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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
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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

11
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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.

13
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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,

14
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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
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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 the aircraft by the Directors is subject to availability, with priority
given to the Company s usage, and the cumulative number of hours allowed for all Directors may not exceed 100
hours per year. The Company will record the number of hours utilized by each Director and include in such Director s
yearly taxable income the amount required by then current U.S. federal income tax regulations.

Shared employees

Certain of the Company s employees also perform services for unaffiliated companies owned by Mr. Crane. The
Company is reimbursed for these services based upon an allocation percentage of total salaries agreed to by the
Company and Mr. Crane. During the six months ended June 30, 2005 and 2004, the Company was reimbursed
$169,000 and $95,000, respectively. The Company received reimbursements of $94,000 and $59,000 for the quarter
ended June 30, 2005 and 2004, respectively. The amount billed but not received as of June 30, 2005 was $5,000 and
is included in other receivables on the consolidated balance sheets.
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Note 14 Business Segment Information

The Company is organized functionally in geographic operating segments. Accordingly, management focuses its
attention on revenues, net revenues, income before taxes, identifiable assets, capital expenditures and depreciation and
amortization in each of these geographical divisions when evaluating the effectiveness of geographic management.
During the second quarter of 2005, the Company s India operations were transferred from the Europe, Middle East
and Africa division to the Asia and South Pacific division. The financial information regarding the Company s
operations by geographic division has been revised to reflect this change for all periods presented.

Financial information regarding the Company s operations by geographic division for the three and six months ended
June 30, 2005 and 2004 are as follows (in thousands):
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Six months ended June 30,

2005:

Total revenues

Transfers between divisions

Revenues from customers

Total net revenues

Intercompany (profits)

losses

Net revenues

Income before taxes

Capital expenditures
Depreciation and

amortization
expense

Six months ended June 30,

2004:

Total revenues
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North
America

$

674,658
(10,779)
$

663,879
$

272,003

1,848
$

273,851
$

26,845
$

9,157
$

10,166

EGL, INC.

South
America

$

54,496
(2,837)
$

51,659
$

12,680

(1,478)
$

11,202

$

827

222

291

Europe,
Middle East
& Africa

$

328,249
(9,243)
$

319,006
$

95,563

(2,773)
$

92,790
$

(1,399)
$

1,068
$

2,138

Asia &
South
Pacific

$

457,686
(10,310)
$

447,376
$

69,682

2,403
$

72,085
$

12,449
$

2,167
$

2,088

(Continued)
Total
Reportable
Eliminations  Segments
$ $
(33,169) 1,481,920
33,169 -
$ $
- 1,481,920
$ $
- 449,928
$ $
- 449,928
$
38,722
$
12,614
$
14,683
$ $
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Transfers between divisions

Revenues from customers

Total net revenues

Intercompany (profits)
losses

Net revenues

Income (loss) before taxes

Capital expenditures

Depreciation and
amortization
expense

608,366
(10,567)
$

597,799
$

253,049

3,352
$

256,401
$

16,239
$

16,670
$

10,199

40,504
(2,903)
$

37,601
$

8,738

(1,856)
$

6,882

$

748

355

228

268,746
(9,103)
$

259,643
$

89,828

(4,125)
$

85,703
$

3,266
$

2,708
$

2,769

17
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336,289
(9,464)
$

326,825
$

58,197

2,629
$

60,826
$

11,764
$

2,047
$

2,045

(32,037)
32,037
$

1,221,868

$

1,221,868
$

409,812

$

409,812
$

32,017
$

21,780
$

15,241
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North
America
Three months ended June
30, 2005:
$
Total revenues 351,164
Transfers between divisions (5,790)
$
Revenues from customers 345,374
$
Total net revenues 142,481
Intercompany (profits)
losses 369
$
Net revenues 142,850
$
Income before taxes 17,611
$
Capital expenditures 3,951
Depreciation and $
amortization
expense 5,222
Three months ended June
30, 2004:
Total revenues $

EGL, INC.

South
America

29,602
(1,551)

28,051

7,005

(670)

6,335

306

148

152

Europe,
Middle East
& Africa

$

171,340
(4,973)
$

166,367
$

50,060

(1,573)
$

48,487
$

1,599
$

683

1,109

Asia &
South
Pacific

$

246,822
(5,360)
$

241,462
$

36,950

1,874
$

38,824
$

6,369
$

1,637
$

1,117

(Continued)
Total
Reportable
Eliminations  Segments
$ $
(17,674) 781,254
17,674 -
$ $
- 781,254
$ $
- 236,496
$ $
- 236,496
$
25,885
$
6,419
$
7,600
$ $
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Transfers between divisions

Revenues from customers

Total net revenues

Intercompany (profits)
losses

Net revenues

Income (loss) before taxes

Capital expenditures

Depreciation and
amortization
expense

313,309
(5,356)
$

307,953
$

129,968

1,558
$

131,526
$

14,543
$

11,137
$

5,069
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22,528
(1,490)
$

21,038
$

4,581

(823)
$

3,758

$

358

170

120

137,859

(4,881)
$

132,978

$

44,076

(2,324)
$

41,752
$

1,509
$

1,241
$

1,490

180,174
(4,830)
$

175,344
$

30,446

1,589
$

32,035
$

6,424
$

868
$

1,075

(16,557)
16,557
$

637,313

$

637,313
$

209,071

$

209,071
$

22,834
$

13,416
$

7,754

Revenues from transfers between divisions represent approximate amounts that would be charged if an unaffiliated
company provided the services. Revenues and expenses for geographic divisions include 100 percent of amounts for
unconsolidated affiliates directly involved in freight forwarding activities. Total divisional revenues are reconciled
with total consolidated revenues by eliminating inter-divisional revenues and revenues and expenses for
unconsolidated affiliates. Income (loss) before taxes includes profits (losses) on intercompany transactions.

