
Part of success
is simply

being consistent.



A balance sheet can’t reflect the value of a corporation’s
culture, even though that culture can determine the
difference between success and failure. We think that,
more than any single reason, our culture is consistently
the most important reason behind our ability to grow,
even in an economic environment as tough as 2002.
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There’s nothing
casual

about business.
It demands our attention,

and rewards us
for our commitment.
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We take what we do, and how we do it, seriously. In an
era of relaxed standards, Expeditors remains some-
thing of a traditionalist. The evidence is always in plain
sight. You’ll see our people in suits and ties every day
of the week. Now, some might think this is out of step
with the times. We think it represents a simple fact:
when you come to work for Expeditors, you come to
work. For your customers. For your shareholders.
For your own sense of accomplishment. Your first
thought is about doing your job the right way. Your
next thought is about doing it better. And, in everything
you do, you represent what this company stands for.



Cash seemed
unpopular not
so long ago.

We thought we’d
hang on to some

anyway.
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At times, a herd mentality seems to take over in business
and, right or wrong, companies play follow-the-leader –
sometimes right off a cliff. We think real leadership
derives from understanding your customers, your com-
petition and what really matters about your business.
Not from following the latest trend. When acquisitions
were popular, we chose organic growth. When cash
went out of style, we kept some anyway. Remaining
true to this way of doing business means that, at times,
Expeditors will seem to be out of step with the prevailing
popular wisdom. More often than not, it means we’ll
actually be a step ahead.



There’s no identity
crisis here. Because

we do one thing,
and we continue to

do it better than
anyone else.
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It’s all about knowing who you are. This might seem
simple or boring. Yet there are always new opportunities
to improve what you do. Ways to become a more effective
competitor and a more valued partner. And the reasons
you actually can improve are clear. Distractions remain
at a minimum while your focus and experience have a
way of paying off across every aspect of your chosen
expertise. Our expertise is global logistics and supply-
chain management and everything that has grown to
entail. It has made us experts in customs, in systems,
in insurance and a thousand other disciplines. So you
see, we have no time to be confused about who we are.



We’re facing new
forms of competition.

But that doesn’t
mean we’re going

to forget what
got us this far.
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In business, change is constant. What matters is how
you manage change. And how you make certain that
while some things change, others do not. Which is why
character is the most important aspect of any company.
And as Expeditors has grown from only 20 people to
an international presence that includes 167 offices and
more than 7,869 employees, it’s the thing that has made
the difference. And it will continue to make the differ-
ence. Because consistency is another kind of constant.
And Expeditors will always be known for uncompro-
mising service. Because no matter what may change,
our character will not.



How do you remain
consistent in a world

that demands change?
Know what matters,

and what doesn’t.
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What matters are our customers – and what matters to
them. Plain and simple. They are the reason we con-
tinue to grow and prosper. In a tough economy, nothing
could be more important. They are the reason we con-
tinue to expand our global network of offices. As of 2002,
we had 167 offices in 54 countries.  The needs that shape
and drive their businesses continue to shape and drive
ours. The problems they face are the problems we learn
to anticipate and solve. They are the reason we continue
to push the boundaries of technology. They are the rea-
son we continue to introduce innovative products. They
are the reason we continue.



And, there’s the
topic du jour:

corporate governance.
Don’t worry, we’ve

had it all along.



The other
part of success
is hard work.



In the Far East



The strength of the Expeditors Asia network was severely
tested during the U.S. West Coast port lockout. Our
customers turned to us to keep their supply chains moving
when demand was strongest and supply of space was
limited. All our staff put in extraordinary efforts, long
hours and the energy to make sure our customers’
freight kept moving. Through constant communica-
tion and creative solutions, we made certain that every
possible advantage was implemented. Strong customer
satisfaction scores validated our ability to head off
these complex challenges. Expeditors’ customers would
never expect anything less.
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In Europe, the
Middle East, Africa

and the Indian
subcontinent



2002 was a difficult year, prompting some soul search-
ing. The results were clear: we controlled costs and
improved productivity. We focused on domestic sales,
without compromising the attention our Global
accounts demand. We consolidated our operations,
attracted the right talent, and better integrated our
entire region. Most importantly, we did not panic,
because we know that no other work force takes more
ownership and pride in setting the standards for our
industry than Expeditors. Which simply means that
the loyalty our customers showed us during these
difficult times remains the highlight of our year.
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In the Americas



2002 was a great year for Expeditors in the Americas.
Our continued focus on the basics combined with our
consistent message of cost containment were keys to a
successful year. By retaining our customers while we
add new customers, improving our productivity stan-
dards and never compromising the level of service we
deliver, our staff puts our values into practice every
day. As a result, our productivity continues to improve
even as we develop new business, and grow our depth
of knowledge. We believe that when we do what we say,
we will continue to have the best staff in the industry,
delivering the best customer service in the industry.
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In the South Pacific



Growing in a demanding economic climate requires two
keys: delivering superior service to customers and con-
taining costs. In the South Pacific region, training
remained our focus. Every manager was involved in
our training programs designed to connect managers
with customers. In fact, 50 percent of a manager’s time
is spent face-to-face with customers to ensure consis-
tently high service and access to Expeditors’ value-
added solutions. We also work closely with carriers to
contain costs. So, in a tough economy, we were able to
make certain that our expenses grew less than our
revenue, despite substantial expenses in new facilities.
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To Our Shareholders >
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In 2002, most people talked about getting back to basics.
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As usual, Expeditors was more than a step ahead.
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Because we never forgot the basics to begin with.



T.W.T.Y.T.W.!!
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That was the year that was!  One could not think of
any phrase more fitting to describe 2002.

The year started slowly and began to heat up as a
rumoured slowdown strike/walkout of the I.L.W.U. on
the West Coast began to circulate.  Many shippers
began the switch to airfreight as the rumours inten-
sified; and then became reality.

This debacle led to rate increases by the air carriers,
diversions of vessels by the ocean carriers, huge back-
ups at the port facilities, tie up of containers, and mass
confusion throughout. All of this was exacerbated by
a soft economy, major Chapter 11 filings by airlines
and shippers alike.  Then, there was political turmoil
on a global basis.

As if this wasn’t bad enough, we then witnessed the
accounting debacle of the millennium which destroyed
companies, peoples lives, savings, pensions, livelihoods
and respect for honesty which hurt so many by the
damage caused by a few.

This resulted in an immediate call for reform by the
Sarbanes-Oxley initiative mandating honesty and



corporate governance, something which most people
just took for granted was already in place.

How does a bad company extricate itself from this
mess?  One has only to plea bargain, give up other
employees, and then state that one will expense their
employee stock options.  It’s easy, it’s over, and soon to
be forgotten.

We wish to reaffirm to our shareholders that corpo-
rate governance has always been in place at Expeditors
and always will be.

So, how did we fare through all of this confusion?  Quite
well, we must say because of the performance, through
dedication, hard work, and loyalty, of the members of
our small family.  Did we say loyalty, that much ma-
ligned word?  When everyone feels that loyalty is on
the wane, we feel it is alive and well at Expeditors.  If
we get a 90-95% buyoff on people believing in our
mission and our culture, which has not changed from
day one, we are quite satisfied.

We continue to make great strides on the technology
front with over 250 people in Seattle for programming,



maintenance, and support and another 150 people glo-
bally for maintenance and support.  Because of their
dedication, we are a leader in our field.

Capital expenditures for last year and next will go toward
continual upgrade of hardware and facilities.  We will
remain non-asset based, as always, and maintain our
independence.

It was a tough year, and since our inception they all
have been.  It was rough but extremely gratifying.  As
always we thank our loyal customers, carriers, vendors,
shareholders and above all else the people who work
here and continue to strive for excellence.  Thank you
one and all.

Peter J. Rose, Chairman and Chief Executive Officer
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2002 Financial Review
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In thousands
except per share data

Financial Highlights

Financial Highlights

2002 2001 2000 1999 1998

Revenues $ 2,296,903 1,883,070 1,906,726 1,616,383 1,189,044

Net earnings 112,529 97,243 83,035 59,175 47,274

Basic earnings

per share 1.08 .93 .81 .59 .48

Diluted earnings

per share 1.03 .89 .76 .55 .45

Cash dividends

paid per share .12 .10 .07 .05 .04

Working capital 249,350 237,443 222,829 149,633 94,601

Total assets 879,948 688,437 661,740 535,461 419,493

Shareholders’ equity 523,812 414,623 361,784 282,385 217,198

Basic weighted

average shares

outstanding 103,893 104,160 102,305 100,274 98,468

Diluted weighted

average shares

outstanding 108,881 109,741 109,358 107,656 106,116

All share and per share information have been adjusted to reflect two 2-for-1 stock

splits effected in June, 2002 and May, 1999.
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Balance Sheets

Consolidated Balance Sheets

In thousands
except share data December 31, 2002 2001

Current Assets:

Cash and cash equivalents $ 211,859 218,677

Short-term investments 87 57

Accounts receivable, less allowance for doubtful

accounts of $12,135 in 2002 and $10,410 in 2001 385,864 283,414

Other 7,676 9,109

Total current assets 605,486 511,257

Property and Equipment:

Buildings and leasehold improvements 112,512 89,179

Furniture, fixtures, equipment and purchased software 120,487 111,585

Vehicles 3,514 3,685

236,513 204,449

Less accumulated depreciation and amortization 113,683 100,611

122,830 103,838

Land 82,136 20,007

Net property and equipment 204,966 123,845

Goodwill, net 5,299 5,299

Deferred Federal and state income taxes 11,008 12,156

Other assets, net 53,189 35,880

$ 879,948 688,437
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Balance Sheets

December 31, 2002 2001

Current Liabilities:

Short-term debt $ 1,319 1,706

Accounts payable 248,302 195,826

Accrued expenses, primarily salaries and related costs 79,847 59,843

Deferred Federal and state income taxes 9,678 7,651

Federal, state, and foreign income taxes 16,990 8,788

Total current liabilities 356,136 273,814

Shareholders’ Equity:

Preferred stock, par value $.01 per share

Authorized 2,000,000 shares; none issued – –

Common stock, par value $.01 per share

Authorized 320,000,000 shares;

issued and outstanding 104,220,940 shares

at December 31, 2002 and 103,223,708 shares

at December 31, 2001 1,042 1,032

Additional paid-in capital 21,701 15,588

Retained earnings 512,036 411,992

Accumulated other comprehensive loss (10,967) (13,989)

Total shareholders’ equity 523,812 414,623

Commitments and contingencies

$ 879,948 688,437

Note:  All share and per share amounts have been adjusted to reflect a 2-for-1 stock

split effected in June 2002.

In thousands
except share data

See accompanying
notes to consolidated
financial statements.
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Consolidated Statements of Earnings

In thousands
except share data Years ended December 31, 2002 2001 2000

Revenues:

Airfreight $ 1,206,057 971,980 1,053,461

Ocean freight and ocean services 728,174 590,684 542,411

Customs brokerage and import services 362,672 320,406 310,854

Total revenues 2,296,903 1,883,070 1,906,726

Operating Expenses:

Airfreight consolidation 921,103 717,478 828,033

Ocean freight consolidation 564,060 451,803 427,437

Customs brokerage and import services 129,527 107,253 102,901

Salaries and related costs 359,769 325,545 290,581

Rent and occupancy costs 40,816 36,294 29,253

Depreciation and amortization 22,725 23,544 22,481

Selling and promotion 19,796 20,163 20,231

Other 68,098 54,973 58,285

Total operating expenses 2,125,894 1,737,053 1,779,202

Operating income 171,009 146,017 127,524
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Earnings

In thousands
except share data

See accompanying
notes to consolidated
financial statements.

