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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

EGL, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited)
(in thousands, except par values)
September 30, December 31,
2006 2005
ASSETS

Current assets:

$ $
Cash and cash equivalents 145,979 111,507
Restricted cash 14,166 11,702
Trade receivables, net of allowance of $11,631 and
$12,566 616,515 560,954
Other receivables 33,162 30,237
Income tax receivable 3,742 4,367
Deferred income taxes 10,537 10,626
Other current assets 35,853 25,045
Total current assets 859,954 754,438
Property and equipment, net 185,932 185,906
Goodwill 115,666 113,048
Other assets, net 53,678 35,849

$ $
Total assets 1,215,230 1,089,241

LIABILITIES AND STOCKHOLDERS
EQUITY

Current liabilities:

$ $
Trade payables and accrued transportation costs 378,500 342,351
Accrued salaries and related costs 56,807 51,541

Current portion of long-term debt 13,892 15,967
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Income taxes payable 8,845 5,215
Accrued selling, general and administrative

expenses

and other liabilities 107,673 93,410
Total current liabilities 565,717 508,484
Deferred income taxes 23,923 22,736
Long-term debt 193,328 214,555
Other noncurrent liabilities 18,729 20,122
Total liabilities 801,697 765,897
Minority interests 2,080 1,616
Commitments and contingencies (Notes 6, 10 and

11)

Stockholders equity:

Common stock, $0.001 par value, 200,000 shares
authorized; 46,405
and 45,771 shares issued; 40,665 and 39,966 shares

outstanding 46 46
Additional paid-in capital 84,685 56,405
Retained earnings 443,431 398,036
Accumulated other comprehensive loss (9,456) (23,902)
Unearned compensation - (376)
Treasury stock, 5,740 and 5,805 shares held (107,253) (108,481)
Total stockholders equity 411,453 321,728
$ $
Total liabilities and stockholders equity 1,215,230 1,089,241

See notes to unaudited condensed consolidated financial statements.
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EGL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(unaudited)

(in thousands, except per share amounts)

Revenues

Cost of transportation

Net revenues

Operating expenses:
Personnel costs

Facility costs

Depreciation and amortization
Selling and promotion

EEOC legal settlement
General and administrative

Total operating expenses

Operating income
Interest expense
Interest income

Other (income) expense

Total non-operating (income) expense

Income before provision for income taxes

Provision for income taxes

Net income

Basic earnings per share

Basic weighted-average common shares outstanding

Diluted earnings per share

2006

$

2,356,376
1,604,027
752,349

418,450
74,132
24,524
16,465
140,167
673,738

78,611
8,172
(2,421)
2,401
8,152

70,459
25,064
$

45,395

1.12
40,404

Nine Months Ended
September 30,
2005
$

2,261,427
1,564,539
696,888

390,473
68,454
26,860
15,830
(5,975)
133,476
629,118

67,770
1,335

(1,369)
(2,208)
(2,242)

70,012
30,913
$

39,099

0.78
49,974
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1.11 0.78

Diluted weighted-average common shares
outstanding 40,850 50,316

See notes to unaudited condensed consolidated financial statements.
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EGL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(unaudited)
(in thousands, except per share amounts)
Three Months Ended
September 30,
2006 2005

$ $
Revenues 832,720 779,507
Cost of transportation 567,245 532,547
Net revenues 265,475 246,960
Operating expenses:
Personnel costs 143,491 129,349
Facility costs 27,373 22,605
Depreciation and amortization 7,955 9,077
Selling and promotion 6,509 5,388
General and administrative 49,935 47,497
Total operating expenses 235,263 213,916
Operating income 30,212 33,044
Interest expense 2,903 525
Interest income (1,092) (369)
Other (income) expense 241 (536)
Total non-operating (income) expense 2,052 (380)
Income before provision for income taxes 28,160 33,424
Provision for income taxes 8,675 14,192

$ $
Net income 19,485 19,232

$ $
Basic earnings per share 0.48 0.41
Basic weighted-average common shares outstanding 40,613 47,300

Diluted earnings per share $ $
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0.48

Diluted weighted-average common shares
outstanding 40,954

See notes to unaudited condensed consolidated financial statements.

