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analysis and market research, revamp ! .
our sales training and sales '
management, and sharpen how we

evaluate and respond to customer needs.‘

. ‘i
Price is not the only means to volume

growth. Customers understand the value of differentiated
service. Qur LTL infrastructure, with its capacity, density of
coverage and market-leading service standards, is an asset
that provides sustainable competitive advantage. We cgn
introduce more volume into this industry-leading net\a\}ork by
adding complementary new service products. Customelrs also
can leverage the reliability and superior transit times of our
LTL operating model to reduce inventory:buffer and
safety stock, creating additional savings within their ovlerall
supply chains. This presents a compeliing opportunity for
Con-way to increase our share of our customers’
transportation and
Iogisfics spend.

« Menlo Worldwide is on
the right track. Custlomers
are responding to Menlo's

l apprélach to the market,
which emphasizes k!ey
industry groups, and
leveraging multi-use

facilit:ies, shared resources,
proven best practices in transportation rhanagement a%d
“lean” expertise to drive out waste. Menlo increasingly ils
being sought out for international services; more than half of
its new contract wins in 2006 were outside Narth America.
Under its transformed business model, Menlo has
established capabilities for large, complex integrated logistics
projects, as well as an excellent value proposition for the
mid-market.

LOOKING AHEAD

We enter 2007 in 2 much different position than
we started 2006. We have never been stronger
financially. Our balance sheet provides flexibilit]
and ample resources to fund our growth and
improvement strategies. We are aligning sales
and marketing in new ways to accelerate
growth and capture new opportunities. We are recognized as
industry leaders in freight transportation and logistics. Qur
reduced capital expenditure plans for 2007 will support strong
free cash flow, further strengthening our balance sheet.

| am confident that we will look back at 2007 as the year we
began to unlock new value throughout the Con-way
enterprise, driven by the foundational changes that we put in
place in 2006. We have narrowed our facus to primary
businesses that have fundamental, long-term customer
demand, and where there is superior opportunity to
differentiate our value. We made smart investments in
infrastructure, talent, tools and training for our people to
deliver exemplary service and customer satisfaction.

in closing, it is said that the better measure of a company is

how it transforms adversity to advantage. We drew many
positives from the challenges of 2006. We come into 2007 an |
energized organization with purpose, momentum and a sense
of excitement about the changes we are making — and the
tremendous opportunities we see across our markets. I'm
confident that our customers and shareholders will be pleased
to see how the culture of the Con-way organization,
exemplified by the commitment and values of our employees,
is creating a stronger, more nimble and aggressive enterprise,
geared for growth in 2007 and beyond.

Sincerely,

Douglas W. Stotlar

President and Chief Executive Officer
March 9, 2007




effort to change our look has begun in earnest, as our LTL fleet
and facilities undergo the conversion to the bold, new
signature Con-way brand and colors, an effort that will
proceed over the next 24 months. For the time being, Menlo
Worldwide will continue with its current name under the
Con-way master brand. As we move forward in 2007, we will
continue the rebranding efforts and further incorporate the
brand equity of the Con-way name into our operating companies.

3y

Pension plan conversion. We initiated changes to our defined
benefit pension plan while launching substantial
improvements to our 401k} defined contribution plan,
providing employees with an enhanced and contemporary

retirement savings program. The effort to communicate these
changes to employees was extensive, but it paid off.
Employees understood the need for change and recognized
the company’s continued commitment to a competitive

retirement benefits package: The changes increase company
funding for their 401{k} accounts, give employees more
direct control over their rlfetirement funds and will mitigate
the risk of pension volatility for years to come.

|

Stock repurchase plan expanded. In a continued effort to
apply our cash reserves in ways that bolster shareholder
value, we made judicious use of our expanded stock
repurchase authorization in'2006, acquiring $350 million of
Con-way stock through open market as well as strategic
transactions. We plan tolutilize the balance of our $400
millien authorization t'hiough the first half of 2007.

A CATALYST FOR CHANGE

| characterize 2006 as a yeaf of learning for Con-way. We saw
our share ofadversity,!bﬂt in that adversity we also found the
catalyst for change. It gave us a mandate to critically
examine where we are in the market and how we bring our
services to customers.

We spent the latter palrt O.f the year understanding the
issues, and listening intently to our customers, who
provided useful feedback in a series of focus groups. We
came away with insight into our strengths, knowledge of
what we needed to do‘to improve, and direction as to how
we could work more effectively with our customers to
align their expectations with our value proposition. Some
of the key takeaways:

- Con-way Freight'’s focus should evolve into a more external-
facing, proactive enterprise in the marketplace. Qur LTL
company traditionally has been focused to a great degree on
the internal “blockingland tackling” of the business:
operations, efficiency, jproductivity and service excellence.
The model works: customers cite Con-way's service as the
best, and they don't want that to change. But we learned we
have a great opportunity to buiid on this strength. Our LTL
company will more aggressively and strategically market its
core services. We've installed programs to improve market




Con-way:|A Strong Brand

Gets Stronger

Con-way! navrgated a challengrng
year in 2006 that saw us tested
by adversity on several fronts
and rising to meet the challenge. The blistering gr?wth we
experienced the past three years moderated in 2006 as a
broad-based economic slowdown dampened industrial
output and retail demand in the second. half ofthe:year.
Those macroeconomic conditions put the brakes dr;r freight
tonnage growth industry-wide as volumes at our flagship
LTL business, Con-way Freight, retreated from the record
levels of 2005. The tonnage decline also reflected the effect
of our own yield management initiatives.

At Menlo Woridwide, the transformation of its business
model continued to make progress in 2006 as the clompany
broadened its value propositi’on and extended its services
across a larger market base. Outsourcing of Iogistic's
remains a growth market, particularly in Europe and
Asia, a trend we saw validated as Menlc landed a record
number of new contract wins in the year, with Euro'pe
leading the way. Qur logistics company alse made 'plrogress
improving its processes and its margins. Coming out of
2006, Menlo is gaining momeéntum and enters the new
year primed for growth.

|

|
Despite the challenges of our markets and the economy, the
Con-way enterprise turned in a number of noteworthy

i

2006 - YEAR IN REVIEW

accomplishments in 2006 through disciplined management
and focused performance. Among these: l
Streamlined business portfolio. We decided early in Ithe year
that our focus needed to be on markets that offer th‘e best
prospects for meaningful, sustainable long-term grol\'Nth
and profits. As a result, we took a hard look at our business
profile and made two strategic decisians. The first wgs the
closure of Con-way Forwarding, removing us from a market
that had been commoditized and disintermediated by high-
service regional trucking. The second was the sale of]

DeARr FELLOW SHAREHOLDERS

Con-way Expedite, which was a good company but in a
highly cyclical and fragmented market with limited growth
potential. We retained the truckload freight brokerage
operations of the former Expedite division, and at the
beginning of this year, placed those under the
transportation management arm of Menlo. We also
repositioned Con-way Truckload by more closely focusing
the asset-based team-driver operations on support of the
transcontinental line-haul needs of our LTL business.

Vector SCM transaction. At mid-year, we were notified by
General Motors of its intent to exercise its call option to
purchase Menlo’s membership interest in Vector SCM.
Following a third-party valuation process, we secured
from GM a payment of $84.8 million for Menlo’s
membership interest in our 4PL joint venture. We
successfully transitioned Vector’s non-GM commercial
accounts to Menlo, which has continued to provide us a
platform upon which we can build a lead-logistics practice.

Strategic network investments. Our capital investment for
fleet, land, facilities and equipment consurmed $308 million
in 2006. Our ability to provide industry-leading service
performance is built upon strategically located operations
and reliable equipment. These investments position us for
efficient growth, keep our fleet one of the youngest in the ‘
industry, and help minimize the disruption from new
engine technologies. Our comprehensive service center
infrastructure, density of coverage and flexible network
design is a unique, sustainable competitive advantage that
provides capacity for growth and the foundation for '
increasing returns.

Rebranding launched. Shareholders approved our proposal

. to change the corporate name to Con-way, which we have

adopted as the master brand for the enterprise. We formally
launched the new brand with a Con-way Investor Day at the
New York Stock Exchange last spring, with Con-way stock
trading under the new CNW ticker symbol. The physical
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Con-way Inc.

FORM 10-K
Year Ended December 31, 2006

PART 1

ITEM 1. BUSINESS

Overview

Con-way Inc: and its subsidiaries (“Con-way” or “the Company”) provide transportation, logistics and supply-
chain management services for a wide range of manufacturing, industrial and retail customers. Con-way’s principal
component companies operate in regional and transcontinental less-than-truckload and full-truckload freight
transportation, truckload brokerage, global lOngthS management, and trailer manufacturmg

Con-way Inc. was incorporated in Delaware in 1958. In April 2006, shareholdcrs approved managemem 5
proposal to change the Company’s name from “CNF Inc.” to “Con-way Inc.” The corporate name change marks the
launch of a strategy to bring the Company’s operations under a single master brand. Company managemem and the
Board of Directors believe that the corporate name change and the re-branding mltlatlve will result in better
understanding of the Company’s core businesses, operating strengths, corporate cu,lture and values, thereby
enabling the Company to compete more effectively in the markets it serves. Included in the initiative is a new Con-
way logo and graphic identity. Con-way’s re-branding initiative is more fully discussed in Note 12, “Segment
Reporting,” of Item 8, “Financial .Statements and Supplementary Data.” -

Information Available on Website

Con-way makes available, free of charge, on its website at “www.con-way.com,” UI;ldCl’ the héadings “Investor
Relations/Annual Report, Proxy and Other SEC Filings,” copies of its annual reports on Form 10-K, quarterly
reports on Form 10-Q, and current reports on Form 8-K, and any amendments to those reports, in each case as soon
as reasonably practicable after such reports are electromcally filed with or furnished to the Securities and 'Exchange
Commission.

‘In addition, Con-way makes available, free of charge, on its website at “www.con-way.com,” under the
headings “Investor Relations/Corporate Governance,” current copies of the following dofcuments: (1) the charters of
the Audit, Compensation, and Director Affairs Committees of its Board of Directors; (2) its Corporate Governance
Guidelines: (3) its Code of Ethics for Chief Execulive and Senior Financial Officers; (4) its Code of Business
Conduct and Ethics for Directors; and (5) its Code of Ethics for employees. Copies of these documents are also
available in print to shareholders upon request, addressed to the Corporate Secretalry at 2855 Campus Drive,
Suite 300, San Mateo, California 94403.

None of the information on Con-way’s website shall be deemed to be a part ofjthis report.

Regulatory Certifications

In 2006, Con-way filed the written affirmations and Chief Executive Officer certifications required by
Section 303A.12(a) of the NYSE Llsung Manual and Section 302 of the Sarbanes Oxley Act.

Reporting Segments

For financial reporting purposes, Con-way Inc. is divided into three reporting segments: Con-way Freight and
Transportation, Menlo Worldwide, and Con-way Other. For financial information concerning Con- way’s geo-
graphic and reporting segment operating results, refer to Note 12, “Segment Repor'tmg, of Item 8, “Financial
Statements and Supplementary Data.”




Con-way Freight and Transportation

Con-way Freight and Transportation includes the combined operating results of Con-way Freight and Con-
way Transportation. Collectively, Con-way Freight and Transportation primarily provides regional next-day,
second-day, and transcontinental freight trucking throughout the U.S., and in Canada, Puerto Rico, and Mexico.

[

Con-way Freight

Con-way Freight consists of regional less-than-truckload (“LTL”} motor carriers that operate a combined
network of freight service centers to provide market coverage in North America. The regional carriers provide day-
definite delivery service to manufacturing, industrial, and retail customers, and consist of Con-way Freight-
Western, which serves i3 Western states, including Hawaii and Alaska; Con-way Freight-Central, which serves 25
central and eastern states; Con-way Frelght-Southem which serves 12 southeastern states, the District of Columbia
and Puerto Rico; Con- way Canada, which serves 9 Canadian provinces; and Con-way Mexico, which began
operations in July 2005 to facilitate the movement of cross-border freight as well as freight between points in
Mexico. In 2006, Con-way Freight accounted for 97.3% of Con-way Freight and Transportation’s revenue.

Typically, LTL carriers transport shipmen(s‘ weighing between 100 and 15,000 pounds from multiple shippers
utilizing a network of freight service centers combined with a fleet of linehaul and pickup-and-delivery tractors and
trailers. Freight is picked up from customers and consolidated for shipment at the originating service center. The
freight is then loaded into trailers and transferred to the destination service center providing service to the delivery
area. From the destination service center, the frelght is delivered to the customer.

In September 2006, Con-way Freight pannered with APL Logistics to introduce a time- deﬁmte less-than-con-
tainer-load cargo service that provides overseas. freight transportation to customers seeking port-to-door delivery
from originating ports in Asia to destinations in the U.S. This service was offered in response to customer demand
for a cost-effective alternative to more-expensive air freight services.

Con-way Transportation

Con-way Transportation’s business units con51st of Con-way Truckload, an asset-based regional and trans-
continental full-truckload carrier, Con- -way Brokerage a provider of brokerage services for domestic truckload and
intermodal shipments,-and Road Systems, a traller manufacturer. Con-way Truckload serves Con-way Frelght by
providing linehaul service on full loads of LTL slypments moving in transcontinental lanes and also offers regional
and transcontinental services to other customers. The formation of Con-way Truckload was intended to reduce
linehaul expense and protect service with inter-company operations that operate in conjunction with current
truckload vendors. Con-way Truckload utilizes Con-way Freight and Transportation’s existing infrastructure and
administrative support services to minimize the capital employed. Road Systems primarily manufactures and
refurbishes trailers for Con-way Freight and Transponahon

Under the new master-brand initiative, the Company’s expediting and brokerage operations were made part of
Con-way Transportation and were renamed, collectively, Con-way Expedite and Brokerage. The expedited-
shipping portion of that business was sold in July 2006 and the remaining truckload-brokerage operation was
merged into Con-way Truckload, As more fully discussed below under “Menlo Worldwide — Logistics,” the
truckload-brokerage operation was combined with Mento Worldwide Logistics effective in January 2007.

|
Competition

The trucking and truck-brokerage industry ségments are intensely competitive. Principal competitors of Con-
way Freight and Transportation include global, integrated transportation service providers and regional and national
LTL and truckload companies. Competition in the trucking industry segment is based on freight rates, service,
reliability, transit times and scope of operations.

Menlo Worldwide ‘ T ‘

Menle Worldwide consists of the operating results of Ménlo Worldwide Logistics (“Logistics™) and a

proportionate share of the net income from Vector SCM, LLC (“Vector™), a joint venture with General Motors

4




(*GM2)% Prior:torGM’s/purchase of-the imembership -interest. ofsMenlo tWorldwide »LLC- (MW"} :in -Vector on
June 23, 12006 Vector served as; thellead logxstlcs manager. for GM:mun ob 29 1L st LT ot e
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Menlo Worldwrde — Logtstlcs v

' il ),
Frlhe global supply -chain and: nglSthS -services market has grown significantly since he formation of Logistics

int 1990‘based on'the; complextty of customers? supply chains-and the need for innovative: sloluuons ]The outsourcmg
of: dtstnbutlon ‘and other non-core: funct1ons has'bécome more’ commonplace ‘asibusinesses. mcreasmgly evaluaté
overall Ioglstlcs cOsts.The ability to access'information through computer.networks: increfsés the value ‘of capturing
real- t1me»logrst1cs ‘informationtfo track: inventoriesi/shipments; randrdeliveries: ‘Logrstlcsl specnahzes in developmg
and’ managmg ‘complex: reglonal"‘natlonaliand global supply .chains®The térmt supply”cham generally refers'to'a
strategtcally designed process.that directsithe' movément:of. materials and rélated inforrhation:from the acqu151uon
of raw materials. to the delivery of products to the end-user. Logistics’ supply- -chain r‘nanagement offerings:aré

primarily related to transponauon management and contract-warehousmg services.

coalR L e Ot e Y o on B dbe By T vTonD %‘i 9\-’"--"Ll‘uh!‘l&ulv ol gy
Transportatton management . refers to the'management, of :asset: based carriers:and third-party transportation

prov1ders for custorers’inboundiand”ouitbound*supply* *chaif’ needs through‘t'thetuse (:)f state-of;the-art lOngllCS
management systems 10 consohdate'.book and track shlpments*‘Contract ‘warehousing refers to.the: optlm1zanon of
warehousefoperatlons for. customers’ usmg:technologycand warehouse: managementlsy'stems'to reduce; inventory
carrying costs and supply- cham cycle times.'For:several- customers;’ contract-warehousrpg operat1ons include-light
assembly or kitting operations. :Logistics’ lablllty to link these systems with its.customers’ mtemal enterprise
resource-planning systems - is.intended o provide | customers. with improved vls1b1htylto them supply. chiins,
Compensauon from LOngthS customers takes drfferent forms, mcludtng cost-plus galn shdnng, transactional,

sl IS AN 3’331'_{};( l’].»‘}'\rhp ' Al P P 15. ‘ anr" . H fem P , Ol.li::.p - gr,u Jn
ﬁxed dollar and consultmg fee” arrangerrients, i . o
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L 'ﬂalLog1st1cs prowdesnts servicestising laicustomer-= or. prOJect—based- approach when thé: supply cham solution
requrres customer-spécificitransportation’ management1srngle zclient! warehouses andfor[smgle customer- techno-
logical solutionsrHowever;Logistics increasingly. utilizes: a shared:resource!, process-based approach that leverages
a centralized transportation- management: group,. uses. mu]n -client warehouses, and creates$ technologtcal solutions
to benefit multlple customers. This approach is expected 10 leverage Logistics’ resources to prowde scaleable
services to a growing number of middle- market ciistomers. LOngllCS began growing 1ts ‘shared-Tesource,:process-

based{approach in 2005 ivhentlt lsfegrn‘ented 'its lgustness*based on custome)r typ% ;l‘jhe;mdrpstry-focused groups
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leverage the” capablhtles of: personhe!:isystems and’ solutlons throughout the'organization 10 give customers
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expemse in spec:f c automottve high- tech and Consumers products sectors’ 1 .. i ‘
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Although Logistics’ client Jbase includes a growmg number of mtddle market companies, LOngthS _primary
customers are Fortune 200 busmesses Four customers collecuvely accounted for 47 8% of the revenue reported for
the Loglstrcs reportmg segment m 2006 and each had a Standard & Poor’s mvestment grade credit ratmg ln 2006,

DTN OO N e AT N Uarley | oenuuTin Al nigTesn ""-mmi
Lo'glstlcs largest custon‘tér accounted for 5 3% of the consohdatedlrevenue of Con-way..The; loss of srgmﬁcam
HILeN ! UYL .}'ﬂ"'l”‘]ll" S IR nl’lt'u'-l A st oar f LT
revenue from any of Log1sttcs ~major customers b termination Ofs the customer relatlonshlp for any ‘reason!
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mcludmg the busmess fatlure of the’ customer may have a material I'sdverse effect on Con: -way’s ‘financial condition,
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Integration of Former' Con- -way Transportation Businesses
coocvdebameD” L et biRa TenoianaaQ berwimooui®E D ool or e Lsilsemedin. oo e
In recent years, Logistics has 1ntegrated mto s oprejratlons two gupplyoch£1pumanagement bustnes,ses that Were
prevtously reponed in the Con-way Fre1ght ‘and Transportanon reportmg segment.’ ln the ‘second quarter of 2005,
Logistics integrated the former Con Way LOng[lCS busmess and,L in- January 2007,.Logtsttcs tnlcgrated the

truckload- brokerage bus_mess thtch'ttt - e ms el s e e b # ST

The mtegranon of Con-Way‘Logtsttcs was mtended 10" provnde an enterprlse solutlon offenng for Logtstrcs
customers' that-Want to.ise Con-way Freight as a primary. transponatlon prov1der in addmon to those customers that
wantza vendor—neutral transportattonrsolunon #The! 1ntegrat|on also:expanded Con‘l Way Logtstlcs 4multl-chem
waréhousing; serv1ce ‘modelito: Log1st1csularger.warehouse network \Effecuve in January 2007"Log15ncs mtegrated
into «its; operatrons “thehtrickload-brokerage® -businesssTher moye: 1s'1expectedttot leverage’tl..ogrsncs’&srgmf cant
procurement of purchased‘transportation to improve both the value to customers and to 1mprove the margin earned
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. » 1-Con-way’s operations.involve the storage; handhng,' and use of diesel. fuel and other.hazardous substances‘ In

parttcular,}Con way., lS sub_]ect to. envtronmental laws. and: regulations dealing with fuel storage tank$ .and the
) "rfl fmt i‘ond w09y B EATIER IR foofs o anortmuqo e NBVIEaed

q
transportatton ‘of ha?ardous mat‘enalsr ‘
“aoiotd AaA" AL mal o) bsauioeib \(llﬁ “aom b 2SHnonole lr;dolg brr 2.1 uily

Homeland Security | |

5t 0 i nline . ban ol
Con-way'is subject to compliance with cargo. security:and- transportation regulanons issued by the Trans-

portation SecuntyrAdmtmstrauom(“TSA”) andlby the;Department of:Homeland:Security,(yDHS), 1nclud1ng
regulauon by, the Bureau of-Customs and Border Protection (“CBP”): Con-way-believes:that;it; wrllrbe able to
:comply ‘with potential TSA DHS .and CBP; rules which w1ll reqtnre addrttonal security, measures affectmg the

ar .
transportatron of both domestrc and 1nternat1onal shlpments - __,1 “,‘ He s over, LC - ,»:-; o4
i t ' .u

Con way ’s rcglonal camers a5 well as certam other subszdlartes are approved by the’ CBP to parttcrpate in the
voluntary ‘Customs-Trade Partnershtp Against Terronsm program (“C-TPAT”). The C-TPAT‘p'r‘Sg‘r'a'rﬁ‘was desrgned
in,2002; 10 provide a; (PrOCEsS:10. facilitate, the efﬁcrent release of ;goods and, prov:de resolution of any,. utstandmg
1ssues affectmg CBP processmg of cross border shlpments As; part1c1pants of C TPAT these subsrdtarleslhave
developed SBCUI’][}? measures that;contmue to(levolve,along rw:th 1the C-TPA_T program;requtremems ﬂ'hese

subsrdtary C-TPAT. secunty plans‘have been rev1ewed and . cemﬁed by the CBP. Py g s

' '-:,t‘t;mo L LN '3
Eu C “TPAT does not pro1v1de a' sector’category for th1rd-party‘log1st1cs compames asra"result‘ Logtsttcs’cannot
obtain C-TPAT certtf' catton 1§ 5ddress this issue, Logtsttcs‘has volintarily adopted’C -TPAT- “[mporte“r" requrre-
ments info its’ securtty plan "'whtch’mcorporates regulatoryrDHS"t‘%qmrements‘and also voluntanly partlctpates in

e
_non- regulatory DHS- progrlams that secure customer andl 1ntemattonal'supply chains apainst terorishit and lehErfe?