Performance measurement and resource allocation for the reportable segments are based on many factors. The
primary financial measures used by management to evaluate the operating performance of the Company s segments
include the revenues, costs and expenses directly controlled by each reportable segment and exclude the following:

certain costs related to general corporate functions and

interest and certain other miscellaneous nonoperating income and expenses not directly used in assessing the

performance of the operating segments.
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The Company does not maintain a corporate balance sheet, therefore segment asset information monitored by
management includes general corporate assets, as applicable, in the respective operating segments.
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The reconciliation between income before taxes, capital expenditures and depreciation and amortization for reportable
segments to consolidated amounts is as follows (in thousands):

Six Months Ended

Three Months Ended

2005 2004 2005 2004
$ $ $ $
Income before taxes for reportable
segments 38,722 32,017 25,885 22,834
Interest, corporate administrative
expenses
and other miscellaneous
nonoperating
income (expense) (2,134) 3,012 2,617) (466)
$ $ $ $
Income before taxes 36,588 35,029 23,268 22,368
$ $ $ $
Capital expenditures for reportable
segments 12,614 21,780 6,419 13,416
Capital expenditures not allocated to
segments 12,817 156 318 98
$ $ $ $
Capital expenditures 25,431 21,936 6,737 13,514
Depreciation and amortization for $ $ $ $
reportable
segments 14,683 15,241 7,600 7,754
Depreciation and amortization not
allocated to
segments 3,100 1,789 1,549 998
$ $ $ $
Depreciation and amortization 17,783 17,030 9,149 8,752
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The Company s identifiable assets by geographic division are summarized below (in thousands):

Europe,
Middle
North South East & Asia &
America America Africa South Pacific Consolidated
$ $ $ $ $
Balance at June 30, 2005 581,224 36,226 232,352 217,345 1,067,147
$ $ $ $ $
Balance at December 31, 2004 612,072 38,900 242,953 200,938 1,094,863
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ITEM2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following is management s discussion and analysis of certain significant factors that have affected selected aspects

of the Company s financial position and operating results during the periods included in the accompanying unaudited

condensed consolidated financial statements. This discussion should be read in conjunction with the condensed

consolidated financial statements as of and for the three and six months ended June 30, 2005 and the discussion under
Management s Discussion and Analysis of Financial Condition and Results of Operations in the annual audited

financial statements included in the Company s Annual Report on Form 10-K for the year ended December 31, 2004

(File No. 0-27288).

Restatement of Previously Issued Financial Statements

We restated our 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 note 2 of our 2004 Form 10-K for complete
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 included in this report.

Overview

The primary macroeconomic growth indicators of our business include general growth in the economy, international
trade, particularly out of Asia, the level of high-tech spending and the increase in outsourcing of logistics projects.
Drivers over which we have some control and focus on internally are our ability to: (1) link transportation services
with our logistics services, (2) cross-sell our services to existing and prospective customers and (3) collaborate with
our customers to provide flexible, cost-effective and profitable supply chain solutions.

We achieved gross revenues of $781 million for the quarter ended June 30, 2005, a 22.6% increase over gross
revenues of $637 million in the second quarter of 2004. Our financial position was strengthened by higher gross and
net revenues in the second quarter of 2005. Despite growth in business, we remain committed to leveraging our
infrastructure by containing our operating expenses and improving our yield management in 2005.

Our results of operations, cash flows and financial position for the second quarter of 2005 reflect, among other things,
the following:

decline in net revenue margins reflecting the rising fuel costs and higher rate of growth in the lower margin (but
higher net revenue per shipment) international air and ocean products;
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improved volumes in the North America forwarding market;

higher effective tax rate due to tax operating losses in certain European countries;

foreign exchange gains of $1.5 million;

receipt of $928,000 as an initial payment on business interruption claims for a warehouse fire in our UK operations;

a pre-tax charge of $1.6 million for workforce reductions, mainly in certain European and USA locations;

the repurchase of 4.9 million shares for $93.6 million under our share repurchase program; and

improved working capital management to increase cash flows from operating activities.

20
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OPERATIONS (CONTINUED)

Decline in net revenue margins. Net revenue margins declined to 30.3% in the second quarter of 2005 compared to
32.8% in the second quarter of 2004, reflecting decreases in margins in air freight forwarding and customs brokerage
and other revenues. Air freight forwarding margin deterioration is due to under-recovered fuel costs and compressed
yields between Asia and the U.S. Customs brokerage and other margin deterioration is due to the termination or
completion of several high margin projects.

North America forwarding market. Deferred shipment (third through fifth day) volumes increased by 9.3% in the
second quarter of 2005 consistent with an increase of 9.3% in the second quarter of 2004 and priority (next flight out,
next day or second day) volumes showed an increase of 7.0% in the second quarter of 2005 versus a decline of 5.5%
in the second quarter of 2004. In addition, U.S. imports and exports continue to increase, reflecting the strength of the
U.S. economy and the continued shift of production overseas. The improvement in domestic shipment volumes added
significantly to our increase in gross revenues during the quarter and improved results of operations.

Income tax. The effective tax rate for the second quarter of 2005 was 45.4%, due to tax operating losses in certain
European countries without any tax loss carryforward benefit recorded for those countries.

Foreign exchange impact on results of operations. Our cash flows and net income are subject to fluctuations due to
changes in exchange rates. We provide services to customers in locations throughout the world and, as a result,
operate with many currencies, including the key currencies of North America, Latin America, Asia, the South Pacific
and Europe. In the second quarter of 2005, we incurred $1.5 million of net foreign exchange gains primarily due to
strengthening of the Brazilian real against the U.S. dollar. In addition, international revenues and costs increased over
the prior year due to the effects of translating amounts from foreign functional currencies to the U.S. dollar.

Warehouse fire in UK operations. On January 9, 2005, our London (Thurrock) warehouse and all contents were
destroyed by fire. We incurred $1.2 million of operating losses in the first quarter of 2005 as a result of the fire and
received an initial payment of $928,000 in the second quarter of 2005 on our business interruption claim submitted to
our insurance carriers.

Workforce reductions. In the second quarter of 2005, we eliminated approximately 350 full-time, part-time and
contractor positions primarily in the United States and Europe as part of a cost reduction plan. The workforce
reduction resulted in a pre-tax charge of approximately $1.6 million during the second quarter of 2005 for termination
benefits.

Share repurchase program. On April 4, 2005, our Board of Directors adopted a stock repurchase program to
repurchase up to $60 million of EGL s outstanding common stock depending on market conditions and other factors.
On May 31, 2005, the Board of Directors approved an increase in the maximum dollar amount of shares to be
purchased from $60 million to $120 million. The share repurchase program expires on September 28, 2005. As of
June 30, 2005, we have repurchased a total of 4.9 million shares at an average price of $18.97 per share for
approximately $93.6 million.
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Cash flows from operations. Cash flows from operations during the six months ended June 30, 2005 was $92.7
million, reflecting improved management of our working capital, particularly continued focus on our collection of
trade receivables, and recapture of $6.0 million of restricted cash from the EEOC Settlement Fund.

