4) improving processes, especially for two subsidiaries providing materials
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procurement and vehicle leasing services, by automatmg and integrating linkages between operational
transactions and the accounting system.

All significant accounts impacted by the control deficiencies described above have been properly reconciled as
of December 31, 2004.

Changes in Internal Control over Financial Reporting

Other than as described above, there have been no changes in the Company's internal control over
financial reporting during the most recently completed fiscal quarter that has materially affected, or are
reasonably likely to materially affect, the Company's internal control over financial reporting.

ITEM 9B. Other Information
None
PART III
ITEM 10. Directors and Executive Officers of the Registrant

The information required by this item is incorporated by reference to information under the caption
“Proposal 1—Election of Directors” and to the information under the caption “Section 16(a) Reporting
Delinquencies” in our definitive Proxy Statement (the “2005 Proxy Statement”) for our 2005 annual meeting
of shareholders.

Code of Ethics

We have adopted a code of business conduct and ethics for directors, officers (including our Chief
Executive Officer, Chief Financial Officer and Chief Accounting Officer) and employees, known as the Code
of Conduct. Anyone may, without charge, upon request, receive a copy of the Code of Conduct from:

EGL, Inc.

Attention: Investor Relations
15350 Vickery Drive
Houston, TX 77032

(281) 618-3100

In the event that we make changes in, or provide waivers from, the provisions of our code of business
conduct and ethics that the SEC or the NASDAQ Stock Market require us to disclose, we intend to disclose
these events on our website.

Pursuant to Item 401(b) of Regulation S-K, the information required by this item with respect to our
executive officers is set forth in Part I of this report.

ITEM 11. Executive Compensation

~ The information required by this item is incorporated herein by reference to the 2005 Proxy
Statement.
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ITEM 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters

The information required by this item is incorporated herein by reference to the 2005 Proxy
Statement.

Equity Compensation Plans

The following table sets forth information about EGL’'s common stock that may be issued under all of
our existing equity compensation plans as of December 31, 2004 (shares in thousands):

Number of securities to Weighted-average Number of securities
be issued upon exercise exercise price of remaining available for
of outstanding options, outstanding options, future issuance under equity
warrants and rights (2) warrants and rights (3) compensation plans (4)
Equity compensation
plans approved by
security holders (1) ......... 2,864 $ 20.42 3,489
Equity compensation
plans not approved by
security holders .............. - - -
Total ..o 2,864 3 20.42 3,489

(1) These plans include the EGL Long-Term Incentive Plan, the EGL Employee Stock Purchase
Plan and the EGL 1995 Non-Employee Director Stock Plan.

(2) Includes 110,460 shares of EGL common stock to be issued upon the exercise of outstanding
options assumed in connection with the acquisition of Circle International Group, Inc. at a
weighted average exercise price of $22.50, which options were originally issued under one of
the following Circle plans: the 1982 Stock Option Plan, the 1990 Stock Option Plan, the 1994
Omnibus Equity Incentive Plan, the 1999 Stock Option Plan and the Employee Stock Purchase
Plan. No additional awards may be granted under the Circle plans. Also excludes shares of
EGL common stock issuable under the EGL Employee Stock Purchase Plan.

{3) Excludes restricted stock.

(4) Includes 355,000 shares of EGL common stock remaining available for future issuance under
the EGL Employee Stock Purchase Plan and excludes securities to be issued upon exercise of
outstanding options, warrants and rights.

ITEM 13. Certain Relationships and Related Transactions

The information required by this item is incorporated herein by reference to the 2005 Proxy
Statement.

ITEM 14. Principal Accountant Fees and Services

The information required by this item is incorporated by reference to the 2005 Proxy Statement.
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PART IV

ITEM 15. Exhibits and Financial Statement Schedules

(a) 1) Financial Statements

Item Page
TEIAEX e ettt ettt et et e ettt eata e F-1
Report of Independent Registered Public Accounting Firm ... F-2
Consolidated Balance Sheets as of December 31, 2004 and 2003........ccooovivvioiiiiccieee, F-5
Consolidated Statements of Operations for the Years Ended

December 31, 2004, 2003 and 2002.......coo oo F-6
Consolidated Statements of Cash Flows for the Years Ended

December 31, 2004, 2003 and 2002........coiiiiiiiiecie ettt F-7
Consolidated Statements of Stockholders’ Equity for the Years Ended

December 31, 2004, 2003 and 2002........ooommiiiiieoiee oot F-9
Notes to Consolidated Financial Statements ......ocvvvviiiiiieie e F-10

2) Financial Statement Schedules

Schedule II Valuation and Qualifying Accounts for the Years Ended
December 31, 2004, 2003 and 2002............ccooiiiiiniiiii s S-1

Other schedules are omitted because of the absence of conditions under which they are required or
because the required information is given in the consolidated financial statements or notes thereto.

(b)Exhibits

Exhibit Number Description

*3.1 Second Amended and Restated Articles of Incorporation of EGL, as amended (filed as
Exhibit 3(i) to EGL's Form 8-A/A filed with the Securities and Exchange Commission on
September 29, 2000 and incorporated herein by reference).

*3.2 Statement of Resolutions Establishing the Series A Junior Participating Preferred Stock of
EGL (filed as Exhibit 3(ii) to EGL’s Form 10-Q for the fiscal quarter ended June 30, 2001
and incorporated herein by reference).

*3.3 Amended and Restated Bylaws of EGL, as amended (filed as Exhibit 3(ii) to EGL's Form
10-Q for the fiscal quarter ended June 30, 2000 and incorporated herein by reference).

*4.1 Rights Agreement dated as of May 23, 2001 between EGL, Inc. and Computershare
Investor Services, L.L.C., as Rights Agent, which includes as Exhibit B the form of Rights
Certificate and as Exhibit C the Summary of Rights to Purchase Common Stock (filed as
Exhibit 4.1 to the EGL's Form 10-Q for the fiscal quarter ended September 30, 2001 and
incorporated herein by reference).

7#10.1 Long-Term Incentive Plan, as amended and restated effective July 26, 2000 (filed as
Exhibit 10(ii) to EGL's Quarterly Report on Form 10-Q for the quarter ended September
30, 2000 and incorporated herein by reference).
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Exhibit Number

Description

7*10.2

7*10.3

7*10.4

7*10.5

1*10.6

7*10.7

1*10.8

*10.9

*10.10

*10.11

*10.12

7*10.13

1*10.14

1995 Non-employee Director Stock Option Plan (filed as Exhibit 10.2 to EGL’s
Registration Statement on Form S-1, Registration No. 33-97606 and incorporated herein by
reference).

401(k) Profit Sharing Plan (filed as Exhibit 10.3 to EGL’s Registration Statement on Form
S-1, Registration No. 33-97606 and incorporated herein by reference).

Circle International Group, Inc. 1994 Omnibus Equity Incentive Plan (filed as Exhibit
10.11 to Annual Report on Form 10-K of Circle (SEC File No. 0-8664) for the fiscal year
ended December 31, 1993 and incorporated herein by reference).

Amendment No. 1 to Circle International Group, Inc. 1994 Omnibus Equity Incentive Plan
(filed as Exhibit 10.11.1 to Annual Report on Form 10-K of Circle (SEC File No. 9-8664)
for the fiscal year ended December 31, 1995 and incorporated herein by reference).

Circle International Group, Inc. Employee Stock Purchase Plan (filed as Exhibit 99.1 to the
Registration Statement on Form S-8 of Circle (SEC Registration No. 333-78747) filed on
May 19, 1999 and incorporated herein by reference).

Circle International Group, Inc. 1999 Stock Option Plan (filed as Exhibit 99.1 to the Form
S-8 Registration Statement of Circle (SEC Registration No. 333-85807) filed on August
24, 1999 and incorporated herein by reference).

Form of Nonqualified Stock Option Agreement for Circle International Group, Inc. 2000
Stock Option Plan (filed as Exhibit 4.8 to Post-Effective Amendment No. 1 on Form S-8 to
Registration Statement on Form S-4 (SEC Registration No. 333-42310) filed on October 2,
2000 and incorporated herein by reference).

Shareholders’ Agreement dated as of October 1, 1994 among EGL and Messrs. Crane,
Swannie, Seckel and Roberts (filed as Exhibit 10.4 to EGL’s Registration Statement on
Form S-1, Registration No. 33-97606 and incorporated herein by reference).

Form of Indemnification Agreement (filed as Exhibit 10.6 to EGL’s Registration Statement
on Form S-1, Registration No. 33-97606 and incorporated herein by reference).

Credit Agreement dated as of September 15, 2004, by and among EGL, Inc. Eagle Global
Logistics, LP, circle International, Inc., SCG, The Select Carrier Group, LP, EGL Trade
Services, Inc., Bank of America, N.A., as well as other parties that may become Lenders
from time to time under the Credit Agreement’s provisions (filed as Exhibit 10.1 to EGL’s
Form 8-K filed on September 21, 2004 and incorporated herein by reference).

Employment Agreement dated as of October 1, 1996 between EGL and James R. Crane
(filed as Exhibit 10.7 to EGL’s Annual Report on Form 10-K for the fiscal year ended
September 30, 1996 and incorporated herein by reference).

Employment Agreement dated as of May 19, 1998 between EGL and Ronald E. Talley
(filed as Exhibit 10.10 to EGL’s Annual Report on Form 10-K for the fiscal year ended
September 30, 1998 and incorporated herein by reference).

Employment Agreement dated as of October 19, 1999 between EGL and Elijio Serrano
(filed as Exhibit 10.11 to EGL’s Annual Report on Form 10-K for the fiscal year ended
September 30, 1999 and incorporated herein by reference).
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Exhibit Number

Description

7*#10.15

*10.16A

*10.16B

7*10.17

7*10.18

*10.19

*10.20

*10.21

*10.22

*10.23

*10.24

Employee Stock Purchase Plan, as amended and restated effective July 26, 2000 (filed as
Exhibit 10(iii) to EGL's Quarterly Report on Form 10-Q for the quarter ended September
30, 2000 and incorporated herein by reference).

Lease Agreement dated as of December 31, 2001 between iStar Eagle LP, as landlord, and
EGL Eagle Global Logistics, LP, as tenant (filed as Exhibit 10.17A to EGL’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2001 and incorporated herein
by reference).

Guaranty dated as of December 31, 2001 among iStar Eagle LP, EGL Eagle Global
Logistics, LP and EGL, Inc. (filed as Exhibit 10.17B to EGL’s Annual Report on Form 10-
K for the fiscal year ended December 31, 2001 and incorporated herein by reference).

Executive Deferred Compensation Plan (filed as Exhibit 10.2 to EGL’s Quarterly Report
on Form 10-Q for the quarter ended September 30, 2002 and incorporated herein by
reference).

Amendment Number 1 to 1995 Non-Employee Director Stock Option Plan (filed as
Exhibit 10.4 to EGL’s Quarterly Report on Form 10-Q for the quarter ended September 30,
2002 and incorporated herein by reference).

Agreement for Purchase and Sale of Real Property, dated September 17, 2002, by and
between MacFarlan Holdings, Ltd., as buyer, and EGL, Inc., as seller (filed as Exhibit
10.22 to EGL’s Annual Report on Form 10-K for the fiscal year ended December 31, 2002
and incorporated herein by reference).

Lease Agreement for real property in Austin, Texas, dated as of November 13, 2002, by
and between EGL Texas Partners, L.P., as landlord, and EGL Eagle Global Logistics, LP,
as tenant (filed as Exhibit 10.23 to EGL’s Annual Report on Form 10-K for the fiscal year
ended December 31, 2002 and incorporated herein by reference).

Lease Agreement for real property in Grapevine, Texas, dated as of November 13, 2002,
by and between EGL Texas Partners, L.P., as landlord, and EGL Eagle Global Logistics,
LP, as tenant (filed as Exhibit 10.24 to EGL’s Annual Report on Form 10-K for the fiscal
year ended December 31, 2002 and incorporated herein by reference).

Lease Agreement for real property in South Bend, Indiana, dated as of December 20, 2002,
by and between South Bend Partners, LP, as landlord, and EGL Eagle Global Logistics,
LP, as tenant (filed as Exhibit 10.25 to EGL’s Annual Report on Form 10-K for the fiscal
year ended December 31, 2002 and incorporated herein by reference).

Agreement for Purchase and Sale of Real Property, dated as of December 15, 2002, by and
between McMillan Investment Company, Ltd., as buyer, and EGL Eagle Global Logistics,
LP, as seller (filed as Exhibit 10.26 to EGL’s Annual Report on Form 10-K for the fiscal
year ended December 31, 2002 and incorporated herein by reference).

Lease Agreement dated as of December 20, 2002, by and between McMillan/Miami LLC,
as landlord, and EGL Eagle Global Logistics, LP, as buyer (filed as Exhibit 10.27 to EGL’s
Annual Report on Form 10-K for the fiscal year ended December 31, 2002 and
incorporated herein by reference).
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Exhibit Number

Description

*10.25

*10.26

110.27

710.28
710.29

21
23.1
311

31.2

32

Agreement for Purchase and Sale of Real Property, dated as of December 30, 2002 by and
between Giffels Development Inc., as buyer, and EGL Eagle Global Logistics (Canada)
Corp., as seller (filed as Exhibit 10.28 to EGL’s Annual Report on Form 10-K for the fiscal
year ended December 31, 2002 and incorporated herein by reference).

Lease Agreement, dated as of December 30, 2002, by and between Giffels Development
Inc., as landlord, and EGL Eagle Global Logistics (Canada) Corp., as tenant (filed as
Exhibit 10.29 to EGL’s Annual Report on Form 10-K for the fiscal year ended December
31, 2002 and incorporated herein by reference).

Form of Retention Agreement between EGL and certain executive officers (filed as Exhibit
10.29 to EGL’s Annual Report on Form 10-K for the fiscal year ended December 31, 2003
and incorporated herein by reference).

Form of Restricted share award pursuant to Directors’ Stock Plan (filed herewith).

Letter of Assignment, effective as of July 30, 2001, as amended, by and between EGL and
Vittorio M. Favati (filed herewith).

Subsidiaries of EGL (filed herewith).
Consent of PricewaterhouseCoopers LLP (filed herewith).

Certification of Chief Executive Officer pursuant to Rule 13a-14(a)/15(d)-14(a) of the
Securities Exchange Act of 1934, as amended, as adopted pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002 (filed herewith).

Certification of Chief Financial Officer pursuant to Rule 13a-14(a)/15(d)-14(a) of the
Securities Exchange Act of 1934, as amended, as adopted pursuant to Section 302 of
Sarbanes-Oxley Act of 2002 (filed herewith).

Certifications of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C.
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (filed
herewith).

* Incorporated by reference as indicated.
T Management contract or compensatory plan or arrangement.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders
of EGL, Inc.:

We have completed an integrated audit of EGL, Inc.’s 2004 consolidated financial statements and of its
internal control over financial reporting as of December 31, 2004 and audits of its 2003 and 2002 consolidated
financial statements in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Qur opinions, based on our audits, are presented below.

Consolidated financial statements and financial statement schedule

In our opinion, the consolidated financial statements listed in the index appearing under Item 15(a)(1) present
fairly, in all material respects, the financial position of EGL, Inc. and its subsidiaries (the Company) at
December 31, 2004 and 2003, and the results of their operations and their cash flows for each of the three
years in the period ended December 31, 2004 in conformity with accounting principles generally accepted in
the United States of America. In addition, in our opinion, the financial statement schedule listed in the index
appearing under Item 15(a)(2) presents fairly, in all material respects, the information set forth therein when
read in conjunction with the related consolidated financial statements. These financial statements and
financial statement schedule are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements and financial statement schedule based on our audits. We
conducted our audits of these staterments in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit of
financial statements includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

As discussed in Note 2 to the consolidated financial statements, the Company’s 2003 and 2002 consolidated
financial statements have been restated.

Internal control over financial reporting

Also, we have audited management's assessment, included in Management’s Report on Internal Control Over
Financial Reporting appearing under Item 9A, that EGL, Inc. did not maintain effective internal control over
financial reporting as of December 31, 2004, because the Company did not maintain effective controls over
the determination of income tax account balances and over certain general ledger account reconciliations and
the monitoring and review of general ledger accounts, based on criteria established in Internal Control -
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO). The Company's management is responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting. Our
responsibility is to express opinions on management's assessment and on the effectiveness of the Company's
internal control over financial reporting based on our audit.

We conducted our audit of internal control over financial reporting in accordance with the standards of the
Public Company Accounting Oversight Board (United States). Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether effective internal control over financial
reporting was maintained in all material respects. An audit of internal control over financial reporting
includes obtaining an understanding of internal control over financial reporting, evaluating management's
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing
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such other procedures as we consider necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles. A company’s internal control over financial
reporting includes those policies and procedures that (i) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company;
(if) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of
the company are being made only in accordance with authorizations of management and directors of the
company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the company's assets that could have a material effect on the financial
Statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in conditions, or that the degree of compliance with
the policies or procedures may deteriorate.

A material weakness is a control deficiency, or combination of control deficiencies, that results in more than a
remote likelihood that a material misstatement of the annual or interim financial statements will not be
prevented or detected. The following material weaknesses as of December 31, 2004 have been identified and
included in management's assessment.

1 Lack of effective controls over the determination of income tax account balances

The Company did not maintain effective controls over the determination of income tax account balances.
Specifically, the Company did not maintain effective controls over: (i) the calculation of the income tax
provision, (ii) the proper recording of deferred tax assets and related valuation allowances, (iii) the monitoring
of its current and deferred income tax accounts on a worldwide basis, and (iv) reconciliation of the differences
between the tax basis and book basis of each component of the Company’s balance sheet with the deferred tax
asset and liability accounts. This control deficiency resulted in the restatement of the Company’s consolidated
financial statements for 2002, 2003 and the first three quarters of 2004, as well as audit adjustments to the
fourth quarter 2004 financial statements. Additionally, this control deficiency could result in a misstatement
of income taxes payable, deferred income tax assets and liabilities and the related income tax provisions that
would result in a material misstatement to the annual or interim consolidated financial statements that would
not be prevented or detected. Accordingly, management determined that this control deficiency constitutes a
material weakness.

2. Lack of effective controls over certain general ledger account reconciliations and the monitoring and
review of general ledger accounts

The Company did not maintain effective controls over certain general ledger account reconciliations and the
monitoring and review of general ledger accounts. Specifically, general ledger account reconciliations
involving cash, receivables, income taxes, property and equipment, other current and noncurrent assets,
payables, accrued expenses, notes payable and other noncurrent liabilities in the United States, Mexico and
United Kingdom were not properly performed on a timely basis and reconciling items were not timely
resolved and adjusted as well as a lack of monitoring and review of these general ledger accounts. This
control deficiency resulted in the restatement of the Company’s consolidated financial statements for 2002,
2003 and the first three quarters of 2004 as well as audit adjustments to the fourth quarter 2004 financial
statements. Additionally, this control deficiency could result in a misstatement of the aforementioned account
balances that would result in a material misstatement to the annual or interim consolidated financial statements
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that would not be prevented or detected. Accordingly, management determined that this control deficiency
constitutes a material weakness.