.m lr‘Menlo tWOl‘ldWlde LogtstlcslGovernmentlServtces ~LLC xatsubmdtarylofa Menlo‘!Logrstlcs‘*“Inc *‘has been
approved by:TSA as an’ lndtrectlArr Carrier- (“IAC“) {and'has developed secunty measures that have been revtewed
and ‘certified-by- therTSA TSA 15 expected to relezltselnewl[AC tules in the rtear-future Con-way Cannot predtct thc

. tmpact the: new rules mtght have onits IAG: operattons but does not:betieve that the Talés: as:ﬁnally:adopted.wtll
matenally.affect its operauons bk sy kA r.'d..'r ‘{t.t[— JYATEEN lzr 35 ut"p.‘l“‘ﬂ.ébﬂ s‘\&:'!f:‘ [THI7EY .mn’nl.l‘gaz
eunt . ke chagd i bomge suselics o vied odf o wMBINOYE, L. yilamon

ITEM 1A. RISK FACTORS
aleliti, m\igt--r o guimivoy 2noitelugs ol onneds 65 shn lenity, bovzst AZDW o EOGS g i

: "nBusmess:Interrupnon""nb muerd vub-to 97is nod [nes Ly hm"‘mraluxerl’l‘ 219vib douy zessmimon

& ; . P
stly DGR AT RN Valts sgnd bl bn» lam"?ﬁa} o Hre e tit- oL L ey blanhby ‘kﬁ., gotamtittay a2 A0t
peCong way an -ttmsubsrdranes lrely on; a}centraltzedh ared-servrce fac1|tt forg)tcrlteﬁperfonnance 0 shared

BN LR (A P P TR 2L L ETIUI Y e e Lvage
admmtstrauve and technology services in the conduct of thetr busmesses Con way 'S, computer fac111t1es and tts
AT PRl ar T QU VTG 10T RS LI GUITY, U IS LR Pt S & e Japld 0 U ot
admtmstrattve and. technology employees are located at the shared -5ervice fac1hty Although Con way mamtams
R R ENE LN Y| wd 100 WM YO DUV LG ST Y T R RRT R BENE O ST LS
backup systems. artd has dlsaster recovery processes and procedures in place 3'sustained mterruptron in the
4 Wt bty Jlo UeM AR T TG TR R HINLP 'T'l( 0 3‘["-""! SITHI VIUD-30 HG L) 70 g

operatton 5t these: facrhttes whether due to terrorist. acttvmes earthqu es, floods or otherwise, could have a
R4 ot l\'“ "'-rttu v pa};' L Rve]
matenal advérie effect -on Con way s financial condmon results of operatrons .md h-flow

t oy

f};‘r‘ruln ENIERTY, oo uldt‘ r‘("l] Ad.)} l £‘ 1O ,rh bu.mu,r BRIy amru ,‘QJP5L1 nge ...n'l‘
stustomercConcentranon : ‘vngj‘ 3N tﬂe- Pc‘p.. iy ';U r*n.r}()‘ af by TR St .»l iy bno J\Htﬂé
TR s e et "5 Py ) Ly e 3t ,dtw"vr »‘rﬁét\ﬂulﬂ'n‘-r ""L‘n arm't
o i’ M lo Worldwrde Logtsttcs and many‘of its competttorsﬁm _the ;htrd party logtsttcs‘segmeh' § are S\.Ebjt‘.c[ Jto'rtsk
b it A ! FEHIYY T HW - IEF A AN art
related () customer concentratlon because of the” relattve 1mportance of thetr largest custome land the’tncreas’éd

=un 100t e FUp Pty
ability of those customers to influence prlcmg and other contract terrns Although Logtsttcs conttnues 16 broaden
and drvers1fy its, customer base a srgmﬁcant pomon of it§ revenue and oppratlng ‘results‘are derived from a relattvely
$mall umber of Customérs, as more" ful]y dtscussied in Item 1, “Business.” Consequently, a Significantiloss of
busm]ess from, or adverse per'formance by, any of bogtstrcs Major ¢ customers, frnay hav]'e a materral adverse effect on
rrG s - ~anrn] 101 B St L oW

Con way 'sfinancial condtuon tesuits of operattons"and cash flows Srmllarly Fthé rene'gotlatlon of major Customer
1t by % it agTn a0 R e thends 2 LR B U 3 FSIADRED 20 VONE 23ATLIY ININAG TG0

contracts may also have an adverse effect 'on Con-wa
to P n S IO BRI NS P GH aoei st 1o pleny Ll ied, 'thdtnl groqmi (S) bua e gl xnd
X lrp”} 8’! ~rritulz 28] n!mf:{.la;;:mrm’rwu" i ‘l{m‘r et B g RPN u'p:g'haatl., LT Algegrzib 2lig- serry
AT R clyfaq'rp gr{!urqu T ik gL gk, o 4 Co s oem byeoeini pdese ram,: o
'j'* e Con way 's:operating results:are’ affected, m’large part: by« condmons in thecyclical: markets of its'customers
-and=on*theU:S: andﬁglobal economtes\Whtleﬁeconomtc conditions- affeet most’ compames";the)transportatton

1 i
industry is cyc]tcal and suscepttble to trends in economic activity. When! individuals-and compantes purchasefand




produce fewer goods, Con-way's businesses transport fewer goods. In addition, Con-way Freight and Transpor-
tation has a relatively high fixed-cost structure, which is difficult to adjust to match shifting volume levels.
Accordmgly, any sustained weakness in demand or continued downturn or uncenalmy in the economy generally
would have an adversa effect on Con -way s busmesses

.

b - v, V-

Employees

i

The workforce of Con- -way and its subsndlanes is not afﬁllated with labor unions.|Con- way believes that the
non- umomzed operations of its subsidiaries have advantages over comparable unionized competitors in providing
reliable and cost-competltlve customer services, including greater efficiency and fl(}:mblllty There can be no
assurance that Con-way’s substdiaries will be able to maintain their non- unlonlzed status. ‘ )

1

Con-way hires drivers primarily ‘for its Con-way Frelght and Transportation business segment. There is
significant competltlon for qualified drivers i in the transportation mdustry ‘As a result of driver shortages, Con-way
Freight and Transportation may be requlred to increase, driver compensation, utilize Tower- -quality drivers or face
dlfﬁculty meetmg customer demands all of which could adversely affect Con way 's results of operations.

- . - ) t

Employee Benefit Costs

Con-way maintains health-care plans and defined benefit pension plans, and provides certain other benefits to
its employees. In recent years, health-care costs have risen dramatically. The combinalipn of lower interest rates and
weak returns on plan assets may cause increases in the expense of, and funding requirements for, Con-way’s defined
benefit pension ‘plans. As more fully discussed in Item 7, “Management’s Dlscuss%on and Analysis,” Con-way
amended its retirement benefit plans in 2006 and the resulting plan changes are generally expected to decrease the
future- financial-statement effect associated with the defined benefit pension plans Despite the changes to the
retirement benefit plans, Con—way remains subject to volatility associated with interest rates, returns on plan assets,

and funding requirements: As a result, Con-way is unable to predict the effect of contm‘umg to provide these benefits
to employees on Con-way’s financial condition, results of operations, and cash flows.

[

Government Regulation

+

Con-way is subject to compliance with many laws and regulations that apply t(l) its business activities. These
include regulations relating to hours of service for its drivers, and cargo securify and transportation regulations
issued by the Department of Homeland Security and the Department of Transportation. Con-way is not able to
accurately predict how new governmental laws and régulations, or changes to existing laws and regulatmns will
affect the transportation industry generally, or Con-way in particular. Although govémmcnt regulatlon that affects
Con-way and its competitors may simply result in higher costs that can be passed to customers with no adverse
consequences, there can be no assurance that this will be the case. As a result, Con-way believes that any additional
security and other measures that may be required by future laws and regulations or changes to existing.laws and
regulations could result in additional costs and could have an adverse effect on its ablllty 10 serve customers and on
its financial condition, results of operations, and cash flows. ,

Capital Intensity

Con way s pnmary business is capital- mtenswe Con-way Freight and Transportation makes significant
investments in revenue equipment and freight service centers. The amount and tlmm‘g of capital investments depend
on various factors, including anticipated volume levels, and the price and availability of appropriate-use property
for service centers.and newly manufactured tractors and diesel engines, which are subject to restrictive Environ-
mental Protection Agency engine-design requirements. If anticipated service-center and fleet requirements differ
materially from actual requirements, Con-way Freight and Transportation may have too much or too little capacity.
Con-way’s investments in revenue equipment and freight service centers depend on‘I its ability to generate cash flow
from operations and its access to debt and equity capital markets. A decline in the'availability of these funding
sources could adversely affect Con-way’s reinvestment activities, . .o 2
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Price and Availability of Fuel

Con-way is exposed to the effects of changes in the availability and price of diese! fuel. Generally, fuel can be
obtained from various sources and in the desired quantities. However, an inability 1o obiain fuel could have a
material adverse effect on Con-way. Con-way Freight and Transportation is subject to the risk of price fluctuations.
Like other LTL carriers, Con-way Freight assesses many of its customers with a fuel surcharge. The fuel surcharge
is a part of Con-way Freight’s overal! rate structure for customers and is intended to compensate Con-way ‘Freight
for the adverse effects of higher fuel costs. As fuel prices have risen, the fuel surcharge has increased Con-way
Freight’s yields and revenue, and Con-way Freight has more than recovered higher fuel costs and fuel-related
increases in purchased transportation. At times, in the interest of its customers, Con-way Freight has temporarily
capped the fuel surcharge at a fixed percentage. Following a sharp increase in fuel costs in the aftermath of
hurricanes in the U.S., Con-way Freight imposed a temporary cap on its'fuel surcharge in 2005 that was in effect
from Auvgust 29 through October 24. Con-way cannot predict the future movement of fuel prices, Con-way Freight's
ability to recover higher fuel costs through fuel surcharges, or the effect that changes in fuel surcharges may have on
Con-way Freight’s overall rate structure. Con-way Freight's operating income may be adversely affected by a
decline in fuel prices as lower fuel surcharges would reduce its yield and revenue. Whether fuel prices increase,
decrease, or remain constant, Con-way’s operating income may be adversely affected if competitive pressures
limited Con-way Freight’s ability to assess its fuel surcharges.

ITEM lB UNRESOLVED STA_F F COMMENTS
None. I

1

ITEM 2. PROPERTIES

Con-way believes that its facilities are-suitable and adequate, that they are being appropriately utilized, and
that they have sufficient capacity to meet current operational needs. Management continuously reviews anticipated
requirements for facilities and may acquire additional facilities and/or dispose of existing facilities as appropriate.

‘Con-way Freight and Transportation

At December 31, 2006, Con-way Freight operated 346 freight service centers, of which 155 were owned and
191 were leased. The service centers, which are strategically located to cover the geographic areas served by Con-
way Freight, represent physical buildings and real property with dock, office, and/or shop space. These facilities do
not include meet-and-turn points, which generally represent small owned or leased real property with no physical
structures. The total number of trucks, tractors, and trailers utilized by Con-way Freight at December 31, 2006 was
approximately 33,300.

At December 31, 2006, Con-way Truckload operated approximately 1,335 tractors and trailers. Based on
projected LTL and truckload volume levels and driver availability, Con-way Truckload in 2007 intends to transfer to
Con-way Freight approximately 81 new tractors that have not yet been placed in operation due to driver shortages.

Road Systems owns and operates a manufacturing facility in Searcy, Arkansas.

Menlo Worldwide Laogistics

At December 31, 2006, Logistics operated 56 warchouses in North America, of which 41 were leased by
Logistics and 15 were leased or owned by clients of Logistics. Outside of North America, Logistics opérated an
additional 29 warehouses, of which 17 were leased by Logistics and 12 were leased or owned by cliépts.

" At December 31, 2006, Logistics owned and of;erated approximately 69 trucks, tractors, and trailers.

Con-way Other

Principal properties of the Con -way Other segment mcluded Con-way’s leascd executive offices in San Mateo,
California, and its owned shared-services center in Portland, Oregon.
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ITEM 3. LEGAL PROCEEDINGS

Certain legal proceedings of Con-way are also discussed in Note 2, “Discontinued Operations,'” and Note 11,
“Commitments and Contingencies,” of Item 8, “Financial Statements and Supplementary Data.”

In 2003, prior to the sale of MWF to United Parcel Service, Inc. (“UPS”), Con-way became aware of
information that Emery Transnational, a Philippines-based joint venture in which MWF, Inc. may be deemed to be a
controlling partner, may have made certain payments in violation of the Foreign Corruﬁpl Practices Act. Con-way
promptly notified the Dcpanment of Justice and the Securities and Exchange Commlssu;lm of this matter, and MWF,
Inc. instituted policies and procedures in the Philippines designed to prevent such payments from being made in the
future. Con-way was subsequently advised by the Department of Justice that it is not p:ursumg an investigation of
this matter. Con-way conducted an internal investigation of approximately 40 othctr MWEF, Inc. international
locations and has shared the results of the internal investigation with the SEC. The internal investigation revealed
that Menlo Worldwide Forwarding (Thailand) Limited, a Thailand-based joint venture, also may have made certain
payments in violation of the Foreign Corrupt Practices Act. MWFE, Inc. made certain personnel changes and
instituted policies and procedures in Thailand designed to prevent such payments from bemg made in the future. In
December 2004, Con- -way completed the sale of its air freight forwarding business (including the stock of MWF,
Inc., Emery Transnational and Menlo Worldwide Forwarding (Thailand) Limited)|to an affiliate of UPS. In
connection with that sale, Con-way agreed to indemnify UPS for certain losses resulting from violations of the
Foreign Corrupt Practices Act. Con-way is currently unable to predict whether it will be required to make payments
under the indemnity or whether the SEC will impose fines or other penalties dlrectly on Con-way as of result of the
actions of Emery Transnational.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

Con-way did not submit any matter to a vote of security holders during the fourth quarter of the fiscal year
covered by this Annual Report. ¢

EXECUTIVE OFFICERS OF THE REGISTRANT

The Executive Officers of Con-way, their ages at December 31, 2006, and their applicable business experience
are as follows:

Douglas W. Stotlar, 46, President and Chief Executive Officer of Con-way. er Stotlar was named to his
current position in April 2005. He previously served as President and Chief Executive Officer of Con-way Freight
and Transportation and Senior Vice President of Con-way, a position he held since Dedember 2004. Prior to this, he
served as Executive Vice President and Chief Operating Officer of Con-way Freight and Transportation, a position
he held since June 2002, From 1999 to 2002, he was Executive Vice President of Operations for Con-way Freight ~
and Transportation. Prior to joining Con-way Freight and Transportation’s corporate|office, Mr. Stotlar served as
Vice President and General Manager of the former Con-Way NOW. Mr. Stotlar joined|the Con-way organization in
1985 as a Freight Operations Supervisor for Con-way Freight-Central. He subsequently advanced to management
posts in Columbus, Ohio, and Fort Wayne, Indiana, where he was named Regional_M.lmager. Mr. Stotlar earned his
bachelor’s degree in transportation and logistics from Ohio State University.

Kevin C. Schick, 55, Senior Vice President and Chief Financial Officer of Con-way. Mr. Schick was named to
his current position in March 2003. He previously served as Vice President and Controller of Con-way Freight and
Transportation, a position he held since 1989. Mr. Schick joined the Con-way organizziltion in 1983 as Controller for
Con-way Freight-Central. Mr. Schick earned his bachelor’s degree in Finance from Marquette University and a
master’s degree in business administration from Northwestern University.

Jennifer W. Pileggi, 42, Senior Vice President, General Counsel and Corporate Secretary of Con-way.
M:s. Pileggi was named to her current position in December 2004. Ms. Pileggi joined I\Idenlo Worldwide Logistics in
1996 as Corporate Counsel and was promoted to Vice President in 1999. She was promoted to Vice President and
Corporate Counsel of Menlo Worldwide in 2003. Ms. Pileggi is a graduate of Yile University and New York
University School of Law, where she achieved a juris doctorate degree. Ms. Pileggi is 2 member of the American
Bar Association and the California State Bar Association.
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David S. McClimon, 51, President of Con-way Freight, and Senior Vice President of Con-way. Mr. McClimon
was named to his current position in June 2005. He previously served as President and Chief Executive Officer for
two of Con-way’s regional truckmg companies: Con-way Freight-Central from 2002 10 2005, and Con-way Freight-
Western from 2000 to 2002. He was Vice President of Sales for Con- way Freight-Central from 1997 to 2000. Prior
to this, he was Vice President of National Sales for Con-way Freight, from 1993 to 1997. Mr. McClimon joined the
Con-way organization in 1983 as a day-one employee of Con-way Freight-Central and subsequently was promoted
to a variety of sales and operations positions. Mr. McClimon earned his bachelor’s degree in marketing from Miami
University in Ohio. '

John G. Labrie, 40, President of Con-way Transportation and Senior Vice President of Con-way. Mr. Labrie
was promoted in February 2007 to Senior Vice President of Con-way, in charge.of Strategy and Enterprise
Operations. Mr. Labrie was naméd President of Con-way Transportation in June 2005. He previously served as
Executive Vice President of Operations for Con-way Freight, a position he held since J anuary 20035. Prior to this, he
served as President and Chief Executive Officer for Con-way Freight-Western, a position he held since June 2002.
From May 1998 to June 2002, he was Vice President of Operations for Con-way Freight-Western. He joined the
Con-way organization in 1990 as a sales account manager Mr. Labrie earned his bachelor’s degree in Finance from
Central Michigan University. He holds a master’s degree in busmess admrnrstratron from Indiana Wesleyan
University. .

Robert L. Bianco Jr., 42 President of Menlo Worldwide and Semor Vice President of Con-way. Mr Bianco
was promoted in February 2007 to Senior Vlce President of Con-way and was named President of Menlo
Worldwide in June 2005. He previously served as President of Menlo Worldwide Logistics, a position he held since
December 2001. He joined the Con-way organization in 1989 as a management trainee and joined Menlo in 1992 as
a logistics manager. He subsequently advanced to Vice President of Operations for Menlo Worldwide LOglbthS in
1997. He is a graduate of the University of California at Santa Barbara and earned a master’s degree from the
University of San Francisco. - S ; .

Jackie Barretta, 45, Vice President and Chief Information Officer of Con-way. Ms. Barretta was named to her
current position in February 20035, She previously served as Vice President of Information Services for Con- -way
Freight and Transportation, a position she held since August 2000. Prior to this, she served as Director of
Information Services, a posmon she held since 1997, She joined Con-way as a systems analyst in 1996. Ms. Barretta
earned her bachelor’s degree in Computer Scrence from the University of North Carolina.

Mark C. Thickpenny, 54, Vice President and Treasurer of Con-way. Mr. Thickpenny joined Con-way in 1995
as Treasury Manager. In 1997, he was named Director and Assistant Treasurer, and in 2000 was promoted to Vice
President and Treasurer. Mr. Thickpenny holds a bachelor’s degree in business administration from the University
of Notre Dame and a master’s degree in business administration from the University of Chicago.

Kevin S, Coel, 48, Vice President and Corpora:te Controller of Con-way. Mr. Coel joined Con-way in 1990 as
Con-way’s Corporate Accounting Manager. In 2000, he was named Corporate Controller, and in 2002, was
promoted to Vice President. Mr. Coel holds a bachélor’s degree in economics from the University of California at
Davis and a master’s degree in businéss administration from San Jose State University. Mr. Coel is also a member of
the American Institute of CPAs. ¢’ : :

=
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PART 11

L]
. 7

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS,
AND ISSUER PURCHASES OF EQUITY SECURITIES :

. Con-way’s common stock is listed for trading on the New York Stock Exchange (“NYSE™) under the symbol
“CNW" t

See Note 14, “Quarterly Financial Data,” of Item 8, “Financial Statements and Supplementary Darta” for the
rafige of common stock prices as reported on the NYSE and common stock dividends pa1d for each of the quarters in
2006 and 2005. At January 31, 2007, Con-way had 7,065 common shareholders of récord.

" The following table provides a summary of share repurchases made by Con-way during the quarter ended
December 31, 2006:

Total . :
Number of Maximum
‘ Shares Dollar Value of
o Purchased as Shares that
o Pari of May yet be
Total Number Publicly Purchased
of Shares Average Price Announced Under the
Purchased(1) Paid per Share Program(1) Program(1)
October 1, 2006 — October 31,
2006. . .....: e e e 300,000 $46.28 300,000 $120,741,324
November 1, 2006 — November 30
2006, . . e e 529,000 47.51 529,000 95,606,682
December 1, 2006 — December 31 ' .
2006. . .ot 120,000 43.93 120,000 90,335,383
Total ..., o e 949,000 $46.67 949,000 $ 90,335,383
(l) In April 2006, the Board of Directors authorized the repurchase of up to $400 million in Con-way’s common

- stock through open-market transactions and privately negotiated transactions fromltime to time in such amounts
. as management dee_ms appropriate through June 30, 2007.

13




The following performance graph compare:s Con-way’s stockholder return (assuming reinvestment of div-
idends) for the fiscal year-ends from 200! through 2006, with the S&P Midcap 400 and the Dow Jones
Transportation Average. :

COMPARISON OF FIVE-YEAR CUMULATIVE TOTAL SHAREHOLDER RETURN*
Con-way Inc., S&P Midcap 400 Index, Dow Jones Transportation Average

!

300
=3~ Con-way Inc, :
250 | =~ S&P Midcap 400 -
—O— DJ Transportation Average '
=
3 150
3
o 100
50 '
1 T H 1 I I 1
2001 2002 - 2003 2004 2005 2006
Cumulative Total Return
) 12/31/01 | 1231702 | 12/31/03 | 12731/04 | 12731405 | 12/31/06
Con-way Inc. $100.0 | $100.3 | $103.6 | $154.6 | $173.8 | $138.0
S&P Midcap 400 ' ' $100.0 | $ 855 | $115.9 | $134.9 | $151.8 | $167.3
DJ Transportation Average $100.0 | $ 885 | $116.7 | $1489 | $166.2 | $182.4

¥ Assumes $100 invested on December 31, 2001 in Con-way Inc. (then known as CNF Inc.}, S&P Midcap 400
Index, and the Dow Jones Transportation Average and that dividends were reinvested.
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ITEM 6. SELECTED FINANCIAL DATA
The followi'ng table includes selected financial and operating data for Con-way as of and for the five years
ended December 31, 2006. This information should be read in conjunction with ltem 7, “Management’s Discussion
and Analysis,” and Item 8, “Financial Statements and Supplementary Data.”
. . Con-way Inc. '
' ’ Five-Year Financial Summary
' - 2006 ’ 2005 2004 2003 2002
(Dollars in thousands except per share data)
Operating Results )
Revenues ...............-.-. $ 4221478 $ 4,115,575 $ 3,658,564 $ 3,186,797 $ 2,970,571
Operating Income(a) ... ........ 401,828 370,946 284,332 231,927 189,351
Income from Continuing
Operations Before Income ‘
TaXES .o vvv v 392,309 352,356 248,775 205,982 162,284
Net Income from Continuing ‘
Operations (after preferred-stock
dividends)(b) .. .. ........... : 265,177 222,647 143,432 117,572 112,159
Net Income (Loss) Applicable to .
Common Shareholders(b}. ... .. 258,978 214,034 (126,094) 83,785 93,561
Per Common Share
Basic Earnings (Loss)
Net Income from Continuing
Operations . . . ............ $ 542 § 427 $ 2.84 |$ 237 § 2.28
Net Income (Loss) Applicable to
Common Shareholders . . . . .. 5.29 4.10 {2.50) 1.69 1.90
Diluted Earnings (Loss)
Net Income from Continuing
Operations . . ............. 5.09 3.98 2.59 2.16 2.07
Net Income {Loss) Applicable to ) '
Common Shareholders . .. ... 498 3.83 " (2.18) 1.57 1.74
Cash Dividends . . ............. 0.40 0.40 - 040 0.40 040
‘Common Shareholders” Equity. . . . 14.65 16.09 . 1346 15.02 13.43
Market Price
High..................... 61.87 59.79 50.96 35.77 38.28
Low ..., 42.09 41.38 30.50 24 .44 27.36
Weighted-Average Common
Shares QOutstanding
Basic ...ooiiiiiii 48,962,382 52,192,539 50,455,006 49,537,945 49,139,134
Diluted . ................ ... 52,280,341 56,213,049 56,452,629 56,725,667 56,655,570
Financial Position ' .
Totalassets . .. .....vvevennnn. $ 2,301,889 % 2459618 % 2,477,524" $ 2,757,987 $ 2,786,874
Long-term obligations . ......... 557,723 581,469 601,344 554,981 571,299
Other Data at Year-End ’
Number of shareholders. . ... . .. 7,041 7,204 7,435 8,006 8,131
Approximate number of regular
full-time employees . . . ... .... 21,800 21,700 19,900 19,500

20,600
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(a) The comparability of Con-way’s consolidated operating income was affected by the following:
. h .
Accounting events: j !
« Effective January 1, 2006, Con-way adoi)ted SFAS 123R under the modified-prospective method. Prior-
period financial statements have not been adjusted.

+ Effective in the fourth quarter of 2006, Con-way Freight adopted a change in its accounting policy for tires
from a capitalize-and-amortize method to-an expense-as-incurred method. The change was retrospectively
applied to prior-period financial statements.