Our organization continues to focus on improving yields through strong management of purchased transportation

costs and fuel surcharges by attempting to pass the costs through to our customers and improving the results in our
European operations.
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Six Months Ended June 30,
2005 2004
(Restated)
% of Total % of Total
Amount Revenues Amount Revenues

(in thousands, except percentages)

Revenues:
$ $
Air freight forwarding 953,711 64.3 795,694 65.1
Ocean freight forwarding 220,208 14.9 169,031 13.8
Customs brokerage and other 308,001 20.8 257,143 21.1
$ $
Revenues 1,481,920 100.0 1,221,868 100.0
% of % of
Amount Revenues Amount Revenues
Net revenues:
$ $
Air freight forwarding 262,065 27.5 238,771 30.0
Ocean freight forwarding 44,292 20.1 35,621 21.1
Customs brokerage and other 143,571 46.6 135,420 52.7
$ $
Net revenues 449,928 304 409,812 33.5
% of Net % of Net
Revenues Revenues
Operating expenses:
Personnel costs 261,124 58.0 229,781 56.1
Other selling, general and 160,053 35.6 150,823 36.8
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administrative

expenses

EEOC legal settlement (5,975) (1.3) - -

Operating income 34,726 7.7 29,208 7.1

Nonoperating income, net 1,862 0.4 5,821 1.4

Income before provision for

income taxes 36,588 8.1 35,029 8.5

Provision for income taxes 16,721 3.7 13,616 3.3
$ $

Net income 19,867 4.4 21,413 5.2

Six Months Ended June 30, 2005 Compared to Six Months Ended June 30, 2004

Revenues increased $260.0 million, or 21.3%, to $1,481.9 million in the six months ended June 30, 2005 compared to
$1,221.9 million in the six months ended June 30, 2004 due to increases from all product lines. Net revenues, which
represent revenues less freight transportation costs, increased $40.1 million, or 9.8%, to $449.9 million in the six
months ended June 30, 2005 compared to $409.8 million in the six months ended June 30, 2004 due to significant
increases in ocean freight forwarding and increases in both air freight forwarding and customs brokerage and other net
revenues. Net revenue margins of 30.4% for the six months ended June 30, 2005 declined from the six months ended
June 30, 2004 reflecting the rising fuel costs and higher rate of growth in the lower margin (but higher net revenue per
shipment) international air and ocean products. Our international revenues and costs also increased over prior year
due to the effects of translating amounts to the U.S. dollar.

Air freight forwarding revenues. Air freight forwarding revenues increased $158.0 million, or 19.9%, to $953.7
million in the six months ended June 30, 2005 compared to $795.7 million in the six months ended June 30, 2004
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primarily due to volume increases in all geographic divisions, especially in Asia Pacific where we continue to see
large increases in both volumes and weights shipped.

Air freight forwarding net revenues increased $23.3 million, or 9.8%, to $262.1 million in the six months ended June
30, 2005 compared to $238.8 million in the six months ended June 30, 2004. Air freight forwarding margins
decreased to 27.5% for the six months ended June 30, 2005 compared to 30.0% for the six months ended June 30,
2004, primarily due to declines in North America and Asia Pacific due to higher fuel costs not absorbed by our
customers.

Ocean freight forwarding revenues. Ocean freight forwarding revenues increased $51.2 million, or 30.3%, to $220.2
million in the six months ended June 30, 2005 compared to $169.0 million in the six months ended June 30, 2004.
The increase in revenues was principally due to volume increases in all geographic divisions due to our increased
focus on the ocean market and our customers continued shift toward a lower cost deferred product.

Ocean freight forwarding net revenues increased $8.7 million, or 24.4%, to $44.3 million in the six months ended June
30, 2005 compared to $35.6 million in the six months ended June 30, 2004, primarily due to increases in North
America. Ocean freight forwarding margins, however, decreased to 20.1% in the six months ended June 30, 2005
compared to 21.1% in the six months ended June 30, 2004 due to higher carrier rates and increased volumes of
business in the competitive transpacific east bound and Asia to Europe tradelanes.

Customs brokerage and other revenues. Customs brokerage and other revenues, which include warehousing,
distribution and other logistics services, increased $50.9 million, or 19.8%, to $308.0 million in the six months ended
June 30, 2005 compared to $257.1 million in the six months ended June 30, 2004. Customs brokerage revenues
increased primarily due to growth in Europe/Middle East trade activity. Warehousing and logistics revenues
increased due to growth in North America and Asia Pacific.

Customs brokerage and other net revenues increased by $8.2 million, or 6.1%, to $143.6 million in the six months
ended June 30, 2005 compared to $135.4 million in the six months ended June 30, 2004. Customs brokerage and
other margins, however, decreased to 46.6% for the six months ended June 30, 2005 compared to 52.7% for the six
months ended June 30, 2004 primarily due to lower margins in Europe/Middle East, Asia Pacific and North America
resulting from termination or completion of several high margin projects.

Personnel costs. Personnel costs include all compensation expenses, including those relating to sales commissions
and salaries and to headquarters employees and executive officers. Personnel costs increased $31.3 million, or 13.6%,
to $261.1 million in the six months ended June 30, 2005 compared to $229.8 million in the six months ended June 30,
2004. The increase in personnel costs was primarily due to increased hiring as a result of the increase in business
activity and to foreign exchange effects. In addition, during the six months ended June 30, 2005, we recorded charges
of $1.6 million for workforce reductions, mainly in certain European and USA locations. As a percentage of net
revenues, personnel costs were 58.0% in the six months ended June 30, 2005 compared to 56.1% in the six months
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ended June 30, 2004. Our average headcount during the six months ended June 30, 2005, increased only 12.0%
compared to a 21.3% increase in gross revenues.

Other selling, general and administrative expenses. Other selling, general and administrative expenses increased $9.3
million, or 6.2%, to $160.1 million in the six months ended June 30, 2005 compared to $150.8 million in the six
months ended June 30, 2004. As a percentage of net revenues, other selling, general and administrative expenses
decreased to 35.6% for the six months ended June 30, 2005 compared to 36.8% for the same period in 2004. The
increase is primarily due to increased fees for the continued deployment of our Vision suite of technologies freight
forwarding, accounting and human resources systems as well as increased accounting and tax fees and increased
property taxes offset by a decrease in facility expense. The decrease in facility expense is primarily due to a $5.8
million charge for idle facilities, including the subleasing of an excess facility in Miami, in the second quarter of 2004.
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EEOC legal settlement. During the six months ended June 30, 2005, we recaptured $6.0 million of the $8.5 million
previously held in a fund to resolve potential claims in connection with a 2001 consent decree with the EEOC,
resulting primarily from a significantly lower number of qualified claimants than originally projected.