0.40

47,602

10
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EGL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)
(in thousands)
Nine Months Ended
September 30,
2006 2005

Cash flows from operating activities:

$ $
Net income 45,395 39,099
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation and amortization 24,524 26,860
Bad debt expense 3,054 6,412
Stock-based compensation expense 9,720 -
Amortization of unearned compensation - 206
Impairment of assets 369 112
Deferred income tax expense (benefit) 1,898 (1,852)
Tax benefit of employee stock plans - 1,307
Equity in losses of affiliates 152 66
Minority interests 1,023 55
Other (197) 71
Changes in assets and liabilities, excluding business
combinations:
(Increase) decrease in trade receivables (49,084) 45,909
(Increase) decrease in other receivables (1,057) 1,218
Increase in other assets and liabilities (14,430) (8,446)
Increase in payables and other accrued liabilities 50,372 54,311
Net cash provided by operating activities 71,739 165,328
Cash flows from investing activities:
Capital expenditures (33,846) (32,991)
(Increase) decrease in restricted cash (2,425) 5,042
Proceeds from sales of property and equipment 3,522 761
Proceeds from property insurance 517 673
Acquisition of business, net of cash acquired (1,476) -
Cash received from sale of unconsolidated affiliates 1,254 -
Earnout payments - (4,186)

11
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Other

Net cash used in investing activities
Cash flows from financing activities:
Proceeds from issuance of debt
Repayment of debt

Issuance (repayment) of short-term debt with
maturities of less than three months, net

Payment of financing fees

Repayment of financed insurance premiums and
software maintenance

Payments on capital lease obligations
Repurchases of common stock

Proceeds from exercise of stock options
Excess tax benefit of employee stock plans

Issuance of common stock for employee stock
purchase plan

Other

Net cash used in financing activities
Effect of exchange rate changes on cash
Increase 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.

1,113
(31,341)

335,570
(364,196)

(242)
(107)

(3,454)
(1,464)
14,491
5,579

615
(116)
(13,324)
7,398
34,472
111,507
$

145,979

2,158
(28,543)

186,373
(193,254)

2,048
(1,055)

(2,252)
(1,525)
(94,293)
6,206

535

554
(96,663)
(2,163)
37,959
92,918
$

130,877

12



Edgar Filing: EGL INC - Form 10-Q

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

(in thousands)

Common stock Accumulated Treasury stock
other
Additional comprehensive
paid-in  Retained Unearned

Shares Amount  capital  earnings  income (loss) compensation  Shares Amount  Total
Balance at $ $ $ $ $ $ $
December 31,
2005 45,771 46 56,405 398,036 (23,902) (376) (5,805) (108,481) 321,728
Net income - - - 45,395 - - - - 45,395
Minimum
pension
liability
adjustment,

net of tax 596 - - - 596

Change in fair
value of cash
flow hedge,

net of tax 495 - - - 495

Foreign
currency
translation

adjustments 13,355 - - - 13,355

Treasury
shares issued
under
employee
stock
purchase plan

232 - - - 20 383 615

Exercise of

stock

options,

including

tax benefit 634 - 19,549 - - - - - 19,549

Treasury

shares issued
for restricted
stock awards

(845) - - - 45 845 -
- - 9,720 - - - - - 9,720

13
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Stock-based
compensation
expense

Reclass of

unearned

compensation

upon adoption

of SFAS

123R - - (376) - - 376 - - -

Balance at $ $ $ $ $ $ $
September 30,

2006 46,405 46 84,685 443,431  (9,456) - (5,740) (107,253) 411,453

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 year-end condensed consolidated balance sheet
data was derived from audited financial statements, but does not include all disclosures required by accounting
principles generally accepted in the United States of America. 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 audited 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 statement of the Company s financial position at September 30,
2006 and the results of its operations and cash flows for the three and nine months ended September 30, 2006. Results
of operations and cash flows for the three and nine months ended September 30, 2006 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 leading global transportation, supply chain management and information services company dedicated to
providing flexible logistics solutions on a price competitive basis. The Company s services include air and ocean
freight forwarding, customs brokerage, local pick up and delivery service, materials management, warehousing, trade
facilitation and procurement, 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 15).

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 year amounts to conform to the current year presentation.

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

15
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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; expectations of the future performance of the
economy, both domestically and globally, within various areas that serve the Company s principal customers and
suppliers of goods and services; expected rates of change, sensitivity and volatility associated with the assumptions
used in developing estimates; and whether historical trends are expected to be representative of future trends. The
estimation process often times may yield a range of potentially reasonable estimates of the ultimate future outcomes
and management must select an amount that lies within that range of reasonable estimates based upon the quantity,
quality and risks associated with the variability that might be expected from the future outcome and the factors
considered in developing the estimate. This estimation process may result in the selection of estimates that could be
viewed as conservative or aggressive by others. Management attempts to use its business and financial accounting
judgment in selecting the most appropriate estimate, however, actual amounts could and will differ from those
estimates.

