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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

EGL, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited)
(in thousands, except par values)
June 30, December 31,
2005 2004
ASSETS

Current assets:

$ $
Cash and cash equivalents 104,283 92,918
Restricted cash 9,405 17,004
Short-term investments and marketable securities 37 587
Trade receivables, net of allowance of $11,510 and
$14,069 550,229 611,594
Other receivables 22,095 21,147
Deferred income taxes 11,062 10,106
Other current assets 33,188 24,781
Total current assets 730,299 778,137
Property and equipment, net 190,564 178,218
Investment in an unconsolidated affiliate 576 619
Goodwill 110,894 108,470
Deferred income taxes 3,083 648
Other assets, net 31,731 28,771

$ $
Total assets 1,067,147 1,094,863

LIABILITIES AND STOCKHOLDERS
EQUITY

Current liabilities:

$ $
Trade payables and accrued transportation costs 336,298 337,137
Accrued salaries and related costs 57,246 46,465
Current portion of long-term debt 53,200 19,426
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Income taxes payable

Accrued selling, general and administrative
expenses
and other liabilities

Total current liabilities
Deferred income taxes
Long-term debt

Other noncurrent liabilities
Total liabilities

Minority interests

Commitments and contingencies (Notes 3, 10 and
11)

Stockholders equity:

Common stock, $0.001 par value, 200,000 shares
authorized; 53,136

and 52,841 shares issued; 47,315 and 51,915 shares
outstanding

Additional paid-in capital

Retained earnings

Accumulated other comprehensive loss
Unearned compensation

Treasury stock, 5,821 and 926 shares held
Total stockholders equity

Total liabilities and stockholders equity

See notes to unaudited condensed consolidated financial statements.

9,367

74,965
531,076
20,782
18,168
17,679
587,705
1,236

53
247,803
359,743
(20,526)
137)
(108,730)
478,206
$

1,067,147

4,716

82,926
490,670
19,421
12,752
18,786
541,629
802

53
241,117
339,876
(12,625)
(124)
(15,865)
552,432
$

1,094,863
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EGL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited)
(in thousands, except per share amounts)
Six Months Ended
June 30,
2005 2004
(Restated)

$ $
Revenues 1,481,920 1,221,868
Cost of transportation 1,031,992 812,056
Net revenues 449,928 409,812
Operating expenses:
Personnel costs 261,124 229,781
Other selling, general and administrative expenses 160,053 150,823
EEOC legal settlement (5,975) -
Operating income 34,726 29,208
Nonoperating income, net 1,862 5,821
Income before provision for income taxes 36,588 35,029
Provision for income taxes 16,721 13,616

$ $
Net income 19,867 21,413

$ $
Basic earnings per share 0.39 0.46
Basic weighted-average common shares outstanding 51,328 45,819

$ $
Diluted earnings per share 0.38 0.45
Diluted weighted-average common shares
outstanding 51,692 51,872

See notes to unaudited condensed consolidated financial statements.
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EGL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited)
(in thousands, except per share amounts)
Three Months Ended
June 30,
2005 2004
(Restated)

$ $
Revenues 781,254 637,313
Cost of transportation 544,758 428,242
Net revenues 236,496 209,071
Operating expenses:
Personnel costs 135,922 115,567
Other selling, general and administrative expenses 79,571 77,899
Operating income 21,003 15,605
Nonoperating income, net 2,265 6,763
Income before provision for income taxes 23,268 22,368
Provision for income taxes 10,566 8,247

$ $
Net income 12,702 14,121

$ $
Basic earnings per share 0.25 0.31
Basic weighted-average common shares outstanding 50,614 44,744

$ $
Diluted earnings per share 0.25 0.30
Diluted weighted-average common shares
outstanding 50,863 50,944

See notes to unaudited condensed consolidated financial statements.
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EGL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)
(in thousands)
Six Months Ended
June 30,
2005 2004
(Restated)
Cash flows from operating activities:
$ $
Net income 19,867 21,413
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization 17,783 17,030
Bad debt expense 3,306 2,601
Stock-based compensation expense 168 226
Impairment of assets 146 51
Deferred income tax expense (benefit) (2,021) 245
Tax benefit of stock options exercised 1,196 1,083
Equity in (earnings) losses of affiliates 43 (2,138)
Minority interests (20) 314
Transfers (to) from restricted cash, net 7,585 (759)
Gain on sale of unconsolidated affiliate - (6,738)
Other (65) 314
Net effect of changes in working capital, net of
assets acquired 44,670 22,669
Net cash provided by operating activities 92,658 56,311
Cash flows from investing activities:
Capital expenditures (25,431) (21,936)
(Purchase) sale of short-term investments 550 54)
Proceeds from sales of other assets 1,025 446
Acquisitions of businesses, net of cash acquired - (16,216)
Earnout payments (4,186) (3,200)
Proceeds from sale of unconsolidated affiliate - 6,738
Collection of notes receivable 873 346
Net cash used in investing activities (27,169) (33,876)
Cash flows from financing activities:
Issuance of debt under revolving line of credit 37,100 -