Unusual income:
» Gain of $6.2 million in 2006 from the sale of asser_sj related to Con-way Expedite

« Gain of $41.0 million in 2006 from the sale of MW’s membership interest in Vector (exéluding the gain,
Con-way after June 30, 2006 recognized only $2.0 million of operating income associated with Vector
business cases that were in-process at June 30, 2006)

» Gain of $8.7 million in 2002 from the sale of a property
(b) The comparability of Con-way’s tax provision and net income was affected by the following:
 Tax benefits of $12.1 million in 2006 relafed to the settlement with the 1RS of previous tax filings

« Tax benefits of $17.7 million in 2006 from the utilization of capital-loss carryforwards that offset tax of
$2.9 million on the sale of Con-way Expedite and $14.8 miltion on the sale of MW’s membership mterest in
Vector

¢

* Tax benefits of $7.8 million in 2005 related to the settlement with the IRS of previous tax filings

* Tax benefits of $14.0 million in 2002, pnmanly related to the settlement with the IRS of aircraft
maintenance issues
ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

Introduction

Management’s Discussion and Analysis of Financial Condition and Results of Operauons (referred 1o as
“Management’s Discussion and Analysis”) is intended to assist in a historical and prospective understanding of
Con-way’s financial condition, results of operations, and cash flows, including a discussion and analysis of the
following: ‘

'« Overview of Business '
« Results of Operations and Related Information : .
* Liquidity and Capital Resources o
+ Estimates and Critical Accouhting Policies
* Forward-Looking Statements .

.

Overview of Business

The Company provides transportation, logistics and supply-chain management services for a wide range of
manufacturing, industrial, and retail customers. For financial reporting purposes, Con-way is divided intothree
reporting segments: Con-way Freight and Transportation, primarily a provider of regional less-than-truckload
(“LTL") freight services; Menlo Worldwide, a provider of integrated contract logistics solutions; and Con-way
Other, which includes certain corporate activities. Menlo Worldwide consists of the operating results of Menlo
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Wotldwidé Logistics (“Logistics?)*and Vector,a _]Oll'lt venture with GM: that has been accounted for as an equity:
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Con-way's operating=unit Tesults depend on the number welght'and distance’ of slhlpments transponed the

prices.feceived on-those shipmientsyand the mix of services.provided to custoners,las well as the fixed and:variable
costs- incurred: by Con=wiy}intproviding} the services iand: ‘the¢ ablhty 3t0 manage nthose rcostsjjunder‘Changing
circumstances) Con-way. Freight and Transportauon pnrnanly transports shipments. through d freight’ sérvice center

network while:Menlo Worldwide manages the logistics functions of.its ciistomers and pr manly:utlhzes third-party
transportatron»provrdersrforethe movement of; customerishrpments’ rodetu, A b T Sl Ted 0 T,
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i) In June 2006, Con Yay closed the'operations of its ‘domestic air frerght forwardmg busrness known as Con* way
Forwardlng, and in 2004, Con-way and Menlo Worldwide LL.C (“MW")-sold! MWEt5+ UPSY Accordingly,"the
results of. operations; net liabilities, and cash flows of the Menlo Worldwide Forwardmg segment and the Con-way
Forwarding operating unit have been segregated and reported as, dlscontmued operations, except where otherwise

noted. 1.. .
.nm‘oaar"b Lns wniugtiingo 101 aluzsn geotn Vil haenon - IRV Y Fuasn T whe g v
In December 2006, Con-way recognized the sale to GM of MW’s mernbershrp interest in Vector. The, sale of
Vector did not quallfy as a discontinued operation due to its classification as an equtty method 1nvestment and
accordmglyx, ~the $4| 0 mllhon sal‘efrelated gain is reported in net incorme from continuing operations in the Menlo
Worldwide reportmg';egn'Tént In July 2006, Con-way sold the expedited-shipping portion. of the former Con-way
Expedite and Brokerage business:-As a sale of assets, the $6.2 million gain recogmzed from the sale is reported in

net income, from commumg operatlons m the Con-way Freight and Transportation reportmg segment

LY - : .
Change |n—Accountlng Pollcy f§d~T|res """ R oo
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During-the fourth*quarter of-2006, Con-way ‘changed its accounting pohcy for tires. Prior to the change, the

cost of original and replacement tires:mounted on:new and eXisting equipment ‘was reported in ‘current .assets asa

prepaid expense and-amortized based-on’estimated usage. Under the new policy, the Cost: of replacement tires are
expensed at the l1me those tires are placed into service, as is'the case with other repairs and maintenance costs. The
cost of-tire§"on newrrevenue eqmpment will be capitailied and 'd'epre'c'lated over the estimated useful life of the
related eaulpment Con—way belleves that this new policy is preferablé Nihder the Gircufistancés becatise it provides
a'more precise*and léss subjective method for recognizing expenses related to tires that is consistent-with industry
practice. Under SFAS 154, “Accounting Changes and Error Correctrons " Con-way:is |reqmred to-report a change in
accountmg pollcy by retrospecnvely applymg the new pohcy to atl prlor periods preqented unless it is impractical
to deterrmne the pnor'perrod effefct Accordmgly, Con way haq adjusted 1t§ prewo:.lsly reported ﬁnanc:al mfor-i
matlon for all pCI'IOdS presented The effect of thrs accounung polrcy change hid' an 1mmater|al effecl m 2006 but

S, 0

reduced net 1ncome e from’ contmumg operattons by $1 3 rmlhon ($O 02 per dll{lted sl}are) 1In 2005 "and'$? 0 mllhon
T M Ty

($0. 03" per Gitthed: sharey in 3004 The’ accoantmg pohcy “change! Biso afféeted Cop way’s ‘consolidatéd balance
sheets in the periods:presented by. increasing, reponed.amounts for-revenue, equrpment -and reducing amounts for

prepaid expenses; -and retained eamings..y ~1 . ¢ - St et ey e o i
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Effectwe on January 1 2006 qun-way adopteg‘ ”the recognmon and related drsclosure provrslons T)of
SFAS No. 123R, “Share-Based Payment”, a, revnsron of SFAS 123, “Accounung for Stock Based Compensatlon
that-:supersedes - Accounting. Principles’ Board: Opmron*Noﬁ\ZSL“Accounung( forf Stockﬂlssued to..Employees”
(“APB25") andnits felated; implémentation guidance. SFASUI23R: reqilires(coinpaniés to' recognizesthe-cost-of
employee services received in exchange for awards of equiity instruments based on the'grant-date fair value of those
awards over the period dunng which an employee is required toprovide service in exlchange for:thé'award; Con-way
adopted  SFAS 123R~usmglthe‘modlﬁed prospective! transition: niethod; which: re(l.]mresrthe :rec¢ognition of: com:

pensation-expense in-2006fas/determined under. SFAS- 123R; but does not- result in the retrospective. application. of

17




achieved through bettér carrier rates on carrier-managernent Services and to an increise in the percentagé of revenug-

T . T . PP ) T T T, . - . o
derived fromiwarehouse:management services; which has:the efféct'of increasing ‘gross"and net revenues.without ai
assotiated incréase :in:purchiased” transportatlon oxl ek gitdvory o piapest cobaatgorr s -ditcod ar sdesoni ag

tal;;rma:t:qrmh:‘i’rﬁ“ by AP D Baroamad Wsaorriairtoqaan ! bozad srug brs faut L2008 nl senigrs notkansginos
heyo _,\Logtstlcs; operattng income in 2006_td.ecreased 3. 8%‘ from the same. penod ofilast, Lyear, ¢ due prlmarlly to hlgher

employee costsland purchased ibor, which collecnvely ificieaséd 120%in 2006‘Emp]oyeedcosts mcreased 9. 2%
as Operatrons Trelated: employee &oits incredsed 8. 0% and ‘adniinistrative-rélated employee COStS mcreased 14: 40’ v
Hrgher employee costs reﬂect mcreases in! basel compensatlon emp]oyee beneﬁts and mcenttve,compensatlolr

mcregseso Employee beneﬁts expense mcreased 16 2‘?:;_ pnmarlly froman mcrease i the cost Of Realth-% care be_\nefrrt‘s
and other employee benéhit costs” lncer':’ny‘e'compensatron 2006 increated By $276 T 1ll|on or§40 0% Based on

+ e AR el dn SISl b e d PR ey 3 NS ) A TR A T T S ED BN 2 e TE AR m
vanattons in operatmg mcome workmg capnal and other performance measures Telative to mcenttve plan target\

P L

"
lzurc'h'ased*labor costs 1ncrea§ed ,29 09? d,ue to new,\warehouse management projectf;‘ Logtstrcs uullzes purchased
A it O e ch e

laborffor,.warehou}se mapagement ,servrces' duel'to Jthe aﬂextbrl1ty-,prov1ded Jtnt respondtng cto .varymg, customer

demand ttExpensesjfor_, supphesqmcreased-l?t‘Q S%:Lreﬂectmg qvolume,-t Creases: relatedpto certam_,,warehouse-
management)customers ,Corporate adnumstrauvetcosts allmated to. bOngthSiln 2006 increased; $5.1- mtlllon or
3. 3% \as; descrtbed above, under == Continuing; Operatlons Expenses for.ocutside’ servrces mcreased 14 l% due

Jﬂl)J

prtman]y to-$1 3 million’ of .costs related to:a bid: for.asignificant: contract.~ - : '
Ly aquetgzpmgﬁ}ulgyphoyﬁqlrt;m Al lﬂr""l? tlt mgemchl{ 15, aligaun rmnnqgquqmow eolad elrlm ert’l 3 t:
& nnw'm 7 1Y, Fon Da,li Hoe »{ufm “?,.umu g ,ﬁ’gl’ﬁl PapEpmens aldyp ;;rfl: L TdmineC iaabua 169y a1 w0},
2005¢C0mp?r8d1t0, 200 atu u&{u g YN Inonger - ur",) *l"l??{?:’,‘]rl{.f’ln“rﬁll-?qcl"}é Lty ol

rsurmg To rpvifub boo pobanager oo Iwm _:rﬁ 1; 'pamdu mJ A7 34 Yo poilkhpgaos Jxﬁz_r (L govmnd
= \2005wLolgtstrcs,,revenué},mcreased 14.0%, Qver 2004,. Jdue to als. 9% mcreaseH my,camer-management

gn "4 =5 b U e e e 2 i PRy foH: v
sen;lges ‘a‘n"‘d X A—l G‘ff:j increase. in twarehouse managementise\r;vmes Loglstles C’net revenue'in, 2005, mcreased 6.5%

from 200435 ¢ revenue growth _lwas pamally offset by\a 17.2% increase in purchased transponatton costs whrch was

R ashy i

due to hlgher busmess levels and; fuel related mcreases mlcamer[rates o e ed m R e mt,u’(.

N A U L a.\r' A e g - of Cont- Wz.k 1.3 doe i bl CArle . Yo udi deaind L
In 52‘0(‘)‘5‘ ‘l;tog}‘strtcsloperatmg income .- mcrease » 17 4‘% due prlmanly to‘growth in, Det Jevenue ; and iowers
" i T ks LR T YR e
employee COStS, hlch'[wére due largely to decltnes Jn. he health ~cire cos&s workers compensfattpn, apd mcenttve
4 TLF e
compensat1on Incepuv'e ‘fompensatlrlon in %QQS declmed by $l 0 mllllOl‘I or, 13 7% btz}se(c'il: 0 variations'in operatmg
PEETA Tyl Salt ol . A - 10 ' b b Rriag
income and other performance measures relative to incentive plan targets Ny aotjargod
SR Y 1R m'b?&&ﬁJ’ R {11k dd B F N utid [FVIRT I WL I R S v | SR, Ty 4.y LT Nl
5 U35 DORWS tmnesegnd, YL gneonrmti aves glared e ” PRI
Integratwn of For'merden way-Transpon‘atmn Busmesses,' el ‘m,u‘ﬁm, l“mm widslied "
N [ LYY L AR ER T ) I utne [wiyYi sl [N AT L T '3 SET e i T U Ghslal THYL weit
o l{‘ &l in ‘ﬁ o k?,‘:,_‘(, \ T DT LR Y S 4t T Ny i .\.t{.:}uﬂa‘lﬂf{_l?d Cinem.
In recent years, Loglstlcs has mtegrated mto its Operauonfs{. tw;o supply—{cham management busrgesses that twere
v Far Y b e ity

prevrously reported 1n the Con wanyrelght and’ Transbortauon reporting segm;:nt In the second quarter of 2005
A T, 3

Logistics mtegrated the former Con Way Loglsttcs busmess and’ prior perlods were’ 1tg?:la§§lﬁed “In January 2007

" ) ik o v
Loglstlcs also'initégrated' the truckload brokerage bustl]e an Pasad SRl WA P Wil TeqD™ L
- sl NI T S A R AR b g' v ' 10153y

volumes ‘of purchased transportatton Pto 11nprove both the value 1o customers and to 1mprovE‘the hmargm ‘earned on
L -

the servrces prowded The- mtegranon of the: truckload brokerage busmess is also expected to expand lOngthS-

serv1ces opportumtres through accessl‘o truckload brokerage customers and'to leVerage the shared expemse of ‘the

logtstlcs and’ truckload brokerage professtonals 4 o Copeay © gt el .;-bllr)ldllmw‘dhlgld Pt

) a il e leld Llaeans in MY ominy ,1"\ refloc 0 oo s el
D " Hd-

y 100 ’l o §Q 3; l’ Béc 0 -’l-r.res. ‘ AL T et aruoanl AT NP Ry

MenlorWor]dwrde—-Vector, S L B 1 Tal PR ooty T. chepeq

ot Tt Sdob Yk som G0N opestd by STt ‘63!31?..“3:} }hhlbh“# ﬂh‘srl‘"

: .Operg{ing_Resqlt_‘sj woPuTglate T ';‘tltiuzted o v Co 'llbil."_ef,:)s;jus Sattgmety A0S

oo, b !
t.‘ltbutlanOO!tS,lsegmentdncome reported from:MW?s"8gilitycinvektriient in. Vector inctéaséd to:$55. Linillion from
$20 3:million:in-2005~Higherreported.segment: mcolne 'from+Vector)was:due:to’d $4 1:0' million:gain: recognized:
‘frofn the]sale of.MW.stmembershlp interest:inz:Vectonto GM#~In 2005, 3egment.income - fromiVector:increased:to
$20: 3 million;fromi$18:3: mtlllon‘m 2004y due’*pnmal'llyito higher inéome earned: in:GM s;internationdl: regions;
partially 6ffset:by: a- decling;in:incomesfrom GM? s;North“Amertca fegioniptdmeioulE 0.0 - oncedyron

. 241




GM Exercise of Call Right

On June 23, 2006, GM exercised its Call Right. On December 11, 2006, an independent financial advisor
established a fair value for Vector that was agreed upon by Con-way and GM. The advisor established a fair value of
$96.4 million for the membership interests of both joint-venture partners, including a fair value of $84.8 million that
was attributable to MW’s membership interest in Vector. . .

As a tesult of the agreed-upon valuation, Con-way in December 2006 recognized a receivable from GM of
$51.9 million (an amount equal to the $84.8 million fair value of MW’s membership interest reduced by Con-way’s
$32.9 million payable to Vector) and also recognized a $41.0 million gain (an amount equal to the $51.9 million
receivable reduced by Con-way’s $9.0 million net investment in Vector and $1.9 l'nl][l()lll of sale-related costs). On
the settiement date of January 5, 2007, Con-way received a $51.9 million payment from GM."

Con-way’s sale of MW's membership interest in Vector is more fully dlscusseq in Notc 3; “Investment in
Unconsolidated Joint Venture,” of Item 8, “Financial Statements and Supplementary |Data.”

Con-way Other

The Con-way Other reporting segment consists of certain corporate activities fo|r which the related income
(loss) has not been allocated to other reporting segments. The table below summarizes the operating results for Con-
way Other: ' ’ ' .
' 2006 2005 2004

i te 1 (Dollars in thousands)
Con-way re-insurance activities . . ............ ... ... .. ... $ (705) §$1,203  $(1,237)
COon-way COMpOTate PrOPErties. . . . . o vvve e eenennnnnnn s (],3825 (1,695)  (2,726)
Insurance settlement . . . .. I . — 2200, . —
Radio frequency sales ...... e e PR 1’2601 —_ —
Other....... e T EE TP . 279y (1, 067) (496)

o S(1106) $(3.759) $(4.459)

Dlscontmued Operations

Discontinued operations in the periods prescnted relate to, the closure of Con-way Forwa:dmg, the sale of
MWF, the shut-down of EWA and its terminated Priority Mail contract with the U.S. Postal Service (“USPS™), and
to the spin-off of Consolidated Freightways Corporation (“CFC”). The results of operations, net llabllltles and cash
flows of discontinued operations have been segregated from continuing operations, except where otherwise noted.
See Note 2, “Discontinued Operations,” of Item 8, “Financial Statements and Supplementary Data” for summary
financial information and related discussion. - .o

L
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Liquidity and Capital Resources -

In 2006, cash of $687.9 million used in investing activities, financing activities and discontinued operations
was funded with $433.7 million provided by operating activities and $254.2 million of cash and cash equivalents,
which declined to $260.0 million at December 31, 2006 from $514.3 million at December 31, 2005. Investing
activities in 2006 used $274.2 million due primarily to capital expenditures of $299.2 million while financing
activities used $378.5 million, primarily for the repurchase of $350.2 million of common stock. Con-way’s cash
flows are summarized in the table below,

2006 2005 2004
(Dollars in thousands)

Operating Activities . .
Net income (loss) .. ..... S R $ 266,132 $ 221,762  $(117.855)

Discontinued operations ... ......... r ...... e 6,199 8,613 269,526
Non-cash adjustments(l)y . . ... ... ... ... ... .. ..., 109,693 138,211 136,651
Net income before non-cash items. . ... : .. ....... A 382,024 368,586 288,322
Changes in assets and liabilities. . . ... .. e 51,676 (147,248) 95,720
Net Cash Provided by Operating Activities . ........... - . 433,700 221,338 384,042
Net Cash Provided by (Used in) Investing Activities .. ... .. (274,160) 177,980 {225,020)
Net Cash Provided by (Used in) Financing Activities. . ... .. ' (378,489)  (216,429) 175,479
Net Cash Provided by (Used‘in) Continuing Operations. . . . . (218,949) 182,889 334,501
Net Cash Used in Discontinued Operations . .. ........... (35,287) (15,195) (25,459)
Increase (Decrease) in Cash and Cash Equivéalem.s ......... $(254,236) $ 167,694  § 309,042

(1) “Non-cash adjustments™ refer to depreciation, amortization, deferred income taxes, provision for uncollectible
accounts, equity in earnings and gain on sale of joint venture, and cther non-cash income and expenses.

-Continuing Operations .

Operatlng Actmtles .

‘Cash flow from operating activities in 2006 was $433.7 mllhon 2 $212.4 million increase from 2005, due to an
increase in net income before non-cash items and cash provided by changes in assets and liabilities, primarily
receivables. In 2006, receivables provided $86.4 million, primarily due to improvement in the average collection
period for Logistics’ receivables. In 2005, receivables used $124.2 million on higher revenue and an increase in the
average collection period for Logistics’ receivables, which was due in part to longer customer-negotiated payment
terms and processing delays.-The decline in accrued incentive compensation used $4.4 million in 2006, while the
same prior-year period used $20.0 million, In 2006 and 2005, expense accruals for incentive compensation were
$50.0 million and $68.3 million, respectively, while incentive compensation payments in those periods were
$54.4 million and $88.3 million, respectively. The use of cash from the decline in employee benefit liabilities for the
years presented reflects the net effect of defined benefit pension plan funding contributions of $75.0 million in 2006,
$126.5 million in 2005, and $9C.8 million in 2004, partially offset by expense accruals related to Con-way’s benefit
plans. In all years presented, cash provided by deferred charges and credits reflects variations in Con-way’s affiliate
payable to Vector. Proceeds related to the sale of Vector were not received until the settlemnent date of January S,
2007, as more fully discussed in Note 3, “Investment in Unconsolidated Joint Venture,” of Item 8, “Financial
Statements and Supplementary Data,” and accordingly, are not reflected in Con-way’s consolidated cash flows for
2006. -

Cash flow from operating activities in 2005 was $221.3 million, a $162.7 million decrease from 2004, as an
increase in net income before non-cash items was more than offset by the net use of cash due to changes in assets
and liabilities, primarily receivables. In 2005, receivables used $124.2 million compared to $33.1 million used in
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2004, based on revenue growth and an increase in the average collection period for Logistics in 2005. Accrued
incentive compensation decreased $20.0 million in 2005, while 2004 reflects a $292 million increase. Cash
provided by changes in deferred charges and credits declined to $27.5 million in 2005 from $67.1 million provided
in 2004 due primarily to $54.5 million of cash payments received in 2004 in connecuon with the liquidation of
corporate-owned life insurance policies. ‘

Investing Activities

Investing activities in 2006 used $274.2 million compared to $178.0 million provided in 2005. Capital
expenditures in 2006 increased $87.7 million from 2005 due primarily to increased trac:tor and trailer expenditures
at Con-way Freight and Transportation. Capital expenditures in 2005 increased $58.7 million from 2004, also due to
increases at Con-way Freight and Transportation.

Proceeds from the sale of businesses were $8.0 million in 2006 compared to $108|4 million in 2005. In 2006,
Con-way sold the expedited-shipping portion of its former Con-way Expedite and Brokerage business for
$8.0 million, In 2005 and 2004, Con-way received payments of $108.4 million and $150 0 million, respectively,
in connection with the sale of MWF to UPS.

In all periods presented, investing activities also reflect fluctuations in short-term marketable securities.
Marketable securities in 2006 provided $17.8 million, and in 2005, provided $284.0 r{ni]lion, primarily due to the
first-quarter conversion of auction-rate securities into cash and cash equivalents. {Investments in marketable
securities in 2004 used $225.9 million.

Financing Activities

Financing activities used cash of $378.5 million in 2006 compared to $216.4 million used in 2005. Common
stock repurchases of $350.2 million in 2006 and $149.1 million in 2005 were made under Con-way’s repurchase
programs. The significant increase in stock repurchases in 2006 was attributable to the repurchase in May 2006 of
3.75 million shares in two significant privately negotiated transactions. Under a prog'ram more fully discussed in
Note 8, “Shareholders’ Equity,” of Item 8, “Financial Statements and Supplementary Data,” Con-way is authorized
to repurchase an additional $90.3 million of common stock through June 30, 2007. [Financing activities in 2005
reflect the repayment at maturity on June 1 of the $100 million 7.35% Notes, while 2004 reflects the $292.6 million
net issuance of 6.7% Senior Debentures and the $128.9 million redemption of .?% Convertible Debentures.
Financing activities in all periods presented also reflect dividend payments and schefluled principal payments for
notes related to Con-way’s defined contribution retirement plan. Cash provided by the exercise of stock options
decreased to $12.2 million in 2006 from $76.1 million in 2005 and from $56.1 millio:n in 2004. The lower level of
stock-option exercises in 2006 primarily reflects a decline in the number of exercisable options following the high
volume of stock-option exercises in 2005 and 2004.

Con-way has a $400 million revolving credit facility that matures on September 3:0. 2011. The revolving credit
facility is available for cash borrowings and for the issuance of letters of credit up to $400 million. At December 31,
2006, no borrowings were outstanding under Con-way’s revolving credit facility jand, at December 31, 2006,
$210.3 million of letters of credit were outstanding, leaving $189.7 million of available capacity for additional
letters of credit or cash borrowings, subject to compliance with financial covenants and other customary conditions
to borrowing.

