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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
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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



Edgar Filing: EGL INC - Form 10-Q
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):
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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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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
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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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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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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 permitted acquisitions and investments, to pay dividends

subject to certain limitations and to repurchase its common stock.

Amounts borrowed under the Amended and Restated Credit Agreement are guaranteed by all of the Company s
existing and future direct and indirect domestic subsidiaries and secured equally and ratably by:

15

34



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

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

all of the Company s present and future shares of capital stock of (or other ownership or profit interests in) each of its
present and future subsidiaries (limited, in the case of certain material first-tier foreign subsidiaries, to a pledge of
65% of the capital stock of such subsidiaries);

all of the Company s and each of its domestic subsidiaries present and future property and assets; and

all proceeds and products of the property and assets described above.

Loans under the Amended and Restated Credit Agreement will initially bear interest at a rate per annum equal to
either, at the Company s option, (1) LIBOR plus 1.25% or (2) the Base Rate (defined as the higher of Bank of
America, N.A. s prime rate or 0.50% over the Federal Funds rate). In addition, the Company is initially required to
pay a commitment fee of 0.30% on the undrawn amounts under the Amended and Restated Credit Agreement.
Interest rates and commitment fees under the Amended and Restated Credit Agreement are subject to increase or
decrease as a function of the ratio of the Company s Consolidated Net Funded Indebtedness to Consolidated EBITDA
(each as defined in the Amended and Restated Credit Agreement). The Company may select interest periods of one,
two, three or six months for LIBOR loans, subject to availability. Interest will be payable at the end of the selected
interest period, but no less frequently than quarterly.

Under the Amended and Restated Credit Agreement, the Company is subject to various covenants, including, among
others, the following:

a requirement that the Company maintain, on a rolling four-quarter basis, a ratio of Consolidated Net Funded
Indebtedness to Consolidated EBITDA (each as defined in the Amended and Restated Credit Agreement) of not
greater than 3.5 to 1.0 through December 31, 2006, and decreasing to 3.0 to 1.0 thereafter;
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a requirement that, on a rolling four-quarter basis, the Company have a ratio of Consolidated EBIT to Consolidated
Interest Charges (each as defined in the Amended and Restated Credit Agreement) of at least 2.5 to 1.0 through
December 31, 2006 and increasing to 3.0 to 1.0 thereafter;

a requirement that, at the end of each fiscal quarter, the Company have a ratio of book accounts receivable by the
Company and its subsidiaries to Consolidated Net Funded Indebtedness (as defined in the Amended and Restated
Credit Agreement) of at least 1.1 to 1.0; and

limitations on, among other things, liens indebtedness, asset sales, dividends and stock redemptions, investments and
acquisitions, transactions with affiliates and consolidations, mergers and sales of all or a substantial part of the
Company s consolidated assets.

The Amended and Restated Credit Agreement contains events of default customary for an agreement of this type. The
occurrence of certain specified internal control events that could reasonably be expected to have a material adverse
effect on the Company also constitutes an event of default under the Amended and Restated Credit Agreement. If a
default occurs and is continuing, the administrative agent may, among other things, declare all outstanding principal
amounts immediately due and payable.

The Amended and Restated Credit Agreement contains a $75 million sub-facility for letters of credit. At September
30, 2006, the Company had borrowings of $72.9 million, $14.3 million in letters of credit outstanding and unused
borrowing capacity of $212.8 million under the Amended and Restated Credit Agreement.

Note Purchase Agreement
On October 12, 2005, the Company entered into a note purchase agreement (the Note Purchase Agreement) providing
for the issuance and sale of $100 million aggregate principal amount of floating rate, senior secured notes due October

12, 2012 (the Notes) to the purchasers named therein. Banc of America Securities LLC acted as placement agent for
this offering. The issuance and sale of the Notes by the Company, and the resale of the Notes by Banc of
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America Securities LLC was made pursuant to one or more exemptions from the registration requirements of the
Securities Act of 1933.

The Notes are guaranteed by all of the Company s existing and future direct and indirect domestic subsidiaries and are
secured by:

all of the Company s present and future shares of capital stock of (or other ownership or profit interests in) each of its
present and future subsidiaries (limited, in the case of certain material first-tier foreign subsidiaries, to a pledge of
65% of the capital stock of such subsidiaries);

all of the Company s and each of its domestic subsidiaries present and future property and assets; and

all proceeds and products of the property and assets described above.

The Notes rank pari passu in right of payment with the Company s obligations under its Amended and Restated Credit
Agreement and the obligations of the Company s guarantor subsidiaries to guarantee the Company s obligations under
the Note Purchase Agreement rank pari passu in right of payment with their guarantees in respect of the Amended and
Restated Credit Agreement.

Interest on the Notes will accrue at a floating rate per annum equal to LIBOR plus 1.65% for the applicable interest
period. Interest periods are defined as the three month period commencing on the closing date and each successive
three month period thereafter. Interest on the Notes is payable quarterly in arrears on the last day of each interest
period.

Under the Note Purchase Agreement, the Company is subject to various covenants, including, among others, the
following:
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a requirement that the Company maintain, on a rolling four-quarter basis, a ratio of Consolidated Net Debt to
Consolidated EBITDA (each as defined in the Note Purchase Agreement) of not greater than 3.5 to 1.0;

a requirement that the Company maintain, on a rolling four-quarter basis, a ratio of Consolidated EBIT to
Consolidated Interest Expense (each as defined in the Note Purchase Agreement) of at least 2.5 to 1.0;

a requirement that the Company have, at all times, a ratio of (x) book accounts receivable of the Company and certain
subsidiaries to (y) Consolidated Net Debt (as defined in the Note Purchase Agreement) of at least 1.1 to 1.0;

a requirement that the Company not, at any time, permit the aggregate amount of all Priority Debt (as defined in the
Note Purchase Agreement) to exceed 10% of its Consolidated Net Worth (as defined in the Note Purchase Agreement)
as of the most recently ended fiscal quarter; and

limitations on, among other things, liens asset sales, dividends and stock redemptions, investments and acquisitions,
transactions with affiliates and consolidations and mergers.

The Note Purchase Agreement contains customary events of default. If a default occurs and is continuing, the Notes
then outstanding shall (either automatically or by declaration of the holders of more than 50% of the principal amount
of Notes then outstanding, depending upon the circumstances resulting in the default) become immediately due and
payable. If an event of default occurs and is continuing because the Company failed to pay principal, interest or other
amounts due and payable on the Notes, then any Note holder may declare all of the Notes held by it to be immediately
due and payable.
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International credit facilities and other debt

As of September 30, 2006, the Company had $29.5 million of borrowing capacity on international credit facilities and
$7.7 million outstanding against those facilities. Borrowings under international bank lines of credit are generally
renewed upon expiration. The notes payable to seller is composed of a note payable to the former owners of the
Company s operations in Thailand, which is payable in annual installments of $200,000 through 2008. As of
September 30, 2006, the Company has no amounts outstanding under financed insurance premiums; however the
Company may finance future insurance premiums as the Company s policies renew. Financed software licenses and
maintenance are payable in quarterly installments of approximately $235,000 in December 2006 and $174,000 in
March 2007. Loans for financed vehicles are payable in monthly payments totaling approximately $381,000 through
October 2011 and have implied interest rates averaging 7.2%.

Note 9 Interest rate swap

In November 2005, the Company entered into an interest rate swap transaction with a third-party financial institution
to hedge its exposure to changes in the fair value of the Company s $100 million floating rate, senior secured notes,
which has been designated as a fair value hedge under SFAS No. 133, "Accounting for Derivative Instruments and
Hedging Activities", as amended by SFAS 149. In accordance with the swap agreement, the notional amount stepped
down to $75 million in April 2006.