Nonoperating income (expense), net. For the six months ended June 30, 2005, nonoperating income, net was $1.9
million compared to nonoperating income, net of $5.8 million for the six months ended June 30, 2004. The $3.9
million change is primarily due to a $6.7 million gain on the sale of our investment in Miami Air in the second quarter
of 2004 as well as a $1.4 million increase in foreign exchange gains due to a strengthening of the U.S. dollar, a $3.0
million decrease in interest expense and a $423,000 increase in interest income, and a $2.2 million decrease in income
from affiliates in the six months ended June 30, 2005 as compared to the six months ended June 30, 2004. Loss from
affiliates was $44,000 for the six months ended June 30, 2005 compared to income of $2.1 million for the six months
ended June 30, 2004 primarily from our investment in TDS Logistics, Inc., which was sold in the third quarter of
2004.

Effective tax rate. The effective income tax rate for the six months ended June 30, 2005 was 45.7% compared to
38.9% for the six months ended June 30, 2004. The higher tax rate was due to deferred tax benefits which are not able
to be recognized for certain European jurisdictions that are in loss positions for 2005. For the remainder of 2005, we
expect our effective income tax rate to approximate 39-41% for our continuing operations.

Results of Operations

Three Months Ended June 30,
2005 2004
(Restated)
% of Total % of Total
Amount Revenues Amount Revenues

(in thousands, except percentages)

Revenues:
$ $
Air freight forwarding 509,108 65.1 413,811 65.0
Ocean freight forwarding 115,335 14.8 91,367 14.3
Customs brokerage and other 156,811 20.1 132,135 20.7
$ $
Revenues 781,254 100.0 637,313 100.0
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% of

Revenues

Net revenues:
$

Air freight forwarding 138,829 27.3
Ocean freight forwarding 23,428 20.3
Customs brokerage and other 74,239 473
Net revenues 236,496 30.3

% of Net

Revenues
Operating expenses:
Personnel costs 135,922 57.5
Other selling, general and
administrative
expenses 79,571 33.6
Operating income 21,003 8.9
Nonoperating income, net 2,265 1.0
Income before provision for income
taxes 23,268 9.9
Provision for income taxes 10,566 4.5

$

Net income 12,702 54
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$

122,976
18,389
67,706
209,071

115,567

77,899
15,605
6,763

22,368
8,247
$

14,121

% of
Revenues

29.7

20.1

51.2

32.8
% of Net
Revenues

55.3

37.2
7.5
3.2

10.7
39

6.8
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Three Months Ended June 30, 2005 Compared To Three Months Ended June 30, 2004

Revenues increased $144.0 million, or 22.6%, to $781.3 million in the three months ended June 30, 2005 compared to
$637.3 million in the three months ended June 30, 2004 due to increases from all product lines. Net revenues, which
represent revenues less freight transportation costs, increased $27.4 million, or 13.1%, to $236.5 million in the three
months ended June 30, 2005 compared to $209.1 million in the three months ended June 30, 2004 due to increases in
both air freight forwarding and customs brokerage and other net revenues followed by modest increases in ocean
freight forwarding net revenues. Net revenue margins of 30.3% for the six months ended June 30, 2005 declined from
32.8% the second quarter of 2004, reflecting rising fuel costs and a higher rate of growth in the lower margin (but
higher net revenue per shipment) international air and ocean products.

Air freight forwarding revenues. Air freight forwarding revenues increased $95.3 million, or 23.0%, to $509.1 million
in the three months ended June 30, 2005 compared to $413.8 million in the three months ended June 30, 2004
primarily due to volume increases in all geographic divisions, especially in Asia Pacific where we continue to see
large increases in both volumes and weights shipped.

Air freight forwarding net revenues increased $15.8 million, or 12.8%, to $138.8 million in the three months ended
June 30, 2005 compared to $123.0 million in the three months ended June 30, 2004. Air freight forwarding margins
decreased to 27.3% for the three months ended June 30, 2005 compared to 29.7% for the three months ended June 30,
2004, primarily due to increased fuel costs not absorbed by our customers.

Ocean freight forwarding revenues. Ocean freight forwarding revenues increased $23.9 million, or 26.1%, to $115.3
million in the three months ended June 30, 2005 compared to $91.4 million in the three months ended June 30, 2004.
The increase in revenues was principally due to volume increases in all geographic divisions, especially Asia Pacific,
due to our increased focus on the ocean market and our customers continued shift toward a lower cost deferred
product.

Ocean freight forwarding net revenues increased $5.0 million, or 27.2%, to $23.4 million in the three months ended
June 30, 2005 compared to $18.4 million in the three months ended June 30, 2004 primarily due to increases in
Europe/Middle East and North America. Ocean forwarding margins increased to 20.3% in the three months ended
June 30, 2005 compared to 20.1% in the three months ended June 30, 2004 due primarily to improved margins on
ocean exports out of North America due to higher capacity introduced by carriers.

55



Edgar Filing: EGL INC - Form 10-Q

Customs brokerage and other revenues. Customs brokerage and other revenues, which include warehousing,
distribution and other logistics services, increased $24.7 million, or 18.7%, to $156.8 million in the three months
ended June 30, 2005 compared to $132.1 million in the three months ended June 30, 2004. Customs brokerage
revenues increased primarily due to growth in Europe/Middle East trade activity. Warehousing and logistics revenues
increased due to growth in Europe/Middle East and Asia Pacific.

Customs brokerage and other net revenues increased by $6.5 million, or 9.6%, to $74.2 million in the three months
ended June 30, 2005 compared to $67.7 million in the three months ended June 30, 2004. Customs brokerage and
other margins decreased to 47.3% for the three months ended June 30, 2005 compared to 51.2% for the three months
ended June 30, 2004, primarily due to lower margins in North America and Europe/Middle East resulting from
termination or completion of several high margin projects.

Personnel costs. Personnel costs include all compensation expenses, including those relating to sales commissions
and salaries and to headquarters employees and executive officers. Personnel costs increased $20.3 million, or 17.6%,
to $135.9 million in the three months ended June 30, 2005 compared to $115.6 million in the three months ended June
30, 2004. As a percentage of net revenues, personnel costs were 57.5% in the three months ended June 30, 2005
compared to 55.3% in the three months ended June 30, 2004. The increase in personnel costs was primarily due to the
increase in business activity and foreign exchange effects as well as an increase in incentive
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compensation expense. EGL has historically maintained incentive bonus, profit sharing and sales commission
compensation plans to reward attainment of targets. For 2005, we introduced incentive bonus and profit sharing
compensation plans which include a combination of target achievements related to total company financial
performance, business unit financial performance and individual goals and objectives. The change in the plans
resulted in a higher level of incentive compensation expense in the second quarter of 2005.