These material weaknesses were considered in determining the nature, timing, and extent of audit tests applied
in our audit of the 2004 consolidated financial statements, and our opinion regarding the effectiveness of the
Company’s internal control over financial reporting does not affect our opinion on those consolidated financial
statements.

In our opinion, management's assessment that EGL, Inc. did not maintain effective internal control over
financial reporting as of December 31, 2004, is fairly stated, in all material respects, based on criteria
established in Internal Control - Integrated Framework issued by the COSO. Also, in our opinion, because of
the effects of the material weaknesses described above on the achievement of the objectives of the control
criteria, EGL, Inc. has not maintained effective internal control over financial reporting as of December 31,
2004, based on criteria established in Internal Control - Integrated Framework issued by the COSO.

PricewaterhouseCoopers LLP

Houston, Texas
March 31, 2005

F-4




EGL, INC.
Consolidated Balance Sheets
December 31, 2004 and 2003

2004 2003
(Restated -
Note 2)
ASSETS (in thousands, except par values)
Current assets:
Cash and cash equivalents...........ccoooiiiicii i, $ 92,918 $ 94,099
Restricted cash ..o 17,004 13,567
Short-term investments and marketable securities ..................... 587 543
Trade receivables, net of allowance of $14,069 and $12,342....... 611,696 447,353
Other receivables. ... ... 22,566 18,833
Deferred inCOme taXeS........oocoviiueeriorers e iere et eas s sneree e 10,106 10,710
Income tax receivable............o..oooooiiii e 20 3,361
Other CUITENLS @SSBIS.......cvietieiiueiiieieee et eee et a e e 24,761 24,363
Total CUITENE ASSELS....vviviviiiiisiieir e cree v e e 779,658 612,829
Property and equipment, DEL...........cccceceiviiiinncr e 178,218 164,038
Investments in unconsolidated affiliates............cccecoeeiiiiviennn 619 38,957
GoOAWHIL ..o 108.470 95,002
Deferred INCOME tAXES........c.oivieeiiiee e 648 3,624
OLher aSSEES, TIBE .e.vivviiiiieiieiieee et eaits et ss e et er e erasteen e s e enes 32,476 27,156
TOtAl @SSEES ......vvee et $ 1,100,089 $ 941,606
LIABILITIES AND STOCKHGLDERS’ EQUITY
Current liabilities:
Trade payables and accrued transportation Costs............cocoovnicn. $ 337,137 $ 268,354
Accrued salaries and related COStS.....ooovvrvveiirioriiiiiniiieieec e 46,465 41,534
Current portion of long-term debt ... 19,426 13,017
Income taxes payable ...t 4,716 9
Accrued selling, general and administrative expenses
and other Labilities ......c.ooovovivievc oo 84,345 63,150
Total current Habilities ...........c.cooiviieiei i 492,089 386,064
Deferred INCOME TAXES.........cooovivieiire et 19.421 17,133
Long-term debt...........ooooconii e 12,752 114,407
Other noncurrent Habilities. ...........cooovvoo et 22,491 12,906
Total Habilities .........ocoovveiiie e 546,753 530,510
MINOTILY INEEIESTS ....veiviciici et 802 5,593
Commitments and contingencies (Notes 11, 17, 18 and 19)
Stockholders’ equity:
Preferred stock, $0.001 par value, 10,000 shares autharized, no
ShATES ISSUEA ...veivviviirecii et
Common stock, $0.001 par value, 200,000 shares authorized;
52,841 and 48,415 shares issued; 51,915 and 47,432 shares
OUWESTANAING ..vcvvivvcn it 53 48
Additional paid-in capital ..o 241,117 153,051
Retained €arfings ... 339,876 288,998
Accumulated other comprehensive 10SS ..........coovccceiniiiiivneieee. (12,523) (19,601)
Unearned COMPENSAtioN ...........ocvveeiioiiiiiirinincre e (124) (156)
Treasury stock, 926 and 983 shares held ..., (15,865) (16,837)
Total stockholders’ equIty .......ccocerecriiiineriininc e 552,534 405,503
Total liabilities and stockholders’ equity...........cocoooiiii $ 1,100,089 $ 941,606

The accompanying notes are in integral part of these financial statements.
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EGL, INC.
Consolidated Statements of Operations
Years Ended December 31, 2004, 2003 and 2002

REVENUES ..ot
Cost of tranSpOTtation .......ccccveiicrernnic e
INEL TEVEINUES .....ooeviiiiiirent e
Operating expenses:
Personnel COSES ......vvviiiiiniiiic e
Other selling, general and administrative expenses......
EEOC legal settlement .........ccooociceniieiicnicicncc i,
Air Transportation Safety Stabilization Grant...................
Operating iNCOME .....ccoooovviere et
Nonoperating income (expense), net.............ccoocoeerceeee.
Income before provision for income taxes .........cccccoee...
Provision for income taxes...........cc.oooooconiciiiiiincencan,
Income before cumulative effect of change in
accounting for negative goodwill ...,
Cumulative effect of change in accounting for negative
goodwill ...
NELINCOME (et e

Basic earnings per share before cumulative effect of
change in accounting for negative goodwill ................

Cumulative effect of change in accounting for negative
g00AWILL ..ot

Basic earnings per share ............cccocecciivciiineciciiiens

Basic weighted-average common shares outstanding.......

Diluted earnings per share before cumulative effect of
change in accounting for negative goodwill ................

Cumulative effect of change in accounting for negative
00AWIll (.o

Diluted earnings per share...............cccococoveecnniininccnnne.

Diluted weighted-average common shares outstanding....

The accompanying notes are an integral part of these financial statements.

2004 2003 2002
(in thousands, except per share amounts)

$ 2,741,392 $ 2,143,419 $ 1,842,897
1,876,026 1,408,167 1,170,765
865,366 735,252 672,132
481.320 422,015 375.398
302,722 269,887 275,985
- {1,415) -
- - (8,923)
81,324 44.765 29,672
7,259 (6,249) (14,556)
88,583 38,516 15.116
37,705 14,571 5,895
50,878 23,945 9,221
- - 213
$ 50,878 $ 23,945 $ 9,434
$ 1.11 $ 0.51 $ 0.19
- - 0.01
$ 1.11 $ 0.51 $ 0.20
45,813 47,204 47,610
$ 1.05 $ 0.50 $ 0.19
- - 0.01
$ 1.05 $ 0.50 $ 0.20
51,914 47,481 47,811
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EGL, INC.
Consolidated Statements of Cash Flows
Years Ended December 31, 2004, 2003 and 2002

2004 2003 2002
(Restated - (Restated -~
Note 2) Note 2)

{in thousands)
Cash flows from operating activities:

INEE INCOMIE ..ottt $ 50,878 $ 23,945 $ 9.434
Adjustments to reconcile net income to net cash provided
by operating activities:

Depreciation and amortization ................ccc..ocoeeeinne 35,109 31,190 30,527
Impairment of assets ... 51 163 635
Bad debt eXpense ...........cooecciiciiiininc e 6,672 7,162 7,669
Amortization of unearned compensation ..................... 479 29 635
Deferred income tax expense (benefit) ... 5,945 4,531 1,365
Amortization of debt issuance Costs..........cocoerverenerinnn 2,106 2,243 2,078
Interest capitalization ............c.oociriveonnicinecr (1,130) (1,453) (986)
Tax benefits from employee stock plans..........c.c..c...... 7,765 474 196
Recognition in earnings of net deferred loss on swaps... - 462 1,518
Unrealized gain on derivatives.........c.cocooevveecnnrnnnn, - (685) (1,298)
Cumulative effect of change in accounting for negative
GOOAWIND ..o - - (213)
Impairment of investment in an unconsolidated affiliate - - 6,653
Gain on $ales 0f ASSELS ..o..ovveeeviiee i (570) (1,824) (89)
Gain on sale of unconsolidated affiliates ...................... (12,648) - -
Equity in (earnings) losses of unconsolidated affiliates . (1,676) 1.533 (814)
MINority interests......c..oovveiiniiiiiiiiiceece s 600 1,248 1,006
Transfers to restricted cash...........c.ccoooeeiveiiecvcien (3,426) (5,654) (2,393)
Changes in assets and liahilities, excluding business
combinations:
(Increase) decrease in trade receivables............ccc.c........ (147,680) (50,848) 1,897
Increase in other receivables ............co.ococeeiviieieen (14) (4.245) (1,935)
Decrease in other assets and liabilities.........c....c.ccoee.... 6,378 12,004 2,278
Increase in payables and other accrued liabilities .......... 79.826 13,106 6,462
Net cash provided by operating activities .................. 28,655 33.381 64,625
Cash flows from investing activities:
Capital expenditures.......c..oocciiviiiorverciicnee e (38,163) (25,954) (41,429)
Purchase of assets for sale-leaseback transactions.............. - - (11,570)
Purchase of short-term investments ................c.ccccooo e (44) (540) -
Proceeds from sales/maturities of marketable securities..... - 10 3,430
Proceeds from sale-leaseback transactions.............c.cccc...... - 1,158 21,487
Proceeds from sales of property and equipment................ 1,106 2,997 4,544
Acquisitions of businesses, net of cash acquired................ (19,507) (21,076) (1,081)
Collection of notes receivables .............c.ocoooooveiiiieiieennn 906 - -
Cash received from sales of unconsolidated affiliates........ 52,123 - 385
Investment in an unconsolidated affiliate..............c.c......... - (750) -
Net cash used in investing activities.............c..cc.c..... (3,.579) (44,155) (24,234)

The accompanying notes are an integral part of these financial statements.
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EGL, INC.
Consolidated Statements of Cash Flows
Years Ended December 31, 2004, 2003 and 2002

(continued)
2004 2003 2002
(Restated - (Restated -
Note 2) Note 2)
(in thousands)
Cash flows from financing activities:
Issuance (repayment) of debt, net..............cccooroirerns, $ 4,329 $ (125) $ (1,407)
Payment of financing fees..............ciii (1,097) - -
Payments of financed insurance and software
MAINtENANCe AGIEEIMENLS. .. ....vveviveeirrersieeeieserer e (6,417) (9,128) -
Payments an capital lease obligations...............c.ooceeicne (937) - -
Issuance of common stock for employee stock purchase
PIaN e 791 540 1,033
Proceeds from exercise of stock options..........cc.ccoeernnn. 39,899 4,102 687
Repurchases of common StocK ........cc.ocovvcinriinriininnnnn (59,079) - (10.014)
ORET et (120) (214) 301
Net cash used in financing activities .......c..o..coevvnrnee. (22,631) (4,825) (9,400)
Effect of exchange rate changes on cash..................... (3,626) 38 3,046
Increase (decrease) in cash and cash equivalents................... (1.181) (15,561) 34,037
Cash and cash equivalents, beginning of the year.................. 94,099 109,660 75,623
Cash and cash equivalents, end of the year...............cccconeeev. 3 92,918 3 94,099 $ 109,660

Supplemental cash flow information:

Cash paid for Ierest ..., $ 6,008 $ 7,321 $ 8,985
Cash paid for incCome taXes ...........cocerevieriiveinieneniieeiann, 15,387 12,145 10,756
Cash received from income tax refund ..................ccccon 1,577 536 11,540

Noncash financing and investing transactions:

Issuance of notes payable for acquisitions ...................... - 10,127 603
Issuance of notes payable for equipment ..........ccccovine. 9,511 2,633 -
Issuance of shares from conversion of debt, net of tax

DENefit. ..o 99,220 - -
Financing of insurance premiums ..........c.ccccoveeriecrinnnns 453 1,682 11,428
Capital equipment leases initiated as lessee .................... 1,143 891 -
Capital equipment leases initiated as lessor .................... 9,552 898 -
Minimum pension liability adjustment................ccc..o...... (1,392) 3,362 -

The accompanying notes are an integral part of these financial statements.
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Balance at January 1, 2002
(previously reported) . .. ..
Prior period adjustment (see
Note2)......
Balance at January 1. 2002
{restated, see Note 2) . . . ..
Comprehensive income;
Netincome ... ...........

Recognition in eamings of net

deferred foss on swaps .
Foreign currency translation

adjustments ., . .......,.
Comprehensive income . . . .

Issuance of shares under

emplayee stock purchase plan . .

Exercise of stock options and
issuance of restricted stock

awards with related tax benefit. ... ...

Repurchase and retirement of

commanstock .. ... .

Amortization of uneamed
compensation . . ........
Balance at December 31. 2002,

Comprehensive income:
Netincome...............
Recognition in eamings of n.
deferred loss on swaps .,
Minimum pension liability

et

adjustment, net of 1ax benefit. . . ... ..

Foreign curvency translation
adjustments . ... ... ..

Camprehensive income . ... .............

Issuance of shares under employes

stock purchaseplan . .................

Exercise of stock options and i

related tax benefit ... .. .
Amortization of unearned

compensation. ...........
Balance at December 31, 2003

Comprehensive income:
Netincome...............

Ssiance
of restricted stock awards with

Change in value of marketable

securities, net. . ........ ...

Minimum pension liability

adjustment, net of tax benefit. . ... ... .

Foreign currency translation

adjustmients . ... ...

Comprehensive income . ................

Issuance of shares from conversion of

debt...................

Issuance of shares under employee

stock purchase plan. .. .. ..

Exercise of stock options and issuance

of restricted stock awards with

refated tax benefit ... .. ..
Repurchase and retirement of

comman stock . .........
Amortization of uneamned

compensation ...........
Balance at December 31, 2004

EGL, INC.

Consolidated Statements of Stockholders’ Equity
Years Ended December 31, 2004, 2003 and 2002

Accumulated
ather
Common stock Additional Retained Comprehensive  comprehensive Unearned Treasury stock
Shares  Amount  paid-in capital __earnings income (loss) loss compensati Shares Amount Total
(Restated -
Note 2)
{in thousands)

48939 8 49 % 158.317 §  264.712 $ (37.045) 8 (635) (1,126) 8§ (19307) §$ 366,091
- (8.093) - - - {9,093)

48939 § 49 3 158317 § 255619 $ (37.045 8 (635) (1126} $ (19307) § 356.998
- - 9434 § 9.434 - - - 9,434

- - - - 1,939 1,939 - - 1.939

- - - 6.540 6,540 - - - 6,540

S e

- - {436) - - - 85 1.469 1.033

72 N 814 - . 4 59 883
(920) ) (10,013) . . (10.014)

. ; : - - 635 . ; 635
48,091 48 148,682 265,053 (28,566) - (1,037) (17.769) 367.448
- - 23845 § 23,845 - - - 23.945

- - 85 85 - 85
. . . . (3.362) (3,362) . : : (3.362)

- - - 12,242 12.242 - - - 12,242

$ 32810

- - (199) - - 43 73% 540

324 - 4,568 - - (185) 1 193 4.576

- - - - - 29 - . 20

48 415 48 153,051 288,998 (19.601) (156) (983) (16,837) 405,503
- 50878 § 50,878 - - - - 50.878

- - - 30 30 - - 30

- 1.382 1,392 - 1,392

- - - 5.656 5,656 - - - 5.656

$ 57,856

5,736 6 99.214 - - - - - 99,220
- - 88 - - 43 726 814
2.092 z 47.708 - 315) 14 246 47,641
(3.402) 3) (58.076) - - - - 59.079)
- 132 - - 347 - - 479
52841 % 53§ 241117 § 339376 § (12.523) § {124) (926) § (15.865) § 352.534

The accompanying notes are an integral part of these financial statements
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EGL, INC.
Notes to Consolidated Financial Statements
December 31, 2004 and 2003

Note 1 - Organization, basis of presentation and summary of significant accounting policies

EGL, Inc. (EGL or the Company) is a leading global transportation, supply chain management and
information services company dedicated to providing flexible logistics solutions on a price competitive basis.
The Company’s services include air and ocean freight forwarding, customs brokerage, local pick up and
delivery service, materials management, warehousing, trade facilitation and procurement and integrated
logistics and supply chain management services. The Company provides services through offices around the
world as well as through its worldwide network of exclusive and nonexclusive agents. In October 2000, the
Company merged with Circle International Group, Inc. (Circle) and expanded its operations to over 100
countries on six continents. The principal markets for all lines of business are North America, Europe and
Asia with significant operations in the Middle East, South America and South Pacific (see Note 21).

Basis of presentation and principles of consolidation

The accompanying consolidated financial statements include EGL, all of its wholly-owned
subsidiaries and investees that the Company controls, through majority ownership or other variable interests.
All significant intercompany balances and transactions have been eliminated in consolidation. Investments in
50% or less owned affiliates, over which the Company has significant influence, are accounted for by the
equity method. The Company has reclassified certain prior year amounts to conform to the current year
presentation. In addition, the Company has restated its historical financial statements for 2002, 2003 and the
first three quarters of 2004 (see Note 2).

Use of estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates that affect the amounts reported in the financial statements and
accompanying notes. Management considers many factors in selecting appropriate operational and financial
accounting policies and controls, and in developing the assumptions that are used in the preparation of these
financial statements. Management must apply significant judgment in this process. Among the factors, but
not fully inclusive of all factors that may be considered by management in these processes are: the range of
accounting policies permitted by accounting principles generally accepted in the United States of America;
management’s understanding of the Company’s business - both historical results and expected future results;
the extent to which operational controls exist that provide high degrees of assurance that all desired
information to assist in the estimation is available and reliable or whether there is greater uncertainty in the
information that is available upon which to base the estimate; expectations of the future performance of the
economy, both domestically and globally, within various areas that serve the Company’s principal customers
and suppliers of goods and services; expected rates of change, sensitivity and volatility associated with the
assumptions used in developing estimates; and whether historical trends are expected to be representative of
future trends. The estimation process often times may yield a range of potentially reasonable estimates of the
ultimate future outcomes and management must select an amount that lies within that range of reasonable
estimates based upon the quantity, quality and risks associated with the variability that might be expected from
the future outcome and the factors considered in developing the estimate. This estimation process may result
in the selection of estimates which could be viewed as conservative or aggressive by others. Management
attempts to use its business and financial accounting judgment in selecting the most appropriate estimate
however, actual amounts could and will differ from those estimates.
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EGL, INC.
Notes to Consolidated Financial Statements
December 31, 2004 and 2003

Cash and cash equivalents

The Company considers all highly liquid investments with original maturities of three months or less
to be cash equivalents. Cash equivalents are carried at cost, which approximates market value. Cash
overdrafts were $8.5 million and $3.8 million at December 31, 2004 and 2003, respectively, and were
classified as trade payables on the Company’s consolidated balance sheet.

Restricted cash

As part of the settlement with the U.S. Equal Employment Opportunity Commission (“EEOC"), the
Company is required to place certain amounts on deposit in a financial institution for the Class Fund and
Leadership Development Fund. The total amount included in restricted cash related to the settlement with the
EEOC was $8.7 million as of December 31, 2004 (see Note 17). Additionally, the Company has certain
requirements related to security deposits that are restricted from withdrawal for a specified timeframe and
therefore are classified as restricted cash (see Note 11).