Con-way had other uncommitted unsecured credit facilities totaling $35.0 million at December 31, 2006,
which are available to support letters of credit, bank guarantees, and overdraft fac’iiities; at that date, a total of
$17.2 million of letters of credit was outstanding under these facilities. See “— Forward-Looking Statements”
below, and Note 5, “Debt and Other Financing Arrangements,” of Item 8, “Financial Statements and Supplementary
Data,” for additional information concerning Con-way’s $400 million credit facility And its other debt instruments.
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Contractual Cash Obligations

The table below summarizes contractual cash obligations for Con-way as of December 31, 2006. Some of the
amounts in the table are based on management’s estimates and assumptions about these obligations, including their
duration, the possibility of renewal, and other factors. Because of these estimates and assumptions, the actual future
payments may vary from those reflected in the table. Certain liabilities, including those related to self-insurance
accruals, are reported in Con-way’s consolidated balance sheets but not reflected in the table below due to the
absence of stated maturities. ' .

Payments Due by Period

' 2012 &
Total : 2007 ©2008-2009 2010-2011 Thereafter

. ‘ +  (Dollars in thousands)
Long-term debt and guarantees . ... $1,187,393 3 61,144  $124.924 $249,075  $752,250
Operating leases . !............. 150,505 50,430 63,333 25,290 9,452
" Employee benefit plan :pay_ments .. 153,391 12,900 27,606 30,305 82,580

Total.............0 . ......... $1,491,289  $124,474 5217863  $304,670  $844,282

!

As presented above, contractual obligations on long-term fixed-rate debt and guarantees represent principal
and interest payments. The amounts representing prmmpal and the portion of interest payable in 2007 are rcported
in the consolidated balance bheCtS

Contractual obligations for operating leases represent the payments under the lease arrangements. In accor-
dance with GAAP, future operating lease payments are not included in Con-way’s consolidated balance sheets.
Con-way’s operating leases were determined to provide economic benefits preferable to ownership based primarily
on after-tax cash flows, financial and operating flexibility, and the effect on Con-way’s capitalization.

The employee benefit plan payments in the table represent estimated payments under Con-way’s non-qualified
defined benefit pensnon plans and postrenrement medical plan through December 31, 2016. Expected benefit
payments for Con-way’s qualified defined benefit pension plans are not included in the table, as these plans are
funded. Con-way expects to contribute approximately $13 million to its qualified defined benefit pension plans in
2007, which is subject to variation based on changels in interest rates and asset returns. Based on the funded status of
Con-way’s qualified pension plans, expected future contributions do not represent contractual obligations, but are
governed by Con-way’s funding practices. The amount of estimated defined benefit pension plan contributions
reflects plan amendments that were effective on January 1, 2007. However, Con-way believes that a decline in
funding requirements for the defined benefit pension plans will, in whole or in part, be offset by higher contributions
to Con-way’s defined contribution pension plan, as more fully discussed below under ° —Cntlcal Accounting
Policies and Estimates.”

In 2007, Con-way anticipates capital expendltures of approximately $185 million (including software
expenditures), primarily for the acquisition of additional tractor and trailer equipment. Con-way’s actual 2007
capital expenditures may differ from the estimated amount, depending on factors such as availability and timing of
delivery of equipment, the availability of land in desired locations for new facilities, and the timing of obtaining
permits, environmental studies and other approvals necessary for the development of new and existing famlmes
The planned expenditures do not represent contractual obligaticns at December 31, 2006.

As described above under “Financing Activities,” letters of credit of $210.3 million were outstanding at
December 31, 2006. These letters of credit are generally required under self-insurance programs and do not
represent additional liabilities as the underlying self-insurance accruals are already 1ncludecl in Con-way’s
consolidated balance sheets. :

For further discussion, see Note 5, “Debt and Other Financing Arrangements,” and Note 6, *Leases,” of Item &,
“Financial Statements and Supplementary Data”

28




Other

Con-way's ratio of total debt to capital 1ncreased to 43.8% at December 31, 2006 fr::)m 39.9% at December 31,
2005, due primarily to share repurchases in 2006, and to a lesser extent, the decrcase in common shareholders’
equity on adoption of SFAS 158. The share repurchases and the adoption of SFAS 158 were partially offset by the
increase in retained eamnings from net income eamed in 2006 and the $15.0 million debt repayment in January.

At December 31, 2006, Con- way ’s senior unsecured debt was rated as mvestment grade by both Moody’s
(Baa3) and Standard and Poor’s (BBB). In addition, Fitch Ratings initiated coverage of Con- -way on January 25,
2006 with a ratmg of “BBB.”

Con-way beheves that its working capital requirements and capital expenditure plans in the foreseeable future
will be adequately met with various sources of liquidity and capital, including Con-way’s cash and cash equivalents,
marketable securities, cash flow from operations, credit facilities and access to capital markets.

Discontinued Operations

Discontinued operations in the periods presented relate to the closure of Con-way Forwarding, the sale of
MWE, the shut-down of EWA and its terminated Priority Mail contract with the USPS and to the spin off of CFC.
For periods prior to its closure in June 2006, cash fiow from discontinued operations relate primarily to Con-way
Forwarding. Except as described below, the cash flows from discontinued operations!have been segregated from
continuing operations and reported sephrately as discontinued operations.

In 2006, Con-way settled lawsum filed by former EWA pilots and crew members, which resulted in payments
of $9.2 million in June 2006 and $10.9 million in August 2006, as more fully discussed in Note 2, “Discontinued
Operations,” of Item 8, Financial Statements and Supplementary Data.” '

Also in 2006, Con-way paid $10.0 million to settle a dispute pertaining to the Pri{ority Mail contract, as more
fully discussed in Note 11, “Commitments and Contmgenc:es of Item 8, Financial Statements and Supplementary
Data.” : .

As more fully discussed above under ‘Continuing Operations — Investing Activities,” sales-related amounts
received from UPS in 2005 and 2004 are reported as proceeds in investing activities! See Note 2, “Discontinued
Operations — MWE,” of Item 8, “Financial Statements and Supplementary Data,” for a complete description of the
disposition of MWF, including a discussion of losses from impairment and disposal of MWF and of cash payments
received from UPS in connection with sale of MWF.

. T t
N R Estimates and Critical Accounting Policies

. L .
The preparation of financial statements in accordance with accounting principles generally accepted in the

U.S. requires management to adopt accounting policies and make significant judgments and estimates. In many
cases, there are alternative policies-or estimation techniques that could be used. Con -way maintains a process to
evaluate the appropriateness of its accounting poticies and estimation techniques, mcludmg discussion with and

“ review by the Audit Committee of.its Board of Directors and its independent auditors. Accounting policies and
estimates may require adjustment based on changing facts and circumstances and actual results could differ from
estimates. As more fully discussed in Note 1, “Principal Accounting Policies,” of [tern: 8, “Financial Statements and
Supplementary Data,” effective in the fourth quarter of 2006, Con-way retrospectively applied a change in its
accounting policy for tires from a capitalize-and-amortize method to an expense-as-incurred method. The policies
and estimates discussed below include those that are most critical to the financial statemems '

Employee Retirement Benefit Plans

In the periods presented, employees of Con way and its subsidiaries in the U.S. were covered under several
retirement benefit plans, including several qualified and non-quatified defined benefit pension plans and a defined
contribution retirement plan. In October 2006, Con-way’s Board of Directors applroved changes to Con-way’s
retirement benefits plans that are intended to preserve the retirement benefits earned by existing employees under
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Con-way’s primary qualified defined benefit pension plan (the “Primary DB Plan”) and its primary non-qualified
supplemental defined benefit pension plan (the “Supptemental DB Plan’ ), while expanding benefits earned under
its primary defined contribution plan (the “Primary DC Plan™) and a new supplemental defined contribution plan
(the “Supplemental DC Plan™). The major provisions of the plan amendmcnls arc effective on January 1, 2007 and
are more fully discussed in Note 9, “Employee Benefit Plans,” of ltem 8, “Financial Statements and Supplementary
Data.” These provisions will result in increased expense related to the Primary DC Plan and in the elimination of
future service cost associated with the Primary DB Plan and the Supplemental DB Plan. The effect of plan changes
on Con-way’s financial condition, results of operations and cash flows is more ful]y discussed betow under
“Amendments to Employee Retirement Benefit Plans.”

Defined Benefit Pension Plans

The amount recognized as pension expense and the accrued pension liability for Con-way’s defined benefit
pension plans depend upon a number of assumptions and factors, the most significant being the discount rate used to
measure the present value of pension obligations and the expected rate of return on plan assets for the funded
qualified plans, Con-way assesses its plan assumptions for the discount rate, expected rate of return on plan assets,
and other significant assumptions on a continuous basis, but concludes on those assumptions at the actuarial plan
measurement date of November 30 of each year. Con-way’s most significant assumptions used in determining
pension expense for the periods presented and for 2007 are summarized below.

' 2007 2006 - 2005 2004
- (Dollars in thousands)_

Weighted-average assumptions;
Discount rate : _ . 585% 6006 625% 6.25%
8.50% 8.50% 8.50% 9.00%

Discount Rate. In determining the appropriate discount rate, Con-way utilizes a bond model that incorpo-
rates expected cash flows of plan obligations. The bond model uses a selected portfolio of Moody's Aa-or-better
rated bonds with cash flows and maturities that approximate the projected benefit payments of Con-way’s pension
plans, Con-way’s discount rate is equal to the yield on the portfolio of bonds, which will typically exceed the
Moody’s Aa corporate bond index due to the long duration of expected benefit payments from Con-way’s plans. If
all other factors were held constant, a 0.25% decrease (increase) in the discount rate would result in an estimated
$50 million increase (decrease) in the cumulative unrecognized actuarial loss, and the related loss or credit would be
amortized to future-period earnings as described below.

Return on Plan Assets.  For its qualified funded defined benefit pension plans, Con-way adjusts its expected
rate of return on plan assets based on current market expectations and historical returns. The rate of return is based
on an expected 20-year return on the current asset allocation and the effect of actively managing the plan, net of fees
and expenses. Using year-end plan asset values, a (1.25% decrease (increase) in the expected rate of return on plan
assets would result in an estimated $3 million increase (decrease) in 2007 annual pension expense. .

Differences between the expected and actual rate of return on plan assets and/or changes in the discount rate
may result in cumulative unrecognized actuarial gains or losses. For Con-way’s defined benefit pension plans,
unrecognized actuartial losses primarily reflect the declining discount rate and lower market returns in recent years. '
Although these amounts may be recovered in future periods through actuarial gains, any portion of the unrec-
ognized actuarial loss outside of a corridor amount must be amortized and recognized as expense over the average
service peried for employees.

Pian amendments effective January 1, 2007 will result in the elimination of future service cost for the Primary
DB Plan and the Supplemental DB Plan, and no material service cost is recognized under Con-way’s other defined
benefit pension plans. Accordingly, the future effect of the defined benefit pension plans on Con-way’s operating
results will consist primarily of the net effect of the interest cost on plan obligations for the qualified and non-
qualified defined benefit pension plans and the expected return on plan assets, for the funded qualified defined
benefit pension. plans. In 2007, Con-way estimates that the defined benefit pension plans will result in income of
$12 million based primarily on an increase in plan assets, which was mostly .due to plan contributions and an
increase in the actual rate of return on plan assets, and a discount-rate decline that increased the plan obligation. As
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more - fully.discussed below, in 2007, Con-way estimates;that lower!benefits'expense |(oriincome):related to'the
Prrmary DB Pian -and thefSupplemental -DB Plan will be offset, .iniwhole or in part, with' higher company
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contnbuttons from time to time as necessary;to comply with:the funding requirements of the Employee ‘Retirement
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consrders ‘both:the; ERISA-:and GAAP:based:measurements of; funded:statusas-well:as. the. taxideductibilitysof
contnbuuons Con-way. made. conmbunons of $75. million and $126.5 million to:its defined benefit pension plans in
2006'and_ 2005 respectively; and in 2007, expects to’ contribute: approximately:$13 rrlnllton ‘Con-way,s estimates;of -
its defined benefit. plan:contributions.are subject;to;variation:based on changes:in tnterest.rates_and asset returns.
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and the expected residual values of the assets; and[the potential for i impairment_ based on. the fair values of the assets,
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increasing competition and pricing pressure;
availability of fuel and changes in fuel prices or fuel surcharges;

the effects of the cessation of EWA’s air carrier operations;

assets;

activities, work stoppages or strikes;

the Department of Homeland Security;

environmental and tax matters;

the possibility that Con-way may, from time to time, be required to record impai

the possibility of defaults under Con-way’s $400 million credit agreement andI
the possibility that Con-way may be required to repay certain indebtedness
assigned to its long-term senior debt by credit rating agencies are reduced;

labor matters, including the grievances by furloughed EWA pilots and crew,

enforcement of and changes in governmental regulations, including the effects

the creditworthiness of Con-way’s customers and their ability to pay for services rendered;

rment charges for long-lived

other debt instruments, and
n the event that the ratings

members, labor organizing

of new regulations issued by

matters relating to Con-way’s 1996 spin-off of CFC, including the posmbnhty that CFC’s multi-employer

pension plans mhay assert claims against Con-way, that Con-way may not prevall in those proceedings and '
_ that Con-way may not have the financial resources necessary to satisfy amounts payable to those plans;

connection with the sale; and

métters',relating to the sale of MWE, including Con—w\ay"s obligation to indem

nify UP_S'for certain losses in

matters relating to Con-way’s defined benefit and contribution pension plans.

As a result of the foregoing, no assurance can be given as to future financial congition, results of operations, or

cash flows. See Note 11, “Commitments and Contingencies,” of Item 8, “Financial
Data.", o . .

lTEM 7A QUANTITATIVE AND QUALITATI VE DISCLOSURES ABOUT

Con-way is exposed to a variety of market nsks, including the effects of interes

currency exchange rates.

Con-way enters into derlvatlve financial instruments only in circumstances

Statements and Supplementary

1

MARKET RISK
t rates, fuel prices, and foreign

+

that warrant the hedge of an

underlymg asset, liability or future cash flow against exposure to some form of interest rate, commodity or

currency-related risk. Additionally, the designated hedges should have high correla
such that fluctuations in the value of the derivatives offset reciprocal changes in

As more fully discussed in Note 5, “Debt and Other Financing Arrange
Statements and Supplementary Data,” Con-way in December 2002 terminated fou
designated as fair value hedges of fixed-rate long-term debt. Except for the effect
swaps, derivative financial instruments did not have a material effect on Con—way
operauons or cash flows,
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Interest Rates Co

Con-way is subject to the effect of interest rate fluctuations on the fair value of its long-term debt. Based on the
fixed interest rates and maturities of its long-term debt, fluctuations in market interest rates would not ‘signiﬁcz!imly
affect Con-way's operating results or cash flows, but may have a material effect on the fair value of long-term debt.
The table below summarizes the carrying value of Con-way’s fixed-rate long-term debt, the estimated fair vr;;llue
and the effect of a 10% hypothetical change in mterest rates on the estimated fair value. The estimated fair value is
calculated as the net present value of principal and interest payments discounted at interest rates offered for debt
with similar terms and maturities. .

.

!
December 31 |
2006 2005 |
i

. (Dollars in thousands)
Carrying value " ' $576,358  $596,502 |
Estimated fair value ; | 600,000 630,000 '
Change in estimated fair value given a hypothetical 10% change in interest - :

30,000 30,000 '
: !

At December 31, 2006 and 2005, Con-way held cash-equivalent investments of $249.6 .million and
$496.8 million, respectively, and-marketabie securitics of $184.5 million and $202.4 million, on which ithe
company earned $24.8 million and $22.7 million of investment income, respectively. The potential change in andual
investment income resulting from a hypothetical 10% change to variable interest rates at December 31, 2006 and

2005 would be approximately $3 million and $2 million, respectively. 'i

Fuel : l

Con-way is exposed to the effects of changes in the availability and price of diesel fuel. Generally, fuel canEbe
obtained from various sources and in the desired quantities. However, an inability to obtain fuel could have a
material adverse effect on Con-way. Con-way Freight and Transportation is subject to the risk of price fluctuations.
Like other LTL carriers, Con-way Freight assesses many of its customers with a fuel surcharge. The fuel surcharge
is a part of Con-way Freight’s overall rate structure for customers and is intended to compensate Con-way Frenght
for the adverse effects of higher fuel costs. As fuel prices have risen, the fuel surcharge has increased Con- wsay
Freight's yields and revenue, and Con-way Freight has more than recovered higher fuel costs and fuel-related
increases in purchased transportation; At times, in the interest of its customers, Con-way Freight has temporari]y
capped the fuel surcharge at a fixed percentage. Following a sharp increase in fuel costs in the aftermath 'of
hurricanes in the U.S., Con-way Freight imposed a temporary cap on its filel surcharge in 2005 that was in effe]ct
from August 29 through October 24, Con-way cannot predict the future movement of fuel prices, Con-way Freight’s
ability to recover higher fuel costs through fuel surcharges, or the effect that changes in fuel surcharges may have on
Con-way Freight’s overall rate structure. Con-way Freight’s operating income may be adversely affected byia
decline in fuel prices as lower fuel surcharges would reduce its yield and revenue. Whether fuel prices mcrease,
decrease, or remain constant, Con-way's operating mcome may be adversely. affected if competitive pressures
limited Con way Freight’s ability to assess its fuel surcharges ,

' ' f
Foretgn Currency | ‘ ) X

The assets and liabilities of Con -way’s forelgn subsidiaries are denominated in fore:gn curren01es whlc'h
create exposure to changes in foreign currency exchange rates. However, the market risk related to forelgn currency
exchange rates is not material to Con-way’s financial condluon results of operations, or cash flows.

\
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Report of Independent Registered Public Accounting Firm

The Boarc{ of Directors and Shareholders
Con-way Inc.:

We have audited the accompanying consolidated balance sheets of Con- -way lnc and subsidiaries as of
December 31, 2006 and 2005, and the related consolidated statements of operations, shareholders equity and cash
flows for each of. the years in the three-year period ended December 31, 2006. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these
consolidated financial statements based on our audits.

We conducted our audits 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 includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audllt also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of Con-way Inc. and subsidiaries as of December 31, 2006 and 2005 and the results of their

operations and their cash flows for each of the years in the three-year period’ ended December 31, 2006, in -

conformity with U.S. generally accepted accounting principles.

As discussed in Note 1 to the consolidated financial statements, the Company adopted Statement of
Accounting Standards No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement
Plan, which was adopted as of December 31, 2006.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
{United States), the effectiveness of Con-way Inc.’s intenal control over financial reporting as of December 31,
2006, based on criteria established in “Internal Control — Integrated Framework” jissued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO), and our report dated February 27, 2007,
expressed an unquatified opinion on m.magement s assessment of, and the effecuve operation of, internal control
over financial reporting. i

fs/ KPMG LLP

1

Portland, Oregon
February 27, 2007

s
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ITEM 8. FINANCIAL STATEMENTS AND ISUPPI{EMENTARY DATA

Con-way Inc.
Consoli'dated Balance Sheets

i

' ASSETS -

Current Assets
Cashand cashequivalents. . . ... ..o . . i o
Marketable securities . ... oo ... L e e

...................................

Property, Plant, and Equipment
Land .. e e e e
Buildings and leasehold improvements
Revenue equipment. . ... ..... .. ... ... e e e e

Other equipment

Accumuléléd depreciation and a.rglortizalion V. .’ .........................
Net Property,Plant,and Equipment ... .. ... I .........................
Other Assets !
Deferred charges and otherassets .. ...... .. ... i,
Capitalized software, net. . ... ............ * ........................

Deferred income taxes ;

Total Assets

o
+

December 31,

2006

2005

{Dollars in thousands)

$ 260,039 % 514275
184,525 202,350
439,727 541,507
107,520 42,529

19,223 19,621
34,445 28,756
43,107 49,434
1,398 21,000
1,090,484 1,419,472
159,506 150,413
688,644 649,786
970,290 789,072
239,244 217,269
2,057.684 1,806,540
(939,709) (851,921)
1,117,975 954,619
26,621 42,578
34,831 42,949
31,978 —
93,430 85,527
$2,301,889

$2,459,618

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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Con-way Inc.

Notes to Consolidated Financial Statements

1. Principal Accounting Policies

Organization: The term “Con-way” or “Company” refers to Con-way Inc. (formerly CNF Inc.) and its
subsidiaries. Con-way and its subsidiaries provide transportation, logistics, and supply-chain management services
for a wide range of manufacturing, industrial, and retail customers. For financidl reporting purposes, Con-way is
divided into three reporting segments: Con-Way Freight and Transportation, Menlo Worldwide, and Con-way
Other. Con-Way Freight and Transportation primarily provides regional next-day, second-day, and transcontinental
less-than-truckload freight transportation throughout the U.S., and in Canada, Puerto Rico and Mexico, as well as
asset-based regional and transcontinental full-truckload services and domestic brokerage services for intermodal
shipments, Menlo Worldwide includes the operating results of Logistics and Vector. Logistics develops contract
logistics solutions, including the management of complex distribution networks and supply-chain engineering and
consulting. Pricr to GM’s purchase of MW’s membership interest in Vector on June 23, 2006, as more fully
discussed in Note 3, “Investment in Unconsolidated Joint Venture,” Vector served as the lead logistics manager for
GM. ‘

In December 2004, Con-way completed the sale of MWEF, and in June 2006, closed the operations of its
domestic air freight forwarding business known as Con-way Forwarding. As a result, for all periods presented, the
results of operations, net liabilities, and cash flows of the Menlo Worldwide Forwarding segment and the Con-way
Forwarding operating unit have been segregated and reported as discontinued operations, as more fully discussed in
Note 2, “Discontinued Operations.” Refer to Note 12, “Segment Reporting,” for additional discussion of Con-way’s
re-branding initiative and other organizational changes.

Principles of Consolidation. The consolidated financial statements include the accounts of Con-way Inc,
and its subsidiaries. All significant intercompany accounts and transactions have been eliminated.

Recognition of Revenues: Con-way Freight and Transportation generally recognizes revenue upon' delivery
of shipments and the related costs of delivery are recognized as incurred. For shipments that are in transit at the end
of the accounting period, Con-way Freight and Transportation recognizes the portion of revenue earned at the
balance-sheet date and recognizes the related delivery costs as incurred. Estimates for future billing adjustments to
revenue, including those related to weight verification and earned discounts, are recognized at the time of shipment.

Menlo Worldwide Logistics recognizes revenue in accordance with contractual terms as services are provided.
Revenue is recorded on a gross basis, without deducting third-party purchased transportation costs, on transactions
for which Logistics acts as a principal. Revenue is recorded on a net basis, after deducting purchased transportation
costs, on transactions for which Logistics acts as an agent.

Cash Equivalents and Marketable Securities: Cash and cash equivalents consist of short-term interest-
bearing instruments with maturities of three months or less at the date of purchase. At December 31, 2006 and 2003,
cash-equivalent investments of $249.6 million and $496.8 million, respectively, consisted primarily of commercial
paper and certificates of deposit. The carrying amount of these cash-equivalent securities approximates fair value.

Marketable securities consist primarily of short-term available-for-sale auction-rate securities and variable-
rate demand notes. Auction-rate securities and variable-rate demand notes have contractual maturities of greater
than three months at the date of purchase; however, the securities have interest or dividend rates that reset every 7 to
35 days and can generally be liquidated quickly. Unrealized gains and losses on auction-rate securities and variable-
rate demand notes were not material for the periods presented, and there were no material differences between the
estimated fair values and the carrying values of the $ecurities as of the dates presented.

Trade Accounts Receivable, Net: Con-Way Freight and Transportation reports accounts receivable at net
realizable value and provides an allowance when collection is considered doubtful. Estimates-for uncollectible
accounts are based on various judgments and assumptions, including revenue levels, historical loss experience, and
the aging of outstanding accounts receivable. Logistics, based on the size and nature of its client base, performs a
periodic evaluation of its customers’ creditworthiness and accounts receivable portfolio and recognizes expense
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Con-way Inc.

Notes to Consolidated Financial Statements — (Continued)

from uncollectible accounts when losses are both probable and reasonably estimable. Tr‘?de accounts receivable are
net of allowances of $3.6 million and $6.8 million at December 31, 2006 and 2005, respectively.