Other selling, general and administrative expenses. Other selling, general and administrative expenses increased $1.7
million, or 2.2%, to $79.6 million in the three months ended June 30, 2005 compared to $77.9 million in the three
months ended June 30, 2004. As a percentage of net revenues, other selling, general and administrative expenses were
33.6% in the three months ended June 30, 2005 compared to 37.2% in the three months ended June 30, 2004. The
increase is primarily due to increased fees for the continued deployment of our Vision suite of technologies freight
forwarding, accounting and human resources systems as well as increased accounting and tax fees and increased
insurance costs, offset by a decrease in facility expense. The decrease in facility expense is primarily due to a $5.8
million charge for idle facilities, including the subleasing of an excess facility in Miami, in the second quarter of 2004.

Nonoperating income (expense), net. For the three months ended June 30, 2005, nonoperating income, net, was $2.3
million compared to nonoperating income, net of $6.8 million for the three months ended June 30, 2004. The $4.5
million change was primarily due to a $6.7 million gain on the sale of our investment in Miami Air in the second
quarter of 2004, as well as a $1.1 million increase in foreign exchange gains due to a strengthening of the U.S. dollar,
a $1.6 million decrease in interest expense and a $649,000 increase in interest income, and a $1.4 million decrease in
income from affiliates for the three months ended June 30, 2005 as compared to the three months ended June 30,
2004. Income from affiliates was $35,000 in the second quarter of 2005 compared to $1.4 million in the second
quarter of 2004.

Effective tax rate. The effective tax rate for the three months ended June 30, 2005 was 45.4% compared to 36.9%.

The increase in the effective tax rate is due to deferred tax benefits which are not able to be recognized for certain
European jurisdictions that are in expected loss positions for 2005. For the remainder of 2005, we expect our effective
income tax rate to approximate 39-41% for our continuing operations.

Liquidity and Capital Resources
General

Our ability to satisfy our debt obligations, fund working capital and make capital expenditures depends upon our
future performance, which is subject to general economic conditions and other factors, some of which are beyond our
control. If we achieve significant near-term revenue growth, we may experience a need for increased working capital
financing as a result of the difference between our collection cycles and the timing of our payments to vendors.
Historically, we have generated higher cash flow from operations in the first half of the year than the second half of
the year, reflecting the seasonality of our business.
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We make significant disbursements on behalf of our customers for transportation costs (primarily ocean) and customs
duties for which the customer is the primary obligor. The billings to customers for these disbursements, which are
several times the amount of revenues and fees derived from these transactions, are not recorded as revenues and
expense on our statement of operations; rather, they are reflected in our trade receivables and trade payables. Growth
in the level of this activity or lengthening of the period of time between incurring these costs and being reimbursed by
our customers for these costs may negatively affect our liquidity.

As primarily a non-asset based freight forwarder, we do not have significant capital expenditures that would be
required of an asset based forwarder. We believe our anticipated capital expenditures for 2005 will be in the range of
$48 to $52 million, with a range of $26 to $30 million expected on information systems expenditures. Our capital
expenditures for the six months ended June 30, 2005, were $25.4 million, including $12.5 million for the purchase of
a corporate plane. In addition, on April 4, 2005 our Board of Directors authorized the repurchase of up to $60 million,
depending on market conditions and other factors, of our outstanding common stock in connection with a stock
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repurchase program. On May 31, 2005, the Board of Directors extended the stock repurchase program to September
28, 2005 and authorized the repurchase of an additional $60 million of our common stock (resulting in a total of $120
million). As of June 30, 2005, we had repurchased 4.9 million shares of our outstanding common stock at an average
price of $18.97 per share or $93.6 million in total. During the month of July 2005, we repurchased an additional
35,200 shares for approximately $705,000, resulting in total purchases of approximately $94.3 million at an average
price of $18.98.

Based on current plans, we believe that our existing capital resources, including $104.3 million of cash and cash
equivalents and $92.0 million of available borrowing capacity on our credit facility, will be sufficient to meet working
capital requirements through June 30, 2006. However, future changes in our business could cause us to consume
available resources before that time. Additionally, funds may not be available when needed and even if available,
additional funds may be raised through financing arrangements and/or the issuance of preferred or common stock or
convertible securities on terms and prices significantly more favorable than those of the currently outstanding
common stock, which could have the effect of diluting or adversely affecting the holdings or rights of our existing
stockholders. If adequate funds are unavailable, we may be required to delay, scale back or eliminate some of our
operating activities, including, without limitation, the timing and extent of our marketing programs, and the extent and
timing of hiring additional personnel. We cannot provide assurance that additional financing will be available to us on
acceptable terms, or at all.

Cash flows from operating activities. Net cash provided by operating activities was $92.7 million in the six months
ended June 30, 2005 compared to $56.3 million in the six months ended June 30, 2004. The increase in the six
months ended June 30, 2005 was primarily due to a $44.7 million net increase in cash from changes in working capital
for the six months ended June 30, 2005 compared to a $22.7 million net increase in cash from changes in working
capital for the six months ended June 30, 2004. The positive working capital cash flow in the second quarter of 2005
was due to a decrease in trade receivables resulting from continued focus on timely collection of our balances.
Additionally during the six months ended June 30, 2005, $7.6 million was transferred from restricted cash primarily
as a result of the U.S. District Court order granting the recapture of $6.0 million of the Settlement Fund.

Cash flows from investing activities. Net cash used in investing activities in the six months ended June 30, 2005 was
$27.2 million compared to $33.9 million in the six months ended June 30, 2004. We incurred capital expenditures of
$25.4 million during the six months ended June 30, 2005 as compared to $21.9 million during the six months ended
June 30, 2004. $12.5 million of the capital expenditures in 2005 relate to the purchase of a corporate plane. In
connection with our acquisition of Miami International Forwarders in 2003 and the buyout of a minority interest
partner in Thailand in 2001, we made earnout payments totaling $4.2 million and $3.2 million in the six months ended
June 30, 2005 and 2004, respectively. Additionally, in 2004, we sold our investment in Miami Air International to an
unrelated party for approximately $6.7 million in cash. We also acquired a 49% interest our subsidiaries in Spain and
Portugal for a purchase price of approximately $6.0 million in cash.
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Cash flows from financing activities. Net cash used in financing activities in the six months ended June 30, 2005 was
$57.0 million compared to $44.6 million in the six months ended June 30, 2004. During the six months ended June
30, 2005, we repurchased approximately 4.9 million shares or our commons stock for $93.6 million in cash compared
to 3.4 million shares of our common stock for $59.1 million in cash that was repurchased and retired in the six months
ended June 30, 2004. Net issuance of debt was $32.5 million for the six months ended June 30, 2005 compared to
$6.9 million in the six months ended June 30, 2004. We received $5.5 million in proceeds from the exercise of
approximately 295,000 stock options in the six months ended June 30, 2005 compared to $10.2 million in proceeds
from the exercise of approximately 571,000 stock options in the six months ended June 30, 2004. Repayment of
capital leases and software maintenance was $2.4 million for the six months ended June 30, 2005 compared to
repayment of capital leases, software maintenance and financed insurance premiums of $2.6 million in the six months
ended June 30, 2004.
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Credit facility