11
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Issuance (repayment) of other debt, net
Payment of financing fees

Repayment of financed insurance premiums and
software maintenance, net

Repayment of capital leases
Repurchases of common stock
Proceeds from exercise of stock options

Issuance of common stock for employee stock
purchase plan

Cash received from minority interest partners
Dividends paid to minority interest partners

Net cash used in financing activities

Effect of exchange rate changes on cash
Increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of the period

Cash and cash equivalents, end of the period

See notes to unaudited condensed consolidated financial statements.

(4,5606)
(15)

(1,516)
(863)
(93,588)
5,497

535
535

(82)
(56,963)
2,839
11,365
92,918
$

104,283

6,912
(300)

(2,198)
(371)
(59,079)
10,150

319

(18)
(44,585)
(2,091)
(24,241)
94,099
$

69,858

12
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EGL, INC.
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS EQUITY
(unaudited)
(in thousands)

Common stock Treasury stock Accumulated
Additional other
paid-in  Retained comprehensive Unearned
Shares  Amount capital eamnings ¢ o Amount  NCome (loss)  compensation  Total

Balance at $ $ $ $ $ $ $
December 31,
2004 52,841 53 241,117 339,876  (926) (15,865) (12,625) (124) 552,432

Net income - - - 19,867 - - - - 19,867

Change in

value of

marketable

securities, net - - - - - - (2) - ()

Foreign

currency

translation

adjustments - - - - - - (7,899) - (7,899)

Issuance of

shares under

employee

stock

purchase plan - - (43) - 31 578 - - 535

Repurchase of
common
stock - - - - (4,934) (93,588) - - (93,588)

Exercise of

stock

options and

issuance

of restricted

stock

awards with

related tax

benefit 295 - 6,698 - 8 145 - (150) 6,693

Stock-based - - 31 - - - - 137 168
compensation

13
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expense
$ $ $ $ $ $ $

Balance at

June 30,2005 53,136 53 247,803 359,743  (5,821) (108,730) (20,526) (137) 478,206

See notes to unaudited condensed consolidated financial statements.

14



Edgar Filing: EGL INC - Form 10-Q
EGL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

The accompanying unaudited condensed consolidated financial statements have been prepared by EGL, Inc. (EGL or
the Company) in accordance with the rules and regulations of the Securities and Exchange Commission (the SEC) for
interim financial statements and, accordingly, do not include all information and footnotes required under generally
accepted accounting principles for complete financial statements. The financial statements have been prepared in
conformity with the accounting principles and practices disclosed in, and should be read in conjunction with, the
annual financial statements of the Company included in the Company s Annual Report on Form 10-K (File No.
0-27288). In the opinion of management, these interim financial statements contain all adjustments (consisting only
of normal recurring adjustments) necessary for a fair presentation of the Company s financial position at June 30, 2005
and the results of its operations for the three and six months ended June 30, 2005 and its cash flows for the six months
ended June 30, 2005. Results of operations for the three and six months ended June 30, 2005 are not necessarily
indicative of the results that may be expected for EGL s full fiscal year.

Note 1 - Organization, operations and summary of significant accounting policies

EGL is a global transportation, supply chain management and information services company dedicated to providing
flexible logistics solutions on a price competitive basis. The Company s services include air and ocean freight
forwarding, customs brokerage, local pick up and delivery service, materials management, warehousing, trade
facilitation and procurement and integrated logistics and supply chain management services. The Company provides
services in over 100 countries on six continents through offices around the world as well as through its worldwide
network of exclusive and nonexclusive agents. The principal markets for all lines of business are North America,
Europe and Asia with significant operations in the Middle East, India, South America and South Pacific (see Note 14).

Basis of presentation and principles of consolidation

The accompanying condensed consolidated financial statements include EGL and all of its wholly-owned subsidiaries
and investments which the Company controls, through majority ownership or other variable interests. All significant
intercompany balances and transactions have been eliminated in consolidation. Investments in 50% or less owned
affiliates, over which the Company has significant influence, are accounted for by the equity method. The Company
has reclassified certain prior period amounts to conform with the current period presentation.