Properry, Plant and Equipment:  Property, plant and equipment are reported |at historical cost and are
depreciated primarily on a straight-line basis over their estimated useful lives, which|are generally 25 years for
buildings and improvements, 5 to 13 years for revenue equipment, and 3 to 10 years|for most other equipment.
Leasehold lmprovemems are amortized over the shorter of the terms of the respective leases or the useful lives of
the assets.. !

Con-way periodically evaluates whether changes to estimated useful lives are necessary to ensure that these
estimates accurately reflect the economic use of the assets. In the second quarter of 2006 Con-way completed an
analysis of equipment lives and extended the estimated useful lives for certain trailer equipment from 10 years 10
13 years. The effect of this change in estimate did not have a matenal eftect on Con- wa‘y s results of operations for
the periods presented

. T

Expenditures for equipment maintenance and repairs are charged to operating expenses as incurred; better-
ments are capitalized. Gains (losses) on sales of equipment and property are recorded in operating expenses.

Tires: During the fourth quarter of 2006, Con-way changed its accounting pollcy for tires. Prior to the
change, the cost of original and replacement tires mounted on new and existing equipment was reported in current
assets as a prepaid expense and amortized based on estimated usage. Under the new pohcy, the cost of replacement
tires are expensed at the time those tires are placed into service, as is the case with other repairs and maintenance
costs. The cost of tires on new revenue equipment will be capitalized and depreciated dver the estimated useful life
of the related equipment. Con-way believes that this new policy is preferable under tPe circumstances because it
provides a more precise and less subjective method for recognizing expenses related 1o tires that is consistent with
industry practice., '
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Con-way Inc.

Notes to Consolidated Financial Statements — (Continued)

Under SFAS 154, “Accounting Changes and Error Corrections,” Con-way is required to report a change in
accounting policy by retrospectively applying the new policy to all prior periods presented, unless it is impractical
to determine the prior-period effect. Accordingly, Con-way has adjusted its previously reported financial infor-
mation for all periods presented. The effect of this accounting policy change was as follows:

2005 2004
: Effect Effect
Prior to of As Prior to of As
Change Change Adjusted Change Change Adjusted
([rollars in millions except per share data)
Statements of Operations: S ' -
Operating expenses. .. ... L. $33013 0% 11 $33024  $2963.1 0§ 22 $2965.3
Depreciation. . .. .......... 112.9 1.0 113.9 102.0 1.0 103.0
Income Tax Provision . . ... .. 122.8 (0.8) 122.0 98.3 (1.2) 97.1
Net Income from Continuing ’

Operations ............. 2239 (1.3) 222.6 1454 2.00 143.4
Net Income (Loss) Applicable _

to Common Shareholders . . 2153 (1.3) 21'4.0 (124.1) (2.0} (126.1)

Statements of Consolidated Cash
Flows: , _ .
Net income (loss) ... ....... $ 2231 $(13) § 2218 $Q159) § 2O § Q179
Depreciation and amortization,

net of accretion. . ........ 123.3 L0 . 1243 114.5 1.0 115.5
Increase in deferred income -

LAKES. . vt i 16.2, (Q.8) 154 22.1 (1.2) 209
Prepaid expenses . ......... (5.9 2.5 3.4 (2.9) 3.8 0.9
Capital expenditures . . ... ... 210.1) (1.4 (211.5) (151.2) (1.6) (152.8)

Earnings (Loss) Per Common
Share:
Basic .......... ... ..., $ 412 $002) $§ 410 $ (246) $0.04) $ (2.50)
Diluted.................. $ 385 %0.02) $ 383 % (215 $003) $ 218
‘ December 31, l20(}5
Prior to Effect of As
Change Change Adjusted
(Dollars in millions)
Consolidated Balance Sheet
Prepaid expenses .. . ... . e $ 313 $(25) 3 288
Revenue equipment . ... ........ ... ... . .. ... .. 787.7 1.4 789.1
Accumulated depreciation and amortization . ................ (850.9) (1.0) (851.9)
Deferred income taxes—longterm .. ..................... 14.9 0.8) 14.1
Retained earnings ... .. ... ... .. it e 609.1 {1.3) 607.8

The cumulative effect of the accounting policy change as of January 1, 2004 (the earliest period presented) was
a $9.5 million decrease in retained earnings.

Capitalized Software:  Capitalized software consists of certain direct internal and external costs associated
with internal-use software, net of accumulated amortization. Ameortization of capitalized software is computed on

an item-by-item basis over a period of 3 to 10 years, depending on the estimated useful life of the software.
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Amortization expense related to capitalized software was $14.2 million in 2006 and 22005, and $15.0 million in
2004. Accumulated amortization at December 31, 2006 and 2005 was $96.9 million and $83.3 million respectively.

Long-Lived Assets: Con-way performs an impairment ana]y51s of long-lived assels whenever circumstances
indicate that the carrying amount may not be recoverable. For assets that are to be held and used, an impairment
charge is recognized when the estimated undiscounted cash flows associated with the asset or group of assets is less
than carrying value. If impairment exists, a charge is recognized for the difference betwcen the carrying value and
the fair value. Fair values are determined using quoted market values, discounted cash fl’lows or external appraisals,
as applicable. Assets held for disposal are carried at the lower of carrying value or estimated net realizable value.

Income Taxes: Deferred income taxes are provided for the tax effect of temporary differences between the
tax basis of assets and liabilities and their reported amounts in the financial statements. Con-way uses the liability
method to account for income taxes, which requires deferred taxes to be recorded at the statutory rate to be in effect
when the taxes are paid. .

Income tax receivables of $31.5 million were included in other accounts i'eceiyable in Con—ivay’s consolidated
balance sheets at December 31, 2006 and 2005.

Self-Insurance Accruals:  Con-way uses a combination of purchased insurance and self-insurance programs
to provide for the costs of medical, casualty, liability, vehicular, cargo and workers’ compensation claims. The long-
term portion of self-insurance accruals relates primarily to workers’ compensation alnd vehicular claims that are
expected to be payable over several years. Con-way periodically evaluates the level of insurance coverage and
adjusts insurance levels based on risk tolerance and premium expense. \

The measurement and classification of self-insured costs requires the consideration of historical cost
experience, demographic and severity factors, and judgments about the current and expected levels of cost per
claim and retention levels. These methods provide estimates of the undiscounted liability associated with claims
incurred as of the balance sheet date, including claims not reported. Changes in these assumptions and factors can
materially affect actual costs paid to settle the claims and those amounts may be different than estimates.

Con-way participates in a reinsurance pool to reinsure a portion of its workersj compensation and vehicular
liabilities. Each participant in the pool cedes claims to the pool and assumes an equivalent amount of claims.
Reinsurance does not relieve Con-way of its liabilities under the original pohcy|l-l0wever in the opinion of
management, potential exposure to Con-way for non-payment is minimal. At December 31, 2006 and 2005, Con-
way had recorded a liability related to assumed claims of $26.5 million and $18.7 r:mlhon respectively, and had
recorded a receivable from the re-insurance pool of $23.1 million and $14.0 million, respectively. Con-way
recognized operating expense of $0.2 million in 2006, operating income of $1.6 m'illi(m_in 2005, and operating
expense of $0.6 million in 2004, in connection with its participation in the reinsurance pool. '

In the 2006 plan year, Con-way increased its participation in the re-insurance pool when compared to the 2005
plan year. Con-way’s higher participation level in 2006 resulted in a $13.9 million increase in the amount of annual
premiums Con-way is obligated to pay the re-insurance pool and resulted in a simildr increase in unearned annual
premiums the re-insurance pool is obligated to_pay to Con-way. Con-way’s pre[')ald premiums and unearned
premiums are recognized ratably over the year and the unamortized amounts are reported in the consolidated
balance sheets in prepaid expenses and accrued liabilities, respectively.

Foreign Currency Translation: Adjuslmems resulting from translating forelgn funcnonal currcncy financial
statements into U.S. dollars are included in the foreign currency transiation adjustment in the statements of
consolidated shareholders’ equity. Transaction gains and losses that arise from exchange-rate fluctuations on
transactions denominated in a currency other than the local currency are included|in results of operations.

Advertising expenses: Advertising costs are expensed as incurred and are primarily classified in selling,
general and administrative expenses. Advertising expenscs were $9.7 mitlion in 2006, $4.7 million in 2005 and
$5.9 million in 2004, : g .
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Earnings (Loss) Per Share (EFS): Basic EPS fbr continuing operations is computed by dividing reported net
income (loss) from continuing operations (after preferred stock dividends) by the weighted-average common shares
outstanding. Diluted EPS is calculated as follows:

! 1
) H | Years Ended December 31,
. : b . s 2006 2005 - 2004
: ' (Dollars in thousands except per share data)

Numerator: ‘ ,
Continuing operations (after preferred stock :
dividends),_as reported e S .- $ 265177 $ 222,647 § 143432
Add-backs: L o . '
Dividends on Series B preferred stock, net of . S _
replacement funding .. ........... e 1,141 1,156 . 1,337
Interest expense on convertible subordinated .
debentures, fiet of trust dividend income . .. .. — — 1,590
Continuing operations. . .. .......0 . ... ....... 266,318 223,803 146,359
Dis_cohtinued operations . .. .. .. PP _ (6,199) (8,613) (269,526)
- Applicable to common shareholders .. ........ .. $ 260,119 § 215,190 $ (123,167)
Denominator: . | o _
Weighted-average common shares outstanding. . . . . 48,962,382 52,192,539 50,455,006
Stock options ‘and nonvested stock .. ........... '_ 475,193 1,000,988 - L197.519
Series B preferred stock ... ,............... .. 2,842,766 3,019,522 3,498,021
. Convertible subordinated debentures e I — — 1,302,083

52,280,341 56,213,049 56,452,629

Anti-dilutive stock options not included in ' .

denominator . . ................... PO 338,600 8,000 40,000
Earnings (Loss) per Diluted Share: ' B .

Continuing operations. . . . . P, PR $ 509 % 398 § 2,59

Discontinued operations .................... . 0.1 (0.15) 477

'A;;pliéab]e to common shareholders . . . . . FU " § 498 § 383 % (2.18)

[n 2004, diluted shares reflect the effect of Con- -way's redemption in June 2004 of its convertible subordinated
debentures.

+
1

New Accounrmg Standards: In June 2006, the FASB issued FASB Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes — an mterpretatlon of SFAS 109" (“FIN 48™), which clarifies the accounting for
uncertainty in tax positions. FIN 48 is a comprehensive model for how a company should recognize, measure,
present, and disclose in its financial statements uncertam tax positions that the company has taken or expects to take
On a tax return. Tax positions shall be recognized in the financial statements only when it is more likely than not that
the position will be sustained upon examination by a taxing authority. If the position meets the more-likely-than-not
criteria, it 'should be measured using a probability- -weighted approach as the largest amount of tax benefit that is
greater than 50% likely of being realized upon setllqmem It requires previously recognized tax positions that no
longer meet the more-likely-than-not recognition threshold to be derecognized in the first subsequent financial
reporting period in which the threshold is no longer met. FIN 48 requires -expanded disclosure, including a
reconciliation of the unrecognized tax benefits at the beginning and end of the period. The effective date of FIN 48
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is the first fiscal year beginning after December 15, 2006. Con-way does not cxpect the adoption of FIN 48 to have a
matenal effect on its financial statements. :

In September 2006, the FASB -issued SFAS No. 157, “Fair Value Measurements], which defines fair value,
establishes a framework for measuring fair value, and expands disclosures about fair-value measurements.
SFAS 157 applies to other accounting pronouncements that require or permit fair- value measurements and does
not require any new fair-value measurements. The effective date of SFAS 157 is the first fiscal year beginning after
November 15, 2007, and interim periods within those years, which for Con-way i the first.quarter of 2008. Con-
way does not expect the adoption of SFAS 157 to have a material effect on its financial statements.

In September 2006, the Securities and Exchange Commission issued Staff Aecountmg Bulletm No. 108,
“Considering the Effects of Prior-Year Misstatements when Quamlfymg Mlsstatements in Current-Year Financial
Statements” (“SAB 108”), which addresses how the effects of prior-year uncorrected misstaiementis should be
considered when quantifying misstatements in current-year financial statements. SAB 108 requires companies 10
quantify misstatements using both the balance-sheet and income-statement approaclltes and to evaluate whether
either approach results in quantifying an error that is material in light of relevant quantitative and qualitative factors.
SAB 108 is effective for annual financial statements covering the first fiscal year ending after November 15, 2006.

The implementation of SAB 108 did not have a material effect on Con-way’s financial statements.
B i

Estimates: Management makes estimates and assumptions when preparing [the ﬁnancml statements in
conformity with accounting principles generally accepted in the U.S. These estimates and assumptions affect the
amounts reported in the accompanying financial statements and notes. Changes in jestimates are recognized in
accordance with the accounting rules for the estimate, which is._typica}ly in the peri_o_d when new information
becomes available. It is-reasonably possible that actual results could materially differ from estimates, including
those related to accounts receivable allowances, impairment of goodwill and long-lived assets,. depreciation,
income tax assets and liabilities, self-insurance accruals, pension plan and postretirement obligations, contingen-
cies, and assets and liabilities recognized in connectlon with restructunngs and dlsposmons .

Reclassifications .and Revisions: Certain amounts in the prior-period financial statements have been
reclassified or revised to conform to the current-period presentation.

2. Discontinued Operations

Discontinued operations in the periods presented relate to the closure of Conway Forwarding, the sale of
MWEF, the shut-down of EWA and its terminated Priority Mail contract with the U.S. Postal Service (“USPS”) and
to the spin-off of Consolidated Freightways Corporation (“CFC”). The results of operations, net liabilities, and cash
flows of discontinued operations have been segregated from continuing operations, except where otherwise noted.
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Results of discontinued operations are summarized below:

) Years Ended December 31,
: 2006 2005 2004
! (Dollars in thousands)

Revenues | .
Menlo Worldwide Forwarding . ... .. .................. $8 — 8 — 82,189,791

Con-way Forwarding. . ............ e 21,699 54,015 53,815
- o ' $21,699  $54.015  $2,243,606

Income (Loss) from D_isconti'ﬁued Oppralions
Menlo Worldwide Forwarding '

Income before income tax benefit . ... ... ............. — —_ 1,501
Income tax benefit. . ... ... ... ... ... ... . ... . . ... — — 10,914
| ! $ — $§ — § 12415

Con-way Forwarding .
Loss before income tax benefit ........... ... ....... (2,963) 3,312} (5,175)
Income tax bemefit. .. ............ ...l 1,034 918 1,983
_ $(1,929) $(2,394) % (3,192)
Income (Loss) from Discontinued Operations, net of tax ... .. $(1,929) $(2,394y $ 97223

- Income (Loss) from Disposal, net of tax: :

Menlo Worldwide Forwarding . .-. . . .. e e $ 1,246 $ 1,247 $ (276,309)
Con-waj{ Forwarding. e e {4,162) _ —
EWA .......... e e e e e e (1,188) (9,026) —
CFC. ... ... e T e (166) 1,560 (2,440)

$(4,270) 3(6.219) $ (278,749

The assets and liabilities of discontinued operations, which are presented in the consolidated balance sheets as
assets (or liabilities) of discontinued operations, consisted of the following:
' ’ December 31,

i ' . 2006 2005
. (Dolars in thousands)

Assets . .
Current assetS. .. ....ovvv v v R $ 197 § 7.481
Deferred income taxes .. ...t [ 1,701 13,519
' Total Assets ........ e e 1,898 21,000
Liabilities” :
Accounts payable and accrued liabilities . ........................... 5,002 40,555
Total Liabilities. . .. . . .. e IR 5002 40555
Net Liabilities .. ..................... e $3,104  $19,555
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Con-way Ferwarding

In June 2006, Con-way closed the operations of its domestic air freight forwarding business known as Con-
way Forwarding. The decision to close the operating unit was made following management’s detailed review of the
unit’s competitive position and its prospects in relation to Con-way’s long-term strategies. As a result of the closure,
Con-way in 2006 recognized a $4.2 million loss (net of a $3.0 million tax benefit), due primarily to the write-off of
non-transferable capitalized software and other assets, a los$ related to non-cancelable operating leases, and
employee severance costs.

MWF * -

Impairment Charge

In the process of evaluating several strategic alternatives for Menlo Worldwide's Forwarding segment, Con-
way was approached by UPS in the third quarter of 2004 with interest in acquiring MV!VF. Accordingly, in the third
quarter of-2004, Con-way classified MWF as held for sale and recognized a $260.5 n?illion impairment charge to
write down the recorded book value of MWF to its anticipated selling price, less costs to sell. The impairment
charge was based on the agreement to sell MWF, as described below, and pnman]y represented the esumated write-
down to the fair value of MWF’s goodwill and long-lived assets.

Stock Purchase Agreement

In October 2004, Con-way and Menlo Worldwide, LLC (“MW”) entered intoa stock purchase agreement with
UPS to sell all of the issued and outstanding capital stock of MWE, Con-way completed the sale in December 2004,
as more fully discussed below. The stock purchase agreement excludes certain assets and liabilities of MWF and
includes certain assets and liabilities of Con-way or its subsidiaries related to the buisiness conducted by MWF.
Among the assets and liabilities so excluded are those related to EWA, and the [obligation related to MWF
employees covered under Con-way’s domestic pension, postretirement medical and long-term disability plans.
Under the agreement, UPS agreed to pay to Con-way an amount equal to MWF’s <:asl}l position as of December 31,
2004, and to pay the estimated present value of Con-way’s retained obligations related to MWF employees covered
under Con-way’s long-term disability and postretirement medical plans, as agreed to by the parties. Under the stock
purchase agreement, Con-way agreed to a three-year non-compete covenant that, subject to certain exceptions,
limits Con-way’s annual air-freight and ocean-forwarding and/or customs-brokerage revenues to $175 million
through December 19, 2007. Con-way also agreed to indemnify UPS against certain losses that UPS may incur after
the closing of the sale with certain limitations. Any losses related to these indemnification obligations or any other
costs, including any future cash expenditures, related to the sale that have not been previously estimated and
recognized will be recognized in future periods as an additional loss from disposal when and if incurred.

Disposition of MWF

Upon completion of the sale of MWF in December 2004, Con-way received ca'sh consideration of $150 mil-
lion, subject to certain post-closing adjustments, including adjustments for cash held by MWF at closing and
MWF’s net working capital as of closing. In connection with the sale, Con-way in 2004 recognized a fourth-quarter
loss from disposal of $15.8 million {net of a $3.6 million tax benefit) as the adjusted carrying value of MWF
exceeded the cash consideration.

In 2005, Con-way received cash from UPS of $29.4 million for settlement of the MWF cash balance and
$79.0 million for the agreed-upon estimated present value of the retained obllgauo'ns of reimbursable long-term
disability and postretirement medical plans. As a result of the settlement of the MWF cash balance and revisions to
other disposal-related cost estimates, Con-way in 2005 reported a net gain of $1. 2 million.

As more fully discussed in Note 7, “Income Taxes,” Con-way’s disposal of MWF generated a capital loss for
tax purposes. Under current tax law, capital losses can only be used to offset capital)gains. At December 31, 2004,
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Con-way did not forecast any significant taxable capital gains in the five-year tax carryforward period, and
accordingly, the cumulative disposal-related tax benefit was fully offset by a valuation allowance of an equal
amount. ' : '

EWA

The results of EWA relate to the cessation of its air-carrier operations in 2001 and to the termination of its
Priority Mail contract with the USPS in 2000. In 2005, EWA recognized net losses of $9.0 million, due primarily to
a $10.2 million increase in the estimated exposure for litigation of claims related to the Priority Mail contract. In
2006, EWA recognized additional net losses of $1.2 million for revisions to disposal-related cost estimates. EWA's
estimated loss reserves declined to $4.0 million at December 31, 2006, from $34.1 million at December 31, 2005,
due primarily to the litigation settlements described below and to a $10.0 million payment made to the USPS to
settle claims related to the Priority Mail contract, as more fully discussed in Note 11, “Commitments and
Contingencies.” EWA’s remaining loss reserves at December 31, 2006 were reported in liabilities of discontinued
operations and consisted of Con-way’s estimated rémaining exposure related to the labor matters described below.

In connection with the cessation of its air-carrier operations in 2001, EWA terminated the employment of all of
its pilots and flight crew members. Those pilots ‘and crew members were represented by the Air Line Pilots
Association (“ALPA”) under a collective bargaining agreement. Subsequently, ALPA filed grievances on behalf of
the pilots and flight crew members protesting the cessation of EWA’s air-carrier operations and MWF’s use of other
air carriers. These matters have been the subject of litigation in U.S. District Court and state court in California,
including litigation brought by ALPA and by former EWA pilots and crew members no longer represented by
ALPA. On June 30, 2006, EWA, for itself and for Con -way Inc. and Menlo Worldwide Forwarding, Inc. (“MWF,
Inc.”), concluded a final settlement of .the Cahforma state court litigation. Under the terms of the settiement,
plaintiffs received a cash payment of $9.2 million from EWA, and the lawsuit was dismissed with prejudice. The
cash settlement reduced by an equal amount its estimated loss reserve applicable to the grievances filed by ALPA.
On August 8, 2006, EWA paid $10.9 million to settle the litigation brought by ALPA that finally concluded
litigation with former EWA pilots and flight crew members still represented by ALPA as of that date. The remaining
litigation matters are the subject of a claim by former EWA pilots and flight crew members no longer represented by
ALPA that has been ordered by the court to binding arbitration. Other former pilots have also initiated litigation in
federal court. Based on management’s current evaluation, Con- -way believes that it has provided for its estimated
remaining exposure related to these litigation matters, However, there can be no assurance in this regard as Con-
way cannot predict with certainty the ultimate outcome of these matters. '

3. Investment in Unconsolidated Joint Venture

Vector SCM, LLC (*Vector”) is a joint venture formed with General Motors (“GM") in December 2000 for the
purpose of providing logistics management services on a global basis for GM, and for customers in addition to GM.

GM Exercise of Call Right

On June 23, 2006, GM exercised its right to purchase MW’s membership interest in Vector (“Call Right"). On
December 11, 2006, an independent financial advisor established a fair value for Vector that was agreed upon by
Con-way and GM. The advisor established a fair value of $96.4 million for the membership interests of both joint-
venture partners, including a fair value of $84.8 million that was attributable to MW’s membershipinterest in
Vector,

As a result of the agreed-upon valuation, Con-way in December 2006 recognized a receivable from GM of
$51.9 million (an amount equal to the $84.8 million fair value of MW’s membershlp interest reduced by Con-way’s
$32.9 million payable to Vector) and also recognized a $41.0 million gain (an amount equal to the $51.9 million
receivable reduced by Con-way’s $9.0 million net investment in Vector and $1.9 million of sale-related costs). On
the settlement date of January 5, 2007, Con-way received a $51.9 million payment from GM.
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The table below summarizes Con-way’s net investment in Vector and other sale-related amounts as of the
balance-sheet dates and on June 30, 2006, the effective date of GM’s exercise of the|Call Right.

December 31, June 30, December 31,
-+ . 2005 2006 2006

~ (Dollars in thousands)
Other Receivables - ' :

Receivable from GM for sale of Vector . .......... .. $ — $ — $51,900
Receivable from GM for Vector business-case income . . — — 2,699
—_ — 54,599
Deferred Charges and Other Assets

MW capital GCCOUNL. . . ... oo oee et e 10,000 10,000 —
MW‘undieributed AMINGS ..t vttt e e 23,579 31,901 —
MW membership interest in Vector. .............. .33,579 I41,901 =
Con-way payable to Vector . ...................., .(22,012) 32,918) _
Con-way net investment in Vector. . .. ......., .... 11,567 8,983 —

Accrued Liabilities ‘ ‘
Transition-related payable to GM .. ................ — — (515)
Sale-related COSES. . ..o vttt e — — (976)

— — (1,491)

Investment in Vector

Con-way’s net investment in Vector consisted of MW’s membership interest in thzc[or, reduced by Con-way’s
payable to Vector, Under the agreements, MW’s membership interest in Vector consisted of MW’s capital account
and its portion of Vector’s undistributed earnings.