16
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EGL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

Revenue recognition

Domestic revenues and most domestic operating costs are recognized when shipments are picked up from the
customer. International revenues and freight consolidation costs are recognized in the period when shipments are
tendered to a carrier for transport to a foreign destination. This is one of the permissible methods under Emerging
Issues Task Force (EITF) Issue No. 91-9, Revenue and Expense Recognition for Freight Services in Process. This
method generally results in recognition of revenues and gross profit earlier than methods that do not recognize
revenues until a proof of delivery is received. This method of revenue and cost recognition does not result in a
material difference than if revenue and costs were recognized upon delivery. Customs brokerage and other revenues
are recognized upon completing the documents necessary for customs clearance or completing other fee-based
services. Revenues recognized as an indirect air carrier or an ocean freight consolidator include the direct carrier s
charges to EGL for carrying the shipment. Revenues recognized in other capacities include only the commissions and
fees received. The Company reports the costs of certain reimbursed incidental activities on a gross basis in revenues
and cost of transportation.

Stock-based compensation

Stock-based compensation is accounted for in accordance with SFAS No. 123 (Revised) Share-Based Payment (SFAS
123R). The Company adopted SFAS 123R as of January 1, 2006. The Company establishes fair values for its equity
awards to determine its cost and recognizes the related expense over the appropriate vesting period. The Company
recognizes expense for stock options, restricted stock and shares issued under the Company s employee stock purchase
plan. Before the adoption of SFAS 123R, the Company applied Accounting Principles Board No. 25, Accounting for
Stock Issued to Employees, (APB 25) and related interpretations. See Note 4 for additional information related to
stock-based compensation expense.

New accounting pronouncements

On January 1, 2006, the Company adopted 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 adoption of SFAS No. 154 did not have a material impact on the Company s
results of operations or its financial condition.

17
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FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes, was published July 18, 2006 clarifying
FAS 109, Accounting for Income Taxes. FIN 48 sets the threshold for recognizing tax positions as more likely than
not that the position will be sustained upon examination by the relevant taxing authorities. A position that meets the
threshold shall be measured as the largest amount of tax benefit that is greater than 50% likely of being realized upon
ultimate settlement. Subsequent de-recognition occurs during any period when the threshold is no longer met.
Interest and penalties otherwise applicable to the difference between the tax position recognized and the tax position
taken on the return will be accrued and consistently reported in the financial statements. Additional disclosure will be
required in tabular format showing changes to the tax benefits recognized during the period and the reason for such
changes. The effective date is for fiscal years beginning after December 15, 2006. The Company has developed a
plan for implementation effective January 1, 2007 and has begun gathering data from its foreign locations to complete
the evaluation of the impact, if any, adoption of this interpretation will have on its financial statements.

On September 15, 2006, the Accounting Standards Board (FASB) issued SFAS No. 157, Fair Value Measurements
(SFAS No. 157). SFAS No. 157 establishes a framework for measuring fair value in generally accepted accounting
principles (GAAP), and expands disclosures about fair value measurements. SFAS No. 157 is effective for financial
statements issued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years.
The Company is required to adopt the provision of SFAS No. 157, as applicable, as of January 1, 2008. The
Company is currently evaluating this standard but has not yet determined the impact, if any, this adoption will have on
its financial statements.

18
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EGL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

On September 29, 2006, the FASB issued SFAS No. 158, Employers Accounting for Defined Benefit Pension and
Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106 and 132-R (SFAS No. 158). SFAS
No. 158 requires an entity to recognize in its statement of financial condition the funded status of its defined benefit
postretirement plans, measured as the difference between the fair value of the plan assets and the benefit obligation.
SFAS No. 158 also requires an entity to recognize changes in the funded status of a defined benefit postretirement
plan within accumulated other comprehensive income, net of tax, to the extent such changes are not recognized in
earnings as components of periodic net benefit cost. The requirement to recognize the funded status of a benefit plan
and the disclosure requirements of SFAS No. 158 are effective as of the end of the fiscal year ending after December
15, 2006. As such, the Company is required to adopt this portion of SFAS No. 158 as of December 31, 2006. The
requirement to measure the plan assets and benefit obligations as of the date of the employer s fiscal year-end
statement of financial position is effective for fiscal years ending after December 15, 2008. The Company is
evaluating this standard but has not yet determined the impact this adoption will have on its financial statements.