Restatement of previously issued financial statements

The Company restated its historical financial statements for the first three quarters of 2004 for errors related to (1)
recognition of straight-line rent expense when the lease term in a real estate operating lease contains a period when
there are free or reduced rents (commonly referred to as rent holidays ) and scheduled rent increases, (2) reconciliation
of various account balances and (3) certain reclassification adjustments. See the Company s 2004 Form 10-K for
disclosures relating to this restatement of the Company s financial statements. All applicable amounts relating to the
restatement have been reflected in the condensed consolidated financial statements and notes to the condensed
consolidated financial statements.

15
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Use of estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to make estimates that affect the amounts reported in the financial statements and accompanying notes.
Management considers many factors in selecting appropriate operational and financial accounting policies and
controls, and in developing the assumptions that are used in the preparation of these financial statements.
Management must apply significant judgment in this process. Among the factors, but not fully inclusive of all factors
that may be considered by management in these processes are: the range of accounting policies permitted by
accounting principles generally accepted in the United States of America; management s understanding of the
Company s business both historical results and expected future results; the extent to which operational controls exist
that provide high degrees of assurance that all desired information to assist in the estimation is available and reliable
or whether there is greater uncertainty in the information that is available upon which to base the estimate;
expectations of the future performance of the economy,

16
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EGL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

both domestically, and globally, within various areas that serve the Company s principal customers and suppliers of
goods and services; expected rates of change, sensitivity and volatility associated with the assumptions used in
developing estimates; and whether historical trends are expected to be representative of future trends. The estimation
process often may yield a range of potentially reasonable estimates of the ultimate future outcomes and management
must select an amount that lies within that range of reasonable estimates which may result in the selection of
estimates which could be viewed as conservative or aggressive by others. Management uses its business and financial
accounting judgment in selecting the most appropriate estimates; however, actual amounts could and will differ from
those estimates.

Stock-based compensation

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

Six Months Ended Three Months Ended
June 30, June 30,
2005 2004 2005 2004
(Restated) (Restated)
$ $ $ $
Net income as reported 19,867 21,413 12,702 14,121
Add: Total stock-based compensation expense
included in
net income, net of tax 91 157 49 68
974 1,560 455 711

17
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Deduct: Total stock-based employee
compensation expense

determined under fair value based method for all
awards,

net of tax

Pro forma net income

Earnings per share:

Basic-as reported
Basic-pro forma
Diluted-as reported

Diluted-pro forma

18,984

0.39
0.37
0.38
0.37

20,010

0.46
0.44
0.45
0.42

$

12,296

0.25
0.24
0.25
0.24

13,478

0.31
0.30
0.30
0.28

18
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EGL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Comprehensive income (loss)

Components of comprehensive income are as follows (in thousands):

Six Months Ended Three Months Ended
June 30, June 30,
2005 2004 2005 2004
(Restated) (Restated)
$ $ $ $
Net income 19,867 21,413 12,702 14,121
Valuation change of marketable securities, net 2) - (2) -
Foreign currency translation adjustments (7,899) (2,900) (4,303) (3,533)
$ $ $ $
Comprehensive income 11,966 18,513 8,397 10,588

New accounting pronouncements

In December 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 123 (revised 2004),
Share-Based Payment (SFAS 123R), which replaces SFAS No. 123, Accounting for Stock-Based Compensation.

(SFAS 123) and supercedes APB Opinion No. 25, Accounting for Stock Issued to Employees. SFAS 123R requires
all share-based payments to employees, including grants of employee stock options and employee stock purchase
plans, to be recognized in the financial statements based on their fair values, beginning with the first interim or annual
period beginning after June 15, 2005, with early adoption encouraged. In April 2005, the SEC adopted a rule that
amends the adoption date of SFAS 123R to January 1, 2006. In addition, SFAS 123R will cause unrecognized
expense (based on the amount in the Company s pro forma footnote disclosure) related to options vesting after the date
of initial adoption to be recognized as a charge to results of operations over the remaining vesting period. The
Company is required to adopt SFAS 123R beginning January 1, 2006. Under SFAS 123R, the Company must
determine the appropriate fair value model to be used for valuing share-based payments, the amortization method for
compensation cost and the transition method to be used at the date of adoption. The transition alternatives include
prospective and retrospective adoption methods, prior periods may be restated either at the beginning of the year of
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adoption or for all periods presented. The prospective method requires that compensation expense be recorded for all
unvested stock options and share awards as of the beginning of the first quarter of adoption of SFAS 123R, while the
retrospective methods would record compensation expense for all unvested stock options and share awards beginning
with the first period restated. The Company is evaluating the requirements of SFAS 123R and expects the adoption of
SFAS 123R will have a material impact on the consolidated results of operations and, earnings per share.