" Con-way’s payable to Vector related to Vector's participation in 1 Con- -way’s ccmrahzed cash-management
system and Con-way’s investment of excess cash balances in Vector’s bank accounts. Prior to the sale, Vector’s
domestic trade accounts payable and payroll costs were paid by Con-way and excess cash balances in Vector’s bank
accounts, if any, were invested by Con-way. Prior to June 30, 2006, these transactions were settled through Vector’s
affiliate accounts with Con-way, which earned interest income based on a rate earned by Con-way’s cash-
equivalent investments and marketable securities.

Earnings from Vector

Although MW owned a majority interest in Vector, MW’s portion of Vector’s|operating results have been
reported as an equity-method investment based on GM's ability to control cenainI operating decisions. MW’s
proportionate share of the net income from Vector is reported in Con-way’s statements of consolidated operations
as a reduction of operating expenses and, in Note 12, “Segment Reporting,” is reported as operating income in the
Menlo Worldwide reporting segment,

MW's undistributed earnings consist of profit and loss that has been allocated to MW on a percentage basis.
MW’s portion of Vector’s net income does not include any provision for U.S. federal income taxes incurred by Con-
way, but does include a provision for MW’s portion of Vector’s income taxes on foreign and state income. Vector is
organized as a limited hiability company that has elected to be taxed as a pannershié. Accordingly, under GAAP,
MW?’s portion of U.S federal income taxes on Vector’s domestic income is reported in Con-way.'s tax provision
while MW’s portion of Vector’s foreign and state income taxes is reported in operating income as a component of
equity-method income. As a result, MW’s portion of Vector’s net income does not include any provision for
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U.S. federal income taxes on income earned by Con-way, but does include a tax provision of $2.5 million in 2006
and $4.2 million in 2005 for MW’s portion of Vector’s foreign and state income taxes.

The $41.0 million gain recognized in the fourth quarter of 2006 from the sale of MW’s membership interest is
reported as operating income in the Menlo Worldwide reporting segment. However, Con-way’s related parent
income taxes on the gain were offset by the utilization of a capital-loss carryforward, as more fully discussed in
Note 7, “Income Taxes.”

Except for the sale-related gain described above, Menlo Worldwide’s segment results subsequent to June 30,
2006 include only profits associated with the settlement of business-case activity related to the periods prior to
June 30, 2006. In connection with those profits, Cdn—way at December 31, 2006 reported a $2.7 million receivable
from GM. .

Exercise of the Call Right results in MW retaining contracts involving customers other than GM. Accordingly,
in periods subsequent to June 30, 2006, the results of these contracts have been reported in the operating results of
the Menlo Worldwide Logistics reporting segment.

Transition and Related Services

Pursuant to a closing agreement, GM,.MW and Con-way specified the transition services, primarily
accounting assistance, and the compensation amounts for such services, to be provided to GM through the
transition period ending March 23, 2007. In addition, in lieu of any other transition services, GM and MW have
entered into an agreement for MW and Con-way to provide certain information-technology support services at an
agreed-upon compensation for a period of up to one year from the closing date.

Subsequent to June 30, 2006, Vector’s excess cash balances invested by Con-way were reported separately as
an accrued transition-related payable to GM. At December 31, 2006, Con-way’s transition-related liability was
$0.5 million and is reported net of amounts receivable from Vector for unreimbursed costs for transition-support
services provided by Con-way. '

Summarized Financial Information for Vector

The table below summarizes results of operations of Vector. As described above, Menlo Worldwide's segment
results prior 10 June 30, 2006 include MW’s proportionate share of Vector’s net income, and subsequent to June 30,
2006, include only profits associated with the settlement of business-case activity related to the periods prior to
June 30, 2006. ' ‘

! SixEl:l;e':llhs Years Ended
' S June 30, December 31,
2006 2005 2004
! {Dollars in thousangs)
Revenues . ....................... S Lo 843349 $88,440  $90,751
Operating Income , . ................... e 13,301 22,521 22,234
Income Before Income Taxes ....... e R 14,173 23,832 22,857

Netlncome....... ... .0 i, 10,420 18,895 21,471

At December 31, 2005, the assets of Vector totaled $49.4 million (including $46.2 million in current assets),
while liabilities were $12.9 million {including $12.6 million in current liabilities).
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4. Accrued Liabilities L

Accrued liabilities consisted of the following: ' ' . a

December 31,
o 2006 . 2008
. \ {Dollars in thousands)
Holiday and vacation pay . ......... ..o uurer e rnnnnnnnnnnn.. % 60912 $ 56,495
Incentive COMPENSAION . .+ .o\ vttt e s tiis e e e e eae e ineeans 29,175 33,623
Employee benefits .. ... ... ... . . . 28,246 28,397
Wages and salaries . ............ e e ... | 26,588 31,158
Taxes other than iNCOME LAXES . . . ..\ oo r s e e e ' ]'8,221 . 23,531
Estimated revenve adjustments . .......... ... ... ... oo oL . 1'0,848 | 8,219,
Accrued interest . ... .. ... e S 6253 . 6253
QOther accrued lHabilities ... ... .. e 22,680 22,148
Total accrued hablhlles e . e _.'. . $202',923 5 $209,824~

5. Debt and Other Financing Arrangements

Long-term debt and guarantees consisted of the following:

. December 31, .. '

2006 . 2005
. (Dollars in'th'ousgnds)
Mortgage note payable, 7.63%, due 2008 (interest payable nionthly) . ... .. $ 2,039 $ 2072
Primary DC Plan Notes guaranteed, 6.00% to 8. 54% due 2009 (interest - o
payable semi-annually) .. ... ... L e e 62,000 . 77,000
8%% Notes due 2010 (interest payable semi-annually), net of dlscount and '
including fair market value adjustment. ... ... ...... .. .. . oL 219515 224712
6.70% Senior Debentures due 2034 (interest payable'semi-annually), net of
a7 0111 11 202,804 292,718
| ' | 576,358 596,502
Less current maturities . . ..ot e e e e e e e e e (18,635) (15,033)
Total long-term debt and guarantees. ... ............ ... ... ...... $557,723  $581,469

Revolving Credit Facility: Con-way has a $400 million revolving credit facility that matures on Septem-
ber 30, 201 1. The revolving credit facility is available for cash borrowings and for the i lssuance of letters of credit up
to $400 million: At December 31, 2006 and 2005, no borrowings were outstandmg under the revolving credit
facility. At December 31, 2006, $210.3 million of letters of credit were outstanclmg, leaving $189.7 million of
available capacity for additional letters of credit or cash borrowings, subject to comph'ance with financial covenants

_and other customary conditions to borfowing, The total letters of credit outstanding at Deccmbcr 31,2006 provided
collateral for Con-way’s self-insurance programs.

Borrowings under the agreement bear interest at a rate based upon the lead bank's base rate or eurodollar rate
plus a margin dependent on either Con-way’s senior debt credit ratings or a ratio of “nt debt” {i.e., indebtedness net
of cash, cash equivalents and certain marketable securities) to earnings before mtlerest taxes and depreciation/
amortization. The credit facility fee ranges from 0.07% to 0.175% applied to the lotal facility of $400 million based
on Con-way’s current credit ratings. The revolving facility is guaranteed by certain of" Con-way’s material domestic
subsidiaries and contains two financial covenants: (1) a leverage ratio and (2) a fixed-charge coverage ratio. There
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are also various restrictive covenants, including limitations on (1) the incurrence of liens. (2) consolidations,
mergers and asset sales, and (3) the incurrence of additional subsidiary indebtedness.

Other Uncommitted Credit Facilities: Con‘way had other uncommitted unsecured credit facilities totaling
© $35.0 million at December 31, 2006, which are available to support letters of credit, bank guarantees, and overdraft
facilities; at that date, a total of $17.2 million of letters of credit were outstanding under these facilities.

Mortgage Note Payable: Con-way’s morigage note payable, due in 2008, is secured by real property.

Defined Contribution Plan Notes: Con-way guarantees the notes issued by Con-way's Retirement Savings
Plan, a voluntary defined contribution retirement plan that is more fully discussed in Note 9, “Employee Benefit
Plans.” As of December 31, 2006, there was $62.0 million aggregate principal amount of Series B notes
outstanding, bearing interest at an annual rate of 8.54% and maturing on January 1, 2009. Con-way repaid the
remaining $15.0 million Series A notes at maturity on January 3, 2006.

7 Holders of the Series B notes issued by Con-way’s defined contribution retirement plan have the right to
require Con-way to repurchase those notes if, among other things, both Moody’s and Standard & Poor’s have
publicly rated Con-way's long-term senior debt at less than investment grade uniess, within 45 days, Con-way shall
have obtained, through a guarantee, letter of credit or other permitted credit enhancement or otherwise, a credit

_rating for such notes of at least “A” from Moody’s or Standard & Poor’s (or another nationally recognized rating
agency selected by the holders of such notes) and shall maintain a rating on such notes of “A” or better thereafter. At
December 31, 2006,-Con-way’s senior unsecured debt was rated as investment grade by both Moody's (Baa3) and
Standard and Poor’s (BBB). ;

8%% Notes Die 2010: The $200 millionaggregate principal amount of 8%% Notes. contain certain
covenants limiting the incurrence of additional liens. Prior to their termination in December 2002, Con-way
had designated four interest rate swap derivatives as fair-value hedges to mitigate the effects of interest-rate
volatility on the fair value of Con-way’s 8%% Notes. At the termination date, the $39.8 million estimated fair value
of these fair-value hedges was offset by an equal increase to the carrying amount of the hedged fixed-rate long-term
debt. The $39.8 million cumulative_adjustment of the carrying amount of the 8%% Notes is accreted to future
earnings at the effective interest rate until the debt is extinguished, at which time any unamortized fair-value
adjustment would be fully recognized in earnings. Including accretion of the fair-value adjustment and amorti-
zation of a discount recognized upon issvance, interest expense on the 8%% Notes Due 2010 will be recognized at
an annual effective interest rate of 5.6%.

Senior Debentures due 2034: The $300 million aggregate principal amount of Senior Debentures bear
interest at the rate of 6.70% per year, payable semi-annually on May 1 and November | of each year. Con-way may
redeem the Senior Debentures, in whole or in part, on not less than 30 nor more than 60 days’ notice, at a redemption
price equal to the greater of (1) the principal amount being redeemed, or (2) the sum of the present values of the
remaining scheduled payments of principal and interest on the Senior Debentures being redeemed, discounted at
the redemption date on a semi-annual basis at the Treasury rate payable on an equivalent debenture plus 35 basis
points. The Senior Debentures were issued under an indenture that restricts Con-way’s ability, with certain
exceptions, to incur debt secured by liens. Including amortization of a discount recognized upon issuance, interest
expense on the 6.70% Senior Debentures Due 2034 will be recognized at an annual effective interest rate of 6.90%.

Other: Con-way's consolidated interest expense as presented in the statements of consolidated operations is
net of capitalized interest of $917,000 in 2006, $136,000 in 2005, and $173,000 in 2004. The aggregate annual
maturities and sinking fund requirements of long-term debt and guarantees for the next five years ending
December 31 are $18.6 million in 2007, $22.7 million in 2008, $22.7 million in 2009, $200.0 million in 2010,
and no principal payments due in 2011.
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As of December 31, 2006 and 2005, the estimated fair value of long-term debt was $600 million and
$630 million, respectively. Fair values were esnmaled based on current rates offered for \debt with similar terms and

maturities.

6. Leases

Con-way and’ its subsidiaries are obligated under non-cancelable operating leases for certain facilities,
equipment, and vehicles. Certain leases also contain provisions that allow Con-way to e‘xtend the leases for various
renewal periods. Future minimum lease payments with initial or remaining non-canceldble lease terms in excess of
one year, at December 31, 2006, were as follows: _ _
‘ ‘ Operating Leases
(Dollars in thousands)

Year‘ending December 31: ,
2007 L e e e e . . $ 50,430

2008 . e . 39,222
2009 .« e e . 26,111 -
2000 ...... e e e e e e . 15,872
200 L e e e e . 9418
Thereafter (through 2016). ., ... . ... ..t i i ey 9,452
Total minimum lease payments . ............... e l $150,505

Future minimum lease payments in the table above are net of $S 2 mllllon of sublease income expected to be
received under non-cancelable sub-leases. '

Rental expense for operating leases comprised the following:
Years Ended December 31,

2006 I 2005 2004
. (D’ollarg in thousands)
Minimum rentals. . . .. .. .. e e e $78,108) $85,925  $88,352
Sublease rentals .. ... ... ... .. e (3,022) (3.241) (3,888)
$75,086| $82,684 384,464
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7. Income Taxes : !
 The components of the provision for income taxes were as follows: '
[ Years Ended December 31,
| 2006 2005 2004

{Dollars in thousands)
Current provision '

Federal ................... e I e $ 92,834 § 96,128 $59,136
State and local . . . . . P S 14,429 9,374 13,878
Foreign . ........................ e e e e e 2,390 2,379 1,957

' 109,653 107,881 74,971

Deferred provision (benefit)

Federal ......................... e 10,346 8,148 22,921

State and local . . ..., ... ... ... e 2 4,068 221
FOreign ... ov v S e — 1,884 {1,009)

’. : 10,325 14,100 22,133
|
| $119.978  $121981  $97,104

Income taxes have been provided for foreigh operations based upon the various tax laws and-rates of the
countries in which operatton$ are conducted. i
. o
Income tax provision varied from the amounts: calculated by applying the U.S. statutory income tax rate to the
pretax income as shown in the following reconciliation:

. ' Years Ended
December 31,
o : 006 2005 2004
Federal statutory tax rate . . ...l 35.0% 35.0% 35.0%
Slal‘f; income tax rate, net of federal income tax benefit ................. 2.9 2.9 4.1
1 Foreign taxes in excess of U.S. SIATULONY FALE . . ..ot i v it e s 0.1 0.2 0.1
Non-deductible operating expenses. . . ... .. N —  (0.1) 08
Foreign tax credits, net ................ e e 0.2) (0.8) (0.2)
Utilization of capital-loss carryforward. . . .. e e (4.5) —_ -
IRSsettlement., . ..........c0cniuun... ? ......................... 3.0 22 —
Other,net .. ... ... ... . i e 03 (04 (©8)
Effective income tax rate . ... ......... R L RREEERERRTRETEE ﬁ% ﬁ% ﬁ%
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The components of deferred tax assets and liabilities related to the following:

December 31,
2006 2005
(Dollars in thousands)

Deferred tax assets

Employee benefits. . . . ... T L $172,010. $112,016
Self-insurance accruals .. ................ A e 43,699 ' 48,857
Capital-loss carryforwards . ... ............ e 11,763 29,966
Operating-loss carryforwards . ... .. ... ... ... . .. 7,938 6,263
Tax-credit carryforwards ... ... . ... 3,854 3,181
Share-based compensation. . ........ ... ... ... ... ... e 2,854 —
Other .............. e S S ... - 48350 - 6,802 .

Valuation allowance .. .................... P e (21,164} (36,274)
' S . 225789 170,811

Deferred tax ltabilities - . i

Property, plant and equipment ... .... e o ] 136,802 121,095
Re‘{enue e e e e .. 9,431 7,722
Other ......co.ovvnen.., U P 4471 6,695

| 150,704 135,512
Netdeferredtaxassel....‘...........................: ....... $75,085 $ 35,299

Deferred tax assets and liabilities in the consolidated balance sheets are classified based on the related asset or
liability creating the deferred tax. Deferred taxes not related to a spec1ﬁc asset or Ilablhty are classified based on the
estimated period of reversal. Although realization is not assured, deferred tax assets are recognized when
management believes it more likely than not that they will be realized. Deferred tax assets are reduced by a
valuation allowance if, based on available evidence, it is more likely than not that some or all of the deferred tax
assets will not be realized.

In June 2006 and October 2005, Con;way entered into settlement agreements with the Internal Revenue
Service (“[RS”), pursuant to which the parties settled various issues related to an audit of the years 1995 through
2002. Con-way eliminated related tax liabilities previously recognized for these issues, resulting in tax benefits that
reduced Con-way’s tax provision by $12.1 mllllon in 2006 and $7.8 million in 2005 ‘

Con-way’s disposal of MWF in December 2004 generated a capital loss for tax purposes, as more fully
discussed in Note 2, “Discontinued Operations.” Under current tax kaw, capital Iossles can only be used to offset
capital gains. Since Con-way did not forecast any significant taxable capital gains in the five-year tax carryforward
period, the $40.8 million cumulative disposal-related tax benefit was fully offset by a valuation allowance of an
equal amount. In 2005, the cumulative disposal-related tax benéfit and the associated! valuation allowance declined
to $30.0 million at December 31, 2005, due primarily to sale-related proceeds received from UPS and revisions to
the tax effect of sale-related estimates. In 2006, the cumulative disposal-related tax benefit and the associated.
valuation allowance declined to $11.8 million at December 31, 2006, due primarily to,capital gains recognized from
the sale of MW’s membership interest in Vector and the sale of the expedited-shipping portion of the former Con-
way Expedite and Brokerage business. Of the remaining $11.8 million of capital- loss carryforwards at Decem-
ber 3t, 2006, $10.6 million will expire at year- end 2009 and $1.2 million will CX[IJII'C at year-end 2010.

. At December 31, 2006, Con-way also has $7.9 mnthon of operating-loss carryfogwards and $3.9 mllllon of tax-
credn carryforwards, which are available to reduce state and foreign income taxes in future years. These deferred
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tax assets have been reduced by a valuation allowance of $8.7 million based on Con-way’s current uncertainty over
whether it will generate sufficient state and foreign taxable income to fully utilize these carryforwards.

1
The cumulative undistributed earnings of Con-way’s foreign subsidiaries (approximately $26.2 million at
December 31, 2006), which if remitted, are subject to withholding tax, have been indefinitely reinvested in the
respective foreign subsidiaries’ operations unless it becomes advantageous for tax or foreign exchange reasons to
remit these earnings. Therefore, no withholding or U.S. taxes have been provided on this amount. The amount of
withholding tax that would be payable on remittanc::e of the undistributed earnings would approximate $1.3 million.
i

8. Shareholders’ Equity . '

Series B Preferred Stock:  In 1989, the Board of Directors designated a series of 1,100,000 preferred shares as
Series B Cumulative Convertible Preferred Stock, $.01 stated value, which is held by the Con-way Retirement
Savings Plan, The Series B preferred stock is convertible into common stock, as described in Note 9, “Employee
Benefit Plans,” at the rate of 4,71 shares for each share of preferred stock subject to antidilution adjustments in
certain circumstances and ranks senjor to Con-way’s common stock. Holders of the Series B preferred stock are
entitled to vote with the common stock and are entitled to a number of votes in such circumstances equal to the
product of (a) 1.3 multiplied by (b) the number of shares of common stock into which the Series B preferred stock is
‘convertible on the record date of such vote. Holders of the Series B preferred stock are also entitled to vote
separately as a class on certain other matters. The plan trustee is required to vote the allocated shares based upon
instructions from the participants; unallocated shares are voted in proportion to the voting instructions received
from the participants with allocated shares. !

Accumulated Other Comprehensive Income fLoss): Con-way reports all changes in equity except those
resulting from investment by owners and distribution 10 owners as comprehensive income (loss) in the statements of
consolidated shareholders’ equity. The following is a summary of the components of accumulated other com-
prehensive loss:

t
t
1
'
[

December 31,
2006 2005
(Dollars in thousands)
Accumulated foreign currency translation adjl'ljstments ................. $ d1y $ (932
Minimum pension liability adjustment, net of ‘deferred tax benefit of
$12,243 and $23,128, respectively (Note 9)'. . ... .................. (19,1500 (36,175
Adjustment to initially apply SFAS 158: .
Defined benefit pension plans, net of deferred tax benefit Of $48,308 . (75,559) —_
Postretirement plan, net of deferred tax benefit of $12,780. . . . . .. (19,990) —
Accumulated other comprehensive loss ... ... ... ... .. ..., $(115,410)  $(37,107)

Common Stock Repurchase Program: On April 24, 2006 Con-way’s Board of Directors authorized an
expanded repurchase program that replaced a $30Q million program approved in Janvary, 2005. Under the old
program, Con-way repurchased common stock of $189.6 million from January 1, 2005 through April 24, 2006, and
no additional shares will be repurchased under that program.

Under the new program, Con-way is authorized to repurchase an additional $400 million of common stock
through open-market purchases and privately negotiated transactions from time to time in such amounts as
management deems appropriate through the end of the second quarter of 2007. Under the new program, Con-way
repurchased common stock of $309.7 million from April 27, 2006 through December 31, 2006, leaving $90.3 mil-
lion availabte for future repurchases of common stock.
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9, Employee Benefit Plans . C

In the periods presented, employees of Con-way and its subsidiaries in the U.S. were covered under several
retirement benefit plans, including defined benefit pension plans, a defined comnbuuon retirement plan, and a
postretirement medical plan. Con-way’s defined benefit pension plans include * quahﬁed” plans that are eligible for
certain beneficial treatment under the Internal Revenue Code (“1RC™), as well as *“non- 'quahﬁed” plans that do not
meet IRC criteria. ' '

In October 2006, Con-way’s Board of Directors approved changes to Con-way’s|retirement benefits that are
intended to preserve the retirement benefits earned by existing employees under Con-way’s primary qualified
defined benefit pension plan (the “Primary DB Plan™) and its primary non-qualified sbpplemental defined benefit
pension plan (the “Supplemental DB Plan”) while expanding benefits earned under lts defined contribution plan
(the “Primary DC Plan”) and a new supplemental defined contribution plan (the’ “Supplementdl DC Plan™). The
major provisions are effective on January 1, 2007, and are more fully dmcuqsed below under “Pensmn Plan
Amendments.”

Adoption of SFAS 158

Effective on December 31, 2006, Con-way adopted the recognition and disclosure provisions of SFAS 158.
Under the recognition provisions of SFAS 158, “Employers Accounting for Defined Benefit Pension and Other
Postretirement Plans — an amendment of SFAS 87, 88, 106, and 132R.” Under tlfle recognition provisions of
SFAS 158 Con-way is required to recognize the overfunded or underfunded status of its defined benefit plans as an
asset or liability, respectively, in its balance sheet at December 31, 2006. For Con- v\fay s defined benefit pension
plans, the funded status is measured as the difference between the projected benefit obligation and the fair value of
plan assets. For Con-way’s postretirement medical plan, the funded status is measuredlas the difference between the
accumulated postretirement benefit obligation and the fair value of plan assets. Under the transition provisions of
SFAS 158, actuarial gains or losses, and prior-service costs or credits that have not yct!been included in net periodic
benefit expense as of the adoption date are recognized in shareholders’ equity as components of the ending balance
of accumulated other comprehensive income (loss), net of tax. In future periods, Con-way will recognize changes in
the funded status that are not components of the current-period net periodic benefit expense as a component of other
comprehensive income (loss) in the year the change occurs. o . S

Since retrospective adoption of SFAS 158 is prohibited different recognition provisions have been applied in
determining the plan-related amounts reported in Con-way’s consolidated balance sheets at December 31, 2006 and
2005, Prior to the adoption of the recognition provisions of SFAS 158, Con-way accounted for its defined benefit
pension plans and postretirement medical plan under SFAS No. 87, “Employers Alxccountmg for Pensions,” and
SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions,” respectively. SFAS 87
required an employer to report an additional minimum pension liability adjustment to recognize the shortfall
between the fair value of its pension plan assets and the accumulated benefit obhgatlon (rather than projected
benefit obligation, as required by SFAS 158). Under SFAS 87 and SFAS 106, the liability recognized in an
employer’s balance sheets was offset by unrecognized actuarial gains or losses and pillor-ser\’l(,e costs or credits that
had not yet been included in net periodic benefit expense.
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Upon adoption of the recognition provisions of SFAS 158, Con-way recognized the funded status of its defined
benefit plans in shareholders’ equity as a component of the ending balance of accumulated other comprehensive
" loss, net of tax. The net adjustment to accumulated other comprehensive loss represents the net unrecognized
actuarial losses and unrecognized prior-service credits. As aresult, Con-way recognized the followmg adjustments
" as of December 31, 2006: ;

As
Prior to Effect of Reported at

Application of Adopting December 31,
SFAS 158 SFAS 158 2006

) ) {Dollars in thousands)
Deferred charges and other assets $ 27971 $ (1,350) $§ 26,621
Deferred incbme taxes ' : (29,110} 61',088 . 31,978
Total assets L 2,242,151 59,738 . 2,301,889
Employee benefits ‘ 159,272 155,287 314,559
Total liabilities 1,405,823 155,287 1,561,110
Accumulated other comprehensive loss 19,861 95,549 115,410
- Total shareholders’ equity ; 836,328 (95,549) 740,779

In addition, SFAS 158 requires plan assets and obligations to be measured as of the end of the fiscal year rather
than at an earlier measurement date, as allowed under current accounting standards. Con-way currently measures
plan assets and obligations as of November 30. The effective date for the end-of-fiscal-year measurement-date
requirement is the first fiscal year ending after December 15, 2008. Con-way has not yet adopted the measurement
provisions and is currently assessing the effect it will have on its financial statements.