Years ended December 31, 2002 2001 2000

Other Income (Expense):

Interest income 6,299 9,201 6,327

Interest expense (178) (521) (432)

Other, net 860 (403) (71)

Other income, net 6,981 8,277 5,824

Earnings before income taxes 177,990 154,294 133,348

Income tax expense 65,461 57,051 50,313

Net earnings $ 112,529 97,243 83,035

Basic earnings per share $ 1.08 .93 .81

Diluted earnings per share $ 1.03 .89 .76

Weighted average

basic shares outstanding 103,892,827 104,159,504 102,305,240

Weighted average diluted

shares outstanding 108,881,369 109,741,340 109,358,036

Note:  All share and per share amounts have been adjusted to reflect a 2-for-1 stock

split effected in June 2002.
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Consolidated Statements of Shareholders’ Equity and Comprehensive Income

In thousands
except share data

Accumulated
Additional OtherCommon Stock

Paid–in Retained Comprehensive
Years ended December 31, 2002, 2001 and 2000 Shares Par Value Capital Earnings Income (Loss) Total

Balance at December 31, 1999 101,288,814 $ 1,013 29,223 257,198 (5,049) 282,385

Exercise of stock options 1,711,610 17 4,825 – – 4,842

Issuance of shares under stock purchase plan 408,036 4 5,395 – – 5,399

Shares repurchased under provisions of stock repurchase plan (506,134) (5) (11,497) – – (11,502)

Tax benefits from employee stock plans – – 8,926 – – 8,926

Comprehensive income

Net earnings – – – 83,035 – 83,035

Foreign currency translation adjustments, net of deferred tax credit of $2,217 – – – – (4,117) (4,117)

Total comprehensive income – – – – – 78,918

Dividends paid ($.07 per share) – – – (7,184) – (7,184)

Balance at December 31, 2000 102,902,326 $ 1,029 36,872 333,049 (9,166) 361,784

Exercise of stock options 2,548,826 25 8,062 – – 8,087

Issuance of shares under stock purchase plan 341,828 4 7,188 – – 7,192

Shares repurchased under provisions of stock repurchase plans (2,569,272) (26) (52,397) (7,891) – (60,314)

Tax benefits from employee stock plans – – 15,863 – – 15,863

Comprehensive income

Net earnings – – – 97,243 – 97,243

Foreign currency translation adjustments, net of deferred tax credit of $2,597 – – – – (4,823) (4,823)

Total comprehensive income – – – – – 92,420

Dividends paid ($.10 per share) – – – (10,409) – (10,409)

Balance at December 31, 2001 103,223,708 $ 1,032 15,588 411,992 (13,989) 414,623

Exercise of stock options 1,222,608 12 8,187 – – 8,199

Issuance of shares under stock purchase plan 358,940 4 8,557 – – 8,561

Shares repurchased under provisions of stock repurchase plans (584,316) (6) (16,589) – – (16,595)

Tax benefits from employee stock plans – – 5,958 – – 5,958

Comprehensive income

Net earnings – – – 112,529 – 112,529

Foreign currency translation adjustments, net of deferred tax debit of $1,627 – – – – 3,022 3,022

Total comprehensive income – – – – – 115,551

Dividends paid ($.12 per share) – – – (12,485) – (12,485)

Balance at December 31, 2002 104,220,940 $ 1,042 21,701 512,036 (10,967) 523,812

Note:  All share and per share amounts have been adjusted to reflect a 2–for–1 stock

split effected in June 2002.

See accompanying
notes to consolidated
financial statements.

Shareholders’ Equity and Comprehensive IncomeShareholders’ Equity and Comprehensive Income
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Consolidated Statements of Cash Flows

In thousands Years ended December 31, 2002 2001 2000

Operating Activities:

Net earnings $ 112,529 97,243 83,035

Adjustments to reconcile

net earnings to net cash provided

by operating activities:

Provision for losses on

accounts receivable 2,382 297 4,043

Depreciation and amortization 22,725 23,544 22,481

Deferred income tax expense (benefit) (687) 2,377 1,203

Tax benefits from employee stock plans 5,958 15,863 8,926

Gain on sale of property and equipment (1,696) (169) (35)

Amortization of cost in excess of

net assets of acquired businesses

and other intangible assets 950 1,074 920

Impairment write down of other assets 3,502 – –

Changes in operating assets

and liabilities:

Decrease (increase) in

accounts receivable (99,152) 64,772 (34,399)

Increase (decrease) in accounts

payable, accrued expenses

and taxes payable 71,089 (32,774) 57,805

Other (1,107) (4,613) 10,479

Net cash provided by operating activities 116,493 167,614 154,458

Cash Flows
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In thousands Years ended December 31, 2002 2001 2000

Investing Activities:

Decrease (increase) in

short-term investments (31) 1,698 (818)

Purchase of property and equipment (81,427) (37,382) (25,582)

Proceeds from sale of

property and equipment 4,151 789 702

Cash paid for note receivable

secured by real estate (4,262) (10,208) –

Cash held in escrow for

real estate acquisition (31,250) – –

Other (333) (7,754) (3,783)

Net cash used in investing activities (113,152) (52,857) (29,481)

Financing Activities:

Repayments of short-term debt, net (395) (2,632) (14,501)

Proceeds from issuance

of common stock 16,760 15,279 10,241

Repurchases of common stock (16,595) (60,314) (11,502)

Dividends paid (12,485) (10,409) (7,184)

Net cash used in financing activities (12,715) (58,076) (22,946)

Effect of exchange rate changes on cash 2,556 (7,009) (4,209)

Increase (decrease) in cash

and cash equivalents (6,818) 49,672 97,822

Cash and cash equivalents

at beginning of year 218,677 169,005 71,183

Cash and cash equivalents at end of year $ 211,859 218,677 169,005

Interest and Taxes Paid:

Interest $ 176 524 208

Income taxes 37,111 41,825 19,442

Non-Cash Investing Activities – A note receivable of $14,470 was applied toward the

purchase of land and a building in 2002.

See accompanying
notes to consolidated
financial statements.

Cash Flows
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Note 1

Notes to Consolidated Financial Statements

Note 1. Summary of Significant Accounting Policies

A.Basis of Presentation

Expeditors International of Washington, Inc. (“the Company”) is a global logistics

company operating through a worldwide network of offices, international service

centers and exclusive or non-exclusive agents. The Company’s customers include

retailing and wholesaling, electronics, and manufacturing companies around the world.

The Company grants credit upon approval to customers.

International trade is influenced by many factors, including economic and political

conditions in the United States and abroad, currency exchange rates, and United States

and foreign laws and policies relating to tariffs, trade restrictions, foreign investments

and taxation.  Periodically, governments consider a variety of changes to current tar-

iffs and trade restrictions.  The Company cannot predict which, if any, of these proposals

may be adopted, nor can the Company predict the effects adoption of any such proposal

will have on the Company’s business.  Doing business in foreign locations also subjects

the Company to a variety of risks and considerations not normally encountered by

domestic enterprises.  In addition to being affected by governmental policies concern-

ing international trade, the Company’s business may also be affected by political

developments and changes in government personnel or policies in the nations in which

it does business.

The consolidated financial statements include the accounts of the Company and its

subsidiaries.  In addition, the accounts of exclusive agents have been consolidated in

those circumstances where the Company maintains unilateral control over the agents’

assets and operations, notwithstanding a lack of technical majority ownership of the

agents’ common stock.

All significant intercompany accounts and transactions have been eliminated in con-

solidation.

All dollar amounts in the notes are presented in thousands except for share data.

B. Cash Equivalents

All highly liquid investments with a maturity of three months or less at date of pur-

chase are considered to be cash equivalents.

C. Short-term Investments

Short-term investments are designated as available-for-sale and cost approximates

market at December 31, 2002 and 2001.
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D. Accounts Receivable

The Company maintains an allowance for doubtful accounts, which is reviewed at least

monthly for estimated losses resulting from the inability of its customers to make

required payments for services.  Additional allowances may be necessary in the future

if the ability of its customers to pay deteriorates.

E. Long-Lived Assets, Depreciation and Amortization

Property and equipment are recorded at cost and are depreciated or amortized on the

straight-line method over the shorter of the assets’ estimated useful lives or lease terms.

Useful lives for major categories of property and equipment are as follows:

Buildings 28 to 40 years

Furniture, fixtures, equipment and purchased software 3 to 5 years

Vehicles 3 to 5 years

Expenditures for maintenance, repairs, and renewals of minor items are charged to

earnings as incurred.  Major renewals and improvements are capitalized.  Upon dispo-

sition, the cost and related accumulated depreciation are removed from the accounts

and the resulting gain or loss is included in income for the period.

In June 2001, the Financial Accounting Standards Board (FASB) issued Statement

of Financial Accounting Standards (SFAS) No. 142, “Goodwill and Other Intangible

Assets” effective for fiscal years beginning after December 15, 2001. Under the new

rules, purchased goodwill and intangible assets with indefinite useful lives will no longer

be amortized but will be subject to annual impairment tests in accordance with the

provisions of the statements.

The Company applied the new rules on accounting for goodwill and intangible

assets beginning in the first quarter of 2002. Application of the non-amortization

provisions of SFAS No. 142 did not have a material effect on the Company’s financial

statements.  Goodwill amortization expense was $161 during each of the years ended

December 31, 2001 and 2000. The Company performed the required initial impairment

test of goodwill as of January 1, 2002 and determined there was no impact on the

consolidated earnings and financial position of the Company at that time.

Effective January 1, 2002, the Company ceased to amortize goodwill.  Goodwill is

recorded net of accumulated amortization of $765 at December 31, 2002 and 2001.  For

the year ended December 31, 2002, the Company performed the required annual impair-

ment test during the fourth quarter and determined that no impairment had occurred.



46 expd 02

In August 2001, SFAS No. 144, “Accounting for the Impairment or Disposal of Long-

Lived Assets” was issued which addresses financial accounting and reporting for the

impairment or disposal of long-lived assets. While this standard supersedes SFAS No.

121, “Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets

to Be Disposed Of,” it retains many of the fundamental provisions of that standard.

SFAS No. 144 also supersedes the accounting and reporting provisions of APB Opinion

No. 30, “Reporting the Results of Operations – Reporting the Effects of Disposal of a

Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events

and Transactions,” for the disposal of a segment of a business.

Intangible assets with estimable useful lives are amortized over their respective

useful lives, and reviewed for impairment in accordance with SFAS No. 144.  The

Company adopted the provisions of SFAS No. 144 beginning in the first quarter of

2002.  Adoption of SFAS No. 144 had no impact on the consolidated earnings and finan-

cial position of the Company.