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

In May 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Corrections (SFAS No. 154). SFAS
No. 154 replaces APB Opinion No. 20, Accounting Changes , and SFAS No. 3, Reporting Accounting Changes in
Interim Financial Statements, and changes the requirements for the accounting for and reporting of a change in
accounting principle. The Company is required to adopt SFAS No. 154 for accounting changes and error corrections
that occur after the beginning of 2007. The Company s results of operations and financial condition will only be
impacted by SFAS No. 154 if it implements changes in accounting principle that are addressed by the standard or
discovers in future periods errors which require correction.
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EGL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

On July 14, 2005, the FASB issued an exposure draft of a proposed Interpretation, Accounting for Uncertain Tax
Positions an Interpretation of FASB Statement No. 109. The proposed interpretation would require companies to
recognize the best estimate of an uncertain tax position only if it is probable of being sustained on audit by the
taxation authorities. Subsequently, the tax benefit would be derecognized (by either recording a tax liability or
decreasing a tax asset) when the probable threshold is no longer met and it is more likely than not that the tax position
will not be sustained.

The proposed Interpretation would be effective for years ending after December 15, 2005 and treated as a change in
accounting policy. It would require companies to assess all uncertain tax positions and only those meeting the
probable threshold at the transition date would continue to be recognized. The difference between the amount
previously recognized and the amount recognized after applying the proposed Interpretation would be recorded as the
cumulative-effect adjustment in the 2005 statement of operations (restatement is not permitted). The comment period
ends September 12, 2005. The Company has not yet determined any impact of this exposure draft.

Note 2 - Earnings per share

Basic earnings per share excludes dilution and is computed by dividing income available to common shareholders by
the weighted-average number of common shares outstanding for the three and six months ended June 30, 2005 and
2004. Diluted earnings per share reflects the potential dilution that could occur if securities or other contracts to issue
common stock were exercised or converted into common stock or resulted in the issuance of common stock that then
shared in the earnings of the entity. Stock options are the only potentially dilutive share equivalents the Company
currently has outstanding for the three and six months ended June 30, 2005. In addition, shares related to the
convertible notes issued in December 2001 are included in diluted earnings per share for the six months and three
months ended June 30, 2004. The notes were converted to common shares in December 2004.

The table below indicates the potential common shares issuable which were included for purposes of computing
diluted earnings per common share (in thousands):

Six Months Ended Three Months Ended
June 30, June 30,
2005 2004 2005 2004
(Restated) (Restated)
$ $ $ $
Net income used in basic earnings per common share 19,867 21,413 12,702 14,121

Interest expense and deferred financing fee
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amortization on convertible notes, net of tax -

$

Net income used in diluted earnings per common share 19,867

Weighted-average common shares outstanding used in
basic earnings
per common share 51,328

Net dilutive potential common shares issuable on

exercise of options 364
Conversion of convertible senior notes -
Weighted-average common shares and dilutive potential

common shares
used in diluted earnings per common share 51,692

1,840
$

23,253

45,819

317
5,736

51,872

12,702

50,614

249

50,863

920

15,041

44,744

464
5,736

50,944
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EGL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The table below indicates the potential common shares issuable which were excluded from diluted potential common
shares as their effect would be anti-dilutive (in thousands):

Six Months Ended Three Months Ended
June 30, June 30,
2005 2004 2005 2004
Net dilutive potential common shares issuable:
On exercise of options - exercise price greater than
average market value
during period 1,202 2,854 1,365 1,798

In addition, up to 311,000 shares associated with the December 2004 grant of contingently issuable restricted stock
and options have been excluded from the basic and diluted earnings per share calculation as the contingency has not
been met.

Note 3 Future lease obligations

The Company maintains facility accruals for its remaining lease obligations under noncancelable operating leases at
domestic and international locations that the Company has vacated due to excess capacity resulting from the Company
having multiple facilities in certain locations and changing business needs. All lease costs for facilities being
consolidated were charged to operations until the date that the Company vacated each facility. Vacant facility
accruals are included in other liabilities and other non-current liabilities on the condensed consolidated balance sheet.
The changes in these accruals during the six months ended June 30, 2005 are as follows:

Future lease
obligations, net
of subleasing
income

(in thousands)
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Accrued liability at December 31, 2004 $

6,576
Revisions to estimates 642
Payments (1,229)
Accrued liability at June 30, 2005 $

5,989

Amounts recorded for future lease obligations are net of approximately $20.3 million in anticipated future recoveries
from actual sublease agreements and $7.5 million from expected sublease agreements as of June 30, 2005. Sublease
income has been anticipated only in locations where sublease agreements have been executed as of June 30, 2005 or
are deemed probable of execution. The Company s lease agreements for these facilities expire from 2005 to 2025 and
sublease agreements expire from 2005 to 2012. There is a risk that subleasing transactions will not occur within the
same timing or pricing assumptions made by the Company, or at all, which could result in future revisions to these
estimates.