Effective September 16, 2004, we entered into a new unsecured $150 million revolving credit facility (Credit
Facility). The Credit Facility is with a syndicate of six financial institutions, with Bank of America, N.A. as collateral
and administrative agent for the lenders, and matures on September 15, 2009. The Credit Facility 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, for working capital and capital expenditures, make
permitted acquisitions and for general corporate purposes. The Credit Facility contains a $75 million sub-facility for
letters of credit. We had $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, we are not required to pledge
assets as collateral.

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

Release of restricted cash. In February 2005, in response to a joint motion filed by EGL and the EEOC, a U.S.
District Court ordered the return of $6.0 million to us of the $8.5 million previously held in an established fund to
resolve potential claims in connection with a 2001 consent decree (see note 11 of the notes to our consolidated
financial statements). The joint motion and subsequent order resulted primarily from a significantly lower number of
qualified claimants than originally projected. The aggregate amount expected to be paid for all claims is less than
$1.0 million. Release of these funds resulted in $6.0 million in income in the first quarter of 2005.

Other guarantees. Several of our foreign operations guarantee amounts associated with our international freight
forwarding services. These include IATA (International Air Transportation Association) guarantees, customs bonds
and other working capital credit facilities issued in the normal course of business. As of June 30, 2005, guarantees
and credit facilities totaled $74.8 million, and we had $54.2 million of guarantees, customs bonds and borrowings
against facilities outstanding, including guarantees of our trade payables and accrued transportation costs and
borrowings against our international credit facilities of $21.8 million which were recorded as liabilities on our
condensed consolidated balance sheet.

Capital expenditures. We are in the process of developing and implementing computer system solutions for
operational, human resources and financial systems. Once placed into service, depreciation related to the systems is
charged on a straight-line basis over the expected useful life of the software. As of June 30, 2005, $36.8 million of
this software was under development and was not being depreciated. Our expected capital expenditures for the year
ending December 31, 2005 are approximately $48 to $52 million, including approximately $26 to $30 million for
information technology development and upgrades.
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Litigation. In addition to the EEOC matter (see note 11 of the notes to our condensed consolidated financial
statements), we are party to routine litigation incidental to our business, which primarily involves other employment
matters or claims for goods lost or damaged in transit or improperly shipped. Many of the other lawsuits to which we
are a party are covered by insurance and are being defended by our insurance carriers. We have established accruals
for these other matters and it is management s opinion that resolution of such litigation will not have a material adverse
effect on our consolidated financial position. However, a substantial settlement payment or judgment in excess of our
accruals could have a material adverse effect on our consolidated results of operations or cash flows.

Federal income tax audit. As discussed in note 11 of the notes to our condensed consolidated financial statements,
EGL s U.S. federal income tax returns from fiscal years 2000 to 2001 are currently subject to examination by the IRS.
The IRS is proposing, among other items, to disallow various merger transaction costs and various software research
and development expenditures taken as tax deductions. If the proposed adjustments are upheld, we would be required
to pay a total 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. We
are
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MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS (CONTINUED)

protesting the proposed adjustments to the Appeals office of the IRS. We believe our U.S. federal income tax returns
were completed in accordance with applicable laws and regulations and do not believe material adjustments to our tax
returns are probable. However, there is no assurance that the final outcome will not result in material adjustments
which would have a material adverse impact on our results of operations and cash flows.

Commissioner s Charge

As discussed in Part II, Item 1. Legal Proceedings , we have reached a Consent Decree settlement with the EEOC
which resolves the EEOC s allegations contained in the Commissioner s Charge. This Consent Decree was approved
by the District Court on October 1, 2001. The Consent Decree became effective on October 3, 2002 following the
dismissal of all appeals related to the Decree.

Related Party Transactions
Aircraft usage payments

In conjunction with our business activities, prior to January 2005, we periodically utilized aircraft owned by entities
controlled by Mr. Crane. We were 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, we reimbursed the entities controlled by Mr. Crane
approximately $293,000 and $811,000, respectively, for hourly usage of the plane. In January 2005, we purchased
from an unrelated third party an aircraft that was previously leased by an entity controlled by Mr. Crane for $12.5
million. This aircraft is used for business travel, eliminating the use of Mr. Crane s aircraft and reimbursement
thereof.

On July 18, 2005, the Compensation Committee of the Board of Directors of EGL 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 our aircraft without reimbursement by Mr. Crane. We intend 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 EGL approved, in lieu of additional director cash compensation that would make the
existing compensation 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 the aircraft by the Directors is subject to availability, with priority given to our usage,
and the cumulative number of hours allowed for all Directors may not exceed 100 hours per year. We will record the
number of hours utilized by each Director and include in such Director s yearly taxable income the amount required by
then current U.S. federal income tax regulations.

Shared employees
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Certain of our employees also perform services for unaffiliated companies owned by Mr. Crane. We are reimbursed
for these services based upon an allocation percentage of total salaries agreed to by EGL and Mr. Crane. During the
six months ended June 30, 2005 and 2004, we received reimbursements of $169,000 and $95,000, respectively. We
received reimbursements of $94,000 and $59,000 for the quarter ended June 30, 2005 and 2004, respectively. The
amount billed but not received as of June 30, 2005 was $5,000 and is included in other receivables on the consolidated
balance sheets.

New Accounting Pronouncements and Critical Accounting Policies

See note 1 of the notes to the consolidated financial statements for the year ended December 31, 2004 in our Annual
Report on Form 10-K and see note 1 of the notes to the condensed consolidated financial statements included in Item
L.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

There have been no material changes in exposure to market risk from that discussed in the Company s Annual Report
on Form 10-K for the year ended December 31, 2004.