Qualified Defined Benefit Pension Plans

Con-way’s qualified defined benefit pension plans (collectively, the “Qualified Pension Plans™) consist mostly
of the Primary DB Plan, which covers the non-contractual employees and former employees of Con-way’s
continuing operations as well as former employees of its discontinued operations. Con-way’s other. qualified
defined benefit pension plans cover only the former employees of the discontinued Forwarding segment (the
“Forwarding DB Plans”).

' Benefits

- Under current terms of the Primary DB Plan, benefits are generally based on an employee’s five highest
amounts of annual compensation earned durmg the ten years immediately prior to retirement.

The cessation of EWA’s operations in 2001 and Lhe sale of MWF in 2004 resulted in a pama] termination of the
Forwarding DB Plans, and as a result, all part1c1pams became fully vested and no material benefits accrue under
these plans.

Plan Assets '

Assets of the Qualified Pension Plans are managed to long-term strategic allocation targets. Those targets are
developed by analyzing a variety of diversified asset class combinations in conjunction with the projected liability,
costs, and Hability duration of the Qualified Pension Plans. Asset allocation studies are generally conducted every 3
to 5 years and the targets are reviewed to determine if adjustments are required. Once allocation percentages are
established, the portfolio is periodically rebalanced to those targets. The Qualified Pension Plans seek to mitigate
investment risk by investing across asset classes.

The Qualified Pension Plans’ investment managers do not use market timing strategies and do not use financial
derivative instruments to manage risk, except as described below. Generally, the investment managers are
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prohibited from short selling, trading on margin, trading warrants or other options, except when acquired as a result
of the purchase of another security, or in the case of options, when sold as part of a cove;red position. The Qualified
Pension Plans’ investment managers are further prohibited from trading cqmmogitics but may trade financtal
futures and options when specifically approved by the Con-way Inc. Administrative Committee, or its designated
representative.

The assumption of 8.5% for the overall expected long-term rate of return in 2007 was developed using return,
risk (defined as standard deviation), and correlation expectations. The return expectations are created using long-

term historical returns and current market expectations for inflation, interest rates and economic growth.

Dgcember 31, Target
2006 . 2005 Allocation

Asset Category:
Domestic equity e e S
International equity. .. ........ovvinnenenne.... I P
Fixed income . .. .. ... ... e

56% 56%  60%
17% 16%  15%
19% 21% . 18%
1% 6% - 1%

Other . .....ovvvvnrn.n. P 1% 1% —
i
Total *............... P 100% 100%  100%

Con-way’s annual pension expense and contributions are based on actuarial computations at the actuarial plan
measurement date in November of each vear, Con-way’s funding practice is to evaluatelits tax and cash position and
the Qualified Pension Plans’ funded status to maximize the tax deductibility of its contributions for the year. Con-
way currently expects to contribute approximately $13 million to the Qualified Pension Plans in 2007, which is
subject to variation based on changes in interest rates and asset returns.

Non-Qualified Pension Plans

Con-way also sponsors the Supplemental DB Plan and several other unfunded non-qualified defined benefit
plans {collectively, the “Non-Qualified Pension Plans™). The Supplemental DB Planlprovides additional benefits
for certain employees who are affected by IRC limitations on compensation eligible for benefits available under the

qualified Primary DB Plan.
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Funded Status of Defined Benefit Pension Plans

The following table reports the changes in the projected benefit obligation, the fair value of plan assets, and the
determination of the amounts recognized in-the consolidated balance sheets for Con-way’s defined benefit pension

plans at December 31:

Qualified Pension Plans

Non-Qualiﬁed Pension
Plans

. 2006 2005 2006 2005
- . (Dollars in thousands)
Accumulated benefit obligation . .. ... ... i L. $1,064,163 $ 941491 $72,626 $ 69,107
Change in projected benefit obligation:
Projected benefit obligation at beginning of year .. ... $1,097,278 $ 913,356 $74552 $64,619
" Service cost — benefits earned during the year . . ... 62,365 50,667 845 830
Interest cost on projected benefit obligation.. ... ... 65,861 57,297 4,495 4,161
Plan amendments. .. ................. o 41,611) — (433) _
Actuarial loss ........... ... ....... e 44,785 103,096 4,129 9,299
Benefitspaid. .. ... ... o (30,171~ (27,138) {4,787) (4,357)
Projected benefit obligation at end of year . . ’ cee.o. 31,198,507 $1,097.278  $ 78,801  § 74,552
Change in plan assets: . .

Fair value of plan assets at beginning of year ....... $ 924812 § 741954 § — % —
Actual return on plan assets . .. .. ... ... 148,772 83,496 — —
Con-way contributions . . ... .......0........ . 75,000 126,500 — —
Benefits paid . . .......... [ (30,171) _ (27.138) — —

Fair value of plan assets at end of year. ... .. .. $1,118413 § 924812 § —  $ —

Funded status of the plans . . . . ... .....:.... ‘ ...... $ (80,094 $(172,466) S$(78,801) $(74,552)
Contributions subsequent to measurement date. . ... ... — — 409 452
Unrecognized actuarial loss. . ......... A S N/A 193,824 N/A 32,136
Unrecognized prior-service costs (credits) ... .. e N/A 3,849 N/A (12D

Prepaid (accrued) benefit cost rpcognized ........... $ (B0,094) $ 25207 $(78,392) $(42,085)

Plans with an accumulated benefit obligation in excess of

plan assets:

Accumulated benefit obligation .. ................ $ 26728 % 913281 $72626 $69,107

Fair value of plan assets . ................ . 25,765 886,927 — —

Plans with a projected benefit obligation in excessl of plan

assets: !’ , .

Projected benefit obligation . ... ........... PR 51,170,805 31,069,067 $ 78,801 374,552

Fair value of plan assets . ................ SR 1,075,903 886,927 — —

Weighted-average assumptions as of December 31:
Discountrate. .. ... ... ... ... ......... s 5.85% 6.00% 5.85% 6.00%
Expected long-term rate of return on assets ......... 8.50% 8.50% — —
4.30% 4.30%

Rate of compensation increase. . ................. 4.30% 4.30%
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The amounts included in accumulated other comprehensive income (loss) that have not yet been recognized in
net periodic pension expense as of December 31, 2006, consist of the following:

Qualified Non-Qualified
Pension Plans Pension Plans

(Dollars in thousands)

o i
Actuarial 108s . ... .. . e e $(16?,084) ' $(33.871)
Prior-servicecredit . ......... ... ... e 40 263 432
Deferred tax benefit . . ... . ... ... .. e 4 7 510 13,041

$ (74 3 $(20,398)

Amounts in 2007 that will be amortized from accumulated other
comprehensive loss into net periodic pension expense:

Actuarial loss . . ... e $ [3.806 $ 27286
Prior-service credit . ... ... . ... . ... 3,174) (38)

Net periodic benefit expense for the years ended December 31 includes the following:

Qualified Pension Plans Non-Qualified Pension Plans
2006 2005 2004 2006 2005 2004
(Dollars in thousands)

Service cost -——_benéﬁts earned during : o

theyear ...................... $62365 $50667 $56510 $(845 $ 830 $1,110
Interest cost on benefit obligation . . . .. 65,861 57,297 52,780 4495 4,161 3,879
Expected return on plan assets . .. ... - (80,635 (65,190) (57,355) — —_ —
Amortization of prior-service cost : ‘

(Credit) . oo 810 1,382 2,108 (15) (15  (22)
Amortization of actuarial loss . . . . . ... 8,389 2,977 6415 2,395 1,972 2,229
Curtailment loss (gain) ‘. ........... 1,689 - —_ 1,498 - |(106) . — (63)

Net benefit expense ............. $58479 $47,133 $61,966 $':!’,6l4 36,948 $7,133
Weighted-average assumptions: - '

Discountrate .................. 6.00%  6.25% 6.25% |6.00% 623% 6.25%

Expected long-term rate of return on

planassets .................. 8.50% 8.50% 9.00% — — —
Rate of compensation increase ... .. 4.30% = 4.00% 4.00% |4.30% 4.00% 4.00%

The net benefit expense associated with employees of discontinued operations covered by the defined benefit
pension plans was reported in the statements of consolidated operations in continuing operations in 2006, but was
reported as discontinued operations in 2005 and 2004. In the presentation above, pen.f‘.ion expense for the Qualified
Pension Plans from discontinued operations was immaterial in 2005 and was $11.5 million in 2004. Pension
expense for the Non-Qualified Pension Plans from discontinued operations was immaterial for all periods
presented. All future changes in the carrying value of the net obligation related to! the Qualified Pension Plans,
including the Forwardmg ‘DB Plans, will be recognized in future periods as income or loss from continuing
operatlons : ‘

As a result of the changes more fully discussed below under “Pension Rlan Amendments,” Con-way
recognized a curtailment loss of $1.6 million for immediate recognition of unrecogmzed prior-service costs. In
addition, the changes reduced the projected benefit obligation of the defined benefit pensmn plans by $42.0 million,
which will be amortized over approximately 12 years (the average estimated remaining years of service) as a
reduction to future pension expense.
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Expected benefit payments for the defined benefit pension plans are summarized below. These estimates are

based on assumptions about future events. Actual benefit payments may vary from these estimates.

' .
Qualified Non-Qualified
Pension Plans Pension Plans

| . (Dollars in thousands)
Year ending December 31: ;

2007 .. .0 b $ 29,213 $ 4,948
2008. .. ... e 31,519 4,981
2009. .. 0L e 34,324 4,988
2000 .o L e . 37406 5,043,
2000 . e S 41,081 . 15,067

2012-2006. .. .. JE 274,560 26,822

Defined Contribution Plans !
| .
Con-way 'sponsors the'Con-way Retirement éavings Plan (the “Primary DC Plan,” formerly the *“Thrift and
Stock Plan” or “TASP”), a voluntary defined contribution plan with a leveraged ESOP feature, for non-contractual
U.S. employees with a salary-deferral feature qualified under Section 401{k) of the Internal Revenue Code (the
“IRC™). In 1989, the Primary DC Plan borrowed $150.0 million to purchase 986,259 shares of Con-way’s Series B
Cumulative Convertible Preferred Stock, which may only be held by the Primary DC Plan trustee or another plan
trustee. In the periods presented, Con-way made matching contributions equal to 50% of participant contributions,
up to 1.5% of a participant’s base compensation. Con-way recognized expense of $14.8 million in 2006,
$13.8 million in 2005, and $12.6 miilion in 2004 for its matching contributions.

The Series B Preferred Stock earns a divideﬁd of $12.93 per share and is used to pay debt service on the
Primary DC Plan notes. Dividends on these preferred shares are deductible for income tax purposes and,
accordingly, are reflected net of their tax benefits in the statements of consolidated operations. Allocation of
preferred stock to participants’ accounts is based upon the ratio of the current year’s principal and interest payments
to the total debt of the Primary DC Plan. Since Con-way guarantees the debt, it is reflected in long-term debt and
guarantees in the consolidated baldnce sheets. The guarantees of the anary DC Plan notes are reduced as principal
is paid. '

Each share of preferred s[ock is convertible i mtq common stock, upon an employee ceasing participation in the
plan or upon election by the employee at a rate generally equal to the number of shares of common stock that could
be purchased for $152.10, but not less than the minimum conversion rate of 4.71 shares of common stock for each
!

share of Series B prcferrcd stock. L !

Deferred compensation-expense is recognized as the preferred shares are allocated to participants and is
equivalent to the cost of the preferred shares allocated. Deferred compensation expense of $9.1 million,-$8.5 mil-
lion, and $8.6 million was recognized in 2006, 2005, and 2004, respectively.

At December 31, 2006, the Primary DC Plan pwned 603,816 shares of Series B preferred stock, of which
400,067 shares have been allocated to employees. At December 31, 2006, the estimated fair value of the 203,749
unallocated shares was $47.4 million. At December 31, 2006, Con-way has reserved authorized and unissued
common stock adequate to satisfy the conversion feature of the Series B preferred stock.

Effective on-JanUdry 1, 2007, Con-way also sponsors the Supplemerital DC Pian to provide additional benefits
for certain employees who are affected by IRC Ilmlmtlons on compensation eligible for benefits available under the
Primary DC Plan. ;
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Pension Plan Amendments

In October 2006, Con-way’s Board of Directors approved changes to Con-way’s rletirement benefits that are
primarily intended to preserve the retirement benefits earned by existing employees upder the Primary DB Plan
while expanding benefits earned under the Primary DC Plan. Major provisions to these plans take effect on
January 1, 2007.

Primary DB Plan and Supplemental DB Plan

» Participation in the plan is limited to those employees participating as of December 31, 2006. No new
employees are eligible to participate in the plan.

* Employees who are participants in the plan as of December 31, 2006 retain all accrued benefits and credited
service time earned, with credited service capped at December 31, 2006. Future/benéfit plan payments will
reflect participants’ eligible compensation increases through 2016, after which the benefit will be capped.

» Benefits paid under the plan will continue to be determined based on years of credited service and final
" average pay. Final average eligible compensation will be calculated from the ﬁ\;e highest years of earnings
in any of the past ten years preceding retirement or, for employees retiring after December 31, 2016, in any
of the past ten years preceding December 31, 2016.

* Vesting rules remain unchanged. S

Primary DC Plan and Supplemenial DC Plan

+ Con-way's discretionary matching contributions to an employee’s 401(k) accou 1t double to 50% of the first
6 percent of the employee’s eligible compensation from 50% of the first 3 percent of the employee seligible
conipensation,

« In addition to the matching contribution, Con-way makes a new Basic Contribution to the 401 (k) accounts of
all eligible employees that will equal 3 to 5 percent of the employee’s eligible c'ompensation, depending on
years of service, with the size of the contribution increasing {up to the maximum 5% contribution) as years
of service increase. The contribution is made quarterly in every succeeding yeiar of employment and vests
immediately. .

* In addition to the matching contribution and the Basic Contribution, Con-way makes a new Transition
Contribution to the 401(k) accounts of qualifying employees that equals 1 to 3 percent of the employee’s
eligible compensation; depending on the employee’s combined age and years of service as of December 31,
2006. The contribution is made quarterly in every succeeding year of employrlnent and vests immediately.

Postretirement Medical Plan

Con-way sponsors a postretirement medical plan that provides benefits to certam non- contractual employees
at least 55 years of age with at least 10 years of service {the “Postretirement Plan™). The Postretirement Plan limits
the benefits for participants who were not eligible to retire before January 1, 1993, to aideﬁned doliar amount based
on age and years of service and does not provide employer-subsidized retiree medical benefits for employees hired
on or after Janvary 1, 1993. . .
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The following sets forth the changes in the benefit obligation and the determination of the amounts recognized
in the consolidated balance sheets for the Postretirement Plan at December 31:

t PR !

2006 2005
(Dollars in thousands)

Ch'ange in benefit obligation:

" . Projected and accumulated benefit obligation at beginning of year . . . . . § 127,126 $ 113,869
Service cost — benefits ‘earned during the year. ... .............. 2,311 1,515
Interest cost on projected benefit oblig%ation ............... e " 7.142 . 6,351
Actuarial loss . ................ e 2,585 24,135
Participant contributions . ...... . . R e 1,959 1,905
Curtailment — sale of MWF ....... PR A PR -— (10,690)
Plan change ............. P (3,381) —
Benefits paid. .. .. ... S e e (9.694) (9,959)

Projected and accumulated’benefit obligaéion atend of year....... oL §128,048  §127,126
Funded status of the plan . NPT g ' TR IFIN $(128,048) $(127,126)
Unrecognized actuarial loss ............ A [ e . N/A 36,219
Unrecognized prior-service costs: ... .. ;. E ........... e - N/A (197}

Accrued benefit cost recognized ... ... . ... ..., I S $(128,048) $ (91,104)

Discount rate- assumption as of December 31......... .. .. Cea 360% = 575%

As of December 31, 2006, the z_miounts included in accumulated other comprehensive income (loss) that have
not yet been recognized in net benefit expense consist of:

i 2006 _
o o L (Dollars in
. . C o . . . thousands)
Actvarial loss. . ............... SN e $(36,305)
Prior-service credit. ... .. P 3,535
Deferred tax benefit.......... e e e R .. 12,780
o o Tl ' $(19,990)
Amounts in 2007 that will be amortized from accumulated other comprehensive loss into
net periodic benefit expense:
Actuarial 108S. .. .. oo e $ 2,091
Prior-service credit . e R B R, S e (42)
" Net periodic benefit expense for the years enided December 31 includes the following:
' . ! 2006 2005 2004
. . {Dollars in thousands)
Service cost — benefits earnéd during the year. ... ............. $ 2311 $ 1515 $1,308
Interest cost on benefit obligation ........ e 7,142 6.351 5,231
Net amortization and deferral ... ... ... .ovoieiiniin, 2,456 2,184 285
Curtailment loss - . ., .. e e e e — . lLoo7 T
Net benefit éxpense. .. ... 0.......... P " $11,909  $11,057  $6,824
Discount rate assumption at December 3i:.................. 5.75% 6.00% 6.25%
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Included in the presentation above is benefit expense of $5.2 million and $3.6.rr'li]1ion in 2005 and 2004,
respectively, that relates to discontinued operations. As described above, these amounts have been reported in
discontinued operations in Con-way’s consolidated statements of operations.

Expected benefit payments, which reflect expected future service, as appropriate, are summarized below.
These estimates are based on assumptions about future events. Actual benefit payments may vary from these
estimates. .

~

Benefit Payments
{Dollars in thousands)

Year ending December 31:

2007 L e e e $ 7,952
2008 . ..o 8,514
2010 ..o 9,800
200 e e 10,395
20012:2016 . ..o . 55,758

The assumed health-care cost trend rates used to determine the prolected benefit obligation of the Postre-

tirement’ Plan are as follows: '

Change in benefit obligation: .
Health-care cost trend rate assumed fornextyear, .................... ceen 950% 10.25%
Rate to which the cost trend rate is assumed to decline (the ‘ultimate trend rate)} .. 5.50% 5.50%
Year that the rate reaches the ultimate trend rate . ... ................. .. 2013 2013

Assumed health-care cost trends have a significant effect on the amounts repolrted for ¢on-way’s postre-
tirement benefits. A one-percentage-point change in assumed health-care cost trend rates would change the -
aggregate service and interést cost by approximately $0.5 million and the accumulated and projected benefit
obligation by approximately $7.3 million. '

Other Compensation Plans . ,

Con-way and each of its subsidiaries have adopted various plans relating to the achlevement of specific goals
to provide incentive compensation for designated employees. Total compensation earned by salaried participants of
those plans was $29.4 million in 2006, $38.6 million in 2005, and $57.1 million in 2004 and by hourly participants
was $20.7 million in 2006, $29.8 million in 2005, and $44.8 million in 2004.

10. Share-Based Compensation

Under terms of Con-way’s share-based compensation plans, employees and directors may be granted options
to purchase Con-way's common stock and, in some cases, may be awarded nonvested shares of Con-way’s common
stock (also known as restricted stock). Stock options are granted at prices equal to the market value of the common
stock on the date of grant and expire 10 years from the date of grant. Generally, stock opuons are granted with three-
or four-year graded-vesting terms, under which one-third or one-fourth of the award vests each year, respectively.
Stock options granted in and after December 2004 generally have three-year graded-vesting terms, while stock
options issued before that date generalty have four-year graded-vesting terms, Certain option awards provide for
accelerated vesting if there is a change in control (as defined in the stock option plans). Effective September 26,
2006, Con-way’s Compensation Committee established vesting provisions for new option awards that provide for
immediate vesting of unvested shares upon retirement. Stock options issued before that date generally provide for
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continued vesting subsequent to the employee’s retirement, Shares of nonvested stock are valued at the market price
of Con-way's common stock at the date of award and are generally granted with three-year graded-vesting terms. At
December 31, 2006, Con-way had 6,322,393 common shares available for the grant of stock options, restricted
stock, or other share-based compensation under its equity plans,

I

Effective January 1, 2006, Con-way adopled the provisions of SFAS 123R, which requires recognition of
compensation expense to share-based payment awards issued to Con-way's employees and directors. Con-way

previously applied the recognition provisiens of. APB 25 and provided the required pro forma disclosures under
SFAS 123.

Pro Forma Information for Periods Prior to Adoption of SFAS 123R

Prior to the adoption of SFAS 123R, Con-way did not recognize compensation expense for stock option
awards, as all options had an exercise price equal to the market value of the underlying common stock on the date of
grant. For shares of nonvested stock, Con-way recognized expense using the accelerated amortization method

under FIN 28, “Accounting for Stock Appreclatlon Rights and Other Variable Stock Option or Award Plans,” based
on the estimated grant-date fair value. |

In accordance with the disclosures required under SFAS 123, as amended by SFAS 148, “Accounting for
Stock-Based Compensation,” Con-way provided pro forma disclosures in periods prior to adoption of SFAS 123R.
In the pro forma disclosures, compensation expenke attributable to stock options and shares of nonvested common
. stock has been amortized on a siraight-line basis over the requisite service period stated in the award and forfeitures
have been recognized as they occurred. _ . -

4 H

The table below is presented for comparative purposes and illustrates the pro forma effect on net income (loss)

and earnings (loss) per share as if Con-way had applied the fair-value recognition provisions of SFAS 123 to share-

based compensatlon prior to January 1, 2006;

i Year Ended Year Ended
X December 31, December 31,
' 2005 2004

, (Dollars in thousands, except
' per share data)

Net income (loss) applicable to common shzireholders as reported . $214,034 $(126,094)
Share-based compensation expense mcluded in reponed income (loss)
net of 1aX. ... .. 1,239 . 2,852
Compensauon expense, net of tax, that would have been included in ' ’
net income (loss) if the fair-value method: thad been applied........ (5,931} - {11,476)
Pro forma net income (loss) as if the falr-value method had been
apphed .............................................. $209,342 $(134,718)
Earnings {loss) per share: l
Basic: '
Asreported .. ... e e $ 4.10 $ (2.50)
Pro fOrMa. . . ... oot $ 401 $ (267
Diluted: : .
As reported ... ... .. R S $ 383 3 (218
Proforma....................... e $ 374 $ (233
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Effect of the Adoption of SFAS 123R

Con-way adopted SFAS 123R using the modified prospective transition method beginning January 1, 2006.
Under the modified prospective method, compensation expense recognized in 2006 inclides (1) compensation cost
for all share-based payments granted prior to, but not yet vested as of January 1, 2006, based on the grant-date fair
value estimated in accordance with the original provisions of SFAS 123, adjusted for |estimated forfeitures, and
(2) compensation cost for all share-based payments granted subsequent to January 1, 2006 based on the grant-date
fair value estimated in accordance with the provisions of SFAS 123R. ‘

In accordance with SFAS 123R, compensation expense for options granted subsequent to Jan'uary 1, 2006 will
be recorded on a straight-line basis over the shorter of {1} the requisite service period stated in the award or (2) the
period from the grant date of the award up to the employee’s retirement-eligibility date. For awards granted prior 1o,
but not yet vested upon adoption of SFAS 123R, compensation expense will be recognized over the requisite service
period stated in the award. The following expense was recognized under SFAS 123R:

Year Ended
December 31, 2006

Stock Nonvested
Options , Stock

{Dollars in thousands)

Compensation expense recognized

Sellir!g, general and administrative expenses e $5797  $1,630
Deferred income tax benefit .. .............oooiiiiie L _(2225)  _(636)
Decrease in netincome. ... . ............. e, $ 3,572 $ 994

Asa resu]t of adopting SFAS 123R, Con-way’s basic and diluted earnings per share for 2006 was $0.07 lower
than if Con-way had continued to account for share-based compensation under APB 75. SFAS 123R requires the
benefits on tax deductions in excess of recognized compensation expense 1o be report'ed as a financing cash flow
rather than as an operating activity, as required by APB 25. In accordance with SFAS lQ3R $2.7 million of excess
tax benefits were reported as financing cash flows in 2006. Prior-peried cash flows have not been reclassified.