Other intangible assets consist principally of payments made to purchase customer

lists of former agents in countries where the Company established its own presence by

opening its own offices.  Other intangible assets are included in Other Assets, net and

are amortized over their estimated useful lives for periods up to 15 years.  Balances as

of December 31 are as follows:

2002 2001

Identifiable intangible assets $ 15,764 15,714

Less accumulated amortization (6,044) (5,094)

$ 9,720 10,620

Aggregate amortization expense for the

year ended December 31 $ 950 913

Estimated annual amortization expense will approximate $967 during each of the

next five years.

Note 1



47 expd 02

F. Revenues and Revenue Recognition

The Company derives its revenues from three principal sources: airfreight, ocean freight

and customs brokerage and import services and these are the revenue categories pre-

sented in the financial statements.

As a non-asset based carrier, the Company does not own transportation assets.  Rather,

the Company generates the major portion of its air and ocean freight revenues by

purchasing transportation services from direct (asset-based) carriers and reselling those

services to its customers.  The difference between the rate billed to customers (the sell

rate), and the rate paid to the carrier (the buy rate) is termed “Net Revenue” or “yield”.

By consolidating shipments from multiple customers and concentrating its buying

power, the Company is able to negotiate favorable buy rates from the direct carriers,

while at the same time offering lower sell rates than customers would otherwise be able

to negotiate themselves.

Airfreight revenues include the charges to the Company for carrying the shipments

when the Company acts as a freight consolidator.  Ocean freight revenues include the

charges to the Company for carrying the shipments when the Company acts as a

Non-Vessel Operating Common Carrier (NVOCC).  In each case the Company is acting

as an indirect carrier.  When acting as an indirect carrier, the Company will issue a

House Airway Bill (HAWB) or a House Ocean Bill of Lading (HOBL) to customers as the

contract of carriage.  In turn, when the freight is physically tendered to a direct carrier,

the Company receives a contract of carriage known as a Master Airway Bill for air-

freight shipments and a Master Ocean Bill of Lading for ocean shipments.  At this

point, the risk of loss passes to the carrier, however, in order to claim for any such loss,

the customer is first obligated to pay the freight charges.

Based upon the terms in the contract of carriage, revenues related to shipments

where the Company issues an HAWB or an HOBL are recognized at the time the freight

is tendered to the direct carrier at origin.  Costs related to the shipments are also recog-

nized at this same time.

Revenues realized in other capacities, for instance, when the Company acts as an

agent for the shipper, and does not issue an HAWB or an HOBL, include only the com-

missions and fees earned for the services performed.  These revenues are recognized

upon completion of the services.

Customs brokerage and import services involves providing services at destination,

such as helping customers clear shipments through customs by preparing required

documentation, calculating and providing for payment of duties and other taxes on

behalf of the customers as well as arranging for any required inspections by govern-

mental agencies, and arranging for delivery.  This is a complicated function requiring

Note 1
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technical knowledge of customs rules and regulations in the multitude of countries in

which the Company has offices.  Revenues related to customs brokerage and import

services are recognized upon completion of the services.

 Arranging international shipments is a complex task.  Each actual movement can

require multiple services.  In some instances, the Company is asked to perform only one

of these services.  However, in most instances, the Company may perform multiple

services.  These services include destination breakbulk services and value added

ancillary services such as local transportation, export customs formalities, distribution

services and logistics management.  Each of these services has an associated fee, which

is recognized as revenue upon completion of the service.

Typically, the fees for each of these services are quoted as separate components,

however, customers on occasion will request an all-inclusive rate for a set of services

known in the industry as “door-to-door service.”  This means that the customer is billed

a single rate for all services from pickup at origin to delivery at destination.  In these

instances, the revenue for origin and destination services, as well as revenue that will

be characterized as freight charges, is allocated to branches as set by preexisting

Company policy perhaps supplemented by customer specific negotiations between the

offices involved.  Each of the Company’s branches are independent profit centers and

the primary compensation for the branch management group comes in the form of

incentive-based compensation calculated directly from the operating income of that

branch.  This compensation structure ensures that the allocation of revenue and

expense among components of services, when provided under an all-inclusive rate, are

done in an objective manner on a fair value basis, in accordance with Emerging Issues

Task Force (EITF) 00-21, “Revenue Arrangements with Multiple Deliverables.”

In November 2001, the FASB staff issued Topic D-103 (subsequently recharacterized

as EITF 01-14), “Income Statement Characterization of Reimbursements Received for

‘Out of Pocket’ Expenses Incurred.”  This staff announcement clarified certain

provisions of EITF 99-19 “Reporting Revenue Gross as a Principal versus Net as an

Agent,” and among other things established when reimbursements are required to be

shown gross as opposed to net.  EITF 01-14 also directed that the new rules should be

applied in financial reporting periods beginning after December 15, 2001.  Beginning

in the first quarter of 2002, the Company has complied with the guidance in EITF 01-14.

Prior to the adoption of EITF 01-14, the Company recorded such reimbursements on a

net basis.  The Company has reclassified amounts in the 2001 and 2000 presentations

to conform with the current presentation.  The amounts reclassified resulted in an

increase to Total Revenues and Transportation Costs of $230,437 in 2001 and $211,545

in 2000.  There was no impact on net revenue nor was there any impact on operating

income and net earnings as a result of this change.
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G. Income Taxes

Income taxes are accounted for under the asset and liability method of accounting.

Under this method, deferred tax assets and liabilities are recognized for the future tax

consequences attributed to differences between the financial statement carrying amounts

of existing assets and liabilities and their respective tax bases, the tax effect of loss

carryforwards and tax credit carryforwards.  Deferred tax assets and liabilities are

measured using enacted tax rates expected to apply to taxable income in the years in

which those temporary differences are expected to be recovered or settled.  The effect on

deferred tax assets and liabilities of a change in tax rates is recognized in income in the

period that includes the enactment date.

H. Net Earnings per Common Share

Diluted earnings per share is computed using the weighted average number of

common shares and dilutive potential common shares outstanding.  Dilutive potential

common shares represent outstanding stock options.  Basic earnings per share is

calculated using the weighted average of common shares outstanding without taking

into consideration dilutive potential common shares outstanding.

I. Stock Option Plans

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based

Compensation – Transition and Disclosure” which amends SFAS No. 123, “Accounting

for Stock-Based Compensation,” to provide alternative methods of transition for a vol-

untary change to the fair value based method of accounting for stock-based employee

compensation.  SFAS No. 148 also amends the disclosure requirements of SFAS No. 123

to require prominent disclosure in both annual and interim financial statements about

the method of accounting for stock-based employee compensation and the effect of the

method used on reported results.  The transition guidance and annual disclosure provi-

sions of SFAS No. 148 are effective for fiscal years ending after December 15, 2002.  The

interim disclosure provisions are effective for financial reports containing financial

statements for interim periods beginning after December 15, 2002.  As the Company

did not make a voluntary change to the fair value based method of accounting for

stock-based employee compensation in 2002, the adoption of SFAS No. 148 did not have

an impact on the Company’s consolidated financial position and results of operations.

The Company has adopted the annual disclosure provisions of SFAS No. 148 in its

financial reports for the year ended December 31, 2002 and will adopt the interim

disclosure provisions for its financial reports beginning with the quarter ending

March 31, 2003.
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The Company applies APB Opinion No. 25, “Accounting for Stock Issued to Employ-

ees,” and related interpretations in accounting for its stock option and its employee

stock purchase rights plans.  Accordingly, no compensation cost has been recognized

for its fixed stock option or employee stock purchase rights plans.  Had compensation

cost for the Company’s three stock based compensation and employee stock purchase

rights plans been determined consistent with SFAS No. 123, the Company’s net earn-

ings, basic earnings per share and diluted earnings per share would have been reduced

to the pro forma amounts indicated below:

2002 2001 2000

Net earnings – as reported $ 112,529 97,243 83,035

Deduct:  Total stock-based employee

compensation expense determined

under fair value based method for

all awards, net of related tax effects (18,873) (14,309) (9,945)

Net earnings – pro forma $ 93,656 82,934 73,090

Basic earnings per share – as reported $ 1.08 .93 .81

Basic earnings per share – pro forma $ .90 .80 .71

Diluted earnings per share – as reported $ 1.03 .89 .76

Diluted earnings per share – pro forma $ .89 .78 .69

See Note 5C. for information on the assumptions used to estimate the fair value of

option grants.

J. Foreign Currency

Foreign currency amounts attributable to foreign operations have been translated into

U.S. Dollars using year-end exchange rates for assets and liabilities, historical rates for

equity, and average annual rates for revenues and expenses.  Unrealized gains or losses

arising from fluctuations in the year-end exchange rates are generally recorded as

components of other comprehensive income as adjustments from foreign currency trans-

lation.  Currency fluctuations are a normal operating factor in the conduct of the

Company’s business and exchange transaction gains and losses are generally included

in freight consolidation expenses.

Note 1
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The Company follows a policy of accelerating international currency settlements to

manage its foreign exchange exposure.  Accordingly, the Company enters into foreign

currency hedging transactions only in limited locations where there are regulatory or

commercial limitations on the Company’s ability to move money freely around the world.

Such hedging activity during 2002, 2001 and 2000 was insignificant.  Net foreign

currency gains realized during 2002 were $70.  Net foreign currency losses realized

during 2001 were $366.  Net foreign currency gains realized during 2000 were $309.

K. Comprehensive Income

Comprehensive income consists of net income and other gains and losses affecting share-

holders’ equity that, under generally accepted accounting principles in the United States,

are excluded from net income.  For the Company, these consist of foreign currency

translation gains and losses, net of related income tax effects.

L. Segment Reporting

The Company is organized functionally in geographic operating segments.  Accord-

ingly, management focuses its attention on revenues, net revenues, operating income,

identifiable assets, capital expenditures, depreciation and amortization and equity

generated in each of these geographical areas when evaluating effectiveness of

geographic management.  The Company charges its subsidiaries and affiliates for ser-

vices rendered in the United States on a cost recovery basis.  Transactions among the

Company’s various offices are conducted using the same arms-length pricing method-

ologies the Company uses when its offices transact business with independent agents.

M. Use of Estimates

The preparation of financial statements in conformity with generally accepted account-

ing principles requires management to make estimates and assumptions that affect the

reported amounts of the assets and liabilities and disclosure of contingent assets and

liabilities at the date of the financial statements and the reported amounts of revenues

and expenses during the period.  Actual results could differ from those estimates.

N. Reclassification

Certain prior year amounts have been reclassified to conform with the 2002 presenta-

tion.

Note 1
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O. New Accounting Pronouncements

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement

Obligations” which addresses financial accounting and reporting for obligations

associated with the retirement of tangible long-lived assets and for the associated asset

retirement costs. The standard applies to legal obligations associated with the retire-

ment of long-lived assets that result from the acquisition, construction or development

and/or normal use of the asset. The Company is required and plans to adopt the provi-

sions of SFAS No. 143 beginning in the first quarter of 2003.  Management does not

anticipate that adoption of SFAS No. 143 will result in a significant impact on the

Company’s consolidated financial condition or results of operations.

In June 2002, SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal

Activities” was issued which addresses financial accounting and reporting for costs

associated with exit or disposal activities and nullifies EITF 94-3, “Liability Recogni-

tion for Certain Employee Termination Benefits and Other Costs to Exit an Activity

(including Certain Costs Incurred in a Restructuring).”  The Company is required and

plans to adopt the provisions of SFAS No. 146 beginning in the first quarter of 2003.