The fair value of the Company s interest rate swap agreement recorded as a derivative asset and included in other
assets, net on the Company s condensed consolidated balance sheet totaled approximately $183,000 as of September
30, 2006, and recorded as a derivative liability and included in other noncurrent liabilities in the Company s condensed
consolidated balance sheet totaled approximately $207,000 as of December 31, 2005. The change in the
mark-to-market valuation is a component of other comprehensive income (see Note 5). The interest rate swap expires
in January 20009.

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.

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

The Company issues IATA (International Air Transportation Association) related guarantees, customs bonds and
letters of credit in the normal course of business. IATA-related guarantees and customs bonds are issued to facilitate
the movement and clearance of freight. Letters of credit include, but are not limited to, facilities associated with
insurance requirements and certain potential tax obligations. Generally, letters of credit have one-year or two-year
terms and are renewed upon expiration. As of September 30, 2006, total IATA-related guarantees, customs bonds and
letters of credit were approximately $90.7 million. Approximately $73.1 million of guarantees, customs bonds and
letters of credit were outstanding, including guarantees of the Company s trade payables and accrued transportation
costs and borrowings against its international credit facilities of $7.7 million which were recorded as liabilities on the
Company s consolidated balance sheet.
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Note 11 Contingencies

Litigation

One former and two current independent contractor pickup and delivery ( P&D ) drivers filed a complaint in California
state court on September 12, 2005, on behalf of themselves and similarly situated drivers in California alleging
various causes of action based on their theory that the drivers are employees and not independent contractors. The
complaint requests (i) that the matter be designated as a class action on behalf of all independent contractor P&D
drivers working for the Company in California; (ii) a declaratory judgment that the Company has violated the law;
(ii1) an equitable accounting; and (iv) an unspecified amount of damages and restitution in the form of business
expenses, unpaid overtime, meal period compensation, unlawful deductions from wages, statutory penalties, interest,
attorneys fees and costs. The Company removed the case to federal district court for the Northern District of
California, and the parties have agreed to focus only on the individual claims of the three named defendants in the first
phase of the proceedings. In the event one or more of the plaintiffs claims survive the summary judgment phase, the
next phase would focus on whether the action is maintainable as a class action. The Company intends to vigorously
defend this lawsuit and believes that plaintiffs are properly classified as independent contractors.

Other legal matters

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

U.K. fire damage

On January 9, 2005, the Company s London (Thurrock) warehouse and all contents were destroyed by fire. At the
time of the fire, the Company maintained 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.

In March 2006, the Company received a payment of $517,000 on its property insurance claim which resulted in a gain
of $324,000 in the accompanying condensed consolidated statement of income. On March 31, 2006, the Company
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resolved its outstanding business interruption claim with its insurance carrier. The total agreed amount was $3.1
million which includes the $928,000 interim payment received in May 2005. The outstanding payment of $2.2
million, of which $223,000, $1.5 million and $483,000 were recorded in revenues, personnel costs and other selling,
general and administrative expenses, respectively, was received on May 4, 2006.

As of September 30, 2006, $4.9 million of cargo claims have been settled under the Company s insurance policy. An
additional estimated $5.6 million of claims remain open of which $5.1 million is deemed probable of recovery under
the Company s insurance policy. As of September 30, 2006, the Company had recorded a liability of $459,000 for the
estimated claims in excess of its insurance policy limits, of which $46,000 and $213,000 was expensed in the first and
second quarters of 2006, respectively, and $624,000 was released in the third quarter of 2006. At September 30, 2006,
a $5.1 million insurance receivable and a $5.6 million insurance liability for these estimated cargo losses were
included in the Company s condensed consolidated balance sheet. However, existing claims could be settled in excess
of the Company s insurance limits, which could have a material adverse impact on its financial position, cash flows
and results of operations.
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U.S. Government billing

During 2003 and 2004, the Company acted as a logistics subcontractor in the Middle East to Kellogg Brown & Root,
Inc. ( KBR ), which as general contractor provided various services to the U.S. Department of Defense ( DOD ) and
other U.S. government agencies. In 2004, the Company received an administrative subpoena from the Office of
Inspector General of the DOD requesting documents relating to the billing of war risk surcharges by the Company on
certain shipments of KBR freight in the period from late 2003 to mid-2004. The Company has cooperated fully with
the government s request and its investigation. In the course of its internal investigation of the matter, the Company
reviewed documents related to the imposition of war risk surcharges on it by transportation providers. The Company
uncovered evidence suggesting that certain documents related to the imposition of war risk surcharges on the
Company, that were then charged to KBR, were false and the charges were not warranted. Following this discovery,
and with approval from the government, the Company engaged auditors to conduct a forensic analysis of war risk
surcharges charged by the Company. This analysis concluded that approximately $1.1 million of war risk surcharges
charged by the Company were not actually imposed on the Company by transportation providers. The Company
provided the results of this investigation to the government and promptly terminated two employees for violation of
the Company s Code of Conduct.

As a result of discussions with the government, we received a letter from the United States Attorneys Office for the
Eastern District of Texas on December 12, 2005, offering to settle the war risk surcharge issue for the sum of $4.0
million. Of the $4.0 million, $1.1 million reimburses the government for war risk surcharges (the full amount of
which had been previously reserved in EGL s financial statements), and the remaining $2.9 million represents penalties
for improper billings. EGL entered into a settlement agreement with the government in accordance with the letter on
June 5, 2006 and paid the $4.0 million on June 21, 2006. Recognizing EGL s cooperation in and assistance with the
government s review, as part of the settlement the United States Attorneys Office and the Defense Criminal
Investigative Service agreed to waive all investigatory expenses. In addition, the United States Attorneys Office for
the Eastern District of Texas is not expected to recommend to the DOD or the Department of Justice any criminal
indictment of the Company related to the war risk surcharges.

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). The case has been with the Appeals Division of the IRS since June 2005 with
settlement discussions continuing.

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, Inc., for the fiscal year ended October 2, 2000, when it was a separate company
prior to the merger with EGL, Inc.
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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 to all of its foreign affiliates certain merger and selling, general and
administrative expenses that 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 income, plus
accrued interest of approximately $6.2 million through September 30, 2006. The remaining cash tax impact of $7.5
million is related to temporary items that will be recovered in future periods. 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
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Company 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

The Company maintains the EGL, Inc. 401(k) Plan pursuant to which the Company provides up to dollar for dollar
discretionary matching of employee tax-deferred savings up to a maximum of 5% of eligible compensation for
employees in the United States. Each participant vests in the Company s contribution over the course of five years at a
vesting rate of 20% per year. During the three months ended June 30, 2006, the Company funded the 2005
discretionary contribution to the plan of $2.0 million. No additional discretionary contributions were made to this
plan in the three months ended September 30, 2006.

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):

Nine Months Ended Three Months Ended
September 30, September 30,
2006 2005 2006 2005

Net benefit cost for defined benefit
plans:

$ $ $ $
Service cost 1,496 1,433 377 242
Interest cost 1,095 1,133 86 1
Expected return on plan assets (1,053) (1,116) (62) (10)
Recognized gains and losses 43 12 18 5
Amortization of prior service cost 177 167 - (13)
Net pension enhancement and
curtailment/
settlement expense 3) 3) 3) 2
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$ $ $ $
Net benefit cost for defined benefit
plans 1,755 1,626 416 223
$ $ $ $
Contributions to benefit plans 1,387 2,140 263 846

Estimated contributions to the defined benefit plans for the period of October 1 to December 31, 2006 are
approximately $63,000.