Short-term investments and marketable securities

At December 31, 2004 and 2003, the Company had short-term investments in commercial paper,
certificates of deposits, U.S. Treasury Bills and tax exempt municipal bonds with a carrying value of $587,000
and $543,000, respectively. All outstanding securities at December 31, 2004 mature in less than one year.
The Company invests primarily in high-grade marketable securities. All marketable securities are designated
as available-for-sale securities. Unrealized holding gains or temporary losses have been recorded by the
Company as a component of other comprehensive income and loss at each balance sheet date. As such,
changes in the fair value of available for sale securities, net of deferred taxes, are excluded from income and
presented in the stockholders’ equity section of the balance sheet as a component of accumulated other
comprehensive loss. As of December 31, 2004 and 2003, these investments are stated at cost, which
approximates fair value.

Trade receivables

Management establishes an allowance for doubtful accounts on trade receivables based on the
expected ultimate recovery of these receivables. Management considers many factors, including historical
customer collection experience, general and specific economic trends and known specific issues related to
individual customers, sectors and transactions that might impact collectibility. Trade receivables include
disbursements made by EGL on behalf of its customers for transportation costs and customs duties. As the
billings to customers for these disbursements may be several times the amount of revenues and fees derived
from these transactions and are not recorded as revenues and expenses on the Company’s statement of
operations, the inability to collect such amounts could result in losses greater than the revenues recognized
when such amounts were believed to be collectible. The Company does not charge interest on its trade
receivables. Trade receivables are written off after all collection efforts have been exhausted.

Property and equipment

Property and equipment are stated at cost. The cost of property held under capital leases is equal to
the lower of the net present value of the minimum lease payments or the fair value of the leased property at the
inception of the lease. Depreciation is computed principally by the straight-line method at rates based on the
estimated useful lives of the various classes of property. Estimates of useful lives are based upon a variety of
factors including durability of the asset, the amount of usage that is expected from the asset, the rate of
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technological change and the Company’s business plans for the asset. Should the Company change its plans
with respect to the use and productivity of property and equipment, it may require a change in the useful life
of the asset or the Company may incur a charge to reflect the difference between the carrying value of the
asset and the proceeds expected to be realized upon the asset’s sale or abandonment. Expenditures for
maintenance and repairs are expensed as incurred and significant major improvements are capitalized.

Computer software

Certain costs related to the development or purchase of internal-use software during the application
development stage are capitalized and amortized over the estimated useful life of the software. The following
types of costs incurred during the application development stage are capitalized: (a) external direct costs of
materials and services consumed in developing or obtaining internal-use software, (b) payroll and payroll
related costs for employees who are directly associated with and who devote time to the internal-use software
project, (c) interest costs incurred in developing software for internal use, and (d) costs to develop or obtain
software that allows for access or conversion of old data into new systems. Costs related to the preliminary
project stage, data conversion and the post-implementation/operation stage of a software development project
are expensed as incurred. Upon retirement or sale of assets, the cost of such assets and accumulated
depreciation are removed from the accounts and the gain or loss, if any, is credited or charged to income.

The Company has incurred substantial costs during 2004, 2003 and 2002 related to a number of
information systems projects that were being developed during that time period. Inherent in the capitalization
of those projects are the assumptions that after considering the technological and business issues related to
their development, such development efforts will be successfully completed and that benefits to be provided
by the completed projects will exceed the costs capitalized to develop the systems. Management believes that
all projects capitalized at December 31, 2004 will be successfully completed and will result in benefits
recoverable in future periods.

Interest capitalization

The Company is in the process of developing several computer systems for future use. Interest
associated with these assets is capitalized and included in the cost of the asset. The amount capitalized is
calculated based upon the Company’s current incremental borrowing rate and was $1.1 million, $1.5 million
and $986,000 for the years ended December 31, 2004, 2003 and 2002, respectively.

Financing receivables

The Company, through one of its subsidiaries, leases trucks obtained from third party manufacturers
to its owner operators and other third parties. The financing receivables represent sales-type or direct-
financing leases with terms from three to five years generally collateralized by a security interest in the
underlying asset. Income produced by sales-type and direct-financing leases is recognized on the accrual basis
under the effective interest method.

Real estate leases

The Company leases facilities and office space under operating leases. Certain lease agreements
contain rent holiday and/or rent escalation clauses. For scheduled rent escalation clauses and rent holidays
during the lease terms, the Company records minimum rental expenses on a straight-line basis over the terms
of the leases.
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Debt issuance costs

The Company capitalizes direct costs incurred to issue debt or modify debt agreements. These costs
are deferred and amortized to interest expense over the term of the related debt or credit facility agreement.

Goodwill and other intangibles

Goodwill represents the excess of purchase price over the fair value of net assets acquired. Goodwill
is a residual amount and is determined after numerous estimates are made regarding the fair value of assets
and liabilities included in a business combination, and therefore, indirectly affected by management’s
estimates and judgments. In 2002, the Company adopted the provisions of SFAS No. 141, “Business
Combinations” (SFAS 141), and SFAS No. 142, “Goodwill and Other Intangible Assets” (SFAS 142).
Effective January 1, 2002, the Company no longer amortizes goodwill and indefinite lived intangible assets
but instead tests for impairment at least annually or whenever circumstances indicate a possible impairment.
Finite-lived intangible assets are amortized over the period of expected benefit.

SFAS 142 requires that goodwill be tested for impairment using a two-step approach; annually and
when certain circumstances occur. The first step is used to identify potential impairment by calculating a “fair
value” of the reporting unit. The Company’s reporting units for the purpose of SFAS 142 are its geographic
divisions which are: North America, Europe and Middle East, South America and Asia and South Pacific.
The calculated fair value amount in step one is then compared to the carrying amount of the reporting unit
including goodwill. If the fair value of the reporting unit is greater than its carrying amount, goodwill is not
considered impaired and the second step is not required. If the estimated fair value is less than the carrying
value of the assets, a prescribed step two calculation is required to determine the amount of impairment to be
recorded in the Company’s statement of operations.

The Company performed the step one analysis under SFAS 142 to test for goodwill impairment in the
second quarter of 2002 for its initial test and selected October 31 for its annual test date. The Company’s
required assessments of goodwill related to each of its reporting units under step one of SFAS 142 did not
indicate an impairment as of the initial test date, October 31, 2004 or 2003; therefore step two was not
required at any of the testing dates. The estimated fair value calculated and referred to above is an estimate
based upon a number of assumptions. The actual fair value of each reporting unit may vary significantly from
its estimated fair value.

Impairment of assets

The Company evaluates fixed assets for impairment if an event or circumstance occurs that triggers an
impairment test. Substantial judgment is necessary in the determination as to whether an event or
circumstance has occurred that may trigger an impairment analysis and in the determination of the related cash
flows from the asset. Estimating cash flows related to long-lived assets is a difficult and subjective process
that applies historical experience and future business expectations to revenues and related operating costs of
assets. Should impairment appear to be necessary, subjective judgment must be applied to estimate the fair
value of the asset, for which there may be no ready market, which oftentimes resuits in the use of discounted
cash flow analysis and substantial judgment in the selection of discount rates to be used in the discounting
process. If the Company determines an asset has been impaired based on the projected undiscounted cash
flows of the related asset or the business unit over the remaining amortization period, and if the cash flow
analysis indicates that the carrying amount of an asset exceeds related undiscounted cash flows, the carrying
value is reduced to the estimated fair value of the asset or the present value of the expected future cash flows.
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Foreign currency translation

Assets and liabilities of the Company s foreign subsidiaries are translated into U.S. dollars at year-end
rates of exchange and income and expenses are translated at average exchange rates during the year.
Adjustments resulting from translating financial statements into U.S. dollars are reported as cumulative
translation adjustments and are shown as a separate component of other comprehensive income (loss). Gains
and losses from foreign currency transactions are included in net income.

Revenue recognition

Domestic revenues and most domestic operating costs are recognized when shipments are picked up
from the customer. International revenues and freight consolidation costs are recognized in the period when
shipments are tendered to a carrier for transport to a foreign destination. This is one of the permissible
methods under Emerging Issues Task Force (EITF) Issue No. 91-9, “Revenue and Expense Recognition for
Freight Services in Process.” This method generally results in recognition of revenues and gross profit earlier
than methods that do not recognize revenues until a proof of delivery is received. Customs brokerage and
other revenues are recognized upon completing the documents necessary for customs clearance or completing
other fee-based services. Revenues recognized as an indirect air carrier or an ocean freight consolidator
includes the direct carrier’s charges to EGL for carrying the shipment. Revenues recognized in other
capacities includes only the commission and fees received. In January 2002, EITF Issue No. 01-14, “Income
Statement Characterization of Reimbursements Received for ‘Out of Pocket’ Expenses Incurred” was
effective for EGL. This issue clarified certain provisions of EITF No. 99-19, “Reporting Revenue Gross as a
Principal versus Net as an Agent,” and among other things established when reimbursements are required to
be shown gross as opposed to net. The Company reports the costs of certain reimbursed incidental activities
on a gross basis in revenues and cost of transportation.

The Company derives its revenues from three principal sources: air freight forwarding, ocean freight
forwarding, and customs brokerage, import and logistics services.

Air and Ocean Freight Forwarding

As primarily a non-asset based carrier, the Company does not own transportation assets. Instead, the
Company generates the majority of its air and ocean freight revenues by purchasing transportation services
from direct (asset-based) carriers and reselling those services to its customers as an indirect carrier.
Additionally, the Company generates air freight and ocean freight forwarding revenues to a lesser extent as an
authorized cargo sales agent.

As an indirect carrier, the Company obtains shipments from its customers, consolidates shipments
bound for a particular destination, determines the routing, selects the direct carrier and tenders each
consolidated lot as a single shipment to the direct carrier for transportation to a distribution point. The
Company issues a House Airway Bill (HAWB) or a House Ocean Bill of Lading (HOBL) to customers as the
contract of carriage. In turn, when the freight is physically tendered to a direct carrier, the Company receives
a contract of carriage known as a Master Airway Bill for air freight shipments and a Master Ocean Bill of
Lading for ocean shipments. The Company is the direct point of contact for service fulfillment and resolving
any service failures or claims for lost or damaged freight resulting from either the Company's or the direct
carriers” actions. In addition, if the Company does not collect from its customers, it is still responsible for
paying the direct carrier.
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Due to the high volume of freight the Company manages, it generally obtains lower rates from the
direct carriers than the rates the Company charges its customers for individual shipments. This rate
differential is the primary source of the Company’s air and ocean freight net revenues. The Company has
complete discretion in selecting the means, route and procedures to be followed in the handling, transportation
and delivery of freight. The Company selects the direct carrier that will provide the most economical routing
in an effort to maximize net revenues.

Revenues related to shipments where the Company acts as an indirect carrier are reported based on the
gross amount billed to the customer and include the charges to the Company for carrying the shipments.
Based upon the terms in the contract of carriage, revenues are recognized at the time the freight is tendered to
the direct carrier at origin. Costs related to the shipments are also recognized at this time.

As an authorized cargo sales agent of most airlines and ocean shipping lines, the Company also
arranges for transportation of individual shipments and receives a commission from the airline or ocean
shipping line for arranging the shipments. When acting in this capacity, the Company does not consolidate
shipments or have responsibility for shipments once they have been tendered to the carrier. Therefore,
revenues include only the commissions and fees received. These revenues are recognized upon completion of
the services.

Customs Brokerage and Other Services

Customs brokerage and import services involve providing services at destination, such as helping
customers clear shipments through customs by preparing required documentation, calculating and providing
for payment of duties and other taxes on behalf of the customers as well as arranging for any required
inspections by governmental agencies and arranging for delivery. The Company also offers a range of
logistics services, distribution and materials management services, international insurance services, global
project management services and trade facilitation services. Revenues include the fees received for these
services and are recognized upon completion of the services.

Stock-based compensation

At December 31, 2004, the Company has seven stock-based employee compensation plans under
which stock-based awards have been granted. The Company accounts for stock-based awards to employees
and non-employee directors using the intrinsic value method prescribed in Accounting Principles Board No.
25, “Accounting for Stock Issued to Employees,” (APB 25) and related interpretations. The intrinsic value
method used by the Company generally results in no compensation expense being recorded related to stock
option grants made by the Company because those grants are typically made with option exercise prices equal
to fair market value at the date of option grant. The application of the alternative fair value method under
SFAS No. 123, “Accounting for Stock-Based Compensation” (SFAS 123), which estimates the fair value of
the option awarded to the employee, would result in compensation expense being recognized over the period
of time that the employee’s rights in the options vest. The following table illustrates the pro forma effect on
net income and earnings per share if the Company had applied the fair value recognition provisions of SFAS
123 to stock-based employee compensation.
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Twelve Months Ended December 31,

2004 2003 2002
(in thousands)
Net income as reported.............. $ 504878 $ 23945 $ 9,434

Add: Total stock-based

compensation expense

included in net income............. 275 18 387
Deduct: Total stock-based

compensation expense

determined under fair value

based method for all awards,

net of related tax effects........... (2.691) (3,936) (5,967)
Pro forma net income ................ $ 48,462 $ 20027 $ 3.854
Earnings per share:

Basic - as reported................ $ 1.11 $ 0.51 $ 0.20
Basic - pro forma ........c.cc..... 1.06 0.42 0.08
Diluted - as reported 1.05 0.50 0.20

Diluted - pro forma.............. 1.01 0.42 0.08

The weighted-average fair values of options granted during 2004, 2003 and 2002 were $17.69, $5.47
and $5.97, respectively. The fair value of each option granted is estimated on the date of grant using the
Black-Scholes model with no assumed dividend yield and the following weighted average assumptions used
for grants:

Twelve Months Ended December 31,

2004 2003 2002
Expected volatility..........ccoovviinine, 29.97% 29.67% 51.09%
Risk-free interest rate ............ccoov.... 3.43% 2.88% 3.70%
Expected life of option (vears) ........... 5.68 5.33 4.56

Provision for income taxes

The Company accounts for income taxes using the asset and liability method. Deferred tax liabilities
and assets are determined based on temporary differences between the basis of assets and liabilities for income
tax and financial reporting purposes. The deferred tax assets and liabilities are classified according to the
financial statement classification of the assets and liabilities generating the differences. Valuation allowances
are established when necessary based upon the judgment of management to reduce deferred tax assets to the
amount expected to be realized and could be necessary based upon estimates of future profitability and
expenditure levels over specific time horizons in particular tax jurisdictions.

Comprehensive income (loss)
In addition to net income, comprehensive income (loss), includes, as applicable, foreign currency
translation adjustments, minimum pension liability adjustments, unrealized gains and losses on certain

investments in debt and equity securities, the effects of qualifying hedging activities and changes in
stockholders’ equity that are not the result of transactions with stockholders.
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Accumulated other comprehensive loss consists of the following:

As of December 31,

2004 2003
(in thousands)

Cumulative foreign currency

translation adjustment...........c...... $  (10,583) $  (16,239)
Minimum pension liability
adjustment, net of tax .................... (1,970) (3,362)
Unrealized gain on marketable
securities, net........ovvcrevcrircenns 30 -
$  (12,523) $  (19,601)

Fair value of financial instruments

The fair values presented throughout these financial statements have been estimated using appropriate
valuation methodologies and market information available at December 31, 2004 and 2003. However, ready
trading markets do not exist for all of these items and considerable judgment is required in interpreting market
data to develop estimates of fair value and the estimates presented are not necessarily indicative of the
amounts that EGL could realize in a current market exchange. The use of different market assumptions or
estimation methodologies could have a material effect on the estimated fair values. Additionally, the fair
values presented throughout these financial statements have not been estimated since December 31, 2004.
Current estimates of fair value may differ significantly from the amounts presented. The following method
and assumptions were used to estimate the fair value of each class of financial instruments for which it is
practicable to estimate that value:

Cash and cash equivalents, restricted cash, short-term investments and marketable securities. The
carrying amount approximates fair value because of the short maturity of those instruments.

Debt. The fair value of the Company’s convertible subordinated notes was estimated based upon an
indicative price quotation of the notes on the balance sheet dates. An indicative price quotation includes a bid
and offer price provided by a market maker for the purpose of evaluation or information. The Company’s
other debt approximates fair value as most of the Company’s notes payable have variable interest rates or are
repaid over a very short maturity schedule.

Foreign currency forward contracts. The fair value is estimated based on the U.S. dollar equivalent at
the contract exchange rate. Any gain or loss is largely offset by a change in the value of the underlying
transaction, and is recorded as an unrealized foreign exchange gain or loss until the contract maturity date.
The fair value of foreign currency forward contracts as of December 31, 2004 and 2003 is insignificant.
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The carrying amounts and estimated fair values of financial instruments (assets and liabilities) are as
follows:

Carrying Amount as of Estimated Fair Value as of
December 31, December 31,
2004 2003 2004 2003
(Restated) (Restated)
{in thousands)
Cash and cash equivalents ................cccooccneeen $ 92918 $ 94,099 $ 92918 $ 94,099
Restricted cash ..o, 17,004 13,567 17,004 13,567
Short-term investments and marketable
SECUTTHES. ... e e 587 543 587 543
Convertible subordinated notes..............c....... - 100,000 - 117,313
DEDBE oo s 32,178 27424 32,178 27,424

Risks and uncertainties

The Company’s operations are influenced by many factors, including the global economy,
international laws and currency exchange rates. The impact of some of these risk factors is reduced by having
customers in a wide range of industries located throughout the world. However, contractions in the more
significant economies of the world (either countries or industrial sectors) could have a substantial negative
impact on the rate of the Company’s growth and its profitability. The availability and affordability of airlift
and other transportation capacity could also significantly influence the Company’s operations. Acts of war or
terrorism could influence these areas of risk and the Company's operations. Doing business in foreign
locations subjects the Company to various risks and considerations typical to foreign enterprises including, but
not limited to, economic and political conditions in the United States and abroad, currency exchange rates, tax
laws and other laws and trade restrictions.

Concentration of credit risk

The Company’s customers include retailing, wholesaling, manufacturing, electronics and
telecommunications companies, as well as international agents throughout the world. Management believes
that concentrations of credit risk with respect to trade receivables are limited due to the large number of
customers comprising the Company’s customer base and their dispersion acrass many different industries and
geographic regions. The Company performs ongoing credit evaluations of its customers to minimize credit
risk and generally does not obtain collateral for trade receivables. The Company’s investment policies restrict
investments to low-risk, highly liquid securities and the Company performs periodic evaluations of the relative
credit standing of the financial institutions with which it deals.