Management does not anticipate that adoption of SFAS No. 146 will result in a signifi-

cant impact on the Company’s consolidated financial condition or results of operations.

In November 2002, the FASB issued Interpretation No. 45 (FIN 45), “Guarantor’s

Accounting and Disclosure Requirements for Guarantees, Including Indirect Guaran-

tees of Indebtedness of Others,” which clarifies disclosure and recognition/measurement

requirements related to certain guarantees. The disclosure requirements are effective

for financial statements issued after December 15, 2002 and the recognition/measure-

ment requirements are effective on a prospective basis for guarantees issued or modified

after December 31, 2002.  The provisions of FIN 45 require the Company to value and

record the liability for any indirect or direct guarantees of the indebtedness of others

entered into after December 31, 2002.  The Company does not expect compliance with

FIN 45 to have a material impact on its consolidated financial position or results of

operations.

Note 1
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Note 2. Other Assets

Other assets at December 31, 2002 included $31,250 paid into escrow in anticipation of

purchasing an office and warehouse facility near the San Francisco, California Interna-

tional Airport.  This transaction closed on January 7, 2003.

During the fourth quarter of 2002, the Company evaluated the recoverability of

certain other assets and determined that an impairment had occurred.  Accordingly,

a $3,502 loss was recorded as an operating expense.

Note 3. Credit Arrangements

The Company has a $50,000 United States bank line of credit extending through

July 1, 2003.  Borrowings under the line bear interest at LIBOR + .75% (2.25% at

December 31, 2002) and are unsecured.  As of December 31, 2002, the Company had no

borrowings under this line.

The majority of the Company’s foreign subsidiaries maintain bank lines of credit for

short-term working capital purposes.  These credit lines are supported by standby

letters of credit issued by a United States bank, or guarantees issued by the Company

to the foreign banks issuing the credit line.  Lines of credit totaling $10,284 and $9,396

at December 31, 2002 and 2001, respectively, bear interest at rates up to 3% over the

foreign banks’ equivalent prime rates.  At December 31, 2002 and 2001, the Company

was liable for $1,319 and $1,706, respectively, of borrowings under these lines, and at

December 31, 2002 was contingently liable for approximately $39,138 under outstand-

ing standby letters of credit and guarantees related to these lines of credit and other

obligations.

In addition, at December 31, 2002 the Company had an $8,052 credit facility with a

United Kingdom bank (U.K. facility), secured by a corporate guarantee.  The Company

was contingently liable under the U.K. facility at December 31, 2002 for $8,052 used to

secure customs bonds issued to foreign governments.

At December 31, 2002, the Company was in compliance with all restrictive covenants

of these credit lines and the associated credit facilities, including maintenance of

certain minimum asset, working capital and equity balances and ratios.

Note 2, 3



54 expd 02

Note 4. Income Taxes

Income tax expense for 2002, 2001 and 2000 includes the following components:

Federal State Foreign Total

2002

Current $ 18,937 3,120 38,133 60,190

Deferred 4,067 1,204 – 5,271

$ 23,004 4,324 38,133 65,461

2001

Current $ 9,921 2,806 26,084 38,811

Deferred 16,511 1,729 – 18,240

$ 26,432 4,535 26,084 57,051

2000

Current $ 9,717 2,802 27,665 40,184

Deferred 7,975 2,154 – 10,129

$ 17,692 4,956 27,665 50,313

Income tax expense differs from amounts computed by applying the U.S. Federal

income tax rate of 35% to earnings before income taxes as a result of the following:

2002 2001 2000

Computed “expected” tax expense $ 62,297 54,003 46,672

Increase (reduction) in income taxes

resulting from:

State income taxes, net of

Federal income tax benefit 2,810 2,948 3,221

Decrease in valuation allowance

for deferred tax assets (1) (7) (68)

Other, net 355 107 488

$ 65,461 57,051 50,313

Note 4
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The components of earnings before income taxes are as follows:

2002 2001 2000

United States $ 46,054 46,684 34,176

Foreign 131,936 107,610 99,172

$ 177,990 154,294 133,348

The tax effects of temporary differences, tax credits and operating loss carryfor-

wards that give rise to significant portions of deferred tax assets and deferred tax

liabilities at December 31, 2002 and 2001 are as follows:

Years ended December 31, 2002 2001

Deferred Tax Assets:

Foreign tax credits related to unremitted foreign earnings $ 64,718 49,957

Accrued intercompany and third party charges,

deductible for taxes upon economic performance

(i.e. actual payment) 3,149 2,867

Foreign currency translation adjustment 6,139 7,766

Provision for doubtful accounts receivable 2,262 2,115

Excess of financial statement over tax depreciation 4,266 3,826

Other 1,151 1,112

Total gross deferred tax assets 81,685 67,643

Less valuation allowance – (1)

81,685 67,642

Deferred Tax Liabilities:

Unremitted foreign earnings (71,800) (55,887)

Other (8,555) (7,250)

Total gross deferred tax liabilities $ (80,355) (63,137)

Net deferred tax assets $ 1,330 4,505

Plus current deferred tax liabilities $ 9,678 7,651

Noncurrent deferred tax assets $ 11,008 12,156
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The Company has not provided U.S. Federal income taxes on undistributed earnings

of foreign subsidiaries accumulated through December 31, 1992 since the Company

intends to reinvest such earnings indefinitely or to distribute them in a manner in

which no significant additional taxes would be incurred.  Such undistributed earnings

are approximately $41,900 and the additional Federal and state taxes payable in a

hypothetical distribution of such accumulated earnings would approximate $10,100.

Since 1993, the Company has been providing for Federal and state income tax expense

on foreign earnings without regard to whether such earnings will be permanently

reinvested outside the United States.

Note 5. Shareholders’ Equity

A. Dividends

On May 8, 2002, the Board of Directors declared a 2-for-1 stock split, effected in the

form of a stock dividend of one share of common stock for every share outstanding, and

increased the authorized common stock to 320,000,000 shares.  The stock dividend was

distributed on June 24, 2002 to shareholders of record on June 10, 2002. All share and

per share information, except par value per share, has been adjusted for all years to

reflect the stock split.

B. Stock Repurchase Plans

The Company has a Non-Discretionary Stock Repurchase Plan under which manage-

ment is authorized to repurchase up to 10,000,000 shares of the Company’s common

stock in the open market with the proceeds received from the exercise of Employee and

Director Stock Options.  As of December 31, 2002, the Company had repurchased and

retired 5,257,703 shares of common stock at an average price of $12.34 per share over

the period from 1994 through 2002.
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In September 2001, the Board of Directors approved a Discretionary Stock Repur-

chase Plan to repurchase and retire 2,000,000 shares of common stock.  As of October 11,

2001, all 2,000,000 shares had been repurchased and retired under the plan at an aver-

age price of $22.56 per share.  In November 2001, the Board of Directors expanded the

Company’s Discretionary Stock Repurchase Plan to allow for the repurchase of such

shares as may be necessary to reduce the issued and outstanding stock to 100,000,000

shares of common stock.  As of December 31, 2002, no further shares had been repur-

chased under the amended discretionary plan.

C. Stock Option Plans

The Company has two stock option plans (the “1985 Plan” and the “1997 Plan”) for

employees under which the Board of Directors may grant officers and key employees

options to purchase common stock at prices equal to or greater than market value on

the date of grant.  The 1985 Plan provides for non-qualified grants at exercise prices

equal to or greater than the market value on the date of grant. Outstanding options

generally vest and become exercisable over periods up to five years from the date of

grant and expire no more than 10 years from the date of grant. The 1997 Plan provides

for qualified and non-qualified grants of options to purchase shares, limited to not

more than 200,000 per person per year.  Grants less than or equal to 40,000 shares in

any fiscal year, are granted at or above common stock prices on the date of grant.  Any

1997 Plan grants in excess of the initial 40,000 shares granted per person per year

(“Excess Grants”) require an exercise price of not less than 120% of the common stock

price on the date of grant.  Excess Grants under the 1997 Plan vest completely in 3

years, and expire no later than 5 years, from the date of grant.

The Company also has a stock option plan (“Directors’ Plan”) under which non-

employee directors elected at each annual meeting are granted non-qualified options

to purchase 16,000 shares of common stock on the first business day of the month

following the meeting.

Upon the exercise of non-qualified stock options, the Company derives a tax deduc-

tion measured by the excess of the market value over the option price at the date of

exercise.  The related tax benefit is credited to additional paid-in capital.
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Details regarding the plans are as follows:

Unoptioned Shares Outstanding Options

Weighted
Average

Directors’ Number of Price per
1985 Plan 1997 Plan Plan Shares Share

Balance at

December 31, 1999 376,456 3,267,400 112,000 11,449,710 $ 6.74

Options granted (190,000) (1,562,500) (64,000) 1,816,500 $ 19.04

Options exercised – – – (1,711,610) $ 2.83

Options canceled 137,000 273,850 – (410,850) $ 11.87

Balance at

December 31, 2000 323,456 1,978,750 48,000 11,143,750 $ 9.15

Options authorized – 5,000,000 400,000 – $ –

Options granted (220,000) (2,060,800) (64,000) 2,344,800 $ 25.05

Options exercised – – – (2,548,826) $ 3.18

Options canceled – 271,200 – (271,200) $ 16.64

Balance at

December 31, 2001 103,456 5,189,150 384,000 10,668,524 $ 13.89

Options granted (100,000) (2,515,050) (64,000) 2,679,050 $ 28.61

Options exercised – – – (1,222,608) $ 6.71

Options canceled – 224,850 – (224,850) $ 21.32

Balance at

December 31, 2002 3,456 2,898,950 320,000 11,900,116 $ 17.80
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The fair value of each option grant is estimated on the date of grant using the Black-

Scholes option pricing model with the following assumptions used for grants:

2002 2001 2000

Dividend yield .41% .38% .48%

Volatility 49% 51% 51%

Risk-free interest rates 2.0 – 5.2% 3.6 – 5.4% 5.1 – 6.4%

Expected life (years) –

stock option plans 4.9 – 8.4 5.2 – 8.5 5.6

Expected life (years) –

stock purchase rights plan 1 1 1

Weighted average fair value of stock

options granted during the year $ 13.45 12.68 9.81

Weighted average fair value of

stock purchase rights $ 7.88 8.79 8.95
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The following table summarizes information about fixed-price stock options out-

standing at December 31, 2002:

Weighted
Average Weighted Weighted

Remaining Average Average
Range of Number Contractual Exercise Number Exercise

Exercise Price Outstanding Life Price Exercisable Price

$ 1.60 – 3.88 1,834,400 2.3 years $ 2.80 1,834,400 $ 2.80

$ 6.27 – 14.63 1,972,616 5 years $ 9.47 1,583,116 $ 9.10

$ 16.04 – 18.95 3,165,950 6.8 years $ 17.51 728,950 $ 16.04

$ 20.69 – 26.85 2,226,200 8.3 years $ 24.74 64,000 $ 20.69

$ 28.58 – 34.30 2,700,950 9.3 years $ 28.69 128,000 $ 30.44

$ 1.60 – 34.30 11,900,116 6.7 years $ 17.80 4,338,466 $ 8.40

The number of stock options exercisable at December 31, 2001 and 2000, were re-

spectively, 3,983,924, at a weighted average exercise price of $5.78 per share, and

5,194,000, at a weighted average exercise price of $3.39 per share.