Note 4 Restructuring

In June 2005, the Company announced that it was eliminating approximately 350 full-time, part-time and contractor
positions in connection with a cost reduction plan. The reductions were primarily in the United States and Europe.
The Company incurred a pre-tax charge of approximately $1.6 million in connection with the reductions in workforce
in the second quarter of June 30, 2005. In Europe, the Middle East and Africa, North America and South America,
the charges incurred were approximately $1.1 million, $392,000 and $97,000, respectively. Of this amount,
approximately $537,000 had been paid as of June 30, 2005 and the remainder will be paid in the third quarter of 2005.

Note 5 Financing receivables

Financing receivables represent sales-type and direct-financing leases resulting from the marketing of trucks obtained
from third party manufacturers by Ashton Leasing Company. These receivables typically have terms from three

10
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EGL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

to five years and are usually collateralized by a security interest in the underlying assets. Financing receivables also
include billed receivables from operating leases. The components of net financing receivables, which are included in
other current receivables and other assets, are as follows:

June 30, December 31,
2005 2004
(in thousands)

$ $
Minimum lease payments receivable 19,105 13,116
Unearned income (7,159) (5,125)
Reserve for estimated driver defaults  (18) -
Financing receivables, net 11,928 7,991
Less current portion (2,305) (1,727)

$ $
Amounts due after one year

9,623 6,264

Note 6 Accrued selling, general and administrative expenses and other liabilities

Accrued selling, general and administrative expenses and other liabilities consist of the following amounts:

June 30, December 31,
2005 2004
(in thousands)
General and administrative expense $ $
accruals
24,817 28,949
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Insurance payable 16,804 7,161
Other current liabilities 14,706 13,610
Accrued professional fees and legal
matters 10,797 23,723
Other accrued taxes 6,300 6,958
Vacant facilities accruals 1,541 2,525
Total $ $

74,965 82,926

Note 7 Debt
Debt consists of the following amounts:
June 30, December 31,
2005 2004
(in thousands)

$ $
Revolving line of credit 37,100 -
Financed vehicles 14,874 9,821
Borrowings on international credit
facilities 9,514 8,953
Financed software licenses and
maintenance 3,330 3,366
Mortgage payable 1,228 1,347
Notes payable to sellers 600 5,600
Other debt 4,722 3,091
Total debt 71,368 32,178
Current portion of debt 53,200 19,426

$ $
Long-term debt

18,168 12,752

Domestic credit facility

Effective September 16, 2004, the Company entered into a new unsecured $150 million revolving credit facility
(Credit Facility). The Credit Facility is with a syndicate of six financial institutions, with Bank of America, N.A. (the
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Bank) as collateral and administrative agent for the lenders, and matures on September 15, 2009. The Credit Facility
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replaced a $100 million credit facility (Prior Credit Facility) that was to mature in December 2004. Borrowings under
the Credit Facility may be used to make dividends or share repurchases, working capital and capital expenditures,
make permitted acquisitions and for general corporate purposes. The Credit Facility contains a $75 million
sub-facility for letters of credit. The Company had $20.9 million in letters of credit outstanding and unused borrowing
capacity of $92.0 million under the Credit Facility as of June 30, 2005. Under the terms of the Credit Facility, the
Company is not required to pledge assets as collateral.

Amounts currently outstanding under the Credit Facility are classified as current portion of long-term debt on the
Company s condensed consolidated balance sheet as of June 30, 2005 as the Company s intent is to repay within twelve
months. As of June 30, 2005, the interest rate on this outstanding debt was 6.25%.

International credit facilities and other debt

As of June 30, 2005, the Company had $18.5 million capacity on international credit facilities and $9.5 million
outstanding under those facilities. Borrowings under international bank lines of credit are generally renewed upon
expiration. The notes payable to seller is composed of a note payable to the former owners of the Company s
wholly-owned subsidiary in Thailand, which is payable in annual installments of $200,000 through 2008. As of June
30, 2005, the Company has no amounts outstanding under financed insurance premiums; however, the Company may
finance future insurance premiums as the Company s insurance policies renew. Financed software licenses and
maintenance are payable in quarterly installments of approximately $736,000 each through March 2007. Loans for
financed vehicles are payable in monthly payments totaling approximately $307,000 through July 2010 and have
implied interest rates averaging 6.5%.