Derivative instruments

The Company recognizes all derivative instruments on the balance sheet at fair value. The accounting
for changes in the fair value of a derivative instrument depends on whether it has been designated and
qualifies as part of a hedging relationship, and further, on the type of hedging relationship. For those
derivative instruments that are designated and qualify as hedging instruments, a company must designate the
hedging instrument, based upon the exposure being hedged, as either a fair value hedge, cash flow hedge or a
hedge of the foreign currency exposure of a net investment in a foreign operation.
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For derivative instruments that are designated and qualify as a fair value hedge, the gain or loss on the
derivative instrument as well as the offsetting gain or loss on the hedged item attributable to the hedged risk
are recognized in current earnings during the period of the change in fair values. For derivative instruments
that are designated and qualify as a cash flow hedge, the effective portion of the gain or loss on the derivative
instrument is reported as a component of other comprehensive income and reclassified into earnings in the
same period or periods during which the hedged transaction affects earnings. The remaining gain or loss on
the derivative instrument in excess of the cumulative change in the present value of future cash flows of the
hedged item, if any, is recognized in current earnings during the period of the interest rate or foreign currency
exposure. For derivative instruments that are designated and qualify as a hedge of a net investment in a
foreign operation currency, the gain or loss is reported in other comprehensive income as part of the
cumulative translation adjustment to the extent it is effective. For derivative instruments not designated as
hedging instruments, the gain or loss is recognized in current earnings during the period of change.

The Company uses derivative financial instruments primarily to reduce its exposure to fluctuations in
foreign currency exchange rates. The Company formally designates and documents the financial instrument
as a hedge of a specific underlying exposure when it is entered into, as well as the risk, management
objectives and strategies for undertaking the hedge transaction. Derivatives are recorded in the balance sheet
at fair value in either other assets or other liabilities. The earnings impact resulting from the derivative
instruments is recorded in the same line item within the statement of operations as the underlying exposure
being hedged. The Company also formally assesses, both at inception and at least quarterly thereafter,
whether the derivative instruments that are used in hedging transactions are effective at offsetting changes in
either the fair value or cash flows of the related underlying exposures. The ineffective portion of a derivative
instrument’s change in fair value is recognized in earnings.

New accounting pronouncements

In December 2003, the FASB revised Statement of Financial Accounting Standards No. 132R,
“Employers’ Disclosures about Pensions and Other Postretirement Benefits ~ an amendment of FASB
Statements No. 87, 88 and 106" (SFAS 132R). SFAS 132R expanded the disclosure requirements for benefit
plans to include information describing the types of plan assets, investment strategy, measurement date(s),
plan obligations, cash flows, and components of net periodic benefit cost recognized during interim periods.
Most of the additional disclosures required by SFAS 132R were effective for annual periods ending after
December 31, 2003 and interim periods beginning after December 31, 2003, except for annual disclosures for
foreign plans, in which annual disclosures were effective for periods ending after June 15, 2004. All of the
Company’s defined benefit plans are foreign plans and, accordingly, the Company has included disclosures
required by SFAS 132R in these consolidated financial statements.

In March 2004, the Emerging Issues Task Force issued Statement No. 03-06, or EITF 03-06,
"Participating Securities and the Two-Class Method under Financial Accounting Standards Board Statement
No. 128, Earnings Per Share.” EITF 03-06 addresses a number of questions regarding the computation of
earnings per share by companies that have issued securities other than common stock that contractually entitle
the holder to participate in dividends and earnings of the company when, and if, it declares dividends on its
common stock. The Statement also provides further guidance in applying the two-class method of calculating
earnings per share, clarifying what constitutes a participating security and how to apply the two-class method
of computing earnings per share once it is determined that a security is participating, including how to allocate
undistributed earnings to such a security. EITF 03-06 was effective for fiscal periods beginning after March
31, 2004. The adoption of EITF 03-06 did not have an impact on the Company’s computation of earnings per
share for any period presented.
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In December 2004, the FASB issued SFAS No. 123 (revised 2004), “Share-Based Payment” (SFAS
123R), which replaces SFAS No. 123, “Accounting for Stock-Based Compensation.” (SFAS 123) and
supercedes APB Opinion No. 25, “Accounting for Stock Issued to Employees.” SFAS 123R requires all
share-based payments to employees, including grants of employee stock options and employee stock purchase
plans, to be recagnized in the financial statements based on their fair values, beginning with the first interim or
annual period beginning after June 15, 2005, with early adoption encouraged. In addition, SFAS 123R will
cause unrecognized expense (based on the amount in the Company’s pro forma footnote disclosure) related to
options vesting after the date of initial adoption to be recognized as a charge to results of operations over the
remaining vesting period. The Company is required to adopt SFAS 123R in the third quarter of 2005,
beginning July 1, 2005. Under SFAS 123R, the Company must determine the appropriate fair value model to
be used for valuing share-based payments, the amortization method for compensation cost and the transition
method to be used at the date of adoption. The transition alternatives include prospective and retrospective
adoption methods, prior periods may be restated either as the beginning of the year of adoption or for all
periods presented. The prospective method requires that compensation expense be recorded for all unvested
stock options and share awards as of the beginning of the first quarter of adoption of SFAS 123R, while the
retrospective methods would record compensation expense for all unvested stock options and share awards
beginning with the first period restated. The Company is evaluating the requirements of SFAS 123R and
expects the adoption of SFAS 123R will have a material impact on the consolidated results of operations,
earnings per share and consolidated statement of cash flows. The Company has not determined the method of
adoption or the effect of adopting SFAS 123R.

In December 2004, the FASB issued FASB Staff Position No. 109-2 (FSP 109-2), “Accounting and
Disclosure Guidance for the Foreign Repatriation Provision within the American Jobs Creation Act of 2004”,
which provides guidance under SFAS No. 109 with respect to recording the potential impact of the
repatriation provisions of the Act on a company’s income tax expense and deferred tax liability. FSP 109-2
states that a company is allowed time beyond the financial reporting period of enactment to evaluate the effect
of the Act on its plan for reinvestment or repatriation of foreign earnings for purposes of applying SFAS No.
109. The Company has not yet determined if it intends to repatriate foreign earnings under the provisions in
the Act. Thus, the Company’s consolidated financial statements do not reflect a provision for taxes related to
this election. Any such repatriation under the Act must occur by December 31, 2005. The range of any
reasonable amount of repatriation is not available at this time. The maximum amount as prescribed in the Act
is $500 million. The Company's evaluation of the effect of the election is expected to be completed by the
end of the second quarter of 2005.

Note 2 - Restatement of previously issued financial statements

The Company restated its historical financial statements for 2002, 2003 and the first three quarters of
2004 to reflect adjustments to retained earnings beginning January 1, 2002 and the historical financial statements
for the first three quarters of 2004 to reflect adjustments to net income during each of those quarters. The
adjustments are comprised primarily of the following items:

Deferred income taxes for unrepatriated earnings of certain foreign entities. The Company determined
that it had understated deferred tax liabilities related to unrepatriated earnings of certain foreign operations for
periods prior to January 1, 2002. The Company had previously disclosed in a current report on Form 8-K on
March 8, 2005, that these adjustments reduced retained earnings as of January 1, 2002 by $4.0 million. However,
further analysis led to an additional adjustment of $2.6 million. These adjustments in total reduced retained
earnings as of January 1, 2002 by $6.6 million and increased noncurrent deferred income tax liabilities for each of
the periods restated.
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Recognition of straight-line rent expense when the lease term in a real estate operating lease contains a
period when there are free or reduced rents (commonly referred to as “rent holidays”) and scheduled rent
increases. The Company historically had not been recognizing the rent expense on a straight-line basis over the
term of the operating lease for certain of its facility leases. These adjustments reduced retained earnings as of
January 1, 2002 by $0.9 million, increased net income for the nine months ended September 30, 2004 by $0.5
million, increased accrued selling, general and administrative expenses and liabilities by $1.5 million as of
December 31, 2002 and 2003 and by $775,000, $690,000 and $664,000 as of March 31, 2004, June 30, 2004 and
September 30, 2004, respectively.

Reconciliation of various account balances. With respect to the Company’s operations in Mexico,
account reconciliation adjustments for errors reduced retained earnings as of January 1, 2002 by $1.6 million, cash
and cash equivalents by $1.8 million, other receivables by $620,000 and increased accrued salaries and related
costs by $59,000 and accrued selling, general and administrative expenses and other liabilities by $104,000. Other
than Mexico, adjustments to correct account balances increased net income for the nine months ended September
30, 2004 by $1.3 million and affected various accounts within the Company’s consolidated balance sheets as
detailed in the tables below.

Reclassification adjustments. The Company determined certain revenues and costs of transportation
classifications within the U.S. and certain international locations were not in accordance with its revenue
recognition policy with regards to reporting revenues and costs when the Company acts as an indirect carrier
versus an authorized cargo sales agent. For 2002 and 2003, the Company’s revenues and costs of transportation
were reduced by $26.4 million and $28.3 million, respectively. For the nine months ended September 30, 2004,
revenues and costs of transportation were reduced by $5.4 million. The reclassification had no effect on net
revenues, operating income or net income. In addition, certain amounts were reclassified on the consolidated
balance sheets as of December 31, 2002 and 2003 and March 31, 2004 related to reclassifying minority interest to
goodwill for the Company’s buyout of a minority interest partner in Thailand completed in 2001, netting of
income tax receivables by tax jurisdictions and reclassifying current and long-term portions of certain liabilities.

The restatement had no impact on our consolidated statement of operations or net cash flows from
operating, investing and financing activities in the consolidated statements of cash flows for the years ended
December 31, 2002 and 2003. The effect of the restatement on the Company's previously reported consolidated
balance sheets as of December 31, 2002 and 2003 is as follows:
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As of December 31, 2002
As previously Restatement Reclassification
reported adjustments adjustments Restated
(in thousands)

Selected Consolidated Balance

Sheet Data:
Cash and cash equivalents ..... $ 111,477 $ (1.817) $ - 3 109,660
Other receivables................... 13,213 (620) - 12,593
Total current assets................ 546,523 (2,437) - 544,086
Goodwill......c.ccooeeveei 81,881 - (1,207) 80,674
Total assets ........ccooveeiennnne 845,718 (2,437 (1,207) 842,074
Accrued salaries and related

COSES cvvviiiieieieecee e 31,218 59 - 31,277
Income taxes payable 2,471 (1,272) - 1,199
Accrued selling, general and

administrative expenses and

other liabilities ................... 58,981 1,647 - 60,628
Total current liabilities........... 339,570 434 - 340,004
Deferred income taxes........... 3,720 6,222 - 9,942
Total liabilities....................... 460,325 6,656 - 466,981
Minority interests................... 8,852 - (1.207) 7.645
Stockholders’ equity .............. 376,541 (9,093) - 367,448
Total liabilities and

stockholders’ equity........... 845,718 (2,437) (1,207) 842,074

As of December 31, 2003
As previously Restatement Reclassification
reported adjustments adjustments Restated
(in thousands)

Selected Consolidated

Balance Sheet Data:
Cash and cash equivalents...... $ 95,916 $ (1.817) $ - $ 94,099
Other receivables ................... 19,453 (620 - 18,833
Income tax receivable ............ 2,349 - 1,012 3,361
Total current assets ................ 614,254 (2,437) 612,829
Goodwill ..., 96,209 - (1,207) 95,002
Total assets.......cccvevveerirennne, 944,238 (2,437) (195) 941,606
Accrued salaries and related

COSES ooieeiiiiic e 41,470 59 5 41,534
Current portion of long-term

debt .o 11,322 - 1,695 13,017
Income taxes payable............. 269 (1.272) 1,012 9
Accrued selling, general and

administrative expenses

and other liabilities ............ 56,729 1.647 (1,700) 56,676
Total current liabilities........... 384,618 434 1,012 386,064
Deferred income taxes ........... 10,911 6,222 - 17,133
Long-term debt...........c.c........ 111,865 - 2,542 114,407
Other noncurrent liabilities .... 15,448 - (2,542) 12,906
Total liabilities ..................... 522,842 6,656 1,012 530,510
Minority interests.................. 6,800 - (1,207) 5,593
Stockholders’ equity .............. 414,596 (9,093) - 405,503
Total liabilities and

stockholders’ equity........... 944,238 (2,437) (195) 941,606
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Quarterly financial information (unaudited)

The effect of the restatement on the Company’s previously reported unaudited financial statements for the
first three quarters of 2004 is as follows:

As of March 31, 2004
As previously Restatement Reclassification
reported adjustments adjustments Restated
(in thousands)

Selected Consolidated
Balance Sheet Data:

Cash and cash equivalents ... 90,220 $ (1,817) $ - $ 88,403
Other receivables ................ 19,905 56 - 19,961
Other current assets............... 28,512 (463) - 28,049
Total current assets .............. 606,573 (2,224) - 604,349
Property and equipment, net . 165,867 (68) - 165,799
Goodwill ..o 96,496 - (1,207) 95,289
Other assets, net................... 26,450 191 - 26,641
Total assets ........c.c.ocoervnne. 938,699 (2.101) (1,207) 935,391
Trade payables and accrued

transportation costs.......... 282,420 (331) - 282,089
Accrued salaries and related

COSES oo, 42,299 59 33 42,391
Current portion of long-term

debt..ooie 19,755 19 - 19774
Income taxes payable............ 507 (398) - 109

Accrued selling, general and
administrative expenses

and other liabilities .......... 61,209 (160) (33) 61,016
Total current liabilities.......... 411,689 (811) - 410,878
Deferred income taxes .......... 10,726 6,222 - 16,948
Long-term debt..................... 112,975 103 - 113,078
Other noncurrent liabilities ... 12,904 168 - 13,072
Total liabilities............c........ 548,294 5,682 - 553,976
Minority interest ................... 6,892 - {1.207) 5,685
Stockholders’ equity ............. 383,513 (7,783) - 375,730
Total liabilities and

stockholders’ equity......... 938,699 2,101 (1,207) 935,391
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Three Months Ended March 31, 2004

As previously Restatement Reclassification
reported adjustments adjustments Restated

(in thousands)
Selected Consolidated
Statement of Operations

Data:
Revenues .........co.cocoovvvirin, $ 585,959 $ 38 $ (1,442) $ 584,555
Costs of transportation.......... 385,586 (330) {1,442) 383,814
Net revenues..........ccc.oevevn. 200,373 368 - 200,741
Personnel costs ..................... 114,122 92 - 114,214
Other selling, general and
administrative expenses... 74,803 (1,879) - 72,924
Operating income ................ 11,448 2,155 - 13,603
Nonoperating income
(expense), net .....c.c.......... (972) 30 - (942)
Income before provision for
income taxes.................... 10,476 2,185 - 12,661
Provision for income taxes ... 4,495 874 - 5,369
Netincome ..., 5,981 1,311 - 7292
Basic earnings per share ....... 0.13 0.02 - 0.15
Diluted earnings per share..... 0.13 0.02 - 0.15
Three Months Ended March 31, 2004
As previously Restatement
reported adjustments Restated
(in thousands)
Selected Consolidated Cash Flow Data:
Net cash provided by operating activities .............. $ 35,890 $ (92) 3 35,798
Net cash used in investing activities .............cc....... (8.338) 92 (8.246)
As of June 30, 2004
As previously Restatement
reported _adjustments Restated
(in thousands)
Selected Consolidated Balance Sheet Data:
Cash and cash equivalents...........cccoooeeirerennnn. $ 71,675 $ (1,817) 3 69,858
Other receivables ...........c.ccoooiieiiiiiioeieien 18,943 350 19,293
Other CUrrent @sSetS........cccovvevivvecreeesseeirisseeceina 25,828 (295) 25,533
Total CUTENt @SSELS .. ovviiie oo 631,150 (1,762) 629,388
Property and equipment, net ... 170,461 412 170,873
Ofher assets, NEl.......cco.vveeirieiceiier e 27,041 826 27,867
TOtal @SSELS......cviveeeeieccreee et 983,650 (524) 983,126
Trade payables and accrued transportation costs .. 315,324 (679) 314,645
Accrued salaries and related costs..........coooe v, 50,048 77 50,125
Current portion of long-term debt 24,305 273 24,578
Income taxes payable ..., 2,907 545 3,452
Accrued selling, general and administrative
expenses and other liabilities ....................... 64,341 (1,917) 62,424
Total current liabilities..........c.oooeeiieieec, 459,615 (1,701) 457,914
Deferred income taxes ............c.covcvvereiveneerenennn. 12,362 6,222 18,584
Long-term debt............occooiiivic, 109,487 1,241 110,728
Other noncurrent liabilities ... 18,469 82 18,551
Total Habilities ..o, 599,933 5,844 605,777
Stockholders’ equity «...coovievcinii 383,098 (6.368) 376,730
Total liabilities and stockholders’ equity .............. 983.650 (524) 983,126
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Three Months Ended June 30, 2004
As previously Restatement Reclassification
reported adjustments adjustments Restated
(in thousands)

Selected Consolidated
Statement of Operations

Data:
Revenues.....c.ocoovvieececnin $ 641,058 $ 62 $ (3.807) $ 637.313
Cost of transportation............. 432,397 (348) (3.807) 428,242
Net revenues........c..ccoooenene. 208,661 410 - 209.071
Personnel costs.......cccooeuie. 115,768 (201) - 115,567
Other selling, general and

administrative expenses ... 79,614 (1,715) - 77.899
Operating income.................. 13,279 2,326 - 15,605
Nonoperating income

(expense), net......c...c.ccc... 6,731 32 - 6,763
Income before provision for

income taxes ..o, 20,010 2,358 - 22,368
Provision for income taxes.... 7,304 943 - 8,247
Net income .oe...oovvvveverennen, 12,706 1,415 - 14,121
Basic earnings per share........ 0.28 0.03 - 0.31
Diluted earnings per share..... 0.27 0.03 - 0.30

Six Months Ended June 30, 2004
As previously Restatement
reported adjustments Restated

(in thousands)
Selected Consolidated Cash Flow Data:

Net cash provided by operating activities.............. $ 57,263 $ 109 $ 57372
Net cash used in investing activities ..................... (33,464) (109) (33,573)
As of September 30, 2004
As previously Restatement
reported adjustments Restated
(in thousands)

Selected Consolidated Balance Sheet Data:
Cash and cash equivalents .............c.coocccrneinn, $ 96,695 $ (1.817) $ 94,878
Other receivables ..., 21,146 743 21,889
Other cUrrent aSSetS ..........ccvoeeiiveeeicreeeeneees e, 35,129 (138) 34,991
Total current asSetS.......coccovevviiveerioeeeiies e 730,656 (1,212) 729,444
Property and equipment, net...........c...cccccennennan, 172171 945 173,116
Other assets, Net........co.ccvieiiiecinnnieeciies 27,072 1,794 28,866
Total 8SSELS ...t 1,045,078 1,527 1,046,605
Trade payables and accrued transportation costs.. 331,772 (944) 330,828
Accrued salaries and related COSES ......ccoecvennan 55,793 59 55,852
Current portion of long-term debt...................... 15,644 471 16,115
Income taxes payable............ccccooeeiviiciiiniinin, 10,835 (79) 10,756
Accrued selling, general and administrative

expenses and other liabilities........c.ccoovernne. 71,924 388 72,312
Total current liabilities 488,765 (105) 488,660
Deferred income taxes 11,555 6,222 17,777
Long-term debt ... 109,501 2,064 111,565
Other noncurrent liabilities...........coococoooeiiiein 19,042 650 19,692
Total Habilities........ocooorviiiniccicec e 628,863 8,831 637,694
Stockholders’ equity ... 415,666 (7,304) 408,362
Total liabilities and stockholders’ equity............. 1,045,078 1,527 1,046,605
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Three Months Ended September 30, 2004
As previously Restatement Reclassification
reported adjustments adjustments Restated
(in thousands)

Selected Consolidated
Statement of Operations

Data:
REVENUES .......vvvveivvcecree e 3 719,536 $ 52 b (171) $ 719,417
Costs of transportation.............. 493,927 (264) (171) 493,492
Net reVenues. ... vveerneenne 225,609 316 - 225,925
Personnel costs........cocoivvenen. 126,845 (290) - 126,555
Other selling, general and
administrative expenses....... 73,348 2,197 - 75,545
Operating income ..................... 25,416 (1,591) - 23,825
Nonoperating income
{expense), Net.......coccrveeeee. 3,091 29 - 3,120
Income before provision for
income taxes..........ccooevevnan. 28,507 (1,562) - 26,945
Provision (benefit) for taxes ..... 10,995 (625) - 10,370
Net iNCOMmMe .voviveeerierieieeeenen 17,512 (937) - 16,575
Basic earnings per share ........... 0.39 (0.02) - 0.37
Diluted earnings per share......... 0.36 (0.02) - 0.34
Nine Months Ended September 30, 2004
As previously Restatement
reported adjustments Restated
(in thousands)
Selected Consolidated Cash Flow Data:
Net cash provided by operating activities............. $ 43,092 $ 399 $ 43,491
Net cash used in investing activities .................... 3,495 {399) 3,096

Note 3 - Air Transportation Safety and System Stabilization Act

As a result of the terrorist attacks on September 11, 2001, the Federal Aviation Administration (FAA)
immediately suspended all commercial airline flights from September 11, 2001 until September 14, 2001,
which effectively shut down the Company’s air freight forwarding operations. Once the Company resumed
air shipment operations, the passenger load factors on commercial airlines had been severely impacted which
caused the airlines to cancel flights and greatly limited the movement of freight by air, along with increased
pricing from the airlines on the remaining flights.