Note 5
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D. Basic and Diluted Earnings Per Share

The following table reconciles the numerator and the denominator of the basic and

diluted per share computations for earnings per share in 2002, 2001 and 2000.

Weighted
Net Average Earnings

Earnings Shares Per Share

2002

Basic earnings per share $ 112,529 103,892,827 $ 1.08

Effect of dilutive potential common shares – 4,988,542 –

Diluted earnings per share $ 112,529 108,881,369 $ 1.03

2001

Basic earnings per share $ 97,243 104,159,504 $ .93

Effect of dilutive potential common shares – 5,581,836 –

Diluted earnings per share $ 97,243 109,741,340 $ .89

2000

Basic earnings per share $ 83,035 102,305,240 $ .81

Effect of dilutive potential common shares – 7,052,796 –

Diluted earnings per share $ 83,035 109,358,036 $ .76

For the years ended December 31, 2002, 2001 and 2000, options to purchase 76,600

shares, 66,400 shares and 5,900 shares, respectively, of common stock with exercise

prices greater than the average fair market value of our stock for the period of

$29.58, $26.76 and $22.51, respectively, were not included in the computation of

diluted earnings per share because the effect would have been antidilutive.
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E. Stock Purchase Plan

In May 2002, the shareholders approved the Company’s 2002 Employee Stock Purchase

Plan (“2002 Plan”), which became effective August 1, 2002 upon the expiration of the

1988 Employee Stock Purchase Plan (“1988 Plan”) on July 31, 2002.  The Company’s

2002 Plan provides for 2,152,726 shares of the Company’s common stock, including

152,726 remaining shares transferred from the 1988 Plan, to be reserved for issuance

upon exercise of purchase rights granted to employees who elect to participate through

regular payroll deductions beginning August 1 of each year.  The purchase rights are

exercisable on July 31 of the following year at a price equal to the lesser of (1) 85% of

the fair market value of the Company’s stock on July 31 or (2) 85% of the fair market

value of the Company’s stock on the preceding August 1.  At December 31, 2002, $5,262

had been withheld in connection with the 2002 Plan year ending July 31, 2003.

Note 6. Fair Value of Financial Instruments

The Company’s financial instruments, other than cash, consist primarily of cash equiva-

lents, short-term investments, accounts receivable, short-term debt, accounts payable

and accrued expenses.  The fair values of these financial instruments approximate their

carrying amounts based upon market interest rates or their short-term nature.

Note 5, 6
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Note 7. Commitments

A. Leases

The Company occupies office and warehouse facilities under terms of operating leases

expiring up to 2010.  Total rent expense for 2002, 2001 and 2000 was $28,147, $24,323

and $19,390, respectively.  At December 31, 2002, future minimum annual lease pay-

ments under all leases are as follows:

2003 $ 29,769

2004 20,915

2005 11,390

2006 6,213

2007 5,131

Thereafter 10,466

$ 83,884

B. Employee Benefits

The Company has employee savings plans under which the Company provides a discre-

tionary matching contribution.  In 2002, 2001, and 2000, the Company’s contributions

under the plans were $3,292, $2,937, and $2,596, respectively.

Note 8. Contingencies

The Company is ordinarily involved in claims and lawsuits which arise in the normal

course of business, none of which currently, in management’s opinion, will have a

significant effect on the Company’s financial condition.

Note 7, 8
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Note 9. Business Segment Information

Other Australia / Latin
United States North America Far East Europe New Zealand America Middle East Eliminations Consolidated

2002
Revenues from unaffiliated customers $ 464,519 69,395 1,294,107 314,582 23,534 26,118 104,648 – 2,296,903
Transfers between geographic areas 30,032 2,278 6,090 9,398 4,041 3,356 2,824 (58,019) –

Total revenues $ 494,551 71,673 1,300,197 323,980 27,575 29,474 107,472 (58,019) 2,296,903

Net revenues $ 274,230 39,234 204,299 112,136 15,103 10,732 26,479 – 682,213
Operating income $ 40,009 9,401 90,917 18,215 3,521 1,553 7,393 – 171,009
Identifiable assets at year end $ 436,439 40,262 144,877 210,849 14,553 7,696 25,272 – 879,948
Capital expenditures $ 13,997 1,086 2,917 60,701 1,057 186 1,483 – 81,427
Depreciation and amortization $ 12,386 1,393 2,796 4,079 571 529 971 – 22,725
Equity $ 523,812 21,816 112,199 41,604 10,049 967 9,958 (196,593) 523,812

2001
Revenues from unaffiliated customers $ 476,134 52,126 958,698 272,460 17,688 24,708 81,256 – 1,883,070
Transfers between geographic areas 22,222 1,573 5,747 9,672 3,406 3,073 2,920 (48,613) –

Total revenues $ 498,356 53,699 964,445 282,132 21,094 27,781 84,176 (48,613) 1,883,070

Net revenues $ 250,472 29,121 174,259 106,824 11,465 10,330 24,065 – 606,536
Operating income (loss) $ 41,466 4,506 70,546 19,793 2,555 (197) 7,348 – 146,017
Identifiable assets at year end $ 403,550 21,244 112,627 118,170 11,101 8,027 20,412 (6,694) 688,437
Capital expenditures $ 12,194 1,486 2,717 17,009 654 1,087 2,235 – 37,382
Depreciation and amortization $ 13,264 1,416 3,381 3,290 527 663 1,003 – 23,544
Equity $ 414,623 5,303 96,664 31,031 8,369 334 7,971 (149,672) 414,623

2000
Revenues from unaffiliated customers $ 499,987 43,057 1,001,797 252,951 17,765 18,358 72,811 – 1,906,726
Transfers between geographic areas 22,437 1,255 3,866 9,649 3,235 2,772 3,025 (46,239) –

Total revenues $ 522,424 44,312 1,005,663 262,600 21,000 21,130 75,836 (46,239) 1,906,726

Net revenues $ 241,844 24,172 138,671 103,725 11,289 8,331 20,323 – 548,355
Operating income $ 38,569 3,210 53,595 23,682 2,321 1,422 4,725 – 127,524
Identifiable assets at year end $ 352,737 21,215 119,056 115,631 11,040 9,531 19,676 12,854 661,740
Capital expenditures $ 13,075 1,925 3,591 3,876 550 1,037 1,528 – 25,582
Depreciation and amortization $ 12,529 1,106 3,712 3,187 542 342 1,063 – 22,481
Equity $ 361,784 4,582 98,713 31,371 7,117 897 5,997 (148,677) 361,784

The Company charges its subsidiaries and affiliates for services rendered in the

United States on a cost recovery basis.

No single country outside the United States represented more than 10% of the

Company’s total revenue in any period presented with the exception of Hong Kong

which represented 16%, 12% and 14% in 2002, 2001 and 2000, respectively, and Taiwan

which represented 12% and 13% in 2001 and 2000, respectively.  No single country

outside of the United States represented more than 10% of the Company’s total identifi-

able assets in any period presented with the exception of the United Kingdom which

represented 12% in 2002.

Note 9 Note 9

Financial information regarding the Company’s 2002, 2001, and 2000 operations by

geographic area are as follows:
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Note 10. Quarterly Results (Unaudited)

1st 2nd 3rd 4th

2002

Revenues $ 449,540 535,756 620,394 691,213

Net revenues 146,706 156,144 177,761 201,602

Net earnings 22,230 23,684 30,619 35,996

Basic earnings per share .22 .23 .29 .35

Diluted earnings per share .20 .22 .28 .33

2001

Revenues $ 457,620 445,513 489,279 490,658

Net revenues 145,686 147,767 157,819 155,264

Net earnings 21,158 21,599 27,369 27,117

Basic earnings per share .21 .21 .26 .26

Diluted earnings per share .19 .20 .25 .25

Net revenues are determined by deducting freight consolidation costs from total

revenues.  The sum of quarterly per share data may not equal the per share total re-

ported for the year.

Note 10
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The Board of Directors and Shareholders

Expeditors International of Washington, Inc.:

We have audited the consolidated balance sheets of Expeditors International of

Washington, Inc. and subsidiaries as of December 31, 2002 and 2001, and the related

consolidated statements of earnings, shareholders’ equity and comprehensive income,

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

2002.  These consolidated financial statements are the responsibility of the Company’s

management.  Our responsibility is to express an opinion on these consolidated finan-

cial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted

in the United States of America.  Those standards require that we plan and perform the

audit to obtain reasonable assurance about whether the financial statements are free of

material misstatement.  An audit includes examining, on a test basis, evidence support-

ing the amounts and disclosures in the financial statements.  An audit also includes

assessing the accounting principles used and significant estimates made by manage-

ment, as well as evaluating the overall financial statement presentation.  We believe

that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly,

in all material respects, the financial position of Expeditors International of Washing-

ton, Inc. and subsidiaries as of December 31, 2002 and 2001, and the results of their

operations and their cash flows for each of the years in the three-year period ended

December 31, 2002, in conformity with accounting principles generally accepted in the

United States of America.

Seattle, Washington

February 21, 2003

Independent Auditors’ Report

Independent Auditors’ Report
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Management’s Discussion and Analysis
of Financial Condition and Results of Operations

General

Expeditors International of Washington, Inc. is engaged in the business of global

logistics management, including international freight forwarding and consolida-

tion, for both air and ocean freight.  The Company acts as a customs broker in all

domestic offices, and in many of its international offices.  The Company also pro-

vides additional services for its customers including value added distribution,

purchase order management, vendor consolidation and other logistics solutions.  The

Company offers domestic forwarding services only in conjunction with international

shipments.  The Company does not compete for overnight courier or small parcel

business.  The Company does not own or operate aircraft or steamships.

International trade is influenced by many factors, including economic and politi-

cal conditions in the United States and abroad, currency exchange rates, and United

States and foreign laws and policies relating to tariffs, trade restrictions, foreign

investments and taxation.  Periodically, governments consider a variety of changes

to current tariffs and trade restrictions.  The Company cannot predict which, if any,

of these proposals may be adopted, nor can the Company predict the effects adoption

of any such proposal will have on the Company’s business.  Doing business in for-

eign locations also subjects the Company to a variety of risks and considerations not

normally encountered by domestic enterprises.  In addition to being affected by gov-

ernmental policies concerning international trade, the Company’s business may also

be affected by political developments and changes in government personnel or poli-

cies in the nations in which it does business.

The Company’s ability to provide services to its customers is highly dependent on

good working relationships with a variety of entities including airlines, ocean steam-

ship lines, and governmental agencies.  The Company considers its current working

relationships with these entities to be satisfactory.  However, changes in space allot-

ments available from carriers, governmental deregulation efforts, “modernization”

of the regulations governing customs brokerage, and/or changes in governmental

quota restrictions could affect the Company’s business in unpredictable ways.

Historically, the Company’s operating results have been subject to a seasonal trend

when measured on a quarterly basis.  The first quarter has traditionally been the

weakest and the third and fourth quarters have traditionally been the strongest.