Note 13 Related party transactions
Aircraft usage payments

In conjunction with the Company s business activities, the Company periodically utilized aircraft owned or leased by
entities that are controlled by James R. Crane, the Company s Chief Executive Officer. In January 2005, the Company
purchased from an unrelated party an aircraft that was previously leased by an entity controlled by Mr. Crane for
$12.5 million to be utilized for business travel, eliminating the use of Mr. Crane s aircraft and reimbursement thereof.

For 2006, the Compensation Committee of the Board of Directors of the Company approved, in lieu of incremental
cash compensation, an arrangement to provide Mr. Crane, or his designees, with up to an aggregate of 141.3 hours of
personal use of the Company s aircraft without reimbursement by Mr. Crane. In the three months and nine months
ended September 30, 2006, Mr. Crane used 9.0 and 62.6 hours, respectively. Members of the Company s Board of
Directors are also allowed personal usage of the Company s aircraft 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. In
the nine months ended September 30, 2006, the directors did not utilize the company plane. The Company intends to
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include usage of its aircraft as taxable income as required by current U.S. federal income tax regulations for Mr. Crane
and each director. The U.S. federal income tax regulations also restrict the amount of corporate tax deductions for
operating costs and tax depreciation attributable to personal use of the company plane. The amount of non-deductible
personal use expense is reduced by the imputed income recognized by the employee.

In the second quarter of 2006, the Company made a decision to sell the aircraft as it was not utilized to the extent
anticipated when purchased. The sale is expected to be completed by the end of 2006. As of June 30, 2006, the
Company had designated the aircraft as an asset held for sale. The Company reclassified $11.4 million, which
represents the net realizable value of the aircraft as of September 30, 2006, from property, plant and equipment to
assets held for sale. The Company recognized an impairment loss on the asset of $369,000, which is the difference of
the carrying value of the asset and the net realizable value of the asset at September 30, 2006. The asset held for sale
is included in other assets, net on the Company s condensed consolidated balance sheet.

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 nine months ended September 30, 2006 and 2005, the Company was reimbursed
$45,000 and $110,000, respectively. The Company received reimbursements of $14,000 and $9,000 for the quarter
ended September 30, 2006 and 2005, respectively. The amount billed but not received as of September 30, 2006 was
$36,000 and is included in other receivables on the consolidated balance sheets.

Note 14 Subsequent events

On November 3, 2006, the Company sold a facility in the United Kingdom for $8.5 million and will recognize a gain
on the sale of this asset of approximately $3.7 million during the fourth quarter of 2006.

Note 15 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
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amortization in each of these geographical divisions when evaluating the effectiveness of geographic management.
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Financial information regarding the Company s operations by geographic division for the nine and three months ended
September 30, 2006 and 2005 is as follows (in thousands):

Europe, Asia & Total
North South Middle East South Reportable
America America & Africa Pacific Eliminations  Segments

Nine months ended
September 30, 2006:

$ $ $ $ $ $
Total revenues 1,052,201 73,812 462,228 821,953 (53,818) 2,356,376
Interdivision revenues (20,420) (4,452) (11,864) (17,082) 53,818 -

$ $ $ $ $ $
Revenues from external
customers 1,031,781 69,360 450,364 804,871 - 2,356,376

$ $ $ $ $ $
Total net revenues 452,494 25,651 154,406 119,798 - 752,349
Intercompany (income)
expense (2,629) (2,430) (2,820) 7,879 - -

$ $ $ $ $ $
Net revenues 449,865 23,221 151,586 127,677 - 752,349

$ $ $ $ $
Income (loss) before taxes 68,377 (348) 20,074 21,753 109,856

$ $ $ $ $
Capital expenditures 27,401 844 3,270 2,731 34,246
Depreciation and $ $ $ $ $
amortization
expense 11,267 700 3,502 3,077 18,546

Nine months ended
September 30, 2005:
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Total revenues

Interdivision revenues

Revenues from external
customers

Total net revenues

Intercompany (income)
expense

Net revenues

Income before taxes

Capital expenditures

Depreciation and
amortization
expense

$

1,032,458
(17,107)
$

1,015,351
$

420,785

1,480
$

422,265
$

46,952
$

15,024
$

15,640
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$

78,589
(4,387)
$

74,202
$

20,237

(2,394)
$

17,843
$

1,359
$

300

461

$

478,496
(14,036)
$

464,460
$

147,718

(4,068)
$

143,650
$

4,077
$

1,654
$

3,218

23

$

723,463
(16,049)
$

707,414
$

108,148

4,982
$

113,130
$

20,346
$

3,210
$

3,194

$

(51,579)
51,579
$

$

2,261,427

$

2,261,427
$

696,888

$

696,888
$

72,734
$

20,188
$

22,513
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Three months ended
September 30, 2006:

Total revenues
Interdivision revenues

Revenues from external
customers

Total net revenues

Intercompany (income)
expense

Net revenues

Income (loss) before taxes

Capital expenditures

Depreciation and
amortization
expense

Three months ended
September 30, 2005:

Total revenues

North
America

$

373,436
(7,186)
$

366,250
$

163,602

(1,258)
$

162,344
$

28,126
$

13,723
$

3,571

South
America

25,628
(1,531)

24,097

8,726

(841)

7,885

(760)

72

247

Europe,
Middle East
& Africa

$

158,157
(3,941)
$

154,216
$

51,424

(926)
$

50,498
$

6,240
$

597

1,173

Asia &
South
Pacific

$

293,749
(5,592)
$

288,157
$

41,723

3,025
$

44,748
$

7,984
$

1,624
$

1,007

Eliminations

$

(18,250)
18,250
$

Total
Reportable
Segments

$

832,720

$

832,720
$

265,475

$

265,475
$

41,590
$

16,016
$

5,998
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357,800 24,093 150,247 265,777 (18,410) 779,507
Interdivision revenues (6,328) (1,550) 4,793) (5,739) 18,410 -
$ $ $ $ $ $
Revenues from external
customers 351,472 22,543 145,454 260,038 - 779,507
$ $ $ $ $ $
Total net revenues 148,782 7,557 52,155 38,466 - 246,960
Intercompany (income)
expense (368) 916) (1,295) 2,579 - -
$ $ $ $ $ $
Net revenues 148,414 6,641 50,860 41,045 - 246,960
$ $ $ $ $
Income (loss) before taxes 20,107 532 6,022 7,351 34,012
$ $ $ $ $
Capital expenditures 5,729 78 586 1,043 7,436
Depreciation and $ $ $ $ $
amortization
expense 5,474 170 1,080 1,106 7,830

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 by geographic division 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.

The reconciliation between income before taxes, capital expenditures and depreciation and amortization for reportable
segments to consolidated amounts is as follows (in thousands):

Income before taxes for reportable
segments

Interest, corporate administrative
expenses

and other miscellaneous
nonoperating

income (expense)

Income before taxes

Capital expenditures for reportable
segments

Capital expenditures not allocated to
segments

Capital expenditures

Depreciation and amortization for
reportable
segments

Depreciation and amortization not
allocated to
segments

2005

Nine Months Ended
September 30,
2006

$ $
109,856 72,734
(39,397) (2,722)
$ $
70,459 70,012
$ $
34,246 20,188
(400) 12,803
$ $
33,846 32,991
$ $
18,546 22,513
5,978 4,347

2005

Three Months Ended
September 30,
2006

$ $
41,590 34,012
(13,430) (588)
$ $
28,160 33,424
$ $
16,016 7,436
- (14)
$ $
16,016 7,422
$ $
5,998 7,830
1,957 1,247
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$ $

24,524 26,860

Depreciation and amortization

$ $

7,955 9,077

The Company s identifiable assets by geographic division are summarized below (in thousands):

Europe,
Middle
North South East &
America America Africa
$ $ $
Balance at September 30, 2006 665,722 48,467 254,464
$ $ $
Balance at December 31, 2005 582,525 42,861 240,107
25

Asia &
South Pacific Consolidated
$ $
246,577 1,215,230
$ $
223,748 1,089,241
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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 nine months ended September 30, 2006 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, 2005 (File No. 0-27288).