In September 2006, the SEC issued Staff Accounting Bulletin ("SAB") No. 108 ("SAB 108"), effective for fiscal years
ending after November 15, 2006. SAB 108 provides interpretive guidance on how the effects of the carryover or
reversal of prior year misstatements should be considered in quantifying a current year misstatement for the purpose
of a materiality assessment. The Company does not anticipate the adoption of SAB 108 to have an effect on its
financial statements.

Note 2 Business combination

In January 2006, the Company acquired from our former agent, certain freight forwarding and customs brokerage
operations in Colombia for approximately $1.4 million, net of cash acquired. The Company recognized $926,000 in
goodwill, $513,000 for customer relationships and $150,000 for non-compete agreements in connection with these
acquisitions. The purchase agreements for the acquisitions provided for additional contingent three-year earnout
payments of up to $1.1 million in the aggregate if certain post-acquisition performance criteria are achieved. The
Company recorded the acquisitions above using the purchase method of accounting; with the related results of
operations being included in the Company s consolidated financial statements from the date of acquisition forward.
The pro forma effect on revenues and net income of the Company assuming these acquisitions were consummated at
January 1, 2005 was immaterial.

Note 3 - 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 nine months ended September 30, 2006
and 2005. 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, shares issued under the employee stock purchase plan and
restricted stock awards are the only potentially dilutive share equivalents the Company had outstanding for both
periods presented.
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EGL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

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

Nine Months Ended Three Months Ended
September 30, September 30,
2006 2005 2006 2005
$ $ $ $
Net income used in diluted earnings per common share 45,395 39,099 19,485 19,232

Weighted-average common shares outstanding used in

basic earnings
per common share 40,404 49,974 40,613 47,300

Net dilutive potential common shares issuable on

exercise of options,

restricted stock awards and shares issued under the

employee stock purchase plan 446 342 341 302

Weighted-average common shares and dilutive

potential common shares
used in diluted earnings per common share 40,850 50,316 40,954 47,602

Potential common shares issuable which were excluded from diluted potential common shares as their effect would be
anti-dilutive were 794,000 and 1.2 million for nine months ended September 30, 2006 and 2005, respectively; and
850,000 and 1.3 million for three months ended September 30, 2006 and 2005, respectively. The shares are
anti-dilutive because the assumed proceeds under the treasury stock method are greater than the average market price
of the underlying shares.

Note 4 - Stock-based compensation
Stock-based awards are granted under the provisions of the following plans:

Long-Term Incentive Plan

21
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The Long-Term Incentive Plan permits the award of both incentive and non-qualified stock options. The exercise
price for all incentive stock options will be equal to the fair market value of the common stock on the date of grant, as
defined in the plan. A maximum of 12.2 million shares is authorized for issuance under the plan. Options awarded
under the plan generally vest ratably over a three-year or five-year period from date of grant (or 100% upon death).
Vested options granted to date generally terminate seven years from date of grant. Additional awards may be granted
under the Long-Term Incentive Plan in the form of cash, stock, or stock appreciation rights. The stock appreciation
rights awards may consist of the right to receive payment in cash or common stock. Any such award may be subject
to certain conditions, including continuous service with the Company or achievement of certain business objectives.

EGL Director Plan

The Director Plan provides for an award to each non-employee director at the time they join the Board of either an
option to purchase 10,000 shares of common stock or a number of shares of restricted stock, as determined at the
discretion of the Board or a committee of the Board. In addition, each non-employee director serving on the day after
the annual shareholders meeting will receive an award of an option to purchase 2,500 shares of common stock or a
number of shares of restricted stock, as determined at the discretion of the Board or a committee of the Board. These
awards vest on the earlier of the first anniversary of the date of award or the day preceding the annual meeting of
shareholders following the award. The Board or a committee of the Board may also make additional awards under the
Director Plan, including awards of restricted stock to nonemployee directors in lieu of cash payments of annual
retainers or annual committee chair or lead director fees. A maximum of 400,000 shares are authorized to be issued
under the plan.