This pattern is the result of, or is influenced by, numerous factors including climate,

national holidays, consumer demand, economic conditions and a myriad of other

similar and subtle forces.  In addition, this historical quarterly trend has been influ-

enced by the growth and diversification of the Company’s international network and

service offerings.  The Company cannot accurately forecast many of these factors

nor can the Company estimate accurately the relative influence of any particular

MD&A
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factor and, as a result, there can be no assurance that historical patterns, if any, will

continue in future periods.

A significant portion of the Company’s revenues are derived from customers in

retail industries whose shipping patterns are tied closely to consumer demand, and

from customers in industries whose shipping patterns are dependent upon just-in-time

production schedules.  Therefore, the timing of the Company’s revenues are, to a large

degree, impacted by factors out of the Company’s control, such as a sudden change in

consumer demand for retail goods and/or manufacturing production delays.  Addition-

ally, many customers ship a significant portion of their goods at or near the end of a

quarter, and therefore, the Company may not learn of a shortfall in revenues until late

in a quarter.  To the extent that a shortfall in revenues or earnings was not expected by

securities analysts, any such shortfall from levels predicted by securities analysts could

have an immediate and adverse effect on the trading price of the Company’s stock.

Critical Accounting Policies and Estimates

A summary of the Company’s significant accounting policies can be found in Note 1 in

the consolidated financial statements in this annual report.

Management believes that the nature of the Company’s business is such that there

are few, if any, complex challenges in accounting for operations.  Revenue recognition

is considered the critical accounting policy due to the complexity of arranging and

managing global logistics and supply-chain management transactions.

Revenue Recognition     The Company derives its revenues from three principal sources:

airfreight, ocean freight and customs brokerage and import services and these are the

revenue categories presented in the financial statements.

As a non-asset based carrier, the Company does not own transportation assets.  Rather,

the Company generates the major portion of its air and ocean freight revenues by pur-

chasing transportation services from direct (asset-based) carriers and reselling those

services to its customers.  The difference between the rate billed to customers (the sell

rate), and the rate paid to the carrier (the buy rate) is termed “Net Revenue” or “yield”.

By consolidating shipments from multiple customers and concentrating its buying

power, the Company is able to negotiate favorable buy rates from the direct carriers,

while at the same time offering lower sell rates than customers would otherwise be able

to negotiate themselves.
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Airfreight revenues include the charges to the Company for carrying the shipments

when the Company acts as a freight consolidator.  Ocean freight revenues include the

charges to the Company for carrying the shipments when the Company acts as a Non-

Vessel Operating Common Carrier (NVOCC).  In each case the Company is acting as an

indirect carrier.  When acting as an indirect carrier, the Company will issue a House

Airway Bill (HAWB) or a House Ocean Bill of Lading (HOBL) to customers as the con-

tract of carriage.  In turn, when the freight is physically tendered to a direct carrier,

the Company receives a contract of carriage known as a Master Airway Bill for air-

freight shipments and a Master Ocean Bill of Lading for ocean shipments.  At this

point, the risk of loss passes to the carrier, however, in order to claim for any such loss,

the customer is first obligated to pay the freight charges.

Based upon the terms in the contract of carriage, revenues related to shipments

where the Company issues an HAWB or an HOBL are recognized at the time the freight

is tendered to the direct carrier at origin.  Costs related to the shipments are also recog-

nized at this same time.

Revenues realized in other capacities, for instance, when the Company acts as an

agent for the shipper, and does not issue an HAWB or an HOBL, include only the com-

missions and fees earned for the services performed.  These revenues are recognized

upon completion of the services.

Customs brokerage and import services involves providing services at destination,

such as helping customers clear shipments through customs by preparing required

documentation, calculating and providing for payment of duties and other taxes on

behalf of the customers as well as arranging for any required inspections by govern-

mental agencies, and arranging for delivery.  This is a complicated function requiring

technical knowledge of customs rules and regulations in the multitude of countries in

which the Company has offices.  Revenues related to customs brokerage and import

services are recognized upon completion of the services.

Arranging international shipments is a complex task.  Each actual movement can

require multiple services.  In some instances, the Company is asked to perform only one

of these services.  However, in most instances, the Company may perform multiple

services.  These services include destination breakbulk services and value added ancil-

lary services such as local transportation, export customs formalities, distribution

services and logistics management.  Each of these services has an associated fee, which

is recognized as revenue upon completion of the service.

MD&A
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Typically, the fees for each of these services are quoted as separate components,

however, customers on occasion will request an all-inclusive rate for a set of services

known in the industry as “door-to-door service.”  This means that the customer is billed

a single rate for all services from pickup at origin to delivery at destination.  In these

instances, the revenue for origin and destination services, as well as revenue that will

be characterized as freight charges, is allocated to branches as set by preexisting Com-

pany policy perhaps supplemented by customer specific negotiations between the offices

involved.  Each of the Company’s branches are independent profit centers and the pri-

mary compensation for the branch management group comes in the form of

incentive-based compensation calculated directly from the operating income of that

branch.  This compensation structure ensures that the allocation of revenue and ex-

pense among components of services, when provided under an all-inclusive rate, are

done in an objective manner on a fair value basis, in accordance with Emerging Issues

Task Force (EITF) 00-21, “Revenue Arrangements with Multiple Deliverables.”

While judgments and estimates are a necessary component of any system of account-

ing, the Company’s use of estimates is limited primarily to the following areas that in the

aggregate are not a major component of the Company’s statement of earnings:

• accounts receivable valuation,

• the useful lives of long-term assets,

• the accrual of costs related to ancillary services the Company provides, and

• establishment of adequate insurance liabilities for the portion of the freight related

exposure which the Company has self insured.

In addition, certain undistributed earnings of the Company’s subsidiaries accumu-

lated through December 31, 1992 would, under most circumstances, be subject to some

additional United States income tax if distributed to the Company.  The Company has

not provided for this additional income tax because the Company intends to reinvest

such earnings to fund the expansion of its foreign activities, or to distribute them in a

manner in which no significant additional taxes would be incurred.  Management be-

lieves that the methods utilized in all of these areas are non-aggressive in approach and

consistent in application.  Management believes that there are limited, if any, alterna-

tive accounting principles or methods which could be applied to the Company’s

transactions.  While the use of estimates means that actual future results may be differ-

ent from those contemplated by the estimates, the Company believes that alternative

principles and methods used for making such estimates would not produce materially

different results than those reported.

MD&A
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Recent Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board (FASB) issued Statement of

Financial Accounting Standards (SFAS) No. 142, “Goodwill and Other Intangible

Assets” effective for fiscal years beginning after December 15, 2001. Under the new

rules, purchased goodwill and intangible assets with indefinite useful lives will no longer

be amortized but will be subject to annual impairment tests in accordance with the

provisions of the statements. Intangible assets with estimable useful lives are amor-

tized over their respective useful lives, and reviewed for impairment in accordance with

SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.”  The

Company applied the new rules on accounting for goodwill and intangible assets

beginning in the first quarter of 2002. Application of the non-amortization provisions

of SFAS No. 142 did not have a material effect on the Company’s financial statements.

The Company performed the required initial impairment test of goodwill as of January 1,

2002 and determined there was no impact on the consolidated earnings and financial

position of the Company at that time.  For the year ended December 31, 2002, the

Company performed the required annual impairment test during the fourth quarter

and determined that no impairment had occurred.

In June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement

Obligations” which addresses financial accounting and reporting for obligations

associated with the retirement of tangible long-lived assets and for the associated asset

retirement costs. The standard applies to legal obligations associated with the

retirement of long-lived assets that result from the acquisition, construction or devel-

opment and/or normal use of the asset. The Company is required and plans to adopt the

provisions of SFAS No. 143 beginning in the first quarter of 2003.  Management does

not anticipate that adoption of SFAS No. 143 will result in a significant impact on the

Company’s consolidated financial condition or results of operations.

In August 2001, SFAS No. 144, “Accounting for the Impairment or Disposal of

Long-Lived Assets” was issued which addresses financial accounting and reporting for

the impairment or disposal of long-lived assets. While this standard supersedes

SFAS No. 121, “Accounting for the Impairment of Long-Lived Assets and for Long-

Lived Assets to Be Disposed Of,” it retains many of the fundamental provisions of that

standard. SFAS No. 144 also supersedes the accounting and reporting provisions of

APB Opinion No. 30, “Reporting the Results of Operations – Reporting the Effects of

Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently

Occurring Events and Transactions,” for the disposal of a segment of a business. The

Company adopted the provisions of SFAS No. 144 beginning in the first quarter of

2002.  Adoption of SFAS No. 144 had no impact on the consolidated earnings and finan-

cial position of the Company.
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In November 2001, the FASB staff issued Topic D-103 (subsequently recharacterized

as EITF 01-14), “Income Statement Characterization of Reimbursements Received for

‘Out of Pocket’ Expenses Incurred.”  This staff announcement clarified certain provi-

sions of EITF 99-19 “Reporting Revenue Gross as a Principal versus Net as an Agent,”

and among other things established when reimbursements are required to be shown

gross as opposed to net.  EITF 01-14 also directed that the new rules should be applied

in financial reporting periods beginning after December 15, 2001.  The clarifying rules

now require the Company to henceforth report certain reimbursed incidental activities

on a gross rather than net basis.  The Company has reclassified amounts in the 2001

and 2000 presentations to conform with the current presentation.

The following schedule shows the financial statement impact of the adoption by

comparing the net amounts in the report on Form 10K filed on or about March 29,

2002, with the gross amounts reported in this annual report.  There is no impact on net

revenue, nor is there any impact on operating income or net earnings as a result of this

change.

For the years ended
December 31, 2001 2000

Net Gross Net Gross

Revenues:

Airfreight $ 930,998 971,980  1,014,375 1,053,461

Ocean freight and

ocean services 508,482 590,684 472,853 542,411

Customs brokerage

and import services 213,153 320,406 207,953 310,854

Total Revenues 1,652,633 1,883,070 1,695,181 1,906,726

Costs:

Airfreight 676,496 717,478 788,947 828,033

Ocean freight and

ocean services 369,601 451,803 357,879 427,437

Customs brokerage

and import services – 107,253 – 102,901

Total Costs 1,046,097 1,276,534 1,146,826 1,358,371

Net Revenues $ 606,536 606,536 548,355 548,355
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In June 2002, SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal

Activities” was issued which addresses financial accounting and reporting for costs

associated with exit or disposal activities and nullifies EITF 94-3, “Liability Recogni-

tion for Certain Employee Termination Benefits and Other Costs to Exit an Activity

(including Certain Costs Incurred in a Restructuring).”  The Company is required and

plans to adopt the provisions of SFAS No. 146 beginning in the first quarter of 2003.

Management does not anticipate that adoption of SFAS No. 146 will result in a signifi-

cant impact on the Company’s consolidated financial condition or results of operations.