Overview

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

We achieved gross revenues of $833 million for the quarter ended September 30, 2006, a 6.8% increase over gross
revenues of $780 million in the third quarter of 2005. Net revenues increased $18.5 million, or 7.5%, to $265.5
million in the third quarter of 2006 compared to $247.0 million in the same quarter last year. Operating income
declined 8% to $30.2 million, as compared with the third quarter of 2005 due to the 7.5% increase in net revenues
while operating expenses increased 10.0%. Third quarter operating expenses increased faster than net revenues due to
infrastructure investments made for certain logistics start-up operations in North America and expansion of existing
operations in Asia Pacific. We remain committed to leveraging our infrastructure by containing our operating
expenses and improving our yield management in 2006.

Our results of operations, cash flows and financial position for the third quarter of 2006 reflect, among other things,
the following:

Leveraging our global network. In the third quarter of 2006, we continued to leverage our global network and our
ability to cross-sell services in an effort to increase volumes through our service offerings in the geographic divisions
we serve. In addition, our balanced product offering enabled us to provide flexible solutions to our customers both
domestically and internationally.

Continued focus on net revenue margins. Gross revenues improved by 7% in the third quarter of 2006 as compared to
the third quarter of 2005 reversing the temporary decline experienced in the second quarter as we continue to increase
revenues with existing customers and win business from new customers. Net revenue margins improved to 31.9% in
the third quarter of 2006 from 31.7% in the third quarter of 2005.
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Stock option repricing. 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 we have 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. We concluded that the impact of these
adjustments to the years 2001, 2002, 2003, 2004 and 2005 are not material to our consolidated financial statements
and it has been recorded as a charge in personnel costs in the third quarter of 2006. Management and the Audit
Committee found no indication of intentional misconduct in the dating of stock options.
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Income tax. The tax rate for the third quarter of 2006 was 30.8% which includes the benefits related to the filing of
prior year federal and foreign income tax returns, state tax refund claims and utilization of foreign net operating
losses.

Cash flows from operations. Cash flows from operations for the first nine months of 2006 were $71.7 million as
compared to operating income of $78.6 million.

Global deployment of information technology systems. In 2006, we continued the global deployment of our EGL
Vision Suite of Technologies Logistics Vision, Financial Vision and People Vision. Logistics Vision is the freight
forwarding system that allows a seamless flow of data across the globe, eliminating duplicate data entry on multiple
systems. Financial Vision is the Oracle-based financial system that allows global visibility of financial results,
streamlined financial reporting and the ability to automate intercompany accounting and settlements. People Vision is
the Oracle-based human resources application that allows global visibility to employee tracking, training and
development. Management continues to believe that successful deployment of systems remains a critical component

of improving operational efficiencies and effectively growing the business.

Our organization continues to focus on increasing net revenue growth across all product lines and increasing operating
income in all geographic locations.

Results of Operations

Nine Months Ended September 30,
2006 2005
% of Total % of Total
Amount Revenues Amount Revenues

(in thousands, except percentages)

Revenues:

$ $
Air freight forwarding 1,543,145 65.5 1,469,947 65.0
Ocean freight forwarding 346,010 14.7 329,076 14.6
Customs brokerage and other 467,221 19.8 462,404 20.4

$ $
Revenues 2,356,376 100.0 2,261,427 100.0

% of % of
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Revenues

Net revenues:
$

Air freight forwarding 422,583 27.4
Ocean freight forwarding 80,847 234
Customs brokerage and other 248,919 53.3
Net revenues 752,349 31.9

% of Net

Revenues
Operating expenses:
Personnel costs 418,450 55.7
Other selling, general and
administrative
expenses 255,288 33.9
EEOC legal settlement - -
Operating income 78,611 10.4
Nonoperating (income) expense, net 8,152 1.1
Income before provision for income
taxes 70,459 9.3
Provision for income taxes 25,064 33

$

Net income 45,395 6.0

27

$

407,462
67,516

221,910
696,888

390,473

244,620
(5.975)
67,770
(2,242)

70,012
30,913
$

39,099

Revenues

27.7

20.5

48.0

30.8
% of Net
Revenues

56.0

35.1
(0.8)
9.7

(0.3)

10.0
4.4

5.6
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Nine Months Ended September 30, 2006 Compared to Nine Months Ended September 30, 2005

Revenues increased $95.0 million, or 4.2%, to $2,356.4 million in the nine months ended September 30, 2006
compared to $2,261.4 million in the nine months ended September 30, 2005, due to a $73.2 million increase in air
freight forwarding revenues, a $16.9 million increase in ocean freight forwarding revenues and a $4.8 million increase
in customs brokerage and other revenues. Net revenues, which represent revenues less freight transportation costs,
increased $55.4 million, or 7.9%, to $752.3 million in the nine months ended September 30, 2006, compared to
$696.9 million in the nine months ended September 30, 2005 due to increases across all product lines. Net revenue
margins of 31.9% increased by 110 basis points from the nine months ended September 30, 2005 due to
improvements in ocean freight forwarding and customs brokerage and other margins.

Air freight forwarding revenues. Air freight forwarding revenues increased $73.2 million, or 5.0%, to $1,543.1
million in the nine months ended September 30, 2006 compared to $1,469.9 million in the nine months ended
September 30, 2005 primarily due to continuing volume increases in Asia/South Pacific and North America.

Air freight forwarding net revenues increased $15.1 million, or 3.7%, to $422.6 million in the nine months ended
September 30, 2006 compared to $407.5 million in the nine months ended September 30, 2005 due to increases in
Asia/South Pacific and North America. Air freight forwarding margins decreased to 27.4% in the nine months ended
September 30, 2006 compared to 27.7% for the nine months ended September 30, 2005 resulting from the pass
through of rising fuel costs to our customers which increased gross revenues without corresponding increases in net
revenues.

Ocean freight forwarding revenues. Ocean freight forwarding revenues increased $16.9 million, or 5.1%, to $346.0
million in the nine months ended September 30, 2006 compared to $329.1 million in the nine months ended
September 30, 2005 primarily due to volume increases in Asia/South Pacific and Europe/Middle East as a result of our
increased focus on the ocean market and our customers continued shift toward a lower cost deferred product.

Ocean freight forwarding net revenues increased $13.3 million, or 19.7%, to $80.8 million in the nine months ended
September 30, 2006 compared to $67.5 million in the nine months ended September 30, 2005 primarily due to
increases in Asia/South Pacific and Europe/Middle East. Ocean forwarding margins increased to 23.4% in the nine
months ended September 30, 2006 compared to 20.5% in the nine months ended September 30, 2005 from increases
across all geographic divisions due to the introduction of more capacity by ocean carriers resulting in lower
transportation costs.