On September 22, 2001, President Bush signed into law the Air Transportation Safety and System
Stabilization Act (the Act). The Act provides for up to $5 billion in cash grants to qualifying U.S. airlines and
freight carriers to compensate for direct and incremental losses, as defined in the Act, from September 11,
2001 through December 31, 2001, associated with the terrorist attacks. The Department of Transportation
(DOT) makes the final determination of the amount of eligible direct and incremental losses incurred by each
airline and freight carrier. The DOT issued its final rules with respect to the Act on April 16, 2002. The
Company filed its final application for grant proceeds on August 26, 2002. During the third quarter of 2002,
the Company received grant proceeds of $8.9 million from the DOT, and recorded this amount in operating
income. The DOT, Congress or other governmental agencies may perform an additional audit and/or review
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of the Company’s application. No assurance can be provided that the results of such audit/review would not
result in a refund of a portion of the grant.

Note 4 — Business combinations

The Company purchased certain freight forwarders to expand business or enter new markets and
bought out minority interests to obtain full control of its subsidiaries.

2002 acquisition

During the year ended December 31, 2002, the Company purchased the outside ownership of its
affiliate in Argentina. Prior to the acquisition, the Company owned 50% of this entity and accounted for it
under the equity method for financial reporting purposes. The Company also entered into a joint venture
agreement with one of its partners in China. In 2002, the Company owned 70% of this entity. The purchase
consideration for these two acquisitions consisted of approximately $216,000 in cash and $603,000 in notes
payable. These acquisitions added to the Company's consolidated balance sheet approximately $603,000 in
goodwill and $236,000 in intangible assets.

2003 acquisitions

In January 2003, the Company acquired Transimpex, SA, an international freight forwarder and
customs broker based in France, for approximately $1.1 million, net of cash acquired. During the fourth
quarter of 2003, the Company acquired the 50% outside ownership in its subsidiary in Turkey in exchange for
forgiving approximately $137,000 in receivables from the former partner. Prior to the acquisition, the
Company owned 50% of this entity and accounted for it under the equity method for financial reporting
purposes. These acquisitions added to the Company’s consolidated balance sheet approximately $333,000 in
goodwill and $818,000 in intangible assets.

In April 2003, the Company acquired substantially all of the operating assets of Miami International
Forwarders (MIF), a privately held international freight forwarder and customs broker based in Miami,
Florida. Aggregate consideration for the acquisition totaled $23.7 million, comprised of $13.7 million in cash
and notes payable of $10.0 million in the aggregate. The first installment of $5.0 million was paid in April
2004 and the final installment of $5.0 million will be paid in April 2005. The purchase agreement for the
acquisition provided for additional contingent two-year earnout payments of up to $8.0 million in the
aggregate if certain post-acquisition performance criteria are achieved. The acquisition added to the
Company’s consolidated balance sheet approximately $11.8 million in intangible assets, $11.7 million in
goodwill and $288,000 in net tangible assets.

In April 2003, the Company purchased from one of its partners a 26% interest in the Company's
operating subsidiary in Singapore. Prior to the acquisition, the Company owned 74% of this entity and
consolidated it for financial reporting purposes. The purchase consideration for the interest the Company did
not previously own consisted of approximately $5.7 million in cash, which included $3.7 million to settle the
minority interest liability at the acquisition date. The acquisition added to the Company’s consolidated
balance sheet approximately $891,000 of intangible assets and $1.1 million of other long-term assets.
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2004 acquisitions

The Company acquired the outside ownership of one of its affiliates in France effective January 1,
2004. Prior to the acquisition, the Company owned 50.7% of this entity and consolidated it for financial
reporting purposes. The purchase consideration for the interest the Company did not previously own
consisted of approximately $10.2 million in cash, which included approximately $3.2 million to settle the
minority interest liability and approximately $480,000 for a trademark license agreement, $951,000 for a non-
compete agreement and $830,000 for an exclusive agency agreement, effective through April 2007.

In June 2004, the Company acquired the outside ownership of its affiliates in Spain and Portugal from
the former Chief Executive Officer of Circle International Group, Inc. (Circle). Prior to the acquisition, the
Company owned 51% of these entities and consolidated them for financial reporting purposes. The purchase
consideration for the interest the Company did not previously own consisted of approximately $6.0 million in
cash, which included approximately $1.9 million to settle the minority interest liability and $705,000 for a
non-compete agreement.

The Company recognized $8.1 million in goodwill and $3.0 million in intangible assets in connection
with these acquisitions.

The Company recorded each of the acquisitions above using the purchase method of accounting, with
the related results of operations being included in the Company’s consolidated financial statements from the
date of acquisition forward. The pro-forma effect on revenues and net income of the Company assuming these
acquisitions were consummated at January 1, 2003 would have been immaterial.

Earnout payments

During the years ended December 31, 2004, 2003 and 2002, the Company made earnout payments
totaling $3.3 million, $600,000 and $865,000, respectively, for acquisitions completed in prior years. As of
December 31, 2004, the Company has future contingent payments totaling $4.0 million related to its
acquisitions of MIF. Contingent payments for acquisitions are accounted for as adjustments to goodwill and
are recorded at the time that the amounts of the payments are determinable by the Company.

Note 5 - Property and equipment

Property and equipment consist of the following:

Estimated As of December 31,
useful lives 2004 2003
(in thousands)

Land....ccooveiciii e $ 11,072 $ 10,537
Information systems..............ccccoveiann. 1 to 8 years 112,314 91,022
Buildings and improvements .............. 5 to 39 years 99,929 96,453
Equipment and furniture..................... 3 to 7 years 140,744 134,491
364,059 332,503
Less ~ accumulated depreciation ........ 185,841 168,465
$ 178218 $ 164,038

Depreciation expense for 2004, 2003 and 2002 was $32.0 million, $29.4 million and $30.4 million,
respectively.
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The Company is in the process of developing and implementing replacement computer system
solutions for its operational, human resources and financial systems. As of December 31, 2004 and 2003, the
information systems balances above include approximately $33.4 million and $28.8 million, respectively, of
capitalized costs for software not placed in service. During the year ended December 31, 2004, the Company
capitalized $18.5 million of internally-developed software and placed $13.9 million of internally-developed
software in service. Software development costs are not depreciated until the software is placed into service.
Accumulated depreciation for information systems as of December 31, 2004 and 2003 was $39.0 million and
$31.7 million, respectively.

In 2002, the Company sold and leased back four terminal and warehouse facilities, three of which
were constructed under its master operating synthetic lease agreement. In December 2002, the Company sold
land that it held in Miami, Florida and Toronto, Canada to a developer to develop terminal and warehouse
facilities under build-to-suit agreements whereby the Company leased back the buildings upon their
completion. The facility in Miami was completed in November 2003 and the Toronto facility was completed
in March 2004. See Note 19 for additional discussion related to the sale-leaseback agreement.

In December 2002, the Company was required to pay the lease balance and related interest of $15.5
million under a synthetic lease agreement entered into during 1998 by Circle. This lease facility financed the
acquisition, construction and development of a terminal facility located in New York, New York. The land
leased under this agreement was accounted for as a synthetic operating lease and the building and
improvements were accounted for as a capital lease. As of December 31, 2004 and 2003, the carrying value of
the land and property is included in property and equipment on the consolidated balance sheet.

In addition, in June 2003, the Company consolidated its Boston, Massachusetts facilities, vacating one
facility. In September 2003, the Company sold the vacated property for $2.2 million and recognized a gain of
$1.4 million.

Note 6 - Financing receivables

The Company is currently one of four partners in Ashton Leasing Company (Ashton), which is a
limited liability company. Ashton allows the Company to facilitate the procurement of truck leases for third
party owner/operators, who could not readily obtain a lease on their own. In addition to owner/operators
referred by the Company, Ashton also deals with owner/operators that work with third party trucking
companies. During the fourth quarter of 2003, the Company began consolidating Ashton’s financial results
due to the adoption of FASB Interpretation No. 46R, “Consolidation of Variable Interest Entities” (FIN 46R).
FIN 46R provides that if an entity is the primary beneficiary of a Variable Interest Entity (VIE), the assets,
liabilities, and results of operations of the VIE should be consolidated in the entity’s financial statements.
Based on the guidance in FIN 46R, the Company concluded that Ashton is a VIE and the Company is the
primary beneficiary of Ashton’s expected cash flows. Prior to consolidating Ashton’s financial results, the
Company’s investment in Ashton was accounted for under the equity method because the Company
historically did not exercise control over Ashton. Accordingly, the consolidation of Ashton had no impact on
the Company’s net income or earnings per share.

For the year ended December 31, 2003 the related results of Ashton had been considered immaterial

to the Company's overall financial results and as such were incorporated without separate disclosures. As the
volume of Ashton’s leasing activities increased throughout 2004, separate disclosures have been made.
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The financing receivables represent sales-type and direct-financing leases resulting from the
marketing of trucks obtained from third party manufacturers. These receivables typically have terms from
three to five years and are usually collateralized by a security interest in the underlying assets. Financing
receivables also include billed receivables from operating leases. The components of net financing
receivables, which are included in other current receivables and other assets, were as follows:

As of December 31,
2004
(in thousands)
Minimum lease payments receivable ................. $ 13,118
Unearned iNCOME............cccoovveiviriiecioencieeeieen (5,125)
Financing receivables, net ..., 7,991
Less current portion........cococecoverireenierersinncenns (1,727)
Amounts due after one year, net.............ccooeooveee. $ 6,264

Scheduled maturities of Ashton’s minimum lease payments receivable are as follows at December 31,

2004:
Twelve Months Minimum lease
Ended payments
December 31, receivable
(in thousands)

2005 ... $ 3,143
2006................ 3,132
2007 oo 2,969
2008 ......c....... 2,791
2009.............. 1,081
Total ............ $ 13,116

Equipment leased to customers under operating leases are offset by comparable operating leases with
third party manufacturers. Minimum future rentals on non-cancelable operating leases related to leased
equipment are as follows at December 31, 2004:

Minimum future

Twelve Months rentals on non-
Ended cancelable

December 31, operating leases

{in thousands)

2005.............. $ 62
2006 ... 61
2007 oo, 40
2008 ..o -
2009 ..o, -
Total........... $ 163
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Note 7 - Goodwill and other intangible assets

The carrying amounts of goodwill by geographic division as of December 31, 2004 and 2003 and
changes in goodwill during the years ended December 31, 2004 and 2003 are as follows:

Europe & Asia &
North South Middle South
America America East Pacific Consolidated
(in thousands)

Balance at January 1, 2003 ...........c.c..... $ 50,275 $ 1,384 $  9.450 $ 19,565 $ 80,674
Goodwill acquired during the year ... 11,661 593 333 - 12,587
Effect of exchange rate changes on

goodwill ..o 86 446 981 228 1,741

Balance at December 31, 2003 ............. 62,022 2,423 10,764 19,793 95,002
Goodwill acquired during the year ... 3,200 - 8,054 91 11,345
Effect of exchange rate changes on

goodwill ..o 39 163 1,493 428 2,123

Balance at December 31, 2004 ............. $ 65261 $ 2,586 $ 20,311 $ 20312 $ 108470

The Company adopted SFAS 141 and SFAS 142 effective January 1, 2002. SFAS 142 requires the
suspension of the amortization of goodwill and certain identifiable intangible assets with an indefinite useful
life. The Company suspended amortization of goodwill effective January 1, 2002 and has one identifiable
intangible asset that has an indefinite useful life.

The implementation of SFAS 141 required any unallocated negative goodwill to be written off
immediately. Accordingly, the Company recognized approximately $213,000 of negative goodwill as a
cumulative effect of a change in accounting principle in 2002.

At December 31, 2004 and 2003, the carrying amount of accumulated amortization of goodwill was

$17.6 million and $17.0 million respectively. The change in the balance in accumulated amortization from
2003 to 2004 is solely due to exchange rate changes.
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Intangible assets are included in other assets, net on the consolidated balance sheets. Intangible assets
are as follows:

As of December 31, 2004 As of December 31, 2003
Gross Gross
Estimated carrying Accumulated carrying Accumulated
useful lives amount amortization amount amortization

(in thousands)
Intangible assets subject to

amortization:
Customer Lists ................. 7 years $ 8163 $  (2.320) $ 8062 $ (1,101)
Noncompetition
agreements .................... 4 years 5,284 (2,918} 2,911 (1,600
Exclusive agency
agreement.............cc..... 3 years 841 (252) - -
Trademark license........... 3 years 542 (122) - -
Proprietary software........ 2 years 69 (60) 69 (26)
Agent network................ 5 years 1,400 (490) 1,400 (210)
Total...c.ocooiiiiienn 5 years 16,299 (6,162) 12.442 (2,937)

Intangible asset not subject
to amortization:

Trade name ........c..c.cov... 3,300 - 3,300 -
Total.....ocooveiriinenen, $ 19,599 $ (6.162) $§ 15742 $ (2,937)

Aggregate amortization expense for 2004, 2003 and 2002 was $3.1 million, $1.8 million and
$164,000, respectively. The following table shows the estimated future amortization expense for the next five
years:

Twelve Months
Ended Estimated
December 31, Future Expense
(in thousands)

2005 ... $ 3,189
2006 ................ 2,530
2007 oo 1,918
2008 ..o 1,190
2009 .. 1,085
Thereafter........ 225

3 10,137

Note 8 - Investments in unconsolidated affiliates
TDS

In August 2004, the Company sold its noncontrolling equity investment in TDS Logistics, Inc. (TDS)
to an unrelated party for approximately $51.4 million in cash. The Company received approximately $45.3
million of the sale proceeds in August 2004 and an additional $557,000 in January 2005. The remaining $5.5
million of the sale proceeds are being held in escrow subject to the resolution of certain contingencies. The
sale resulted in a gain of approximately $5.9 million, which is included in non-operating income in the
Company’s condensed consolidated statement of operations and excludes the sale proceeds held in escrow.
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As a result of the sale, the Company was released as guarantor of a letter of credit and terminated a $2.0
million standby letter of credit for TDS.

Miami Air

In May 2004, the Company sold its noncontrolling equity investment in Miami Air to an unrelated
party for approximately $6.7 million in cash. In conjunction with Miami Air’s deteriorating financial
condition and liquidity issues, the Company had written off its investment in Miami Air in the first quarter of
2002. The sale resulted in a gain of $6.7 million, which is included in nonoperating income in the condensed
consolidated statement of operations. As a result of the sale, the Company was released as guarantor of Miami
Air’s letter of credit and terminated a $3.0 million standby letter of credit for Miami Air. The Company no
longer has a relationship with Miami Air.

Note 9 - Accrued selling, general and administrative expenses and other liabilities

Accrued selling, general and administrative expenses and other liabilities consist of the following
amounts:

December 31,

2004 2003
(in thousands)

General and administrative expense accruals ....... $ 28,949 $ 20,199

Accrued professional fees...........ccooooccnn 23,723 15,189

Other current liabilities.........cocoioniicncininnn. 15,029 10,934

Insurance payable............ococooiii 7,161 5,797

Other accrued taXes ......c..cooeeviiinciiiiciniicen 6,958 4,557

Vacant facilities accruals..........cccoveriiveininiennnan 2,525 6,474

TOtal oo $ 84,345 $ 63,150

Note 10 - Debt
Debt consist of the following amounts:
As of December 31,
2004 2003
{in thousands)

Convertible subordinated notes ...............c..cc.o... $ - $ 100,000
Borrowings on international credit facilities......... 8,953 1,503
Notes payable to sellers.......c.coconnininn, 5,600 11,000
Financial insurance premiums............................ - 3.846
Financed software licenses and maintenance ....... 3,366 4,237
Financed vehicles ..............ocoooiiniien, 9,821 2,633
Mortgage payable ............ccccciiiiiiinieiecnnn 1,347 1,400
Other debt ..., 3,091 2.805
Total debt 32,178 127,424
Current portion of debt ..., 19,426 13,017
Long-term debt.........ccccoeivinicciiiiccc, $ 12,752 $ 114,407
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Future scheduled principal payments on debt are as follows (in thousands):

2005 $ 19,426
2006 4,793
2007 oo 2.699
2008 .. 2,959
2009 and thereafter ...... 2,301
Total oo $ 32,178

Convertible subordinated notes

In December 2001, the Company issued $100 million aggregate principal amount of 5% convertible
subordinated notes due December 15, 2006. Holders of the notes had the option of converting their notes into
shares of common stock, par value $0.001 per share of the Company at a conversion price of $17.4335 per
share, subject to certain adjustments. On November 30, 2004, pursuant to the provisions of the Indenture
dated as of December 7, 2001, the Company issued a redemption notice indicating that it was exercising its
right to redeem on December 20, 2004 all of the outstanding notes. The redemption price was equal to
101.25% of the outstanding principal amount on the redemption date, plus accrued interest up to but not
including the redemption date.