ITEM 4. CONTROLS AND PROCEDURES

We carried out an evaluation, under the supervision and with the participation of our management, including our Chief
Executive Officer and our Chief Financial Officer, of the effectiveness of our disclosure controls and procedures
pursuant to Rule 13a-15 under the Securities Exchange Act of 1934 as of the end of the period covered by this report.

In the course of this evaluation, management considered the material weaknesses in our internal control over
financial reporting discussed below and our remediation efforts during the six months ended June 30, 2005. Based
upon that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that, as a result of the
material weaknesses discussed below, our disclosure controls and procedures were not effective, as of June 30, 2005,
with respect to the recording, processing, summarizing and reporting, within the time periods specified in the SEC s
rules and forms, of information required to be disclosed by us in the reports that we file or submit under the Exchange
Act. In light of the material weaknesses, we performed additional analyses and other post-closing procedures in an
effort to ensure our consolidated financial statements included in this quarterly report have been prepared in
accordance with generally accepted accounting principles. Accordingly, management believes that the financial
statements included in this report fairly present in all material respects our financial position, results of operations and
cash flows for the periods presented.

As described in our Annual Report on Form 10-K, as of December 31, 2004 we concluded that the following control
deficiencies constituted material weaknesses:

1.

Lack of effective controls over the determination of income tax account balances. The Company did not maintain
effective controls over the determination of income tax account balances. Specifically, the Company did not maintain
effective controls over: (i) the calculation of the income tax provision, (ii) the proper recording of deferred tax assets
and related valuation allowances, (iii) the monitoring of its current and deferred income tax accounts on a worldwide
basis, and (iv) reconciliation of the differences between the tax basis and book basis of each component of the
Company s balance sheet with the deferred tax asset and liability accounts.

In an effort to remediate this material weakness, we have hired additional qualified personnel, we have utilized third
party professionals for the Income Tax Accounting Manager position while pursuing a permanent replacement, and
have implemented global training programs for foreign jurisdictions for current and deferred income taxes under
United States generally accepted accounting principles.
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Lack of effective controls over certain general ledger account reconciliations and the monitoring and review of
general ledger accounts. The Company did not maintain effective controls over certain general ledger account
reconciliations and the monitoring and review of general ledger accounts. Specifically, general ledger account
reconciliations involving cash, receivables, income taxes, property and equipment, other current and noncurrent
assets, payables, accrued expenses, notes payable and other noncurrent liabilities in the United States, Mexico and
United Kingdom were not properly performed on a timely basis and reconciling items were not timely resolved and
adjusted as well as a lack of monitoring and review of these general ledger accounts.

In an effort to remediate this material weakness, we have added additional staffing and monitoring to ensure adequacy
and timeliness of reconciliations.

Other than discussed above, there has been no change in our internal controls over financial reporting that occurred

during the three months ended June 30, 2005 that has materially affected, or is reasonably likely to materially affect,
our internal control over financial reporting.
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PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

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

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

On December 29, 2000, the EEOC filed a Motion to Intervene in the Philadelphia litigation, which was granted by the
Court in Philadelphia on January 31, 2001. In addition, the Philadelphia Court also granted our motion that the case
be transferred to the United States District Court for the Southern District of Texas Houston Division where we had
previously initiated litigation against the EEOC due to what we believed to have been inappropriate practices by the
EEOC in the issuance of the Commissioner s Charge and in the subsequent investigation.

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

The Claims administration process under the Consent Decree was completed by EGL and the EEOC in early 2005.
Of the 2,073 claims received, only 203 were deemed to be eligible for a monetary distribution from the Settlement
Fund. The total distribution amount for these 203 claims is approximately $903,000. EGL and the EEOC submitted a
proposed agreement to the Court in February 2005 regarding disbursements of the excess funds in the Settlement
Fund. On February 10, 2005 the Court entered an Order directing that EGL recapture $6.0 million plus accrued
interest from the Settlement Fund. Release of these funds 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, EGL has
reimbursed itself $582,000 for corporate funds previously expended on LDP expenses. The Court further approved
the parties agreement to retain $1.1 million in the Settlement Fund for the payment of eligible claims.

Notices 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
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Administrator within thirty days of the date of their eligibility notice. To date, all objections have been resolved by
agreement between the EEOC and counsel for EGL. 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, we intend to continue to vigorously defend against their allegations. We currently expect to prevail
in our defense of any remaining individual claims. There can be no assurance as to what amount of time it will take to
resolve any other lawsuits and related issues or the degree of any adverse affect these matters may have on our
financial condition and results of operations. A substantial settlement payment or judgment could result in a
significant decrease in our working capital and liquidity and recognition of a loss in our consolidated statement of
operations.

In addition, we are party to routine litigation incidental to our business, which primarily involves other employment

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

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

The following table provides information about repurchases by the Company during the three months ended June 30,
2005 of equity securities that are registered by the Company pursuant to Section 12 of the Securities Exchange Act of

1934, as amended:

Period

April 1 to 30,
2005

May 1 to 31, 2005

June 1 to 30, 2005

Total

o))

Total
number of
shares
purchased

)

2,282

2,652

4,934

Total number
of shares
purchased as
part of a
publicly
announced
plans or
programs (2)

Average
price paid
per share

(in thousands, except price per share)

$

$
18.31 2,282
$
19.54 2,652
$
18.97 4,934

Maximum
approximate
dollar value of
shares that
may yet be
purchased
under the
plans or
programs (1)

(3)4)

60,000

78,227

26,412

26,412
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On April 4, 2004, the Company s Board of Directors (the Board) publicly announced its approval of
a stock repurchase program for up to $60 million of the Company s common stock over the 122 days
which followed. On May 31, 2005, the Board approved an increase in the maximum amount of
shares to be repurchased from $60 million to $120 million and extended the stock repurchase
program for an additional 55 days. The stock repurchase program expires on September 28, 2005.

)

All shares herein have been repurchased in open market transactions. The Board s approval allowed
the Company to repurchase shares in the open market or through private transactions.

3)

The Company has in the past and may in the future use a Rule 10b5-1 trading plan to allow for
repurchases by the Company during periods when it would not normally be active in the trading
market due to internal trading restrictions. Under a Rule 10b5-1 trading plan, the Company is
unable to repurchase shares above a pre-determined price per share.

“)
As of June 30, 2005, the Company was authorized to purchase up to an additional $26.5 million of

the Company s common stock. The Company repurchased an additional 35,200 shares in July for
$705,000.
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ITEM 3. DEFAULTS UPON SENIOR SECURITIES

NONE

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

Our annual meeting of stockholders was held in Houston, Texas on May 31, 2005 for the purpose of voting on the
proposals described below. Proxies for the meeting were solicited pursuant to Section 14(a) of the Securities
Exchange Act of 1934 and there was no solicitation in opposition to management s solicitation.