Note 8 Share repurchase program

On April 4, 2005, the Company s Board of Directors adopted a stock repurchase program to repurchase up to $60
million in value of the Company s outstanding common stock depending on market conditions and other factors with
an expiration date of August 4, 2005. On May 31, 2005, the Board of Directors approved an increase in the maximum
dollar amount of shares to be repurchased from $60 million to $120 million and extended the expiration date to
September 28, 2005. As of June 30, 2005, the Company has repurchased a total of 4.9 million shares at an average
price of $18.97 per share for approximately $93.6 million. As of July 29, 2005, an additional 35,200 shares have been
repurchased for approximately $705,000 resulting in total purchases of approximately $94.3 million at an average
price of $18.98 per share.

Note 9 Earnout payments
In connection with the Company s acquisition of Miami International Forwarders in 2003 and the buyout of a minority

interest partner in Thailand in 2001, the Company made earnout payments totaling $4.2 million in the six months
ended June 30, 2005.
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Note 10 Guarantees

The Company guarantees certain financial liabilities, the majority of which relate to the Company s freight forwarding
operations. The Company, in the normal course of business, is required to guarantee certain amounts related to
customs bonds and services received from airlines. These types of guarantees are usual and customary in the freight
forwarding industry. The Company operates as a customs broker and prepares and files all formal documentation
required for clearance through customs agencies, obtains customs bonds, facilitates the payment of import duties on
behalf of the importer and arranges for payment of collect freight charges. The Company also assists the importer in
obtaining the most advantageous commodity classifications, qualifying for duty drawback refunds and arranging for
surety bonds for importers.

12
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The Company secures guarantees primarily by three methods: a $75 million standby letter of credit subfacility (Note
7), surety bonds and security time deposits, which are restricted as to withdrawal for a specified timeframe and are
classified on the Company s balance sheet as restricted cash.

The Company issues IATA (International Air Transportation Association) related guarantees, customs bonds and
other working capital credit line facilities issued in the normal course of business. IATA-related guarantees and
customs bonds are issued to facilitate the movement and clearance of freight. Working capital credit line facilities
include, but are not limited to, facilities associated with insurance requirements and certain potential tax obligations.
Generally, facilities have one-year or two-year terms and are renewed upon expiration. As of June 30, 2005, total
IATA-related guarantees, customs bonds and other working capital credit line facilities were approximately $74.8
million. Approximately $54.2 million of guarantees, customs bonds and borrowings against credit line facilities were
outstanding, including guarantees of the Company s trade payables and accrued transportation costs and borrowings
against its international credit facilities of $21.8 million which were recorded as liabilities on the Company s
consolidated balance sheet.

Note 11 Contingencies

EEOC legal settlement

In December 1997, the U.S. Equal Employment Opportunity Commission ( EEOC ) issued a Commissioner s Charge
pursuant to Sections 706 and 707 of Title VII of the Civil Rights Act of 1964, as amended ( Title VII ). In the
Commissioner s Charge, the EEOC charged the Company and certain of its subsidiaries with violations of Section 703

of Title VII, as amended, the Age Discrimination in Employment Act of 1967, and the Equal Pay Act of 1963.

In May through July 2000, eight individuals filed suit against the Company in the United States District Court for the
Eastern District of Pennsylvania in Philadelphia, alleging gender, race and national origin discrimination, as well as
sexual harassment. The individual plaintiffs sought to certify a class of approximately 1,000 of the Company s current
and former employees and applicants.

On December 29, 2000, the EEOC filed a Motion to Intervene in the Philadelphia litigation, which was granted by the
Court in Philadelphia on January 31, 2001. In addition, the Philadelphia Court also granted the Company s motion that
the case be transferred to the United States District Court for the Southern District of Texas Houston Division where
the Company had previously initiated litigation against the EEOC due to what the Company believed to have been
inappropriate practices by the EEOC in the issuance of the Commissioner s Charge and in the subsequent
investigation.
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On October 2, 2001, the Company and the EEOC announced the filing of a Consent Decree settlement. Under the
Consent Decree, the Company agreed to pay $8.5 million into a fund to compensate individuals who claim to have
experienced discrimination ( Settlement Fund ). In addition, the Company agreed to contribute $500,000 to establish a
Leadership Development Program ( LDP ). In entering the Consent Decree, the Company made no admission of
liability or wrongdoing. The Consent Decree was approved by the District Court in Houston on October 1, 2001 and
became effective on October 3, 2002 following the dismissal of all appeals related to the Decree.