Valuation Assumptions

The fair value of each stock option grant is estimated using the Black-Scholes| option pricing model. The
following is a summary of the weighted-average assumptions used and the calculated weighted-average fair value:

2606 2005 2004
Estimated fair value . . ... ... oort et $1673  $18.17  $16.07
Risk-free interestrate ... .. ...... ... ... i 4’8% 3.8% 3.5%
Expected life (years). .. .. ... IR [ 45|.0 - 5.53 576
Expected volatility ................. L PO 3;1% A% | 45%
Expected dividend yield . ... ....... ... ... ... ... .. ... 1.08% 1:18%  1.18% ¢

The risk-free interest rate is determined using the U.S. Treasury zero—coupbn issue with a remaining term
equal to the expected life of the option. The expected life of the option is derived from a binomial lattice model,
which is based on the historical rate of voluntary exercises, post-vesting terminations and volatility. Expected
votatility,is based on the historical volatility of Con-way's common stock over the most recent penod equal to the
expecled term of the option. '
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Share-Based Payment Award Activity

The following table summarizes stock-option award activity for 2006:

f Stock Options
' . Wtd-Avg.
) Number of Exercise
. : Options Price
Qutstanding at December 31, 2005. . . ... . e 1,729,550  $34.29
Granted . .. ... .. e 344,400 54.56
1
Exercised. . ...... ... e (392,200) 31.19
Expiredorcancelled .......... .. ... . i (38,460) 4402 .
. : | .
Outstanding at December 31,2006, ........... ... ... ... ... 1,643,290  $39.05
Exercisable at December 31,2006 . . . ... 1euieoun i 899,260 $3291
! Qutstanding Exercisable
Weighted-average remaining contractual term . ... .. .............. 6.49 years 5.07 years
Apggregate intrinsic value (in thousands) .. !.......... P $ 12,381 $ 12,202

The aggregate intrinsic value reported in the table above represents the total pretax value, based on Con-way's
closing common stock price of $44.04 at December 31, 2006 that would have been received by employees and
directors had all of the holders exercised their in-the-money stock options on that date. The aggregate intrinsic value
of options exercised in 2006 was $9.7 million, the total amount of cash received from the exercise of options was
$12.2 million and the related tax benefit realized from the exercise of options was $4.3 million. The total
unrecorded deferred compensation cost on stock options, net of forfeitures, was $6.7 million, which is expected to
be recognized over a weighted-average period of:1.4] years.

The following table summarizes nonvested Sika award activity for 2006:

Nonvested Stock
. S Wid-Avg.
| ) Number of  Grant-Date
| Awards Price
Outstanding at December 31, 2005....... e e e e 158,048 $40.62
Awarded. . oo PP 20,186 51.51"
Vested ..o T eniaaeiiaaaaoan {55,825) 36.89
Outstanding at December 31, 2006. . ... .. e, e 122,409 $44. 1i

The total fair value of nonvested stock that became vested in 2006 was $3.1 million, based on Con-way’s
closing . common stock price on the vesting date. The total unrecorded deferred compensation cost on shares of
nonvested stock, net of forfeitures, was $2.5 million, which is expected to be recognized over a weighted-average
period of 1.83 years. In connection with the adoptibn of SFAS 123R, Con-way eliminated the amount of deferred
compensation related to shares of nonvested stock, as recorded in shareholder’s equity in the consolidated balance
sheets on the date. As required by SFAS 123R, Con-way also reduced an equal and related amount of additional
paid-in capital on common stock. ' :

11. Commitments and Contingencies )
Spin-Off of CFC

On December 2, 1996, Con-way completed the spin-off of Consolidated Freightways Corporation (“CFC”) to
Con-way’s shareholders. CFC was, at the time of the spin-off, a party to certain multiemployer pension plans
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covering;some of its current-and-former employees ‘The: cessation’of its UiS4operations|in 2002"ré:s’ﬁltéd‘in CECs
complete'wuhdrawal” (wrthm the meamng “of appltcable federal Iaw) from these: multtemployertplans .atwhich
point it became obhgated*-under federal'law; to pay its share of any unfunded vested heneﬁts!under those’ plans=

Tt L N et DL i e e T a P i R A8
,oltis posstble that the trustees of CFC s multtemployer pens:on plans may assen clmms that Coh h'aﬁs‘l:\able

for amounts owmg to the plans as a result of CFC.S w1thdrawal from those plans and; lf(SO| there can be no aqsurance
that those clatms would notibe. matenaquon wayt has- recetved requests fomnfomtanon regardmgahe spm off of
CFC from representattvescfrom’lsome of;the]pensron funds; ;and,,m.accordance;wrth federal:law 1Con: way, has’
['CSpOﬂdEdt[O those requests.cv-1m0) 54T m:m" 9 gt a1 s B Ingl et aselt ot sLaen s1sw munasdu

I” e U snyrepon) bk i oW el e ndtginan fronidman widr i el Sepq 4@ TR
-1 'Con- way believes that it would ult1mately preva11 if any ‘such’ claims were made; although there‘can be’no

assurance in this regard due to various unknowns, including possible adverse’ Jud1c1al decrs:ons n, other cases. Con-
way bel1eves that the amount 'of those clatms -if. asserted ;could be matenal -and a Judgment agam‘;t Con- -way-: for ali
ora srgmﬁcant part of these claims could havea matenal adverse effect on Con sway'’s ﬁnancral cor‘tdmon results of
operattons.,and cash- ﬂows R I e vl'mw“'. Yol ey mpl) Lan s,a,t & J}. 0 g spm

B RS S0 BB FRding Eaf.u‘;‘afaa'z'aba Vif (i muu.empm;*éﬁ‘aea' |
had asserted such claims against Con-way, Con-way would have hiad a statutory obhgauon‘to make’clasfpzrfy}nsr'l‘t‘s
to the.funds.prior to any ‘arbitral or judicial. decrsrons ion the funds; determmattons Unldemhe facts related:to the
CFC.w1thdrawals and the law in.effect after.enactment of the Pefision Funding: Equtty;Act of ; 2004 Con’ “way,would
no longer be requiredito make;such: paymentsito thesmultiemployer; fundsiunless; and unttlrﬁnal -decisionszin’
arbitration proceedings; or.in-court;-upheld:the;fundsi-determinations. As ayresult.of the" matters’ dtscussed above)
Con- -way can provide;no, assurance, that-matters, relatmg 10-the*spin-off oﬁCFCawrllm'otlhave a'matérial;adversé

effect on.Con-wayis financial: condmon .results-of. operations:or cashiflows: B AT ™ ‘ viul i S;.oe i

STTRLRE TR UL P A O N PR Y L A AR T T LS o I (S Lun i t TRt e b -30‘“ Prhtiowysd
,; Other e . ' :
YL I L T qtﬂ;:mr;, Jeat! L mgn th!di)'..) ctneh‘:u '*f'wqu o e InuJ wa ?t..l‘. R

smzIn February 2002;a)lawsuit-was ﬁled'agamst EWA:2in the D1strlct Courtnfor the. SouttierntDistrict of Ohio)
alleging violaticns of the Worker Adjustment and Retraining Notification Act (the WARN:Act”) in’ connectlon*
with employee layoffs and ul'ttmate termmattons due to the August 2001 grounding of EWA's alrlme operations and
the shutdown of the airline operations in Décember 2001Theicourt. subsequently cer{tﬁed thedawsmt as a class
actton on behalf of affected employees laid Off betwéen August 11 and August 15 2001I 'I'he WARN Act generally

W T 200 e PE G D AT UM AT e L v =
requtres employers to gtve 60 da ¥$ notice, ‘or 60-da pay and’ beneﬁts m heu of n0t1ce of any shutd'own’of
operat}ons or Tass layoff at a s1te L of 'en’lﬁl'o?rﬁ’ent ‘The eﬁgrniatfeggange for potentlal lc')ss on thrs "r'nattep ris ﬁe}é to’
approxtmately $9 mtllton mcludmg interest. Con vvay intends to continue 16 v:gorously defend the' 1awsh

AR, R T RS PR R R P I PR TSR IS R R o S S IR PN LE R e B ;;‘,,}p}.

- ~InSeptember 2003 ‘Con-way received notice from the US> Attornéy’s Office for,the District of Columbla that
EWA was being considered for possible civil action under the False Claims ‘Act forl allegedly subrmttmg false
invoices to the USPS for payment under;the:PriorityzMail,contract. EWAtsubsequentlytentered into. a tolltng
agreement w1th the government 1n order 1o give the parues more t:me to 1nvestrgate the allegauons ln November

2006, Con way pard $10. 0 mrllton to the USPS ln ‘;ettlement of substanttally “all clalms relatmg 1$the: Prrortty 'Mail

ik A Vb WD DTG ] [ZE NN T ! v/
contradt, an amouni equal to 4 prevnously established resérve, oGt B o8 buk i gaingvao't g
PO T L L L P T 1Y ] TR T N AP TR Qu‘mfnuo:m ~d’u}3wq0 Lumm RE O

1, Con-way.is a defendant in various other lawsuits-incidental to its-businesses: It is:thé opinion-of; ‘management
that the ultimate outcome of these actions will not have a material.effect on:Con- way S: ﬁnancral condition, results.
of operations or cash flows. R |

ey ot 0w bakugest ...,ammu (R T

12.  Se ment Re ortm
1 e B o -g e talma S o vl e gl bevinuonst ve A-npr ) Y OCsdnneos(d i

. Con-way: dtscloses segment:information in.the.manner{iniwhichjthe components.are.organized- forjmaking
operatmg decisions, assessing performance and allocating. resources"For;ﬁnancral reportmg purposes,LCon way.is
divided into three reporting segments: Con-way:Freight and Transportation, Menlo Worldwide and Con “wity Other
Menlo Worldwide consists of the operating results of Menlo Worldwide Logistics (“Ldgtsttcs *} and Vector, a joint
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Al e ghihun paieml) sene? ’-f‘?*‘%’" nn anigait-balils e veats' Ended December 31)S il o8-
T 200 Dy e 7 a o) enl roitidioqeastT 1 120120063 Sli2 o1l 2005 0611001, 2004 22 .')ruend
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13. Related Party Transactions
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cof Hewlett-Packard Company (“HP’ ) Mr‘ Waymaxll retlred from HP effectwe on December 31, 2006 but will retain
his position on HP’s board of dlrectors until HP’s annual meeting of shareholders in March 2007. Menlo Worldwide
' t
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Con-way Inc.

Notes to:Consolidated Financial Statements.— (Continued)

Logistics provides services to HP under large integrated logistics projects that accounted for revenue of $221.9 mil-
lion in 2006; $203.0 million in 2005, and $187.4 million in 2004. At December 31, 2006 and 2005, amounts due
from HP of $36.1 million and $29.8 million, respecnvely, were included in trade accounits receivable, net in Con-
way’s consolidated balance sheets. Con-way’s Board of Directors has considered all of the refevant facts and
circumstances relating to services provided by Menlo Worldwide Logistics to HP, and concluded that these services

De;‘:ember 3

124

. § 998,627

109,772
106,313
81,773

82,353

$ 1.75

1.76

1.65

1.66

49.42
42.09
" 0.10

$1,073,958
89,228

86,705

53,159

" 49,885

do not constitute a material relationship between-Mr. Wayman and the Company.
14. Quarterly Financial Data
1
Con-way Inc.
Quarterly Financial Data
March 31 June 30 September 30
' (Dollars in thonsands except per share data) -
. . (Unaudited)
2006 — Quarter Ended
Operating Results .
Revenues........... e e $1,045,992  $1,100,052  $1,076,807
Operating Income(a) ... .... R 77,908 111,833 102,315
Income from Continuing Operations before .
Income Taxes. . ..o vt ie i ens 77,184 110,370 98,442
Net Income from Continuing Operations (after . .
preferred stock dividends}b). ... ......... 46,230 74,144 63,030
Net Income Available to Common
~ Shareholders(b) ................ s 44,671 . 68,924 63,030
Per Common Share .
Basic Earnings : , ‘
Net Income from Continuing Operations . . .. $ 089 § 149 % 1.32
Net Income Available to Common
Shareholders. . . .................... 0.86 1.39 1.32
Diluted Earnings
Net Income from Continuing Operations .. . . 0.84 ‘140 1.24
" Net'Income Available to Common :
Shareholders, ... ....... . ‘ 0.81 1.30
Market Price o ‘
High ...... .. . i, 58.12 61.87 59.07
LOW . ot e e e 48.22 4923 4318
Cash Dividends . ....................... 0.10 0.10, 0.10
2005 — Quarter Ended ‘
QOperating Results
Revenues(@). ... .......... e $ 935595  $1,021,565  $1,084,457
Operating Income ... ................... 73,850 104,112 103,756
Income from Continuing Operations before
Income Taxes. .. .....covmvvevnn. . 66,919 08,466 100,266
Net Income from Continuing Opcrauons (after -
_ preferred stock dividends)(b). ............ 39,474 66,308 63,206
Net Income Available to Common , . Lo o . .
Shareholders(b) .................... - 29,086 69,071 - 65,992
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! Con-way Inc.

Notes to Consolidated Financial Statements — (Continued)

+

! " March 31 June 30 September 30 December 31
- {Dollars in thousands except per share data) .
(Unaudlted) .

Per Common Share ’
Basic Earnings . :
Net Income from Continuing Operations. ... § 075 3 1.28 § 121§ 1.02
Net Income Available to Common

Shareholders. .. ........... ... .... 0.56 132 1.27 . 0.96.
Diluted Earnings ' , :
Net Income from Continuing Operanons 0.70 1.20 1.13 0.96
Net Income Available to Common : o
Shareholders. . .. .. .. 0.52 1.24 1.18 0.90
Market Price '
High-. ... ... .. ... . . 50.51 47.53 53.43 59.79
Low................ TP N 43.39 41.38 44.49 49.85
CashDividends ........................ 0.10 0.10 010 010

(a) The comparability of Con-way’s consolidated operating income was affected by the following:

. 1
Accounting events: !

* Effective January 1, 2006, Con-way adopted SFAS 123R under the modified-prospective method, Prior-
period financial statements have not been adjusted. '

|

» Effective in the fourth quarter of 2006, Con-way Freight adopted a change in its accounting policy for tires
from a capitalize-and-amortize method 1o an expense-as- -incurred method. The change was retrospectlvely
applied to prior-period financial statements

Unusual income: [

|

*+ Gain of $6.2 million in the fourth quartert of 2006 from the sale of assets related to Con-way Expedite

* Gain of $41.0 million in the fourth quarter of 2006 from the sale of MW’s membership interest in Vector
(excluding the gain, Con-way after June 30, 2006 recognized only $2.0 million of operating income
associated with Vector business cases tha|t were in-process at June 30, 2006)

(b) The comparability of Con-way’s tax provisi('m and net income was affected by the following:

" » Tax benefits of $7.2 million in the second quarter of 2006 related to the settlement with the IRS of previous
tax filings

1
1

+ Tax benefits of $2.9' million in the third qha:rter of 2006 from the utilization of capital-loss carryforwards that
offset tax on the sale of Con-way Expedite
* Tax benefits of $14.8 million in the fourth quarter of 2006 from the utilization of caplt.ll -loss carryforwards
that offset tax on the sale of MW’s membershlp interest
i1
» Tax benefits of $7.0 million in the second quarter of 2005 related to the settlement with the IRS of previous
tax filings

' 78
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. . CONTROLS AND PROCEDURES

(a) Diselosure Controls and Procedures.

Con-way’s management, with the panicii)ation of Con-way’s Chief Executive Offtlcer and Chief Financial
Officer, has evaluated the effectiveness of Con-way’s disclosure controls and procedures (as such term is defined in
Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”)) as of
the end of the period covered by this report. Based on such evaluation, Con-way’s Chief Executive Officer and
Chief Financial Officer have concluded that Con-way’s disclosure controls and procedur'es are effective as of the
end of such period.

o (b} Internal Control Over Financial Reporting.

There have not been any changes in Con-way’s internal conirol over financial reportmg (as such term is
defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during the fiscal quarter to which this report
relates that have materially affected, or are reasonably likely to matenally affect, Con- w‘ay s mtemal control over
financial reporting.

(¢c) Management’s Report on Internal Conirol Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal coptrol over the company’s
financial reporting, as such term is defined in Exchange Act Rules 13a-15(f). Management followed the internal
control integrated framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(*COS0") to establish; document, test, and maintain a system of internal control ove':r the financial reporting
processes. Management’s assessment is that as of the end of fiscal- year 2006, there is effektive internal control over
financial reporting.

KPMG LLP, the independent rcgistered public accounting firm that audited the company’s fi nancial state-
ments included in the annual report, has issued an attestation report on management’s assessment of the company’s
internal control over financial reporting. '

.
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Report of Independent Registered Public Accounting Firm

3
The Board of Directors and Shareholders
Con-way Inc.:

We have audited management’s assessment, inctuded in the accompanying Management’s Report on Internal
Controt Over Financial Reporting that Con-way Inc. maintained effective internal control over financial reporting
as of December 31, 2006, based on criteria established in “Internal Control — Integrated Framework” issued by the
Committee of Sponsoring Organizations of the Treadway Commission (COSO). Con-way Inc.’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. Qur responsibility is to express an opinion on
management’s assessment and an opinion on the effectlveness of the Company’s internal control over financial
reporting based on our audit,

We conducted our audit 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. Our audit included
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 such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion,

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 (1) pertain to the maintenance of records that, in reasonable detail
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial stalements 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 (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use or dlsposmon of the company’s
assets that could have a material effect on the ﬁnanmal statements.

v

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.

O

In our opinion, management’s assessment that Con-way Inc. maintained effective internal control over financial
reporting as of December 31, 2006, is fairly stated, in all material respects, based on criteria established in “Internal
control — Integrated Framework” issued by the Committee of Sponsoring Organizations of the Treadway Com-
mission {COSQ). Also, in our opinion, Con-way Inc. maintained, in all material respects, effective internal control
over financial reporting as of December 31, 2006, based on criteria established in “Internal control — Integrated
Framework™ issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSQO).

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Con-way Inc. and subsidiaries as of December 31, 2006 and
2005, and the related consolidated statements of operations, shareholders” equity and cash flows for each of the
years in the three-year period ended December 31, 2006, and our report dated February 27, 2007 expressed an
unqualified opinion on those consolidated financial statements.

fs/ KPMG LLP

Portland, Oregon
February 27, 2007




ITEM 9B. OTHER INFORMATION

None.

PART II1

Information for Items 10 through 14 of Part Il of this Report appears in the Proxy Statement for Con-way's
Annual Meeting of Shareholders to be held on April 17, 2007 (the “2007 Proxy Statemcm”) as indicated below. For
the limited purpose of providing the information required by these items, the 2007 Proxy Slatement is incorporated

herein by reference.

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERN

IANCE

]
+

Information regarding members of Con-way’s Board of Directors and Code of Ethlcls is presented in the 2007
Proxy Statement and is incorporated herein by reference. Infofmation regarding executive officers of Con-way is

included above in Part I under the caption “‘Executive Officers of the Registrant.”

ITEM 11. EXECUTIVE COMPENSATION

.

Information regarding executive compensatien is presenled in the 2007 Proxy Statement and is incorporated

herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

AND RELATED STOCKHOLDER MATTERS »

Information regarding security ownership of certain beneficial owners and management is presented in the

2007 Proxy Statement and is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSAC TIONS, AND DIRECTOR

INDEPENDENCE

Information regarding certain relationships and related transactions, and director independence is presented in

the 2007 Proxy Statement and is incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Information regarding principal! accountant fees and services is presented in the 2007 Prdxy Statement and is

incorporated herein by reference.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

(2)

1,

FINANCIAL STATEMENTS: .

Report of Independent Registered Public Accounting Firm by KPMG LLP

Consolidated Balance Sheets at December 31, 2006 and 2005

Statements of Consolidated Operétioﬁs for the years ended December 31, 2006, 2005 and

Statements of Consolidated Cash Flows for the years ended December 31, 2006, 2005 and

Statements of Consolidated Sharehplc}ers’ Equity for the years ended December 31, 2006,
2005and 2004 ... ... ... oL e R R R R L R I 42

Notes to Consolidated Financial Statem;ants
FINANCIAL STATEMENT SCHED[IJLE :
Report of Independent Registered Public Accounting Firm on Financial Statement Schedule . .

Schedule I — Valuation and Qualifying Accounts
EXHIBITS

~ Exhibits are being filed in connection with this Report and are incorporated herein by

reference. The Exhibit Index on pages 87 through 90 is incorporated herein by reference.
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every day are the most visible manifestation of our briand.
Cur brand is ultimately determined by how well we execute
reliable, cost-effective freight transportation and global
logistics services for our customers. And, as 2006 showed,
our people respect and learn from the past, while eaglerly
striving toward our future. 2006 positioned Con-way to rise
and meet exciting challenges in North America and around
the world, grow our business, and contribute to our
customers’ success.

|

A change in operating philosophy was a critical element
in the decision to change Con-way’s branding. As we
have matured and the industry demands more

" comprehensive solutions, it required a new structure
that would facilitate a more cohesive, responsive %md
collaborative organization. The movement to an |
operating company model - to a company whose|
operating businesses provide specific, defined ser\fices
yet work symbiotically - necessitated a brand strategy
that represented and reinforced the new model. |

|

The corporate brand is extended to our individual |
enterprises through a system that gives each a disti?nct
identity, while retaining close visual ties to the parent
brand. The new look projects the dynamic quality of our
new identity — and the power
of our culture, its values and

the employee commitment
behind them.

Rallying behind this common identity better enables us to
transfer equity between the brands and reinforces our
strategy with our employees every step of the way. It also
serves as a proud reminder of our company-wide
commitment to excellence — of getting every shipment

_right, turning every supply chain challenge into an

opportunity, and making our customers more competitive
wherever their business takes them.

I/I'II/W@, |




only in North America, but globally.

We have met this challenge by adopting a unified business
model that enables us to offer a broad range of highly
efficient, global supply chain services to enterprises in North
America and around the world. We have built a strang
presence and an unsurpassed North American infrastructure
that provides superior freight transportation and logistics
services connecting businesses with their customers
efficiently, effectively and reliably. We are now united under a
single strong Con-way culture, brand and operating mode!.
Our operating businesses — Con-way Freight/Menlo
Worldwide and Con-way Truckload — have the people, values,
technology, focus and network to turn any customer’s supply
chain into a competitive advantage.

Rapid development of low-cost manufacturing
capacity in Asia and other markets means longer
and significantly more complex supply chains. In
this environment, businesses are increasingly
“looking for scalable and flexible solutions, not

Conwaey.

FAA

| C'om:ﬁg#,
Con-way.

TRUCKLOAD SER

MENLO

WORLDWIDE]

A BRAND REBORN

Because Con-way was already a highly respected, successful
brand in several of our key market segmients, changing our
name from CNF to Con-way Inc.in April 2006 was a strategic
step that positions us to build on 23 years of positive
customer sentiment and service excellence. The Con-way
brand now represents our entire organi:;ation: our values, our
vision, and the promises we make - and keep - to customers,
shareholders, business partners and employees. The power
and value of the Con-way brand is contafined inand
unleashed by our 21,800 employees. When we chose the
signature style of the new logo, it was an acknowledgement
that our people and the signature servicEe that they provide
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