Customs brokerage and other revenues. Customs brokerage and other revenues, which include warehousing,

distribution and other logistics services, increased $4.8 million, or 1.0% to $467.2 million in the nine months ended
September 30, 2006 compared to $462.4 million in the nine months ended September 30, 2005. Customs brokerage
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revenues decreased primarily due to a decline in Europe/Middle East and North America trade activity. Warehousing
and logistics revenues increased due to continued growth in Asia/South Pacific, North America and South America as
a result of the addition of several new logistics projects, offset by a decline in Europe/Middle East.

Customs brokerage and other net revenues increased by $27.0 million, or 12.2%, to $248.9 million in the nine months
ended September 30, 2006 compared to $221.9 million in the nine months ended September 30, 2005. Customs
brokerage and other margins increased to 53.3% for the nine months ended September 30, 2006, compared to 48.0%
for the nine months ended September 30, 2005, primarily due to new projects with higher margins in North America
and Asia/South Pacific and disposition of several lower 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 $28.0 million, or 7.2%,
to $418.5 million in the nine months ended September 30, 2006 compared to $390.5 million in the nine months ended
September 30, 2005. As a percentage of net revenues, personnel costs were 55.7% in the nine months ended
September 30, 2006 compared to 56.0% in the nine months ended September 30, 2005 due to growth in net revenues
offset somewhat by a 10% increase in headcount. The increase in personnel costs was due primarily to stock-
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based compensation expense resulting from the implementation of FAS 123R, the adjustment to correct our prior
stock option grant practices, and increased temporary labor related to several new logistics projects in North America.
We implemented FAS 123R on January 1, 2006 and incurred $7.8 million of stock-based compensation expense
during the nine months ended September 30, 2006, as compared to $115,000 of stock-based compensation expense in
the nine months ended September 30, 2005. In addition, we recorded $2.1 million of stock-based compensation
related to our review of our option grant practices during the 1996 through 2005 fiscal years.

Other selling, general and administrative expenses. Other selling, general and administrative expenses increased
$10.7 million, or 4.4%, to $255.3 million in the nine months ended September 30, 2006 compared to $244.6 million in
the nine months ended September 30, 2005. The increase is primarily due to higher professional fees, facilities costs
and insurance premiums and claims activity offset by decreased bad debt expense and depreciation. As a percentage
of net revenues, other selling, general and administrative expenses were 33.9% in the nine months ended September
30, 2006, compared to 35.1% in the nine months ended September 30, 2005.

EEOC legal settlement. In February 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 nine months ended September 30, 2006, nonoperating expense, net, was
$8.2 million compared to nonoperating income of $2.2 million for the nine months ended September 30, 2005. The
$10.4 million change was due primarily to a $3.6 million increase in foreign exchange losses due to a weakening of
the U.S. dollar particularly against Asian currencies and a $5.8 million increase in net interest expense.

Effective tax rate. The effective tax rate for the nine months ended September 30, 2006 was 35.6% compared to
44.2% for the nine months ended September 30, 2005. Our effective tax rate decreased significantly due to benefits
related to the reduction of nondeductible expenses, state tax refund claims and utilization of foreign net operating
losses.
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Results of Operations

Revenues:

Air freight forwarding
Ocean freight forwarding

Customs brokerage and other

Revenues

Net revenues:

Air freight forwarding
Ocean freight forwarding
Customs brokerage and other

Net revenues

Operating expenses:
Personnel costs

Other selling, general and
administrative
expenses

Operating income

OPERATIONS (CONTINUED)

Amount

$

543,493
123,810
165,417
$

832,720

$

146,065
27,524
91,886
265,475

143,491

91,772
30,212

2006

% of Total
Revenues

(in thousands, except percentages)

65.3
14.9
19.8

100.0
% of
Revenues

26.9

22.2

55.5

31.9
% of Net
Revenues

54.1

34.6
11.3

Three Months Ended September 30,

Amount

$

516,236
108,868
154,403
$

779,507

$

145,397
23,224
78,339
246,960

129,349

84,567
33,044

2005

% of Total
Revenues

66.2
14.0
19.8

100.0
% of
Revenues

28.2

21.3

50.7

31.7
% of Net
Revenues

524

34.2
13.4
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Nonoperating (income) expense, net 2,052 0.7 (380) 0.1

Income before provision for income

taxes 28,160 10.6 33,424 13.5

Provision for income taxes 8,675 3.3 14,192 5.7
$ $

Net income 19,485 7.3 19,232 7.8

Three Months Ended September 30, 2006 Compared To Three Months Ended September 30, 2005

Revenues increased $53.2 million, or 6.8%, to $832.7 million in the three months ended September 30, 2006
compared to $779.5 million in the three months ended September 30, 2005 due to increases of $27.3 million in air
freight forwarding revenues, $14.9 million in ocean freight forwarding revenues and $11.0 million in customs
brokerage and other revenues. Net revenues, which represent revenues less freight transportation costs, increased
$18.5 million, or 7.5%, to $265.5 million in the three months ended September 30, 2006 compared to $247.0 million
in the three months ended September 30, 2005 due to increases across all product lines. Net revenue margins of
31.9% improved by 20 basis points from the third quarter of 2005 due to increased ocean freight forwarding and
customs brokerage and other margins, offset by a decline in air freight forwarding margins.

Air freight forwarding revenues. Air freight forwarding revenues increased $27.3 million, or 5.3%, to $543.5 million
in the three months ended September 30, 2006 compared to $516.2 million in the three months ended September 30,
2005 primarily due to increases in volumes in North America, Asia/South Pacific and Europe/Middle East.

Air freight forwarding net revenues increased $668,000, or 0.5%, to $146.1 million in the three months ended

September 30, 2006 compared to $145.4 million in the three months ended September 30, 2005 due to an increase in
North America, offset by a decrease in Europe/Middle East. Air freight forwarding margins decreased to 26.9% in the
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three months ended September 30, 2006 compared to 28.2% for the three months ended September 30, 2005 resulting
from the pass through of rising fuel costs to our customers which increased gross revenues without corresponding
increases in net revenues.

Ocean freight forwarding revenues. Ocean freight forwarding revenues increased $14.9 million, or 13.7%, to $123.8
million in the three months ended September 30, 2006 compared to $108.9 million in the three months ended
September 30, 2005 due primarily to increases in Europe/Middle East and Asia/South Pacific.

Ocean freight forwarding net revenues increased $4.3 million, or 18.5%, to $27.5 million in the three months ended
September 30, 2006 compared to $23.2 million in the three months ended September 30, 2005 primarily due to
increases in Asia/South Pacific and Europe/Middle East. Ocean forwarding margins, increased to 22.2% in the three
months ended September 30, 2006 compared to 21.3% in the three months ended September 30, 2005 from increases
in Asia/South Pacific, South America and Europe/Middle East due to the introduction of more capacity by ocean
carriers resulting in lower transportation costs.

Customs brokerage and other revenues. Customs brokerage and other revenues, which include warehousing,
distribution and other logistics services, increased $11.0 million, or 7.1%, to $165.4 million in the three months ended
September 30, 2006 compared to $154.4 million in the three months ended September 30, 2005. Customs brokerage
revenues increased primarily due to increases in Europe/Middle East and North America trade activity. Warehousing
and logistics revenues increased due to growth in North America and Asia/South Pacific, offset by a decline in
Europe/Middle East.

Customs brokerage and other net revenues increased by $13.6 million, or 17.4%, to $91.9 million in the three months
ended September 30, 2006 compared to $78.3 million in the three months ended September 30, 2005. Customs
brokerage and other margins increased to 55.5% for the three months ended September 30, 2006 compared to 50.7%
for the three months ended September 30, 2005 primarily due to new projects implemented in North America with
higher margins.