The Claims administration process under the Consent Decree was completed by the Company and the EEOC in early
2005. Of the 2,073 claims received, only 203 were deemed to be eligible for a monetary distribution from the
Settlement Fund. The total distribution amount for these 203 claims is approximately $903,000. The Company and
the EEOC submitted a proposed agreement to the Court in February 2005 regarding disbursements of the excess funds
in the Settlement Fund. On February 10, 2005 the Court entered an Order directing that the Company recapture $6.0
million plus accrued interest from the Settlement Fund. Release of these funds resulted in $6.0 million in income in
the first quarter of 2005. The Court also approved the parties agreement to transfer $1.4 million to the LDP. From
that amount, the Company reimbursed itself $582,000 for corporate funds previously expended on LDP expenses as of
December 31, 2004. The Court further approved the parties agreement to retain $1.1 million in the Settlement Fund
for the payment of eligible claims.
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Notices were sent to all ineligible and eligible claimants who had forty-five days to accept a monetary distribution or

opt out of the Consent Decree settlement. Through August 8, 2005, 166 eligible Claimants have been sent settlement
checks totaling approximately $775,000. Only three Claimants have rejected awards and opted out of the settlement.
Eligible claimants also had the option of objecting to an award, but to do so they must have notified the Claims
Administrator within thirty days of the date of their eligibility notice. To date, all objections have been resolved by
agreement between the EEOC and the Company s counsel. If any funds remain in the Settlement Fund after payment
of all claims, the remainder shall be deposited in the LDP.

To the extent any of the individual plaintiffs or any other persons who have opted out of the settlement pursue
individual claims; the Company intends to continue to vigorously defend against their allegations. The Company
currently expects to prevail in its defense of any remaining individual claims. There can be no assurance as to what
amount of time it will take to resolve any other lawsuits and related issues or the degree of any adverse affect these
matters may have on the Company s financial condition and results of operations. A substantial settlement payment or
judgment could result in a significant decrease in the Company s working capital and liquidity and recognition of a
loss in the Company s consolidated statement of operations.

Other legal matters

In addition, the Company is party to routine litigation incidental to its business, which primarily involve other
employment matters or claims for goods lost or damaged in transit or improperly shipped. Many of the other lawsuits
to which the Company is a party are covered by insurance and are being defended by the Company s insurance
carriers. The Company has established accruals for these other matters and it is management s opinion that the
resolution of such litigation will not have a material adverse effect on the Company s consolidated financial position.
However, a substantial settlement payment or judgment in excess of the Company s accruals could have a material
adverse effect on the Company s consolidated results of operations or cash flows.

Fire damage

On January 9, 2005, the Company s London (Thurrock) warehouse and all contents were destroyed by fire. The
Company maintains insurance coverage for damaged property, business interruption and cargo losses with insurance
limits of $35 million for damaged property and business interruption and $10 million for cargo losses.

During the first quarter of 2005, the Company recorded a loss and recognized an insurance recovery of $721,000 for
property destroyed in the fire. In February 2005, the Company received an interim payment on its property claim of
$673,000. The Company incurred $1.2 million of pre-tax operating losses in the first quarter of 2005 as a result of the
fire. A preliminary business interruption claim related to the fire has been submitted to our insurance carriers with a
$928,000 initial payment received in May 2005, of which $567,000, $163,000 and $198,000 are recorded in revenues,
personnel costs and other selling, general and administrative expenses, respectively, in the accompanying condensed
consolidated statement of operations, and the remaining proceeds expected to be received later this year for recovery
of these losses. In the first quarter of 2005, the Company recorded a liability of $6.5 million for its estimated cargo
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losses due to customers and an insurance receivable of $6.5 million as the insurance recovery is deemed probable.
Additionally, the liability for estimated cargo losses due to customers and the insurance receivable were reduced to
$4.3 million due to claims paid during the second quarter of 2005. Recovery of the Company s cargo claims continues
to be probable. The Company believes that proceeds will be received from its insurance carriers that will adequately
cover all claims made by its customers. However, additional claims could be submitted by EGL s customers in excess
of the Company s insurance limits, which could have a material impact on its financial position, cash flows and results
of operations.