22
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EGL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

Stock purchase plan

In 1999, the Company initiated an employee stock purchase plan (ESPP) to provide eligible employees of the
Company and its participating subsidiaries, including subsidiaries based outside of the United States, with the
opportunity to purchase the Company s common stock through payroll deductions. Employees may purchase common
stock under this plan during a six-month offering period based on a formula provided in the plan document, which
generally allows the Company s employees to purchase common stock at 85% of quoted fair market value. Under this
plan, 550,000 shares are authorized for purchase. During the nine months ended September 30, 2006 and 2005,
20,000 and 31,000 shares, respectively, of common stock were purchased under this plan.

In December 2004, the FASB issued SFAS 123R. SFAS 123R is a revision of SFAS No. 123, Accounting for
Stock-Based Compensation, (SFAS 123) and supersedes APB 25. SFAS 123R eliminates the alternative of using the
intrinsic value method of accounting that was provided in SFAS 123, which generally resulted in no compensation
expense recorded in the financial statements related to the issuance of stock options or shares issued under the
Company s ESPP. SFAS 123R requires that the cost resulting from all stock-based awards be recognized in the
financial statements. SFAS 123R establishes fair value as the measurement objective in accounting for stock-based
awards and requires all companies to apply a fair-value-based measurement method in accounting for generally all
stock-based awards with employees.

The Company adopted SFAS 123R as of January 1, 2006 using the modified-prospective transition method. Under
this transition method, compensation expense includes: a) compensation expense for all stock-based awards granted
through January 1, 2006, but for which the requisite service period had not been completed as of January 1, 2006,
based on the grant date fair value estimated in accordance with the original provisions of SFAS 123, and b)
compensation expense for all stock-based awards granted subsequent to January 1, 2006, based on the grant date fair
value estimated in accordance with the provisions of SFAS 123R. Results from prior periods have not been restated.

Prior to January 1, 2006, the Company accounted for stock-based awards to employees and non-employee directors
using the intrinsic value method prescribed in APB 25. Under APB 25, the Company generally only recorded
stock-based compensation expense for restricted stock and was not required to recognize compensation expense for
the cost of stock options or shares issued under the Company s ESPP.

As a result of adopting SFAS 123R, the Company recognized stock-based compensation expense for stock options,
restricted stock and shares issued under the ESPP of $2.6 million or $1.8 million after tax and $7.8 million or $5.0
million after tax in the three and nine month periods ended September 30, 2006, respectively. The impact of
stock-based compensation expense on basic and diluted earnings per share was $0.04 and $0.12 for the three and nine
month periods ended September 30, 2006, respectively. 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 awards for the three and nine month periods ended September 30, 2005 (in thousands, except per share
amounts):

23



Edgar Filing: EGL INC - Form 10-Q

10

24



Edgar Filing: EGL INC - Form 10-Q

EGL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Three
Nine Months Months
Ended Ended
September September
30, 2005 30,2005
$ $
Net income as reported 39,099 19,232
Add: Total stock-based compensation expense included
in
net income, net of tax 115 22
Deduct: Total stock-based employee compensation
expense
determined under fair value based method for all awards,
net of tax 1,554 472
$ $
Pro forma net income 37,660 18,782
Earnings per share:
$ $
Basic-as reported 0.78 0.41
Basic-pro forma 0.75 0.40
Diluted-as reported 0.78 0.40
Diluted-pro forma 0.75 0.40

(CONTINUED)

In response to recent publicity regarding stock option practices at other companies, management, under the direction
and oversight of the Audit Committee, conducted an internal review of historical stock option grant practices and
related accounting treatment. Based upon this review, management and the Audit Committee determined that for
certain stock option grants, mainly between 2000 and 2002, the measurement dates for accounting purposes were
different from the recorded grant dates of the awards. The examination has been completed and the company has
determined that the cumulative impact of the adjustments related to incorrect measurement dates resulted in an
understatement of compensation expense of $2.1 million pre-tax. The Company concluded that the impact of these
adjustments to the years 2001, 2002, 2003, 2004 and 2005 are not material to the Company's consolidated financial
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statements and it has been recorded as a charge in personnel costs in the third quarter of 2006.