As of December 17, 2004, all of the note holders had converted their notes into an aggregate of
5,736,074 shares of common stock. The Company received no consideration upon conversion of the notes
into shares of the Company’s common stock. Unamortized deferred financing fees of $781,000 (net of
$526,000 tax benefit) were converted to equity upon the conversion in December 2004.

Domestic credit facility

Effective September 16, 2004, the Company entered into a new unsecured $150 million revolving
credit facility (Credit Facility). The Credit Facility is with a syndicate of six financial institutions, with Bank
of America, N.A. (the Bank) as collateral and administrative agent for the lenders, and matures on September
15, 2009. The Credit Facility replaces a $100 million credit facility (Prior Credit Facility) that was to mature
in December 2004. Borrowings under the Credit Facility may be used to make dividends or share
repurchases, working capital and capital expenditures, make permitted acquisitions and for general corporate
purposes. The Credit Facility contains a $75 million sub-facility for letters of credit. The Company had $21.4
million in letters of credit outstanding and unused borrowing capacity of $128.6 million under the Credit
Facility as of December 31, 2004. Under the terms of the Credit Facility, the Company is not required to
pledge assets as collateral.

Amounts outstanding under the Credit Facility are subject to varying rates of interest (using either the
“LIBOR rate” or the “base rate,” each defined below) based on (i) the leverage ratio of consolidated net
funded debt to EBITDA (as defined in the Credit Facility) and (ii) whether the loan is a Eurodollar loan or a
base rate loan. The “LIBOR rate” is equal to the rate determined by Bank of America, N.A. to be the British
Bankers Association interest rate for deposits in U.S. dollars for a similar interest period (either one, two, three
or six months, as selected by the Company). The “base rate” is calculated as the higher of (i) the federal funds
effective rate plus 0.5% and (ii) the annual rate of interest announced by Bank of America, N.A. as its “prime
rate.” The Company may borrow at the “prime rate” plus an applicable margin of up to 0.25% or at the
“LIBOR rate” plus an applicable margin of 0.75% to 1.25%.
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The Credit Facility contains covenants that are similar to, but generally less restrictive to the Company
than, the covenants in the Company's Prior Credit Facility. These covenants include, among others:

» a limitation on liens, mergers, consolidations, sales of assets and incurrence of secured
indebtedness, subject to permitted exceptions;

» restrictions on the use of proceeds, investments, transactions with affiliates and changing the
Company’s principal business;

* a limitation on paying dividends or purchasing or redeeming capital stock or prepaying
indebtedness, subject to permitted exceptions;

* a requirement that the Company maintain on a rolling four quarter basis a ratio of Net Funded
Debt (as defined in the Credit Facility) to consolidated EBITDA (as defined in the Credit Facility)
of not greater than 3.0 to 1.0 and

* arequirement that the Company maintain on a rolling four quarter basis a ratio of consolidated EBIT
(as defined in the Credit Facility) to consolidated interest charges of not less than 3.0 to 1.0.

The Credit Facility contains customary events of default. If a default occurs and is continuing, the
Company must repay all amounts outstanding under the Credit Facility.

The Prior Credit Facility with Bank of America, N.A. was terminated by the Company on September
15, 2004 in advance of its stated termination date without any early termination penalties. Deferred financing
fees of $1.3 million including $546,000 from the Prior Credit Facility are being amortized over five years as a
component of interest expense.

International credit facilities and other debt

As of December 31, 2004, the Company had $13.5 million capacity on international credit facilities
and $9.0 million outstanding against those facilities. Borrowings under international bank lines of credit are
generally renewed upon expiration. The notes payable to seller is composed of a note payable to the former
owners of MIF, which is payable in April 2005 and a note payable to the former owners of Thailand, which is
payable in annual installments of $200,000 through 2008. As of December 31, 2004, the Company has no
amounts outstanding under financed insurance premiums; however the Company may finance future insurance
premiums as they renew. Financed software licenses and maintenance are payable in quarterly installments of
approximately $561,000 each through April 2006. Loans for financed vehicles are payable in monthly
payments totaling approximately $167,000 through November 2009 and have implied interest rates averaging
6.4%.

Note 11 - Guarantees

The Company guarantees certain financial liabilities, the majority of which relate to the Company's
freight forwarding operations. The Company, in the normal course of business, is required to guarantee
certain amounts related to customs bonds and services received from airlines. These types of guarantees are
usual and customary in the freight forwarding industry. The Company operates as a customs broker and
prepares and files all formal documentation required for clearance through customs agencies, obtains customs
bonds, facilitates the payment of import duties on behalf of the importer and arranges for payment of collect
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freight charges. The Company also assists the importer in obtaining the most advantageous commodity
classifications, qualifying for duty drawback refunds and arranges for surety bonds for importers.

The Company secures guarantees primarily by three methods: a $75 million standby letter of credit
subfacility discussed in Note 10, surety bonds and security time deposits, which are restricted as to withdrawal
for a specified timeframe and are classified on the Company’s balance sheet as restricted cash.

The Company issues IATA (International Air Transportation Association) related guarantees, customs
bonds and other working capital credit line guarantees issued in the normal course of business. IATA related
guarantees and customs bonds are issued to facilitate the movement and clearance of freight. Working capital
credit line guarantees include, but are not limited to, guarantees associated with insurance requirements and
certain potential tax obligations. Generally, guarantees have one-year or two-year terms and are renewed
upon expiration. As of December 31, 2004, total IATA related guarantees, customs bonds and other working
capital credit line guarantees were approximately $84.3 million. Approximately $52.2 million of guarantees,
customs bonds and borrowings against credit line guarantees were outstanding, including guarantees of the
Company’s trade payables and accrued transportation costs and borrowings against its international credit
facilities of $17.5 million which were recorded as liabilities on the Company’s consolidated balance sheet.

Note 12 - Income taxes
Sources of pretax income are summarized as follows:

Twelve Months Ended December 31,

2004 2003 2002
(in thousands)
DOMESHC ... $ 54,368 $ 21,280 $ (10,543)
Foreign........ccooeivciiiiii 34,215 17,236 25,659
Total. oo $ 88,583 3 38,516 $ 15,116

Provision (benefit) for income taxes includes the following:

Twelve Months Ended December 31,
2004 2003 2002
(in thousands)

Current income tax expense (benefit):

U.S. federal ..., $ 15,148 $ 2,621 $ (4,460)
U.S. St v 1,963 224 {532)
Foreign ..o 11,058 7,314 9,509

28,169 10,159 4,517

Deferred income tax expense (benefit):

U.S. federal........coocoooveiiniiicineconne, 9,021 10,700 1,784
US.State oo, {1,218) 654 307
FOTEIGN w.vvrec oo 1,733 (6,942) (713)
9,536 4,412 1,378
Total provision.........ccccocovececnecenn. $ 37,705 $ 14,571 $ 5,895 -
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Taxes on income were different than the amount computed by applying the statutory income tax rate.
Such differences are summarized as follows:

Twelve Months Ended December 31,

2004 2003 2002
(in thousands)
Tax computed at statutory rate.................. $ 31,004 $ 13,481 $ 5291
Increases (decreases) resulting from:

FOreign taxes......cccooooiveeviesiioienns 1,879 (9,160) (184)

Valuation allowance...................c..ccoo..... 197 8,627 -

Other nondeductible items ..................... 769 599 658
State taxes on income, net of federal

income tax effect ........ccooooeeiiieine 2,192 571 (146)

Other ...coooeeeeeeeee e, 1,664 453 276

Total Provision ............cccceoeeevrnee. $ 37.705 $ 14,571 $ 5,895

Significant components of the Company’s deferred tax assets (liabilities) are as follows:

As of December 31, 2004 As of December 31, 2003
Assets Liabilities Assets Liabilities
{in thousands)

Undistributed earnings of foreign subsidiaries

and equity affiliates.........cccococeioiimeerieennn, $ - $ (5898) $ - $ (11,373)
Depreciation and amortization............c.ccocoveean - (20,598) - (11,997)
Foreign tax credits and other federal credits ...... 2,600 - 6,657 -
Foreign net operating 108Ses........cc.c.ccoevenuienn. 6.324 - 3,500 -
State net operating 10SS€S........cccocovieericcnnnnnns 4,427 - 5,127 -
Bad debts .....ooooiiiie e 2,638 - 2,339 -
Accrued liabilities .......c.cooeviivieoiis e 4,903 - 6,870
Other oot 5,761 - 4,705 -
Gross deferred tax assets (liabilities) ................. 26,653 (26,496) 29,198 (23,370)
Less: valuation allowance...............c....ccoeenen. (8,824) - (8,627) -
Net deferred tax assets (Jiabilities).................... 17,829 (26,496) 20,571 (23,370)
Reclassification, principally netting by tax

JUTISICHON ..o (7,075) 7,075 (6,237) 6,237
Net total deferred tax assets (liabilities)............. 10,754 (19,421) 14,334 (17,133)
Net current deferred tax assets..............cccooeveuns 10,106 - 10,710 -
Net noncurrent deferred tax assets (liabilities)...  § 648 $ (19,421) $ 3,624 $ (17,133)

Taxes on income include deferred income taxes on undistributed earnings (not considered
permanently reinvested) of consolidated foreign subsidiaries, net of applicable foreign tax credits. The
Company does not provide for United States income taxes on certain specific foreign subsidiaries’
undistributed earnings intended to be permanently reinvested in foreign operations. At December 31, 2004,
cumulative earnings of consolidated foreign subsidiaries designated as permanently reinvested were
approximately $50.6 million for which the related federal tax impact would approximate $9.2 million.

The Company also has generated excess foreign tax credits of approximately $2.6 million as of
December 31, 2004 that expire in 2010, 2011 and 2012. There was no valuation allowance established at
December 31, 2004 for foreign tax credits, as management believes the foreign tax credits are more likely than
not to be fully realized in the future based on current year utilization of foreign tax credits and management’s
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outlook for future utilization. The American Jobs Creation Act of 2004 extended the carryforward period for
foreign tax credits from five to ten years retroactive to the date of the generation of the credit. As a result, the
Company’s credits that were generated in prior years have an additional five years of utilization available.

The Company has generated state and foreign net operating losses resulting in a deferred tax asset of
approximately $10.8 million and $8.6 million as of December 31, 2004 and 2003, respectively. These losses
relate to various state and foreign jurisdictions and expire over a period of 2 to 17 years for state jurisdictions
and an indefinite period for foreign jurisdictions. The Company recorded tax valuation allowances for
deferred tax assets related to state and foreign net operating losses carryforward in the amount of $8.8 million
and $8.6 million in 2004 and 2003, respectively. The Company generated additional foreign net operating
losses of approximately $8.0 million during the year ended December 31, 2004, of which the tax effect is
approximately $2.8 million. These losses have been fully reserved. The Company considers its historical
performance, forecasted taxable income and other factors in determining the sufficiency of its valuation
allowance. Objective factors, such as current year and previous year net operating loss utilization, were given
substantially more weight than management’s outlook for future utilization. Management believes the
Company will generate sufficient taxable income to utilize a substantial portion of its net operating loss
carryforwards before their expiration.

The components of the Company’s deferred tax asset and liabilities has been restated primarily to
reflect an adjustment to the deferred tax liability for undistributed earnings of foreign subsidiaries as of
January 1, 2002. The components of the foreign net operating losses and valuation allowances for December
31, 2003 have also been adjusted to reflect the proper amount of the valuation allowances of foreign
subsidiaries.

As a result of stock option exercises for the years ended December 31, 2004, 2003 and 2002 of non-
qualified stock options to purchase an aggregate of 2.1 million, 324,000 and 72,000 shares of common stock,
respectively, the Company is entitled to a federal income tax deduction of approximately $19.2 million, $1.4
million and $539,000, respectively, with a related reduction in its tax obligations of approximately $6.7
million, $474,000 and $198,000, respectively. Accordingly, the Company recorded an increase to additional
paid-in capital and a reduction in current taxes payable. Any exercises of non-qualified stock options in the
future at exercise prices below the then fair market value of the common stock may also result in tax
deductions equal to the difference between such amounts, although there can be no assurance as to whether or
not such exercises will occur, the amount of any deductions or the Company’s ability to fully utilize such tax
deductions.

The Company’s federal income tax returns from fiscal years 2000 to 2001 are currently subject to
audit by the Internal Revenue Service. Management believes the Company has filed such returns in
accordance with applicable tax laws in effect at the time. No revenue agent reports or final adjustments have
been provided to the Company as of December 31, 2004 which would effect the financial statements.
However, there is no assurance that such audits will not result in future adjustments.

The Company is also subject to tax audits in certain of its foreign and domestic jurisdictions and

management believes such returns have been filed in accordance with tax laws in effect at the time. However,
there is no assurance that such audits will not result in future adjustments.
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Note 13 - Stockholders’ equity
Share repurchase program

In August 2002, the Company’s Board of Directors authorized the repurchase and retirement of up to
$15.0 million of its outstanding common stock. As of December 31, 2002, the Company had repurchased and
retired 920,200 shares for a total of $10.0 million under this authorization, which expired on December 8,
2002.

On February 25, 2004, the Company’s Board of Directors authorized the repurchase and retirement of
up to $15 million of its outstanding common stock over the 120 days following adoption of the repurchase
program (the Program). On March 5, 2004, the Board of Directors approved an increase in the maximum
value of shares to be repurchased from $15 million to up to $65 million and extended the Program to July 3,
2004. The Company repurchased and retired 3.4 million shares at an average price of $17.37 per share for
approximately $59.1 million under this authorization.

Treasury stock

During 2004, 2003 and 2002, 57,000, 54,000 and 89,000 shares, respectively, were reissued to satisfy
obligations to issue common shares relating to the Company’s Employee Stock Purchase Plan (Note 14) and
restricted stock awards. As of December 31, 2004 and 2003, 926,000 and 983,000 shares, respectively, were
held in treasury. The Company accounts for treasury stock using the cost method.

Restricted stock

In January 2000, the Company agreed to issue 45,000 shares of restricted common stock to an
employee. The Company recorded these shares as unearned compensation of $1.9 million at the date of the
award based on the quoted fair market value of the shares at the time the award was granted. This amount was
amortized over the three-year vesting period of the award. In May 2004 and November 2003, the Company
issued 14,000 shares and 11,000 shares, respectively, of restricted common stock to certain members of its
Board of Directors. The Company recorded these shares as unearned compensation of $315,000 and
$185,000, respectively, at the date of the awards based on the quoted fair market value of the shares at the
time the awards were granted. These amounts are being amortized over the twelve-month vesting period of
the awards.

In December 2004, the Company agreed to issue up to 75,000 shares of restricted common stock to its
executive officers and other key employees. The actual number of restricted shares granted will be based on
whether the Company achieves certain annual earnings per share (EPS) targets for fiscal year 2005. If the
Company’s EPS does not meet or exceed the minimum threshold, then the executive officers will not receive
any restricted shares. If the Company’s EPS meets or exceeds the minimum threshold, then the executive
officers and other key employees will receive restricted shares based on the level of the Company's EPS. If
the Company meets or exceeds the minimum EPS threshold, then one-fifth of the restricted shares will vest in
March 2006. The remaining restricted shares will then vest in four equal installments in December of the
years 2006 through 2009. Upon vesting, the shares of common stock of the Company awarded as set forth
above shall have no further restrictions. The Company believes it is probable these shares will be issued.
Compensation expense for 2004 associated with this restricted stock grant was insignificant.
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Preferred stock rights

On May 23, 2001, the Company's Board of Directors declared a dividend of one right to purchase
preferred stock (Right) for each outstanding share of the Company’s common stock to shareholders of record
at the close of business on June 4, 2001. Each Right initially entitles the registered holder to purchase from
the Company a fractional share consisting of one one-thousandth of a share of Series A Junior Participating
Preferred Stock, par value $0.001 per share, at a purchase price of $120 per fractional share, subject to
adjustment. The Rights generally will not become exercisable until ten days after a public announcement that
a person or group has acquired 15% or more of the Company’'s common stock (thereby becoming an
“Acquiring Person”) or the commencement of a tender or exchange offer that would result in an Acquiring
Person (the earlier of such dates being called the “Distribution Date”). James R. Crane, Chairman of the
Board and Chief Executive Officer of EGL, will not become an Acquiring Person unless and until he and his
affiliates become the beneficial owner of 49% or more of the common stock. Rights will be issued with all
shares of the Company’'s common stock issued from the record date to the Distribution Date. Until the
Distribution Date, the Rights will be evidenced by the certificates representing the Company’s common stock
and will be transferable only with the common stock. Generally, if any person or group becomes an Acquiring
Person, each Right, other than Rights beneficially owned by the Acquiring Person (which will thereupon
become void), will thereafter entitle its holder to purchase, at the Rights’ then current exercise price, shares of
the Company’s common stock having a market value of two times the exercise price of the Right. If, after
there is an Acquiring Person, and the Company or a majority of its assets is acquired in certain transactions,
each Right not owned by an Acquiring Person will entitle its holder to purchase, at a discount, shares of
common stock of the acquiring entity (or its parent) in the transaction. At any time until ten days after a
public announcement that the rights have been triggered, the Company will generally be entitled to redeem the
Rights for $0.01 and to amend the rights in any manner other than to change the redemption price. Certain
subsequent amendments are also permitted. The Rights expire on June 4, 2011.

Note 14 - Employee benefit and stock option plans
Defined contribution plan

The Company maintains the EGL, Inc. 401(k) Plan (the EGL Plan) pursuant to which the Company
provides up to dollar for dollar discretionary matching of employee tax-deferred savings up to a maximum of
5% of eligible compensation for employees in the United States. Each participant vests in the Company’s
contribution over the course of five years at a vesting rate of 20% per year. During the years ended December
31, 2004 and 2002, the Company recorded charges of $800,000 and $1.0 million, respectively, each year
related to discretionary contributions to this plan. No charges were recorded for the EGL Plan during the year
ended December 31, 2003 due to use of forfeitures.

Additionally, certain of the Company’s international subsidiaries have governmental or discretionary
defined contribution plans with contribution rates ranging from 1.25% to 10.21% of eligible compensation.
For the years ended December 31, 2004, 2003 and 2002, the Company recorded charges of $1.8 million, $1.6
million and $1.4 million, respectively, related to discretionary and mandatory contributions to these plans.

Defined benefit plans

Certain of the Company's international subsidiaries sponsor defined benefit pension plans covering
certain full-time employees. Benefits are based on the employee’s years of service and compensation. The
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Company’s plans are funded in conformity with the funding requirements of applicable government
regulations of the country in which the plans are located. These foreign plans are not subject to the United
States Employee Retirement Income Security Act of 1974. Information for the Company's defined benefit
plans is provided below.