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 $14.2 million, or 11.0%,
to $143.5 million in the three months ended September 30, 2006, compared to $129.3 million in the three months
ended September 30, 2005. As a percentage of net revenues, personnel costs were 54.1% in the three months ended
September 30, 2006, compared to 52.4% in the three months ended September 30, 2005, due to personnel costs
increasing at a faster rate than net revenues. The increase in personnel costs was due primarily to stock-based
compensation expense resulting from the implementation of FAS 123R, the adjustment to correct our prior stock
option grant practices, and increased temporary labor. We implemented FAS 123R on January 1, 2006 and incurred
$2.6 million of stock-based compensation expense during the three months ended September 30, 2006, as compared to
$22,000 of stock-based compensation expense in the three months ended September 30, 2005. In addition, we
recorded $2.1 million of stock-based compensation expense related to our review of our stock option grant practices
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during the 1996 through 2005 fiscal years. Temporary labor increased primarily due to new logistics projects in North
America.

Other selling, general and administrative expenses. Other selling, general and administrative expenses increased $7.2
million or 8.5%, to $91.8 million in the three months ended September 30, 2006 compared to $84.6 million in the
three months ended September 30, 2005. The increase is primarily due to increased facility costs, professional fees,
travel and entertainment expense, offset by a decrease in depreciation, communications costs and bad debt expense.
As a percentage of net revenues, other selling, general and administrative expenses were 34.6% in the three months
ended September 30, 2006, compared to 34.2% in the three months ended September 30, 2005.

Nonoperating income (expense), net. For the three months ended September 30, 2006, nonoperating expense, net, was

$2.1 million compared to nonoperating income of $380,000 for the three months ended September 30, 2005. The $2.5
million change was primarily due to a $1.8 million increase in net interest expense.
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Effective tax rate. The effective tax rate for the three months ended September 30, 2006 was 30.8% compared to
42.5% for the three months ended September 30, 2005. Our effective tax rate decreased significantly compared to the
three months ended September 30, 2005 due to benefits related to the reduction of nondeductible expenses, state tax
refund claims and utilization of foreign net operating losses.

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.

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 income; 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 2006 will be in the range of
$45 to $50 million, with a range of $32 to $37 million expected on information systems expenditures. Our capital
expenditures for the nine months ended September 30, 2006, were $33.8 million.

Based on current plans, we believe that our existing capital resources, including $146.0 million of cash and cash
equivalents and $212.8 million of available borrowing capacity on our credit facility, will be sufficient to meet
working capital requirements through September 30, 2007. 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
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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 $71.7 million in the nine months
ended September 30, 2006 compared to $165.3 million in the nine months ended September 30, 2005. The decrease
in cash flows from operating activities is primarily due to a net increase in changes from working capital, offset
somewhat by an increase in net income. In the nine months ended September 30, 2006, there was a $14.2 million net
decrease in cash from changes in working capital, primarily due to a $49.1 million increase in trade receivables, and a
$14.4 million increase in other assets and liabilities, offset by a $50.4 million increase in payables and other accrued
liabilities. In the nine months ended September 30, 2005, there was a $93.0 million net increase in working capital,
primarily due to a $54.3 million increase in payables and other accrued liabilities, a $45.9 million decrease in trade
receivables, due to improved collection efforts and a $1.2 million decrease in other receivables, offset by a $8.4
million increase in other assets and liabilities.
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Cash flows from investing activities. Net cash used in investing activities in the nine months ended September 30,
2006 was $31.3 million compared to $28.5 million in the nine months ended September 30, 2005. We incurred capital
expenditures of $33.8 million during the nine months ended September 30, 2006 as compared to $33.0 million during
the nine months ended September 30, 2005. Capital expenditures in 2005 related primarily to the purchase of a
corporate plane for $12.5 million. In the nine months ended September 30, 2006, we received $3.5 million from sales
of property and equipment as compared to $761,000 in the nine months ended September 30, 2005. In the nine
months ended September 30, 2006, $2.4 million was transferred to restricted cash, as compared to the nine months
ended September 30, 2005, during which $5.0 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. 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 in the nine months ended September 30, 2005. Additionally, in
the nine months ended September 30, 2006, we purchased a freight forwarding and customs brokerage operation in
Colombia for $1.4 million, net of cash acquired and received $1.3 million from the sale of TDS Logistic, Inc.

Cash flows from financing activities. Net cash used in financing activities in the nine months ended September 30,
2006 was $13.3 million compared to net cash used of $96.7 million in the nine months ended September 30, 2005.
The cash used in financing activities for the nine months ended September 30, 2006 consists of $28.9 million in net
repayments of debt, $3.5 million of repayment of financed insurance premiums and $1.5 million in payments of
capital lease obligations, offset by $14.5 million in proceeds from the exercise of 634,000 stock options and $5.6
million in excess tax benefits from employee stock options. The cash used in financing activities in the nine months
ended September 30, 2005 consists of $4.8 million in net repayments of debt, the repurchase of approximately 5.0
million shares of our outstanding common stock for $94.3 million, $2.3 million of repayment of financed insurance
premiums, $1.5 million in payments of capital lease obligations and $1.1 million in payment of financing fees, offset
by $6.2 million from the exercise of 337,000 stock options.

Amended and Restated Credit Agreement

We 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 our 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.

We may use borrowings under the Amended and Restated Credit Agreement for working capital, capital expenditures
and other lawful corporate purposes, to make permitted acquisitions and investments, to pay dividends subject to

certain limitations and to repurchase our common stock.

Amounts borrowed under the Amended and Restated Credit Agreement are guaranteed by all of our existing and
future direct and indirect domestic subsidiaries and secured equally and ratably by:
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all of our present and future shares of capital stock of (or other ownership or profit interests in) each of our present and
future subsidiaries (limited, in the case of certain material first-tier foreign subsidiaries, to a pledge of 65% of the
capital stock of such subsidiaries);

all of our and each of our domestic subsidiaries present and future property and assets; and

all proceeds and products of the property and assets described above.

Loans under the Amended and Restated Credit Agreement will bear interest initially at a rate per annum equal to
either, at our option, (1) LIBOR plus 1.25% or (2) the Base Rate (defined as the higher of Bank of America, N.A. s
prime rate or 0.50% over the Federal Funds rate). In addition, we are required to pay a commitment fee of 0.30% on
the undrawn amounts under the Amended and Restated Credit Agreement. Interest rates and commitment fees under
the
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Amended and Restated Credit Agreement are subject to increase or decrease as a function of the ratio of our
Consolidated Net Funded Indebtedness to Consolidated EBITDA (each as defined in the Amended and Restated
Credit Agreement). We may select interest periods of one, two, three or six months for LIBOR loans, subject to
availability. Interest will be payable at the end of the selected interest period, but no less frequently than quarterly.

Under the Amended and Restated Credit Agreement, we are subject to various covenants, including, among others,
the following:

a requirement that we maintain, on a rolling four-quarter basis, a ratio of Consolidated Net Funded Indebtedness to
Consolidated EBITDA (each as defined in the Amended and Restated Credit Agreement) of not greater than 3.5 to 1.0
through December 31, 2006, and decreasing to 3.0 to 1.0 thereafter;

a requirement that, on a rolling four-quarter basis, we have a ratio of Consolidated EBIT to Consolidated Interest
Charges (each as defined in the Amended and Restated Credit Agreement) of at least 2.5 to 1.0 through December 31,
2006, and increasing to 3.0 to 1.0 thereafter;

a requirement that, at the end of each fiscal quarter, we have a ratio of book accounts receivable by us and our
subsidiaries to Consolidated Net Funded Indebtedness (as defined in the Amended and Restated Credit Agreement) of
at least 1.1 to 1.0; and

limitations on, among other things, liens indebtedness, asset sales, dividends and stock redemptions, investments and
acquisitions, transactions with affiliates and consolidations, mergers and sales of all or a substantial part of our
consolidated assets.
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The Amended and Restated Credit Agreement contains events of default customary for an agreement of this type. The

occurrence of certain specified internal control events that could reasonably be expected to have a material adverse

effect on us also constitutes an event of default under the Amended and Restated Credit Agreement. If a default
occurs and is continuing, the administrative agent may, among other things, declare all outstanding principle amounts
immediately due and payable.