Federal income tax audit
The Company s U.S. federal income tax returns from fiscal years 2000 to 2001 are currently subject to examination by

the Internal Revenue Service (IRS). On April 8, 2005, the Company received a Revenue Agent Report from the IRS
field examination team for which the Company was required to respond by May 16, 2005. On May 16th,
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the Company responded with a protest in response to the Agents Report contesting the proposed adjustments. On
June 8th, the IRS prepared a rebuttal report to the Company s protest for which no issues were resolved and the IRS
examination team subsequently forwarded the case to the Appeals division of the IRS for resolution. Discussions with
the Appeals division of the IRS are expected to begin by October of 2005. The income tax returns that are under audit
are the income tax returns filed by EGL for fiscal years ended September 30, 2000, September 30, 2001, December
31, 2001, and the final income tax return filed by Circle International Group, Inc., a subsidiary of EGL, for the fiscal
year ended October 2, 2000, when it was a separate company prior to the merger with EGL.

Specifically, the IRS is proposing to disallow various merger transaction costs taken as tax deductions related to the
merger of EGL and Circle, and to allocate certain merger and selling, general and administrative expenses to all of its
foreign affiliates which were taken as tax deductions on the 2000 and 2001 fiscal return years for both EGL and
Circle. The IRS is also proposing to disallow the deduction of various software research and development
expenditures that were taken as tax deductions on the 2000 and 2001 fiscal tax returns for EGL.

If the proposed adjustments were upheld, the Company would be required to pay a total amount of approximately $14
million in cash taxes, of which approximately $6.5 million would impact the consolidated statement of operations,
plus accrued interest of approximately $4 million through June 30, 2005. No penalties have been proposed by the IRS
as part of this examination. Interest will continue to accrue until the matters are resolved. The Company believes that
the matters raised by the IRS were properly reported on its U.S. federal income tax returns in accordance with
applicable laws and regulations in effect during the tax periods involved and is challenging these adjustments
vigorously. While the outcome of proceedings for these matters cannot be predicted with certainty, the Company
believes that its U.S. federal income tax returns were completed in accordance with applicable laws and regulations
and does not believe material adjustments to its tax returns are probable at this time. However there is no assurance
that the final outcome of the future proceedings with the IRS will not result in material adjustments which would have
a material adverse impact on the Company s results of operations, financial position and cash flows.

Note 12 Employee benefit plans

Certain of our international subsidiaries sponsor defined benefit pension plans covering certain full-time employees.
Benefits are based on the employee s years of service and compensation. The Company s plans are funded in
conformity with the funding requirements of applicable government regulations of the country in which the plans are

located. These foreign plans are not subject to the United States Employee Retirement Income Security Act of 1974.
Components of compensation expense consisted of the following (in thousands):

Six Months Ended Three Months Ended

June 30, June 30,
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Benefit cost for defined contribution
plans

Net benefit cost for defined benefit
plans:

Service cost

Interest cost

Expected return on plan assets
Amortization of prior service cost

Net pension enhancement and
curtailment/
settlement expense

Net benefit cost for defined benefit
plans

Contributions to benefit plans
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2005

1,132

$

1,165
1,126
(1,106)
180

1,371

1,281

15

2004

955

1,160
1,004
(935)
204

48

1,481

1,733

2005

580

582
560
(551)
89

683

335

2004

478

744
602
(574)
114

27

913

1,091

35



Edgar Filing: EGL INC - Form 10-Q
EGL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Estimated contributions to the defined benefit plans for the period of July 1 to December 31, 2005 are approximately
$699,000.

Note 13 Related party transactions

Aircraft usage payments

In conjunction with the Company s business activities prior to January 2005, the Company periodically utilized aircraft
owned by entities controlled by James R. Crane, the Company s Chief Executive Officer. The Company was charged
for actual usage of the plane on an hourly basis and billed on a periodic basis. During the three and six months ended
June 30, 2004, the Company reimbursed the entities controlled by Mr. Crane approximately $293,000 and $811,000,
respectively, for hourly usage of the plane. In January 2005, the Company purchased from an unrelated third party an
aircraft that was previously leased by an entity controlled by Mr. Crane for $12.5 million. The Company now uses its
own airplane for business travel, eliminating the use of Mr. Crane s aircraft and reimbursement thereof.

On July 18, 2005, the Compensation Committee of the Company s Board of Directors approved, in lieu of incremental
cash compensation, an arrangement to provide Mr. Crane, or his designees, with up to an aggregate of 150 hours per
year of personal use of the Company s aircraft without reimbursement by Mr. Crane. The Company intends to include
in Mr. Crane s taxable income each year the amount required by then-current U.S. federal income tax regulations. On
August 5, 2005, the Board of Directors of the Company approved, in lieu of additional director cash compensation
that would make the existing consideration package more competitive, an arrangement to provide the independent
members of the Board of Directors (the Directors) with limited personal usage of the Company s aircraft, without
reimbursement by the Directors. Personal usage of t