Benefit costs related to these plans consisted of the following:

Year Ended December 31,
2004 2003
(in thousands)
SEIVICE COSE ..o $ 2,047 $ 1,757
TAEEIESE COSE ...vvieiiiiits ettt ettt ettt rans e 1,912 1,374
Expected return on plan assets ..........ccccoveerimnrcnecninnere e (1,750) (1,187)
Net pension enhancement and curtailment/settlement expense...... 77 -
Amortization of unrecognized transition obligation/(asset)............ (17) (16)
Amortization of actuarial loss and prior service cost.........ccc.ocvc.c. 455 308
Net Benefit COSt ...t et $ 2,724 $ 2,236
Changes in the projected benefit obligations were as follows:
Year Ended December 31,
2004 2003
(in thousands)
Benefit obligation, beginning of period.............ccocoooiinin. $ 35,009 $ 24,614
SEIVICE COSE 1uvvvieiiiitiet ittt ettt eas e 2,047 1,757
IDEETESE COSE .ttt 1912 1,374
ACtUArial 10SS .....veiviiiiccee e, 639 3,837
Payments to participantS.........c....ccorveiiirienorinnoicicsec e (741) (515)
Plan amendments.........cc.coiviiiis i 77 16
Foreign exchange rate changes...............ccovvciniiniiec 2,932 3,429
ORI .ot e 405 497
Benefit obligation, end of period ..., $ 42,280 $ 35009

Changes in benefit plan assets were as follows:

Year Ended December 31,

2004 2003
(in thousands)
Fair value, beginning of period............ccoviiiini $ 24,277 $ 17,417
Actual return on plan assets...........ocorveiviiiiniine, 2,776 2,330
Contributions by employer............cccoocoiiiiiiniicccn, 2,337 2,169
Payments t0 partiCipants.........ccocooviocureineciiiieeereenineeecn e (741) (492)
Foreign exchange rate changes................ccccooeon i, 2,015 2,356
OhET . 578 497
Fair value, end of period..................ccooooo i $§ 31242 $ 24,271
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Accumulated benefit obligations in excess of plan assets were as follows:

Year Ended December 31,
2004 2003
(in thousands)
Balance at December 31 ..., $ 11,038 $ 10,732
Unrecognized net transition asset .............ccooceiivoriieccncnn 244 248
Unrecognized net actuarial 10S........c.cccoooevineicieciinnnns (9,808) (9,959)
Minimum pension liability adjustment............c.cc.ococccvrecenncnnn. 1,374 3.362
Accrued benefit CoSt.......coooiiiiiiniiece e $ 2,848 $ 4.383
Amounts recognized in consolidated balance sheets:
As of December 31,
2004 2003
(in thousands)
Accrued benefit Hability........c..ocooovonciomincinininee e, $ 3,921 $ 5,795
Accumulated other comprehensive income.............cococoeevrrnan.. (1,970) (3,362
Weighted average assumptions used included the following:
Year Ended December 31,
2004 2003
DISCOUNE TALE ...ttt 5.2% 5.5%
Long-term rate of compensation increase ..............ccc..ccccoveeu, 4.7% 4.2%
Long-term rate of return on funded plan assets...................... 6.6% 6.7%

The projected benefit obligation, accumulated benefit obligation and fair value of plan assets for the
pension plans with accumulated benefit obligations in excess of plan assets were $40.1 million, $32.3 million
and $31.2 million, respectively, as of December 31, 2004 and $33.5 million, $26.6 million and $24.3 million,
respectively, as of December 31, 2003. The projected benefit obligation and accumulated benefit obligation
for unfunded pension plans were $2.2 million and $2.1 million, respectively, as of December 31, 2004 and
$2.1 million and $1.9 million, respectively, as of December 31, 2003.

As of December 31, the asset allocations by category were as follows:

2004 2003
Equity securities ...........c....c........ 66.0% 63.8%
Debt securities .........cccooevevievennn.e 16.9% 18.8%
Other ..o e 17.1% 17.4%
Total oo 100.0% 100.0%
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The Company plans to contribute $2.0 million to the international defined benefit plans in 2005. As
of December 31, 2004, the Company expects that benefits to be paid in each of the next five fiscal years after
2004 and for the next five fiscal years thereafter will be as follows:

2005 .. $ 468
2006 ..o 505
2007 it 542
2008 .. 678
2008 .. 804
2010-2014 oo 6,347

Stock purchase plan

In 1999, the Company initiated an employee stock purchase plan in order to provide eligible
employees of the Company and its participating subsidiaries, including subsidiaries based outside of the
United States, with the opportunity to purchase the Company’s common stock through payroll deductions.
Employees may purchase common stock under this plan during a six-month offering period based on a
formula provided in the plan document, which generally allows the Company’s employees to purchase
common stock at 85% of quoted fair market value. Under this plan, 530,000 shares are authorized for
purchase. During 2004, 2003 and 2002, 42,000, 43,000 and 85,000 shares of common stock were purchased
under this plan at an average price of $18.66, $12.52 and $12.09 per share, respectively.

Stock option plans

The Company has six option plans whereby certain officers, directors, and employees may be granted
options, appreciation rights or awards related to the Company’s common stock. As of December 31, 2004, 3.5
million shares are authorized for issuance under the Company's stock option plans.

Circle Stock Option Plans

The 1982 Stock Option Plan, 1990 Stock Option Plan, 1994 Omnibus Equity Incentive Plan and the
1999 Stock Option Plan were plans created by Circle prior to the merger with EGL. Options outstanding
pursuant to these plans are exercisable in shares of EGL common stock and were automatically accelerated
upon consummation of the merger with EGL. No new options were granted under these plans.

EGL Plan

The Long-Term Incentive Plan permits the grant of stock options at an exercise price equal to the fair
market value of the common stock on the date of grant. The plan is authorized for a maximum of 12.2 million
shares. Options granted under the plan generally vest ratably over a five-year or seven-year period from date
of grant (or 100% upon death). Vested options granted to date generally terminate seven years from date of
grant.

Additional awards may be granted under the Long-Term Incentive Plan in the form of cash, stock, or
stock appreciation rights. The stock appreciation right awards may consist of the right to receive payment in
cash or common stock. Any such award may be subject to certain conditions, including continuous service
with the Company or achievement of certain business objectives. There have been no awards issued of this
kind under the Long-Term Incentive Plan.
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In December 2004, the Company granted options to certain of its employees and restricted stock to
executive officers and other key employees with the number of options granted or restricted shares issued
contingent upon certain performance criteria. The option grant included a guaranteed minimum of 116,000
shares with up to an additional 236,000 shares to be granted if the Company achieves certain annual earnings
per share targets for fiscal 2005. No restricted shares will be issued if EPS does not meet or exceed a
minimum threshold. If the Company’s EPS meets or exceeds the minimum threshold, up to 75,000 restricted
shares will be issued based on the level of the Company’s EPS. The shares will vest over a five year period
with one-fifth vesting in March 2006 upon determination of the actual shares granted. The remaining shares
will then vest in four equal instaliments in December of the years 2006 though 2009. The Company believes
it is probable these shares will be issued. Compensation expense for 2004 associated with these stock-based
awards was insignificant.

EGL Director Plan

The Director Plan provides for automatic restricted stock awards to non-employee directors at the time
they join the Board and annually thereafter. These awards vest within one year from the date of grant and
terminate ten years from date of grant. The plan was authorized for a maximum of 400,000 shares.

Transaction Summary

A summary of stock option transactions for each of the three years ended December 31, 2004 is as
follows:

Weighted-Average

Options Option Price
(in thousands)

Qutstanding at January 1, 2002............. 5861 $ 2005
Granted ..o 539 11.80
Exercised......cocoooiviiieiiin e, (72) 6.81
Cancelled ....c..oooovvvveeeeecr e, 627) 21.70

Outstanding at December 31, 2002....... 5,701 19.34
Granted ......occcoveiiiriecnic e 395 16.37
Exercised........ccocvvvvieiivieeiiee e (324) 12.67
Cancelled .......coooeviiiiiiviec i, (465) 18.88

Outstanding at December 31, 2003....... 5,307 19.67
Granted .........cooveeiiincnrceei e 116 28.55
Exercised (2,092) 19.07
Cancelled (467) 19.84

Outstanding at December 31, 2004 ....... 2,864 $ 2042

Options vested at December 31, 2004, 2003 and 2002 totaled 1.9 million, 3.8 million and 3.5 million
shares, respectively.
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The following table summarizes information about stock options outstanding at December 31, 2004:

Outstanding Exercisable

Average Weighted Weighted
Range of remaining average average
exercise prices Options life in years price Options price

(in thousands, except option price and average remaining life)

$ 888 - $10.79 ... 569 4.18 $ 978 211 $ 955
$12.08 - $17.94 ..., 366 523 15.77 141 15.71
$18.24 - $26.75 ..o, 1,480 2.47 22.66 1,196 22.98
$28.55 - $3381 ..o, 449 3.24 30.34 309 30.84
$ 888 - $3381... 2,864 3.28 $ 2042 1,857 $ 2221

Note 15 - Earnings per share

Basic earnings per common share excludes dilution and is computed by dividing income available to

common shareholders by the weighted average number of shares outstanding for the period. Diluted earnings
per common share includes potential dilution that could occur if stock options were exercised or convertible
debt was exchanged for common stock. The convertible notes were converted into 5,736,074 shares of the
Company’s common stock as of December 17, 2004. These shares have been included in basic earnings per
share upon conversion and when dilutive, in diluted earnings per share prior to conversion.

The table below indicates the potential common shares issuable which were included for purposes of
computing diluted earnings per common share:

Year Ended
December 31,

2004 2003 2002
(in thousands)

Net income - used in basic earnings per common

SHAre. ..o $ 50878 $ 23945 $ 9434
Interest expense and deferred financing fee amortization

on convertible notes, net of taX..........cccociveviveeennn. 3,537 - -
Net income - used in diluted earnings per common

SMATE. ..o e $ 54415 $ 23945 $§ 9434

Weighted average common shares outstanding — used

in basic earnings per common share....................... 45,813 47,204 47,610
Net dilutive potential common shares issuable on

exercise of options ... 617 277 201
Net dilutive potential common shares issuable on

conversion of convertible notes ..............ccccoocecenne. 5,484 -

Weighted average common shares and dilutive
potential common shares - used in diluted earnings
PEr COMMON Share..........occiieeiiiri e 51914 47,481 47811
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The table below indicates the potential common shares issuable which were excluded from diluted
potential common shares as their effect would be anti-dilutive:

Year Ended
December 31,

2004 2003 2002
(in thousands)

Net dilutive potential common shares issuable:

On exercise of options - exercise price greater
than average market value during period or
shares anti-dilutive due to net 108s.......c....oo.c.. 1,397 4,167 4471

On conversion of convertible senior notes ............. - 5,736 5,736

In addition, up to 311,000 shares associated with the December 2004 grant of contingently issuable
restricted stock and options have been excluded from the basic and diluted earnings per share calculation as
the contingency has not been met.

Note 16 - Nonoperating income (expense), net
Nonoperating income (expense), net, consists of the following:

Twelve Months Ended December 31,

2004 2003 2002
(in thousands)
Interest iNCOME........coeivveiireieiec e $ 1,042 § 2390 $ 2,130
Interest expense, net of capitalized................... (7,250) (7,322) (9,207)
Equity and earnings (losses) from
unconsolidated affiliates, net ... 1,676 {1,533) (6,167)
Estimated exposures on guarantees for
unconsolidated affiliate...............ccooeiirenen - 1,300 (1,300)
MINOTity IMLETESES ....ovocveciiiv e (600) (1,248) (1,006)
Gains on sales of unconsolidated affiliates ...... 12,648 - -
Foreign exchange gains (losses), net................ (1,383) (1,475) 366
Other oo 1,126 1,639 628
TOAL oot $  7.259 5 (6,249) $ (14,556)

Note 17 - EEOC legal settlement

In December 1997, the U.S. Equal Employment Opportunity Commission (“EEOC”) issued a
Commissioner’s Charge pursuant to Sections 706 and 707 of Title VII of the Civil Rights Act of 1964, as
amended (“Title VII"). In the Commissioner’'s Charge, the EEOC charged the Company and certain of its
subsidiaries with violations of Section 703 of Title VII, as amended, the Age Discrimination in Employment
Act of 1967, and the Equal Pay Act of 1963.

In May through July 2000, eight individuals filed suit against the Company in the United States
District Court for the Eastern District of Pennsylvania in Philadelphia, alleging gender, race and national
origin discrimination, as well as sexual harassment. The individual plaintiffs sought to certify a class of
approximately 1,000 of the Company’s current and former employees and applicants.




EGL, INC.
Notes to Consolidated Financial Statements
December 31, 2004 and 2003

On December 29, 2000, the EEOC filed a Motion to Intervene in the Philadelphia litigation, which
was granted by the Court in Philadelphia on January 31, 2001. In addition, the Philadelphia Court also
granted the Company's motion that the case be transferred to the United States District Court for the Southern
District of Texas — Houston Division where the Company had previously initiated litigation against the EEOC
due to what the Company believed to have been inappropriate practices by the EEOC in the issuance of the
Commissioner’s Charge and in the subsequent investigation.

On October 2, 2001, the Company and the EEOC announced the filing of a Consent Decree
settlement. Under the Consent Decree, the Company agreed to pay $8.5 million into a fund to compensate
individuals who claim to have experienced discrimination (“Settlement Fund”). In addition, the Company
agreed to contribute $500,000 to establish a Leadership Development Program (LDP). In entering the
Consent Decree, the Company made no admission of liability or wrongdoing. The Consent Decree was
approved by the District Court in Houston on October 1, 2001 and became effective on October 3, 2002
following the dismissal of all appeals related to the Decree.

The Claims administration process under the Consent Decree was completed by the Company and the
EEOC in early 2005. Of the 2,073 claims received, only 203 were deemed to be eligible for a monetary
distribution from the Settlement Fund. The total distribution amount for these 203 claims is approximately
$903,000. The Company and the EEOC submitted a proposed agreement to the Court in February 2005
regarding disbursements of the excess funds in the Settlement Fund. On February 10, 2005 the Court entered
an Order directing that the Company recapture $6.0 million plus accrued interest from the Settlement Fund.
Release of these funds is expected to result in $6.0 million in income in the first quarter of 2005. The Court
also approved the parties’ agreement to transfer $1.4 million to the LDP. From that amount, the Company has
reimbursed itself $582,000 for corporate funds previously expended on LDP expenses. The Court further
approved the parties’ agreement to retain $1.1 million in the Settlement Fund for the payment of eligible
claims. Notices are being sent currently to eligible claimants who will have a forty-five day period to accept a
monetary distribution or “opt out” of the Consent Decree settlement. Eligible claimants may also object to an
award, but to do so they must notify the Claims Administrator within thirty days of the date of their eligibility
notice. To the extent any additional claims are determined to be eligible as a result of the objection process,
any additional monetary distributions will be drawn from the $1.1 million reserved in the Settlement Fund. If
any funds remain in the Settlement Fund after payment of all claims, the remainder shall be deposited in the
LDP.

To the extent any of the individual plaintiffs or any other persons who might otherwise be covered by
the settlement opt out of the settlement, the Company intends to continue to vigorously defend against their
allegations. The Company currently expects to prevail in its defense of any remaining individual claims.
There can be no assurance as to what amount of time it will take to resolve any other lawsuits and related
issues or the degree of any adverse affect these matters may have on the Company's financial condition and
results of operations. A substantial settlement payment or judgment could result in a significant decrease in
the Company’s working capital and liquidity and recognition of a loss in the Company’'s consolidated
statement of operations.

Note 18 - Commitments and contingencies
Leases

The Company has a number of operating lease agreements, principally for freight operation facilities
and office space. These leases are non-cancelable and expire on various dates through 2025. Certain of the
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Company’s lease agreements contain renewal options and rent escalation clauses. The following is a summary
of future minimum payment obligations under non-cancelable leases with remaining lease terms in excess of
one year as of December 31, 2004:

Capital Operating
Leases Leases
(in thousands)

$ 1,237 $ 63115

1,280 45,490

820 36,539

218 30,436

10 149,826

Total future minimum lease payments.............. 3,565 $ 325406
Less - amounts representing interest ............c....... (403)
Present value of net minimum lease payments...... 3,162
Less — current obligations ............ccccoovviicnienienn. (1,112)
Noncurrent obligations............cccoccvevvcneeiriieinnn, $ 2,050

Included in the above summary of minimum future lease payment obligations are leases on freight
operations facilities and office space. The obligations related to certain of these facilities has been accrued in
the Company's vacant facilities accrual as of December 31, 2004.

Future lease obligation accruals

The Company maintains facility accruals for its remaining lease obligations under noncancelable
operating leases at domestic and international locations that the Company has vacated and consolidated due to
excess capacity resulting from the Company having multiple facilities in certain locations after the merger
with Circle in 2000 and changing business needs. All lease costs for facilities being consolidated were
charged to operations until the date that the Company vacated each facility. These facility accruals are
included in other current and non-current liabilities on the consolidated balance sheets. The changes in these
accruals during the years ended December 31, 2004, 2003 and 2002 and the remaining unpaid accrued charges
as of December 31, 2004 and 2003 are as follows:

Future lease
obligations, net of
subleasing income

(in thousands)

Accrued liability at December 31, 2001 ................. $ 7,319
Revisions to estimates 5,939
Payments.........cccoovvineininciiciee (5.232)

Accrued liability at December 31, 2002 .................. 8,026
Payments .......cccovvveriviieinecee e (2,226)

Accrued liability at December 31, 2003 ................. 5,800
INewW ChargeS.....coovreccrmiimreeeiie e 4876
Revisions to estimates............c.cocoovcvvveeveceiniereenens (1,098)
Payments (3,002)

Accrued liability at December 31, 2004 .................. $ 6,576
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Amounts recorded for future lease obligations are net of approximately $25.5 million in anticipated
future recoveries from actual sublease agreements and $6.5 million from expected sublease agreements as of
December 31, 2004. Sublease income has been anticipated only in locations where sublease agreements have
been executed as of December 31, 2004 or are deemed probable of execution and collection. The Company’s
lease agreements for these facilities expire from 2005 to 2025 and sublease agreements expire from 2005 to
2012. There is a risk that subleasing transactions will not occur within the same timing or pricing assumptions
made by the Company, or at all, which could result in future revisions to these estimates.

Rent expense for operating leases was $86.9 million, $77.5 million and $68.2 million for the years
ended December 31, 2004, 2003 and 2002, respectively, which is net of sublease income of $4.5 million, $3.6
million and $3.8 million, respectively.

Litigation

In July 2002, Kitty Hawk, Inc., a provider of air transportation services, filed a demand for binding
arbitration against the Company with the American Arbitration Association to resolve its claim for freight
transportation services rendered to the Company. In response, the Company asserted certain counterclaims.
In July 2002, the Company recorded a liability of $1.5 million for its obligation for freight services provided
by Kitty Hawk. Arbitration hearings were held during June 2003 and the parties submitted their final post-
hearing briefs. In August 2003, the arbitrators ruled in favor of Kitty Hawk, awarding Kitty Hawk $3.8
million. In September 2003, the Company filed a motion to modify and correct the award, which was denied
by the arbitrators and, therefore, the Company increased its liability to $3.8 million. The Company paid Kitty
Hawk $2.0 million in 2003 and $1.8 million in 2004.