In November 2002, the FASB issued Interpretation No. 45 (FIN 45), “Guarantor’s

Accounting and Disclosure Requirements for Guarantees, Including Indirect Guaran-

tees of Indebtedness of Others,” which clarifies disclosure and recognition/measurement

requirements related to certain guarantees. The disclosure requirements are effective

for financial statements issued after December 15, 2002 and the recognition/measure-

ment requirements are effective on a prospective basis for guarantees issued or modified

after December 31, 2002. The provisions of FIN 45 require the Company to value and

record the liability for any indirect or direct guarantees of the indebtedness of others

entered into after December 31, 2002.  The Company does not expect compliance with

FIN 45 to have a material impact on its consolidated financial position or results of

operations.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based

Compensation – Transition and Disclosure” which amends SFAS No. 123, “Accounting

for Stock-Based Compensation,” to provide alternative methods of transition for a vol-

untary change to the fair value based method of accounting for stock-based employee

compensation.  SFAS No. 148 also amends the disclosure requirements of SFAS No. 123

to require prominent disclosure in both annual and interim financial statements about

the method of accounting for stock-based employee compensation and the effect of the

method used on reported results.  The transition guidance and annual disclosure provi-

sions of SFAS No. 148 are effective for fiscal years ending after December 15, 2002.  The

interim disclosure provisions are effective for financial reports containing financial

statements for interim periods beginning after December 15, 2002.  As the Company

did not make a voluntary change to the fair value based method of accounting for

stock-based employee compensation in 2002, the adoption of SFAS No. 148 did not have

an impact on the Company’s consolidated financial position and results of operations.

The Company has adopted the annual disclosure provisions of SFAS No. 148 in its

financial reports for the year ended December 31, 2002 and will adopt the interim disclo-

sure provisions for its financial reports beginning with the quarter ending March 31,

2003.
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Results of Operations

The following table shows the consolidated net revenues (revenues less transportation

expenses) attributable to the Company’s principal services and the Company’s expenses

for 2002, 2001, and 2000, expressed as percentages of net revenues.  Management

believes that net revenues are a better measure than total revenues of the relative

importance of the Company’s principal services since total revenues earned by the

Company as a freight consolidator include the carriers’ charges to the Company for

carrying the shipment whereas revenues earned by the Company in its other capacities

include only the commissions and fees actually earned by the Company.

2002 2001 2000
Percent Percent Percent

of Net of Net of Net
In thousands Amount Revenues Amount Revenues Amount Revenues

Net Revenues:

Airfreight $ 284,954 42% $ 254,502 42% $ 225,428 41%

Ocean freight

and ocean

services 164,114 24 138,881 23 114,974 21

Customs brokerage

and import

services 233,145 34 213,153 35 207,953 38

Net revenues 682,213 100 606,536 100 548,355 100

Operating Expenses:

Salaries and

related costs 359,769 53 325,545 54 290,581 53

Other 151,435 22 134,974 22 130,250 24

Total operating

expenses 511,204 75 460,519 76 420,831 77

Operating income 171,009 25 146,017 24 127,524 23

Other income, net 6,981 1 8,277 1 5,824 1

Earnings before

income taxes 177,990 26 154,294 25 133,348 24

Income tax expense 65,461 10 57,051 9 50,313 9

Net earnings $ 112,529 16% $ 97,243 16% $ 83,035 15%
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2002 compared with 2001

Airfreight net revenues in 2002 increased 12% compared with 2001 primarily due to

increased airfreight tonnages handled in 2002 as compared with 2001.  Airfreight

margins decreased approximately 2% during 2002 as compared with 2001 as a result

of rate increases initiated by air carriers during the third and fourth quarters in

response to excess air cargo demands associated with the west coast port disruptions.

Efficient consolidations of dense and fluffy (volumetric) freight allowed the Company

to optimize purchased transportation costs while still offering competitive rates to cus-

tomers.  The Company’s North American export airfreight net revenues decreased 2%

in 2002 compared to 2001.  Airfreight net revenues from the Far East and from Europe

increased 22% and 12%, respectively, for 2002 compared with 2001.  Airfreight rates on

Far East to North American trade lanes, the Company’s most dominant lane, remained

strong throughout 2002, and were particularly strong during the fourth quarter.

Ocean freight and ocean services net revenues increased 18% in 2002 compared to

2001.  Ocean freight demand remained strong throughout 2002.  Ocean freight rates

from the Far East, the Company’s largest trade lane fell throughout the year.  Ocean

freight volumes increased during the last half of 2002, despite a 10-day disruption in

service at the ports located on the west coast of the United States.  The aftermath of this

disruption continued throughout the fourth quarter.  Management believes that the

Company’s continued strong performance through this work disruption is a signifi-

cant indication of both the strength of the Company’s relationships with its vendors

and the expertise of its staff.  During 2002, management continued to expand market

share, increase ocean tonnage, and increase net ocean freight revenues while offering

competitive market rates to customers.  Changes in the regulatory environment in the

United States continued to create new opportunities for the Company’s NVOCC opera-

tions to provide services to customers who had previously dealt directly with the ocean

carriers.

Margins decreased 1% in 2002 as compared with 2001 because the Company re-

duced rates to increase volumes in response to an environment of falling prices which

were a result of the overcapacity situation that existed in the ocean markets.  The Com-

pany continued its focus of offering competitive rates to customers at the retail level,

while leveraging freight volumes to obtain favorable rates from carriers at the whole-

sale level.  Expeditors Cargo Management Systems (ECMS), a PC-based ocean freight

consolidation management and purchase order tracking service, continued to be in-

strumental in attracting new business.  The Company’s North American export ocean

freight net revenues increased 18% in 2002 compared to 2001.  This increase was a

result of the Company handling more ocean shipments moving from North America to
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the Far East and, to a lesser extent, from North America to Europe.  Ocean freight net

revenues from the Far East and from Europe increased 21% and 14%, respectively, for

2002 compared with 2001.

Customs brokerage and import services net revenues increased 9% in 2002 as com-

pared with 2001 as a result of the Company’s growing reputation for providing high

quality service and consolidation within the customs brokerage market as customers

seek out customs brokers with more sophisticated computerized capabilities critical to

an overall logistics management program.

Salaries and related costs increased in 2002 compared to 2001 as a result of (1) the

Company’s increased hiring of sales, operations, and administrative personnel in exist-

ing offices to accommodate increases in business activity and (2) increased compensation

levels.  Salaries and related costs decreased 1% as a percentage of net revenues.  The

relatively consistent relationship between salaries and net revenues is the result of a

compensation philosophy that has been maintained since the inception of the Company:

offer a modest base salary and the opportunity to share in a fixed and determinable

percentage of the operating profit of the business unit controlled by each key employee.

Using this compensation model, changes in individual compensation will occur in pro-

portion to changes in Company profits.  Management believes that the growth in

revenues, net revenues and net earnings for 2002 are a result of the incentives inherent

in the Company’s compensation program.

Other operating expenses increased in 2002 as compared with 2001 as rent expense,

communications expense, quality and training expenses, and other costs expanded to

accommodate the Company’s growing operations.  Other operating expenses as a

percentage of net revenues remained constant in 2002 as compared with 2001.

Management believes that this was significant as it reflects the successful achievement

of cost containment objectives initiated at the branch level.  The ability to sustain these

savings into future periods is contingent upon branch level management’s ability to

adhere to these objectives. During the fourth quarter of 2002, the Company evaluated

the recoverability of certain other assets and determined that an impairment had oc-

curred.  Accordingly, a $3.5 million loss was recorded as an operating expense.

Other income, net, decreased in 2002 as compared with 2001. Due to much lower

interest rates on higher average cash balances and short-term investments during 2002,

interest income decreased by $2.9 million.  The decrease in interest income during the

year ended December 31, 2002, was offset by a $1.5 million gain on the sale of the

Company’s former Dublin, Ireland facility.
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The Company pays income taxes in the United States and other jurisdictions, as well

as other taxes which are typically included in costs of operations.  The Company’s

consolidated effective income tax rate in 2002 was 36.8%, down marginally from the

37% rate experienced in the prior year.  The .2% decrease was caused primarily by a

reduction in state tax expense required to be paid by the Company.

2001 compared with 2000

Airfreight net revenues in 2001 increased 13% compared with 2000 primarily due to

the Company’s ability to expand airfreight margins despite the lower airfreight

tonnages, experienced in 2001 compared with 2000.  Airfreight margins expanded

approximately 5% during 2001 as compared with 2000 despite a 9% drop in worldwide

airfreight tonnage in 2001.  Efficient consolidations of dense and fluffy (volumetric)

freight allowed the Company to optimize purchased transportation costs while still

offering competitive rates to customers.  The Company’s North American export

airfreight net revenues increased 4% in 2001 compared to 2000.  Airfreight net

revenues from the Far East and from Europe increased 24% and 5%, respectively, for

2001 compared with 2000.  Airfreight rates on Far East to North American trade lanes,

the Company’s most dominant lane, remained strong throughout 2001.

Ocean freight and ocean services net revenues increased 21% in 2001 compared to

2000.  Ocean freight demand remained strong throughout 2001 and ocean freight rates

from the Far East, the Company’s largest trade lane, increased in the last half of the

year.  During 2001, management continued to expand market share, increase ocean

tonnage, and increase net ocean freight revenues while offering competitive market

rates to customers.  Changes in the regulatory environment in the United States

continued to create new opportunities for the Company’s NVOCC operations to provide

services to customers who had previously dealt directly with the ocean carriers.

Margins increased 3% in 2001 as compared with 2000 reflecting the Company’s abil-

ity to offer competitive rates to customers at the retail level, while leveraging freight

volumes to obtain favorable rates from carriers at the wholesale level.  ECMS continued

to be instrumental in attracting new business.  The Company’s North American export

ocean freight net revenues increased 10% in 2001 compared to 2000.  This increase was

a result of the Company handling more ocean shipments moving from North America

to the Far East and, to a lesser extent, from North America to Europe.  Ocean freight

net revenues from the Far East and from Europe increased 23% and 30%, respectively,

for 2001 compared with 2000.
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Customs brokerage and import services revenues increased 3% in 2001 as compared

with 2000 as a result of (1) the Company’s growing reputation for providing high quality

service, (2) consolidation within the customs brokerage market as customers seek out

customs brokers with more sophisticated computerized capabilities critical to an over-

all logistics management program, and (3) the growing importance of distribution

services as a separate and distinct service offered to existing and potential customers.

Distribution services accounted for nearly 36% of the increase in customs brokerage

and import services revenues for 2001 compared with 2000.

Salaries and related costs increased in 2001 compared to 2000 as a result of (1) the

Company’s increased hiring of sales, operations, and administrative personnel in exist-

ing and new offices to accommodate increases in business activity and (2) increased

compensation levels.  Salaries and related costs increased 1% as a percentage of net

revenues.  The relatively consistent relationship between salaries and net revenues is

the result of a compensation philosophy that has been maintained since the inception of

the Company: offer a modest base salary and the opportunity to share in a fixed and

determinable percentage of the operating profit of the business unit controlled by each

key employee.  Using this compensation model, changes in individual compensation

will occur in proportion to changes in Company profits.  Management believes that the

growth in revenues, net revenues and net earnings for 2001 are a result of the incen-

tives inherent in the Company’s compensation program.

Other operating expenses increased in 2001 as compared with 2000 as rent expense,

communications expense, quality and training expenses, and other costs expanded to

accommodate the Company’s growing operations.  Other operating expenses as a per-

centage of net revenues decreased 2% in 2001 as compared with 2000.  Management

believes that this decrease was significant as it reflects the successful achievement of

cost containment objectives initiated at the branch level.  The ability to sustain these

savings into future periods is contingent upon branch level management’s ability to

adhere to these objectives.