The Amended and Restated Credit Agreement contains a $75 million sub-facility for letters of credit. At September
30, 2006, we had borrowings of $72.9 million, $14.3 million in letters of credit outstanding and unused borrowing
capacity of $212.8 million under the Amended and Restated Credit Agreement.

Note Purchase Agreement

On October 12, 2005, we entered into a note purchase agreement (the Note Purchase Agreement) providing for the
issuance and sale of $100 million aggregate principal amount of floating rate, senior secured notes due October 12,
2012 (the Notes) to the purchasers named therein. Banc of America Securities LLC acted as placement agent for this
offering. The issuance and sale of the Notes by us, and the resale of the Notes by Banc of America Securities LLC

was made pursuant to one or more exemptions from the registration requirements of the Securities Act of 1933.

The Notes are guaranteed by all of our existing and future direct and indirect domestic subsidiaries and are secured by:

all of our present and future shares of capital stock of (or other ownership or profit interests in) each of our present and
future subsidiaries (limited, in the case of certain material first-tier foreign subsidiaries, to a pledge of 65% of the
capital stock of such subsidiaries);

all of our and each of our domestic subsidiaries present and future property and assets; and

all proceeds and products of the property and assets described above.
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The Notes rank pari passu in right of payment with our obligations under our Amended and Restated Credit
Agreement and the obligations of our guarantor subsidiaries to guarantee our obligations under the Note Purchase
Agreement rank pari passu in right of payment with their guarantees in respect of the Amended and Restated Credit
Agreement.

Interest on the Notes will accrue at a floating rate per annum equal to LIBOR plus 1.65% for the applicable interest
period. Interest periods are defined as the three month period commencing on the closing date and each successive
three month period thereafter. Interest on the Notes is payable quarterly in arrears on the last day of each interest

period.

Under the Note Purchase Agreement, we are subject to various covenants, including, among others, the following:

a requirement that we maintain, on a rolling four-quarter basis, a ratio of Consolidated Net Debt to Consolidated
EBITDA (each as defined in the Note Purchase Agreement) of not greater than 3.5 to 1.0;

a requirement that we maintain, on a rolling four-quarter basis, a ratio of Consolidated EBIT to Consolidated Interest
Expense (each as defined in the Note Purchase Agreement) of at least 2.5 to 1.0;

a requirement that we have, at all times, a ratio of (x) book accounts receivable of the Company and certain
subsidiaries to (y) Consolidated Net Debt (as defined in the Note Purchase Agreement) of at least 1.1 to 1.0;

a requirement that we not, at any time, permit the aggregate amount of all Priority Debt (as defined in the Note
Purchase Agreement) to exceed 10% of its Consolidated Net Worth (as defined in the Note Purchase Agreement) as of
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the most recently ended fiscal quarter; and

limitations on, among other things, liens asset sales, dividends and stock redemptions, investments and acquisitions,
transactions with affiliates and consolidations and mergers.

The Note Purchase Agreement contains customary events of default. If a default occurs and is continuing, the Notes
then outstanding shall (either automatically or by declaration of the holders of more than 50% of the principal amount
of Notes then outstanding, depending upon the circumstances resulting in the default) become immediately due and
payable. If an event of default occurs and is continuing because we failed to pay principal, interest or other amounts
due and payable on the Notes, then any Note holder may declare all of the Notes held by it to be immediately due and
payable.

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 September 30, 2006, $49.7 million
of this software was under development and was not being depreciated. Our expected capital expenditures for the
year ending December 31, 2006 are approximately $45 to $50 million, including approximately $32 to $37 million for
information technology development and upgrades.

Litigation. 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.
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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 have been audited by the IRS with the case
currently at the Appeals division for resolution. The IRS has proposed, 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 income, plus accrued interest of
approximately $6.2 million through September 30, 2006. 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.

Off-Balance Sheet Arrangements

As is common in our industry, we have entered into certain off-balance sheet arrangements in the ordinary course of
business that result in risks not directly reflected in our balance sheets. Our significant off-balance sheet arrangements
include liabilities associated with guarantees secured by letters of credit, surety bonds and security time deposits and
non-cancelable operating leases. We have not engaged in any off-balance sheet financing arrangements through
special purpose entities.

Guarantees. We guarantee certain financial liabilities, the majority of which relate to our freight forwarding
operations. In the normal course of our business, we are 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. We operate as a customs broker and prepare and file all formal documentation required for
clearance through customs agencies, obtain customs bonds, facilitate the payment of import duties on behalf of the
importer and arrange for payment of collect freight charges. We also assist the importer in obtaining the most
advantageous commodity classifications, qualifying for duty drawback refunds and arranging for surety bonds.

We secure these guarantees primarily by three methods: a $75 million standby letter of credit sub-facility included
within our Amended and Restated Credit Agreement, surety bonds and security time deposits. Security time deposits
are restricted as to withdrawal for a specified timeframe and are classified on our balance sheet as restricted cash. As
of September 30, 2006, we had $14.3 million in letters of credit outstanding. We also issue IATA (International Air
Transportation Association) related guarantees, customs bonds and letters of credit in the normal course of business.
IATA related guarantees and customs bonds are issued to facilitate the movement and clearance of freight. Letters of
credit include, but are not limited to, guarantees associated with insurance requirements and certain potential tax
obligations. Generally, guarantees have one-year or two-year terms and are renewed upon expiration. As of
September 30, 2006, total IATA related guarantees, customs bonds and letters of credit were approximately $90.7
million. Approximately $73.1 million of guarantees, customs bonds and letters of credit were outstanding, including
guarantees of our trade payables and accrued transportation costs and borrowings against our international credit
facilities of $7.7 million, which were recorded as liabilities on our consolidated balance sheet.
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Leases. We enter into operating lease agreements, principally for freight operation facilities and office space. These
leases are non-cancelable and expire on various dates through 2025. Certain of our lease agreements contain renewal
options and rent escalation clauses. These leases allow us to conserve cash by paying a monthly lease payment for use
of facilities, rather than purchasing the facilities. We may decide to cancel or terminate a lease before the end of its
term due to excess capacity resulting from having multiple facilities in certain locations or changing business needs, in
which case we typically are liable to the lessor for the remaining lease payments under the term of the lease. We
maintain facility accruals for remaining lease obligations under non-cancelable operating leases at domestic and
international locations that we have vacated.
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Contractual Obligations

As of September 30, 2006, there have not been any material changes in EGL's contractual obligations as presented in
its Annual Report on Form 10-K for the year ended December 31, 2005.

New Accounting Pronouncements and Critical Accounting Policies

See note 1 of the notes to the consolidated financial statements for the year ended December 31, 2005 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, 2005.