Stockholders approved the election of nine directors, each to serve for a one-year term, by the following votes:

Director

For

Withheld

James R. Crane
47,228,871
2,929,419

Frank J. Hevrdejs
47,790,656
2,367,634

Paul William Hobby
49,645,693
512,597

Michael K. Jhin
49,645,962

512,328
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49,645,962
512,328

Neil E. Kelley
49,027,901
1,130,389
Rebecca A. McDonald
49,645,728
512,562

James C. Flagg
49,028,124
1,130,166

Elijio V. Serrano
48,408,269

1,750,021

As previously reported, Ms. McDonald resigned from the Board effective July 1, 2005 due to scheduling conflicts
associated with her frequent travel between the United States and England in connection with her employment.

ITEM 5. OTHER INFORMATION
FORWARD-LOOKING STATEMENTS

The statements contained in all parts of this document that are not historical facts are, or may be deemed to be,
forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the
Securities Exchange Act of 1934. Such forward-looking statements include, but are not limited to, those relating to
the following: the Company s plan to reduce costs (including the scope, timing, impact and effects thereof); pending
or expected financing transactions; the Company s ability to improve its cost structure; our ability to pass-through fuel
surcharges; the Company s ability to reduce its tax rate for the remainder of 2005; anticipated future recoveries from
actual or expected sublease agreements; the sensitivity of demand for the Company s services to domestic and global
economic conditions; cost management efforts; expected growth; the results, timing, outcome or effect of litigation or
tax audits and our intentions or expectations of prevailing with respect thereto; future operating expenses; future
margins; use of credit facility proceeds; the timing and amount of repurchases of our outstanding common stock; the
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effectiveness of the Company s disclosure controls and procedures (including remediation efforts with respect to
material weaknesses); the expected impact of changes in accounting policies on the Company s results of operations,
financial condition or cash flows; fluctuations in currency valuations; fluctuations in interest rates; the impact of the
war in Iraq and other tensions in the Middle East; ability to continue growth and implement growth and business
strategy; ability to improve results in our European operations; the development, implementation, upgrade and
integration of our financial and operational information systems; the amount and timing of capital expenditures; the
ability of expected sources of liquidity to support working capital and capital expenditure requirements; the tax benefit
of any stock option exercises; future expectations and outlook and any other statements regarding future growth, cash
needs, terminals, operations, business plans and financial results and any other statements which are not historical
facts. When used in this document, the words anticipate, estimate, expect, may, plans, project, and similar e
are intended to be among the statements that identify forward-looking statements.

The Company s results may differ significantly from the results discussed in the forward-looking statements. Such
statements involve risks and uncertainties, including, but not limited to, those relating to costs, delays and

33

73



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

difficulties related to acquisitions or mergers, including the integration of systems, operations and other businesses;
deployment of global financial and operational information systems; the Company s dependence on its ability to attract
and retain skilled managers and other personnel; the intense competition within the freight industry; the uncertainty of
the Company s ability to manage and continue its growth and implement its business strategy; the Company s
dependence on the availability of cargo space to serve its customers; the potential for liabilities if certain independent
owner/operators that serve the Company are determined to be employees; effects of regulation; the results of
litigation; the Company s vulnerability to general economic conditions and dependence on its principal customers; the
Company s vulnerability to risks inherent in operating in international markets, including without limitation, general
political and economic instability in international markets as a result of, among other things, the war in Iraq and other
tensions in the Middle East, concerns of possible terrorism directed against the United States and its interests, or other
military or trade or travel disruptions; the timing, success and effects of the Company s restructuring; whether the
Company enters into arrangements with third parties relating to leased aircraft and the terms of such arrangements;
responses of customers to the Company s actions by the Company s principal shareholder; the effect of any tax audits
of our domestic and/or foreign tax filings; the effects of changes in forecasts of the Company s effective income tax
rates; the timing and amount of repurchases of our outstanding common stock; the lack of effectiveness of the
Company s disclosure controls and procedures; the likelihood and/or result of any audit or review of the Company s
Department of Transportation grant application; accuracy of accounting and other estimates; the Company s potential
exposure to claims involving its local pick up and delivery operations; the Company s future financial and operating
results, cash needs and demand for its services; the impact of heightened security measures on our ability to do
business; changes in accounting policies; and the Company s ability to maintain and comply with permits and licenses;
as well as other factors detailed in the Company s filings with the Securities and Exchange Commission including
those detailed in the subsection entitled Factors That May Affect Future Results and Financial Condition in the
Company s Form 10-K for the year ended December 31, 2004. Should one or more of these risks or uncertainties
materialize, or should underlying assumptions prove incorrect, actual outcomes may vary materially from those
indicated. The Company undertakes no responsibility to update for changes related to these or any other factors that
may occur subsequent to this filing.

ITEM 6. EXHIBITS:

Exhibit Number Description

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

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

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

31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a) (filed herewith).

31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a) (filed herewith).
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32 Certifications of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C.
1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (filed herewith).

* Incorporated by reference as indicated.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

EGL, INC.

(Registrant)

Date: August 9. 2005
By:

/s/ James R. Crane

James R. Crane
Chairman and

Chief Executive Officer
Date: August 9, 2005
By:

/s/ Elijio V. Serrano

Elijio V. Serrano

Chief Financial Officer
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INDEX TO EXHIBITS
Description
Second Amended and Restated Articles of Incorporation of EGL, as amended (filed as Exhibit
3(i) to EGL s Form 8-A/A filed with the Securities and Exchange Commission on
September 29, 2000 and incorporated herein by reference).
Statement of Resolutions Establishing the Series A Junior Participating Preferred Stock of EGL
(filed as Exhibit 3(ii) to EGL s Form 10-Q for the fiscal quarter ended June 30, 2001 and
incorporated herein by reference).
Amended and Restated Bylaws of EGL, as amended (filed as Exhibit 3(ii) to EGL s Form 10-Q
for the fiscal quarter ended June 30, 2000 and incorporated herein by reference).
Certification of Chief Executive Officer pursuant to Rule 13a-14(a) (filed herewith).
Certification of Chief Financial Officer pursuant to Rule 13a-14(a) (filed herewith).
Certifications of Chief Executive Officer and Chief Financial Officer pursuant to 18 U.S.C.

1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (filed herewith).

* Incorporated by reference as indicated.

36

78