In addition to the EEOC matter (see Note 17) and the Kitty Hawk matter, the Company is party to
routine litigation incidental to its business, which primarily involves other employment matters or claims for
goods lost or damaged in transit or improperly shipped. Many of the other lawsuits to which the Company is a
party are covered by insurance and are being defended by Company’s insurance carriers. The Company has
established accruals for these other matters and it is management’s opinion that the resolution of such
litigation will not have a material adverse effect on the Company’s consolidated financial position, results of
operations or cash flows. However, a substantial settlement payment or judgment in excess of the Company’s
accruals could have a material adverse effect on its consolidated results of operations or cash flows.

Note 19 - Off balance sheet financing
Synthetic lease agreements

Entering 2002, EGL was the lessee in two synthetic lease agreements with special purpose entities.
Both of these lease agreements were terminated during 2002 as a result of the expiration of the original lease
terms as further discussed below.

In November 2002, the Company’s $20 million master operating synthetic lease agreement expired.
This lease facility financed the acquisition, construction and development of five terminal and warehouse
facilities throughout the United States. Upon termination of this agreement, the Company purchased the five
properties leased under this agreement for $14.1 million which was the amount of the outstanding lease
balance at the time of termination. Three of these terminal facilities were then sold and leased back from an
unrelated party in the fourth quarter of 2002 and the fourth facility was sold and leased back in May 2003 as
discussed below. The remaining terminal facility, with a book value of approximately $3.4 million, was
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retained by the Company and is leased to an unrelated party under a lease to purchase agreement that requires
the lessor to purchase the property by October 2005.

In December 2002, the Company was required to pay the lease balance and related interest of $15.5
million under a second synthetic lease agreement entered into during 1998 by Circle. This lease facility
financed the acquisition, construction and development of a terminal facility located in New York, New York.
The land leased under this agreement was accounted for as a synthetic operating lease and the building and
improvements were accounted for as a capital lease. As of December 31, 2004 and 2003, the carrying value of
the land and property is included in property and equipment in the consolidated balance sheets and the
building is being depreciated over its useful life.

As a result of the above two lease expirations, the Company is no longer a party to any lease
agreements with unconsolidated special purpose entities.

Sale - leaseback agreements

In May 2003, the Company sold its terminal and warehouse facility located in Connecticut to an
unrelated party for $1.2 million, net of related closing costs. One of the Company’s subsidiaries then leased
this property for a term of 11 years, with options to extend the initial term for up to 20 years. Under the terms
of the lease agreement, the monthly lease payments average approximately $12,000 for this facility. This
facility was constructed under our master operating synthetic lease agreement, which became due in
November 2002. The net book value of this facility was $1.2 million. As a result, a loss of $37,000 on the
sale of the property was recognized in 2003 and is included in nonoperating expense in the consolidated
statement of operations.

In the fourth quarter of 2002, the Company completed transactions to sell three of its terminal and
warehouse facilities located in Grapevine, Texas, Austin, Texas and South Bend, Indiana to an unrelated party
for $14.1 million, net of related closing costs. One of the Company’s subsidiaries then leased these properties
for a term of 11 years, with options to extend the initial term for up to 20 years. Under the terms of the lease
agreements, the monthly lease payments average approximately $141,000 in total for these facilities. These
facilities were constructed under our master operating synthetic lease agreement, which became due in
November 2002. The sale-leaseback transactions were completed in conjunction with paying the master
operating synthetic lease balance for two of the facilities. The third facility was completed in December 2002.
The lease payment for these facilities and related closing costs was $10.5 million resulting in a gain of $3.6
million on the sale of the properties. The gain was deferred and is being recognized over the term of the lease
agreements.

In December 2002, the Company entered into agreements to sell land in Miami, Florida and Toronto,
Canada to developers who will build terminal warehouse facilities and lease them back to the Company upon
completion of the facilities. The purchase price of the Miami land was $9.8 million, which equaled its
carrying value. The Miami land was originally purchased by the Company from James R. Crane, Chairman
and Chief Executive Officer of EGL (see Note 20). The Miami facility was completed in November 2003.
The terms of the Miami lease agreement include average monthly lease payments of $196,000 for 125 months
with options to extend the initial terms for up to an additional 120 months. The purchase price of the Toronto
land was $4.8 million and the carrying value was $4.4 million resulting in a gain of $358,000, which was
deferred and is being recognized over the term of the lease agreement. In the third quarter of 2002, the
Company recorded an impairment charge of $500,000 related to a management decision not to use certain
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architectural design plans for the proposed Toronto building. Different architectural plans were ultimately
used, and the Toronto facility was completed in March 2004. The terms of the Toronto lease agreement
include average monthly lease payments of approximately $110,000 for 185 months with options to extend the
initial term for up to an additional 120 months.

On March 31, 2002, the Company entered into a transaction whereby the Company sold its San
Antonio, Texas property with a net book value of $2.5 million to an unrelated party for $2.5 million, net of
closing costs. One of the Company’s subsidiaries subsequently leased the property for a term of 10 years,
with options to extend the initial term for up to 23 years. Under the terms of the lease agreement, the quarterly
lease payment is approximately $85,000, which amount is subject to escalation after the first year based on
increases in the Consumer Price Index. A loss of $42,000 on the sale of this property was recognized in the
first quarter of 2002.

Note 20 - Related party transactions
Investment in Miami Air International, Inc.

In connection with the Miami Air investment (see Note 8), Miami Air and the Company entered into
an aircraft charter agreement whereby Miami Air agreed to convert certain of its passenger aircraft to cargo
aircraft and to provide aircraft charter services to the Company for a three-year term. There were previously
four aircraft subject to the aircraft charter agreement. During 2002, the Company paid Miami Air
approximately $6.1 million under the aircraft charter agreement for use of 727 cargo airplanes under an
aircraft, crew, maintenance and insurance, or ACMI arrangement. The payments were based on market rates
in effect at the time the lease was entered into. In February 2002, the Company and Miami Air mutually
agreed to ground one of these aircraft because of the need for maintenance on that plane. In May 2002, the
Company and Miami Air mutually agreed to cancel the aircraft charter agreement for the three planes and the
Company paid $450,000 for services rendered in May 2002 and aircraft repositioning costs.

In May 2004, the Company sold its investment in Miami Air to an unrelated party for approximately
$6.7 million in cash. In conjunction with Miami Air’s deteriorating financial condition and liquidity issues,
the Company had written off its investment in Miami Air in the first quarter of 2002. The sale resulted in a
gain of $6.7 million, which is included in nonoperating income in the condensed consolidated statement of
operations. As a result of the sale, the Company was released as guarantor of Miami Air’s letter of credit and
terminated the $3.0 million standby letter of credit for Miami Air.

Miami land purchase

Historically, the Company’s operations in Miami, Florida were located in three different facilities. In
order to increase operational efficiencies, the Company acquired land in August 2002 to be used as the site for
a new facility to consolidate its Miami operations. The land was acquired from an entity controlled by Mr.
Crane for $9.8 million in cash, including the Company’s acquisition costs of $131,000. This parcel of land
had been previously identified by EGL as the most advantageous property on which to consolidate its Miami
operations. EGL entered into negotiations on the land and reached agreement with the prior owner on terms.
However, given the downturn in the economy and the Company’s weakening financial condition at that point
in time, EGL elected to delay purchasing this property until its financial condition improved. On July 10,
2001, Mr. Crane purchased the land in anticipation of reselling the land to EGL. The Company’s Audit
Committee, consisting of independent directors, engaged in an analysis and discussion regarding whether it
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was in the best interest of the Company to enter into a purchase agreement to purchase this particular tract of
land from Mr. Crane. The Audit Committee analysis included, but was not limited to, obtaining an
independent appraisal of the land, reviewing a comparative properties analysis performed by an outside
independent real estate company and performing a cost benefit analysis for several different alternatives.
Based upon the data obtained from the analysis, the Audit Committee determined the best alternative for the
Company, in its opinion, was for the Company to purchase the property from Mr. Crane. The Audit
Committee then made a recommendation to the Company’s Board of Directors, which includes six
independent directors, to purchase this land at Mr. Crane’s purchase price plus carrying costs, which was
lower than the current market value. In August 2002, the purchase was approved unanimously by the
Company’s Board of Directors, with Mr. Crane abstaining from the vote. Construction of the new Miami
facility was completed in November 2003 and the Company has consolidated its Miami operations at the new
facility.

Shared employees

Certain of the Company’s employees also perform services for unaffiliated companies owned by Mr.
Crane. The Company is reimbursed for these services based upon an allocation percentage of total salaries
agreed to by the Company and Mr. Crane. The Company received reimbursements of $135,000, $62,000 and
$100,000 for 2004, 2003 and 2002, respectively. Amounts billed but not received as of December 31, 2004
was $78,000 and is included in other receivables on the consolidated balance sheets.

Source One Spares

Mr. Crane is a director and significant shareholder of Source One Spares, Inc. (“Source One”), a
company specializing in the just-in-time delivery of overhauled components to commercial aircraft operators.
In May 1999, the Company began subleasing a portion of its warehouse space in Houston, Texas and London,
England to Source One pursuant to a five-year sublease, which terminated in 2002. Following termination of
the sublease, the Company subleased the warehouse to the customer on a month to month basis. This
arrangement ended in 2003. Rental income was approximately $95,000 and $30,000 for the years ended
December 31, 2003 and 2002, respectively. In addition, the Company billed this customer approximately
$7,000 and $133,000 for freight forwarding services during the years ended December 31, 2003 and 2002,
respectively.

Aircraft usage payments

During 2004, 2003 and 2002, the Company periodically utilized aircraft owned or leased by entities
that are controlled by Mr. Crane. The Company was charged for actual usage of the aircraft on an hourly basis
at market rates and was billed on a periodic basis. The Company reimbursed Mr. Crane for $1.2 million,
$621,000 and $1.2 million during 2004, 2003 and 2002, respectively, for actual hourly usage of the aircraft.
In January 2005, the Company purchased from an unrelated third party an aircraft that was previously leased
by an entity controlled by Mr. Crane for $12.5 million to be utilized for business travel, eliminating the use of
Mr. Crane’s aircraft and reimbursement thereof.

EGL subsidiaries in Spain and Portugal
In April 1999, Circle sold a 49% interest in its two previously wholly-owned subsidiaries in Spain and

Portugal for $1.3 million to Peter Gibert. Mr. Gibert was one of EGL’s directors in 2000 and 2001 and did not

F-52




EGL, INC.
Notes to Consolidated Financial Statements
December 31, 2004 and 2003

stand for reelection in May 2002. In June 2004, the Company repurchased the interest back from Mr. Gibert
under the purchase option provisions of the original agreement (see Note 4).

Note 21 - Geographic and services information

The Company operates in one segment and is organized functionally in geographic divisions.
Accordingly, management focuses its attention on revenues, net revenues, income from operations and
identifiable assets associated with each of these geograph1cal divisions when evaluating effectiveness of
geographic management.

South Europe &  Asia & South
North America America Middle East Pacific Eliminations  Consolidated

(in thousands)
Year ended December 31, 2004:

Totalrevenues . .................. % 1,311,901 % 95,026 $ 624,114 § 768747 $ 58396 $ 2,741,392
Interdivision revenues . . . ............ 19,849 5,594 17,555 15,398 58,396 -
Revenues from external customers . . . . . $ 1,292,052 $ 89,432 $ 606559 § 753349 § - $ 2,741,392
Total netrevenues . .. ............... $ 534,003 § 20,407 § 193445 § 117,511 § -3 865,366
Intercompany (income) expense . . . . . .. 7,480 3,256 7,187 2,963 - -
Netrevenues...................... $ 541,483 % 17,151  § 186,258 § 120,474 § - $ 865,366
Operating income (loss) . . ........... $ 45945 § 436§ 13,141 § 22,674 $ 81,324
Identifiable assets . . .............. .. $ 617,298 $ 38,900 $ 251,746 $ 192,145 $ 1,100,089

Year ended December 31, 2003:

Total revenues ... ................ . % 1124639 § 65,394 § 467,271  $ 531677 § 45562 § 2,143,419
Interdivision revenues . . ............. 13,676 5,589 13,570 12,727 45,562 -
Revenues from external customers . . . . . $ 1,110,963 § 59,805 $§ 453,701 § 518950 $ - § 2,143,419
Total netrevenues.................. $ 468,139 § 15,791 § 156,859 § 94463 § - 3 735,252
Intercompany (income) expense . . . . . .. 11,302 4,043 6,749 510 - -
Netrevenues . ..........ocvvennnn.. $ 479,441  § 11,748  § 150,110 § 93953 ¢ - 8 735,252
Operating income (foss) ............ .8 29855 § 2476 § 175 % 17,211 $ 44,765
Identifiable assets . .. ............... $ 556,515 % 28,534 % 195,771 $ 160,786 $ 941,606

Year ended December 31, 2002:

Total revenues . .................. . % 1,053663 § 38054 $§ 356960 $§ 441194 § 46,974 $ 1842897
Interdivision revenues . . ... ........ . 15,403 5,247 12,997 13,327 46,974 -
Revenues from external customers . . . . . $ 1,038260 § 32807 $ 343963 § 427867 § -3 1,842,897
Total netrevenues . . . ............... $ 446919 § 14499 § 123228 § 8748 3§ -3 672,132
Intercompany (income) expense . . . . . .. 10,324 3,489 6,405 430 - -
Netrevenues . ..................... $ 457,243  $ 11010 $ 116823 § 87,056 § - 3 672,132
Operating income (loss) ............. $ 17,572 § 3528 § 3230 $ 185859 $ 29,672

Interdivision revenues represent approximate amounts that would be charged if the services were
provided to an unaffiliated company. Total divisional revenues are reconciled with total consolidated
revenues by eliminating interdivisional revenues. Net revenues by division for the years ended December 31,
2003 and 2002 have been restated from previously reported amounts to exclude intercompany profits and
losses. These reclassifications had no impact on consolidated net revenues.
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The Company is domiciled in the U.S. and had revenues from external customers in the U.S. of
$1,164 million, $1,009 million and $947 million for the years ended December 31, 2004, 2003 and 2002,
respectively. The U.S. had long lived assets of $182 million and $200 million as of December 31, 2004 and
2003, respectively.

The Company charges its subsidiaries and affiliates for management and overhead services rendered
in the United States on a cost recovery basis.

The following tables show revenues and net revenues attributable to the Company’s principal
services: -

Twelve Months Ended December 31,

2004 2003 2002
(in thousands)

Revenues:
Air freight forwarding........c.ccoccceveecnine $ 1,798,968 $ 1,409,722 $ 1,255,858
Ocean freight forwarding ...........c......... 391,554 290,541 215,994
Customs brokerage and other............... 550,870 443,156 371,045
Total ..o $§ 2,741,392 $ 2,143,419 § 1,842,897

Net revenues:

Air freight forwarding........ccccovrinn $ 508,091 $ 425,978 $ 405,989
Ocean freight forwarding ...........c.c.o.... 76,249 63,897 58,135
Customs brokerage and other-............... 281,026 245377 208,008

Total oo $ 865,366 $ 735,252 $ 672,132

Note 22 - Subsequent events
Thurrock fire

On January 9, 2005, the Company’s London (Thurrock) warehouse and all contents were destroyed by
fire. The cause of the fire is still under investigation. The Company has filed claims with its insurance
carriers for damaged property, business interruption and cargo losses and is still working with its insurance
companies on establishing its potential liability to its customers. Currently, the Company believes that there
will be no material impact to its consolidated statement of operations in 2005 related to this fire. However,
additional claims could be submitted by EGL’s customers in excess of the Company’s insurance limits which
could have a material impact to its consolidated statement of operations.
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Note 23 - Quarterly financial information (unaudited)

Financial data for the three months ended March 31, June 30 and September 30, 2004 have been
restated (see Note 2).

Three Months Ended
March 31, June 30, September 30, December 31,
2004 2004 2004 2004
(Restated) (Restated) (Restated)
(in thousands, except per share amounts)
REVENUES.......cccocovovoiiinriinn, $ 584,555 $ 637313 $ 719417 $ 800,107
Net revenues..........ccocoeeoreecinans 200,741 209,071 225,925 229,629
Operating income....................... 13,603 15,605 23,825 28,291
Income before provision for
income taxes........ooceevvrcnnrinennn, 12,661 22,368 (1) 26,945 (2) 26,609

Net inCome.....c.occoovveveiveveeiin 7,292 14,121 (1) 16,575 (2) 12,890
Basic earnings per share.............. 0.15 0.31 0.37 0.28
Diluted earnings per share........... 0.15 0.30 0.34 0.26

(1) Includes $6.7 million gain on sale of Miami Air. See Note 8.
(2) Includes $5.9 million gain on sale of TDS Logistics, Inc. See Note 8.

Three Months Ended
March 31, June 30, September 30, December 31,
2003 2003 2003 2003
{in thousands, except per share amounts)
Revenues..........cccoccmcneninnnn, $ 476,752 $ 521,798 $ 533,577 $ 611,292
Net revenues ..o 167,566 185,530 183,764 (1) 198,392
Operating income................... 4,638 12,211 11,333 (1)(2) 16,583 (3)
Income before provision for
income taxes..........ccocooveen. 4,496 10,402 8936 (1)(2) 14682 (3)(4)
Net income........ccccoovvevreiinins 2,795 6,467 5,556 (1)(2) 9,127 (3)(4)
Basic earnings per share......... 0.06 0.14 0.12 0.19
Diluted earnings per share...... 0.06 0.14 0.12 0.19

(1) Includes a charge of $2.3 million for settlement of the claim by Kitty Hawk. See Note 18.

(2) Includes a credit of $589,000 for reversal of certain costs related to the settlement with the EEOC in which certain
administrative costs were completed and actual costs were less than amounts accrued. See Note 17.

(3} Includes a credit of $826,000 for reversal of payroll taxes we will not be required to pay related to the settlement with the
EEOC. See Note 17.

{4) Includes a credit of $1.3 million for reversal of an accrual for our exposure on the standby letter of credit related to our
investment in Miami Air. See Note 8.
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SCHEDULE II
EGL, INC.
VALUATION AND QUALIFYING ACCOUNTS

FOR THE YEARS ENDED DECEMBER 31, 2004, 2003, AND 2002

Additions
Balance at Charged to
beginning of costs and Deductions Balance at end
Description year expenses Other write-offs of year

(in thousands)
Allowance for
doubtful accounts

" receivable
2004 ... $ 12,342 $ 6,672 $ - $ 4,945 $ 14,089
2003 ..o 13,717 7,162 - 8,537 12,342
2002 e 11,628 7,669 - 5,580 13,717
Deferred tax

valuation

allowance
2004 ... $ 8,627 $ 2,824 $ - $ 2,627 $ 8,824
2003 i - 8,627 - - 8,627
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