ITEM 4. CONTROLS AND PROCEDURES

The Company maintains systems of disclosure controls and procedures designed to (1) ensure that information
required to be disclosed in the Company s reports required by the Securities Exchange Act of 1934, as amended (the
"Exchange Act"), is recorded, processed, summarized and reported within the time periods specified in the SEC s rules
and forms, (2) and that such information is accumulated and communicated to the Company s management, including
its chief executive officer and chief financial officer as appropriate, to allow timely decisions regarding required
disclosure, as defined in Rules 13a - 15 (e) and 15d - 15(e) under the Exchange Act. During the quarter the Company
carried out an evaluation, under the supervision and with the participation of the Company's management, including
the chief executive officer and the chief financial officer, of the effectiveness of the design and operation of the
disclosure controls and procedures as of the end of the period covered by this report. Based upon that evaluation, the
Company's chief executive officer and chief financial officer concluded that the Company's disclosure controls and
procedures were effective.

During the quarter ended September 30, 2006, there was no change in our internal control over financial reporting that
has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.

PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

One former and two current independent contractor pickup and delivery ( P&D ) drivers filed a complaint in California
state court on September 12, 2005, on behalf of themselves and similarly situated drivers in California alleging
various causes of action based on their theory that the drivers are employees and not independent contractors. The
complaint requests (i) the matter be designated as a class action on behalf of all independent contractor P&D drivers
working for EGL in California; (ii) a declaratory judgment that EGL has violated the law; (iii) an equitable accounting
and an unspecified amount of damages; and (iv) restitution in the form of business expenses, unpaid overtime, meal
period compensation, unlawful deductions from wages, statutory penalties, interest, attorneys fees and costs. We
removed the case to federal district court for the Northern District of California, and the parties have agreed to focus
only on the individual claims of the three named defendants in the first phase of the proceedings. In the event one or
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more of the plaintiffs claims survive the summary judgment phase, the next phase would focus on whether the action
is maintainable as a class action. We intend to vigorously defend this lawsuit and believe that plaintiffs are properly
classified as independent contractors.

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

ITEM 1A. RISK FACTORS
Our results of operations could be adversely affected as a result of goodwill impairments.

When we acquire a business, we record an asset called goodwill equal to the excess amount we pay for the business,
including liabilities assumed, over the fair value of the tangible and intangible assets of the business we acquire.
Through December 31, 2001, pursuant to generally accepted accounting principles, we amortized this goodwill over
its estimated useful life of 40 years following the acquisition, which directly impacted our earnings. In September,
2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards (SFAS)
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No. 142 which provides that effective at the beginning of the 2002 Fiscal Year, goodwill and other intangible assets
that have indefinite useful lives not be amortized, but instead must be tested at least annually for impairment, and
intangible assets that have finite useful lives should continue to be amortized over their useful lives. SFAS No. 142
also provides specific guidance for testing goodwill and other non-amortized intangible assets for impairment. SFAS
No. 142 requires management to make certain estimates and assumptions to allocate goodwill to our company s
geographical divisions and to determine the fair value of the geographical division s net assets and liabilities,
including, among other things, an assessment of market conditions, projected cash flows, investment rates, cost of
capital and growth rates, which could significantly impact the reported value of goodwill and other intangible assets.
Fair value is determined using a combination of the discounted cash flow, market multiple and market capitalization
valuation approaches. Absent any impairment indicators, we perform our impairment tests annually during the fourth
quarter. Future impairments, if any, will be recognized as operating expenses.

We may not be successful in continuing to meet the requirements of the Sarbanes-Oxley Act of 2002.

The Sarbanes-Oxley Act of 2002 has introduced many requirements applicable to us regarding corporate governance
and financial reporting, including the requirements, beginning with the Annual Report for the Fiscal Year Ended
December 31, 2004, for management to report on our internal controls over financial reporting and for our
independent registered public accounting firm to attest to this report. We continue actions to ensure our ability to
comply with these requirements, including but not limited to, the engaging of outside experts to assist in the
evaluation of our controls, adding staff to our internal audit department and documenting our existing controls. As of
December 31, 2005, we were in compliance. However, there can be no assurance that we will be successful in
complying in future years. Failure to maintain compliance could result in a decrease in the market value of our
common stock and other publicly-traded securities, the reduced ability to obtain financing, the loss of customers,
penalties and additional expenditures to meet the requirements.

We may not be successful in deploying our global IT infrastructure.

Global deployment of our logistics and sales information technology infrastructure is a critical component of our
continued world-wide growth. As we continue our deployment of these systems to our offices throughout the world
during 2006, there is no certainty that the deployment will meet our internal timelines or be successful. Our failure to
successfully and timely deploy these information technology systems can adversely impact our operational
efficiencies and could slow or prevent future growth.

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

NONE

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

NONE
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

NONE

ITEM 5. OTHER INFORMATION

FORWARD-LOOKING STATEMENTS

The statements contained in all parts of this document (including the portion, if any, appended to this Form 10-Q or
incorporated by reference) that are not historical facts are, or may be deemed to be, forward-looking statements within
the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934.
Such forward-looking statements include, but are not limited to, those relating to (i) projections of revenues, income

or loss, earnings or loss per share, capital expenditures, dividends, capital structure or other financial items; (ii) plans
and
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objectives of management for future operations, including plans or objectives relating to EGL s service offerings; (iii)
future economic performance; (iv) assumptions underlying or relating to any of the matters in clauses (i) through (iii);
and (v) other statements that include expectations, intentions, projections, developments, future events, expected
performance, underlying assumptions, and other statements which are other than statements of historical facts.

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

anticipate, intend,
believe, may,
budget, might,
could, plan,
estimate, predict,
expect, project and
forecast, should.

These statements involve risks and uncertainties including, but not limited to, our ability to manage and continue
growth, risks associated with operating in international markets, events impacting the volume of international trade,
our ability to comply with rules relating to the performance of U.S. government contracts, fuel shortages and price
volatility of fuel, seasonal trends in our business, currency devaluations and fluctuations in foreign markets, our
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effective income tax rate, our ability to upgrade our information technology systems, protecting our intellectual
property rights, heightened global security measures, availability of cargo space, increases in the prices charged by our
suppliers, competition in the freight industry and our ability to maintain market share, material weaknesses within our
internal controls, control by and dependence on our founder, liability for loss or damage to goods, the results of
litigation, exposure to fines and penalties if our owner/operators are deemed to be employees, failure to comply with
environmental, health and safety, and criminal laws and regulations and governmental permit and licensing
requirements, laws and regulations that decrease our ability to change our charter and bylaws, the impact of goodwill
impairments, the successful deployment of our global IT infrastructure and other factors detailed in the Company's
Annual Report on Form 10-K for the year ended December 31, 2005 and other filings with the Securities and
Exchange Commission. Should one or more of these risks or uncertainties materialize (or the consequences of such a
development worsen), or should underlying assumptions prove incorrect, actual outcomes may vary materially from
those forecasted or expected. The Company disclaims any intention or obligation to update publicly or revise such
statements, whether as a result of new information, future events or otherwise.
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ITEM 6. EXHIBITS:

Exhibit Number
*3.1
*32

*3.3

10.1
31.1

31.2

32

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 September 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 September 30, 2000 and incorporated herein by reference).

Non Employee Director Compensation Summary (filed herewith).
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.
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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.

Date: November 9, 2006
By:

/s/ James R. Crane

James R. Crane
Chairman and

Chief Executive Officer
Date: November 9, 2006
By:

/s/ Charles H. Leonard

Charles H. Leonard

Chief Financial Officer
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*3.2

*3.3

10.1
31.1

31.2
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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 September 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 September 30, 2000 and incorporated herein by reference).

Non Employee Director Compensation Summary (filed herewith).
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.

43

88