Stock Options

Option awards issued under the Long-Term Incentive Plan are subject to a graded vesting over a service period of 3 or
5 years. Option awards issued under the EGL Director Plan generally are subject to vesting over a twelve-month
period. In December 2005, the Company granted options to purchase 1.4 million shares to certain of its employees
and executive officers with the number of options to be exercisable contingent upon satisfying performance vesting
and time vesting criteria. The performance vesting of the option shares is determined based upon the Company s
earnings per share (EPS) for the year ending December 31, 2006. Any portion of the option shares that do not satisfy
the performance vesting criteria will terminate upon determining the EPS for 2006. The portion of the options that
satisfy the performance criteria will vest over a three year period with one third vesting in March 2007 upon
determination of the EPS for 2006 with the remaining shares vesting in two equal installments in December 2007 and
2008. The Company believes it is probable that such performance criteria will be met and began recognizing expense
on such options effective January 1, 2006. There was no compensation expense in 2005 for these stock-based awards.

Compensation costs for awards with service conditions only are recognized on a straight-line basis over the requisite
service period for the entire award. Compensation costs for awards with performance and service conditions granted
prior to the adoption of SFAS 123R are recognized on a straight-line basis over the requisite service period. For
awards granted after January 1, 2006 with performance and service conditions, compensation cost will be recognized
using the graded-vesting attribution method.

11
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

A summary of stock option transactions for the nine months ended September 30, 2006 is as follows:

Weighted Average

average remaining Aggregate
exercise life in intrinsic
Options price years value
(in thousands) (in thousands)
$
Outstanding at December 31, 2005 3,145 28.08
Granted 156 43.48
Exercised (633) 22.86
Cancelled or forfeited (258) 30.93
$ $
Outstanding at September 30, 2006 2,410 30.15 5.64 17,285
$ $
Exercisable at September 30, 2006 485 20.57 4.13 7,664

Options to purchase 156,000 shares of stock were issued during the nine months ended September 30, 2006. The
weighted-average fair values of options granted during the nine months ended September 30, 2006 was $19.26. The
total intrinsic value of options exercised during the nine months ended September 30, 2006 and 2005 was $13.1
million and $3.6 million, respectively. Option exercises are settled with newly issued shares of the Company s
common stock.

A summary of the unvested shares as of December 31, 2005 and changes during the nine months ended September 30,
2006 is as follows:

Shares Weighted

27



Edgar Filing: EGL INC - Form 10-Q

average
grant date
price
(in thousands)

$
Unvested at December 31, 2005 2,014 31.60
Granted 156 43.48
Vested (23) 28.12
Cancelled or forfeited (222) 32.03

$
Unvested at September 30, 2006 1,925 30.15

As of September 30, 2006, there was $22.4 million of total unrecognized compensation cost related to unvested stock
options granted under the Company s plans. That cost is expected to be recognized over a weighted-average period of
2.71 years. The total fair value of shares vested during the nine months ended September 30, 2006 and 2005 was $1.0
million and $2.8 million, respectively.

The fair value of each option granted is estimated on the date of grant using the Black-Scholes model. Expected
volatility is based on historical volatility of the Company s stock over a preceding period commensurate with the
expected term of the option adjusted for future projected volatility. The expected term was determined using the
simplified method described in SEC Staff Accounting Bulletin No. 107. The risk-free rate for the expected term of

the option is based on the U.S. Treasury rate with a maturity commensurate with the expected term of the option in
effect at the time of the grant. Expected dividend yield was not considered in the option pricing formula as the
Company does not pay dividends and has no plans to do so in the future. The weighted average assumptions used for
grants in the nine months ended September 30, 2006 are as follows:

12
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

Expected volatility 45.00%
Risk-free interest rate 4.37
Expected life of option (years) 4.50

Restricted Stock

The Company issues restricted stock to certain executive officers and other key employees under the Long-Term
Incentive Plan. The Company issued 37,500 shares of restricted common stock to its executive officers and other key
employees on March 16, 2006. One-fifth of the restricted shares vested in March 2006. The remaining restricted
shares will then vest in four equal installments in December of the years 2006 through 2009. Upon vesting, the shares
of common stock of the Company awarded as set forth above shall have no further restrictions. In addition, restricted
stock is issued to the Company s Board of Directors under the EGL Director Plan generally with a twelve-month
vesting period. The Company issued 6,700 shares of restricted common stock under the Director Plan on May 16,
2006 and issued an additional 2,300 shares on August 18, 2006.

The fair value of restricted stock is the excess of the average market price or closing price of the Company s common
stock at the date of grant over the exercise price, which is zero. Under the provisions of SFAS 123R, the recognition
of unearned compensation at the date restricted stock is granted is no longer required. Therefore, the amount that had
been in unearned compensation expense as of January 1, 2006 was reclassified into additional paid-in capital.

A summary of restricted stock transactions for the nine months ended September 30, 2006 is as follows:

Average
Weighted
remaining Aggregate
average
Restricted life in intrinsic
stock grant price years value
(in thousands) (in thousands)
$
Outstanding at December 31, 2005 25 22.59
Granted 46 43.26
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Vested (22) 45.92
Cancelled or forfeited 2) 43.21

$ $
Outstanding at September 30, 2006 47 39.94 2.50 1,876

The weighted-average fair values of restricted stock granted during the nine months ended September 30, 2006 was
$43.26. The total intrinsic value of restricted stock released during the nine months ended September 30, 2006 was
$999,000. As of September 30, 2006, there was $1.8 million of total unrecognized compensation cost related to
restricted stock. That cost is expected to be recognized over a weighted-average period of 2.50 years. The Company
generally issues shares for restricted stock and shares under the ESPP from treasury shares.

13
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EGL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

Note 5 - Comprehensive income

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

Net income

Foreign currency translation adjustments
Marketable securities, net

Minimum pension liability adjustment, net of tax

Fair value of cash flow hedge, net of tax

Comprehensive income

Note 6 Future lease obligations

Nine Months Ended
September 30,
2006 2005
$ $
45,395 39,099
13,355 (9,814)
- 2
596 -
495 -
$ $
59,841 29,287

Three Months Ended
September 30,
2006 2005
$ $
19,485 19,232
(156) (1,915)
2 4
(94) -
$ $
19,237 17,321

The Company maintains facility accruals for its remaining lease obligations under noncancelable operating leases at
domestic and international locations that the Company has vacated and consolidated due to excess capacity resulting
from the Company having multiple facilities in certain locations and changing business needs. All lease costs for

facilities being consolidated were charged to operations until the date that the Company vacated each facility.
Non-merger restructuring 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 nine months ended September 30,

2006 are as follows:

Future lease
obligations, net
of subleasing
income

(in thousands)
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Accrued liability at December 31, 2005 $

5,066
Additions 138
Revisions to estimates 95
Payments (726)

Accrued liability at September 30, 2006  $

4,573

Amounts recorded for future lease obligations are net of approximately $15.7 million in anticipated future recoveries
from actual sublease agreements and $8.9 million from expected sublease agreements as of September 30, 2006.
Sublease income has been anticipated only in locations where sublease agreements have been executed as of
September 30, 2006 or are deemed probable of execution. The Company s lease agreements for these facilities expire
from 2006 to 2025 and sublease agreements expire from 2006 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.

14
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Note 7 Accrued selling, general and administrative expenses and other liabilities

Accrued selling, general and administrative expenses and other liabilities consist of the following amounts (in
thousands):

September 30, December 31,

2006 2005

General and administrative expense $ $
accruals

37,615 30,321
Insurance payable 23,765 18,609
Other current liabilities 20,890 16,134
Accrued professional fees and legal
matters 14,719 16,623
Other accrued taxes 7,242 7,205
Accrued interest 2,129 2,251
Vacant facilities accruals 1,313 2,267
Total $ $

107,673 93,410

Note 8 Debt

Debt consists of the following amounts (in thousands):

September 30, December 31,

2006 2005
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$ $
Senior floating rate secured notes 100,000 100,000
Borrowings on revolving line of credit 72,900 93,800
Financed vehicles 22,577 18,012
Borrowings on international credit
facilities 7,654 7,347
Mortgage payable 2,648 2,040
Financed software licenses and
maintenance 409 1,859
Financed insurance premiums - 1,740
Notes payable to sellers 400 400
Other debt 632 5,324
Total debt 207,220 230,522
Current portion of debt 13,892 15,967

$ $
Long-term debt

193,328 214,555

Amended and Restated Credit Agreement

The Company entered into an agreement dated as of September 30, 2005 establishing a $300 million, senior secured
revolving credit facility (the Amended and Restated Credit Agreement). The Amended and Restated Credit
Agreement amends and restates the Company s prior revolving credit agreement dated as of September 15, 2004, as
previously amended (the Prior Credit Agreement). The Amended and Restated Credit Agreement is with a syndicate
of 13 financial institutions with Bank of America, N.A., as lender and administrative agent and matures on September
30, 2010.

The Company may use borrowings under the Amended and Restated Credit Agreement for working capital, capital
expenditures and other lawful corporate purposes, to make permit