Other income, net, increased in 2001 as compared to 2000 primarily due to interest

income earned on higher cash balances and short-term investments in 2001.  Manage-

ment attributes higher cash balances, in large part, to the success of cash management

and billing improvement initiatives.

The Company pays income taxes in the United States and other jurisdictions, as well

as other taxes which are typically included in costs of operations.  The Company’s con-

solidated effective income tax rate in 2001 was 37%, down marginally from the 37.7%

rate experienced in the prior year.  The .7% decrease was caused primarily by a reduc-

tion in state tax expense required to be paid by the Company.
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Currency and Other Risk Factors

International air/ocean freight forwarding and customs brokerage are intensively com-

petitive and are expected to remain so for the foreseeable future.  There are a large

number of entities competing in the international logistics industry; however, the

Company’s primary competition is confined to a relatively small number of companies

within this group.  While there is currently a marked trend within the industry toward

consolidation into large firms with multinational offices and agency networks, regional

and local broker/forwarders remain a competitive force.

Historically, the primary competitive factors in the international logistics industry

have been price and quality of service, including reliability, responsiveness, expertise,

convenience, and scope of operations.  The Company emphasizes quality service and

believes that its prices are competitive with those of others in the industry.  Customers

have exhibited a trend towards more sophisticated and efficient procedures for the

management of the logistics supply chain by embracing strategies such as just-in-time

inventory management.  Accordingly, sophisticated computerized customer service

capabilities and a stable worldwide network have become significant factors in attract-

ing and retaining customers.

Developing these systems and a worldwide network has added a considerable indi-

rect cost to the services provided to customers.  Smaller and middle-tier competitors, in

general, do not have the resources available to develop customized systems and a world-

wide network.  As a result, there is a significant amount of consolidation currently

taking place in the industry.  Management expects that this trend toward consolidation

will continue for the short- to medium-term.

The nature of the Company’s worldwide operations necessitates the Company deal-

ing with a multitude of currencies other than the U.S. Dollar.  This results in the

Company being exposed to the inherent risks of the international currency markets

and governmental interference.  Some of the countries where the Company maintains

offices and/or agency relationships have strict currency control regulations which

influence the Company’s ability to hedge foreign currency exposure.  The Company

tries to compensate for these exposures by accelerating international currency settle-

ments among its offices or agents.  The Company enters into foreign currency hedging

transactions only in limited locations where there are regulatory or commercial limi-

tations on the Company’s ability to move money freely around the world or the

short-term financial outlook in any country is such that hedging is the most time-

sensitive way to avoid short-term exchange losses.  Any such hedging activity during

2002, 2001 and 2000 was insignificant.  Net foreign currency gains realized in 2002
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were $70,000.  Net foreign currency losses realized during 2001 were $366,000.  Net

foreign currency gains realized during 2000 were $309,000.

The Company has traditionally generated revenues from airfreight, ocean freight

and customs brokerage and import services.  In light of the customer-driven trend to

provide customer rates on a door-to-door basis, management foresees the potential, in

the medium- to long-term, for fees normally associated with customs house brokerage

to be de-emphasized and included as a component of other services offered by the

Company.

On January 1, 1999, eleven of fifteen member countries of the European Union, later

joined by Greece in January 2001, established fixed conversion rates between their

existing currencies (“legacy currencies”) and a new common currency – the Euro.  The

Euro trades on currency exchanges and may be used in business transactions.  The

conversion to the Euro eliminates currency exchange rate risk between the member

countries.  Beginning in January 2002, new Euro-denominated bills and coins were

issued and legacy currencies began to be withdrawn from circulation. The Company

has worked diligently to address the issues raised by the Euro currency conversion

including the need to adapt computer systems and business processes to accommodate

Euro-denominated transactions.  The conversion costs were not material. The Company

is unable to predict the resulting impact, if any, on the Company’s consolidated finan-

cial statements of the change to one common currency within the European Union.  The

Company has not experienced any significant disruption as a result of this phased

conversion.

Sources of Growth

Historically, growth through aggressive acquisition has proven to be a challenge for

many of the Company’s competitors and typically involves the purchase of significant

“goodwill,” the value of which can be realized in large measure only by retaining the

customers and profit margins of the acquired business.  As a result, the Company has

pursued a strategy emphasizing organic growth supplemented by certain strategic

acquisitions, where future economic benefit significantly exceeds the “goodwill”

recorded in the transaction.

Office Additions

The Company did not open any offices during 2002.
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Internal Growth

Management believes that a comparison of “same store” growth is critical in the evalu-

ation of the quality and extent of the Company’s internally generated growth.  This

“same store” analysis isolates the financial contributions from offices that have been

included in the Company’s operating results for at least one full year.  The table below

presents “same store” comparisons on a year-over-year basis for the years ended De-

cember 31, 2002, 2001 and 2000.

Same store comparisons for the years ended December 31,

2002 2001 2000

Net revenues 12% 7% 23%

Operating income 16% 13% 36%

Liquidity and Capital Resources

The Company’s principal source of liquidity is cash generated from operating activi-

ties.  Net cash provided by operating activities for the year ended December 31, 2002

was approximately $116 million, as compared with $168 million for 2001.  This $52

million decrease is principally due to increased accounts receivable, offset by increased

net earnings and increased accounts payable, accrued expenses and taxes payable.

The Company’s business is subject to seasonal fluctuations.  Cash flow fluctuates as

a result of this seasonality.  Historically, the first quarter shows an excess of customer

collections over customer billings.  This results in positive cash flow.  The increased

activity associated with peak season (typically commencing late second or early third

quarter) causes an excess of customer billings over customer collections.  This cyclical

growth in customer receivables consumes available cash.  In the past, the Company has

utilized short-term borrowings to satisfy normal operating expenditures when tempo-

rary cash outflows exceed cash inflows.  These short-term borrowings have been repaid

when the trend reverses and customer collections exceed customer billings.  During

2002, short-term borrowings were not required in the United States; the market where

cash flow pressures are most intense due to funds advanced in association with cus-

toms brokerage activity.
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As a customs broker, the Company makes significant 5-10 business day cash

advances for its customers’ obligations such as the payment of duties to U.S. Customs.

These advances are made as an accommodation for a select group of credit-worthy

customers.  Cash advances are a “pass through” and are not recorded as a component of

revenue and expense.  The billings of such advances to customers are accounted for as

a direct increase in accounts receivable to the customer and a corresponding increase in

accounts payable to governmental customs authorities.  As a result of these “pass

through” billings, the conventional Days Sales Outstanding or DSO calculation does

not directly measure collection efficiency.

Cash used in investing activities for the year ended December 31, 2002 was $113

million, as compared with $53 million during the same period of 2001.  The largest use

of cash in investing activities is cash paid for capital expenditures.  For the year ended

December 31, 2002, the Company made capital expenditures of $81 million as com-

pared with $37 million for the same period in 2001.  Capital expenditures in 2002

included $59 million for acquisitions of real estate and office/warehouse facilities in

New Jersey and the United Kingdom.  Capital expenditures in 2001 related primarily to

investments in technology and office furniture and equipment. Cash of $31.3 million

was paid into escrow during 2002 to acquire an office and warehouse facility near the

San Francisco, California International Airport; the transaction closed on January 7,

2003.

Cash used in financing activities for the year ended December 31, 2002 was $13

million as compared with cash used in financing activities of $58 million for the same

period in 2001.  In 2002, the Company paid down $0.4 million on short-term debt, as

compared with $3 million for the same period of 2001.  The Company uses the proceeds

from stock option exercises to repurchase the Company’s stock on the open market.

The differences between proceeds from the issuance of common stock and the amounts

paid to repurchase common stock for the years ended December 31, 2002 and 2000

represent a timing difference in the receipt of proceeds and the subsequent repurchase

of outstanding shares.  During the third quarter of 2001, the Board of Directors autho-

rized management to repurchase 2,000,000 shares of the Company’s common stock.

The difference between proceeds from the issuance of common stock and the amounts

paid to repurchase common stock for the year ended December 31, 2001 is primarily

due to the repurchase of stock under the discretionary plan authorized by the Board of

Directors in September 2001.  The repurchase of all 2,000,000 shares was completed on

October 11, 2001 at an average price of $22.56 per share.  In November 2001, the Board
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of Directors expanded the Company’s Discretionary Stock Repurchase Program to

allow for the repurchase of such shares as may be necessary to reduce the issued and

outstanding stock to 100,000,000 shares of common stock.  As of December 31, 2002,

no further shares had been repurchased under the amended discretionary plan.

At December 31, 2002, working capital was $249 million, including cash and short-

term investments of $212 million. The Company had no long-term debt at December 31,

2002.  While the nature of its business does not require an extensive investment in

property and equipment, the Company cannot eliminate the possibility that it could

acquire an equity interest in property in certain geographic locations.  Excluding the

acquisition of the office and warehouse facility near the San Francisco, California

International Airport, described earlier, the Company currently expects to spend

approximately $35 million for normal capital expenditures.  In addition to property

and equipment, normal capital expenditures include leasehold improvements, ware-

house equipment, computer hardware and furniture and fixtures.  The Company expects

to finance capital expenditures in 2003, with cash.

The Company borrows internationally and domestically under unsecured bank lines

of credit.  During the third quarter of 2002, the Company entered into an unsecured

line of credit agreement with a U.S. financial institution.  At December 31, 2002, the

U.S. facility totaled $50 million and the international bank lines of credit totaled $10.3

million.  In addition, the Company maintains a bank facility with its U.K. bank for $8.1

million.  At December 31, 2002, the Company was directly liable for $1.3 million drawn

on these lines of credit and was contingently liable for an additional $39.1 million from

standby letters of credit and guarantees related to these lines of credit and other obliga-

tions.
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At December 31, 2002, the Company’s contractual obligations and other commit-

ments are as follows:

Payments Due by Period

Less than 1 - 3 4 - 5 After
In thousands Total 1 year years years 5 years

Contractual Obligations:

Operating leases $ 83,884 29,769 38,518 8,508 7,089

Unconditional purchase

obligations 205,840 185,040 20,800 – –

Total contractual

cash obligations $ 289,724 214,809 59,318 8,508 7,089

Amount of Commitment Expiration Per Period

Total
Amounts Less than 1 - 3 4 - 5 After

In thousands Committed 1 year years years 5 years

Other Commitments:

Lines of credit $ 60,284 60,113 171 – –

Credit facility 8,052 8,000 – – 52

Standby letters of credit 39,137 35,988 521 – 2,628

Total commitments $ 107,473 104,101 692 – 2,680
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The Company has a Non-Discretionary Stock Repurchase Plan to repurchase shares

from the proceeds of stock option exercises.  As of December 31, 2002, the Company

had repurchased and retired 5,257,703 shares of common stock at an average price of

$12.34 per share over the period from 1994 through 2002.

The Company also has a Discretionary Stock Repurchase Plan under which it

retired 2,000,000 shares of common stock as of October 11, 2001, at an average price of

$22.56 per share.  In November 2001, this plan was expanded to allow for the repur-

chase of such shares as may be necessary to reduce the issued and outstanding stock to

100,000,000 shares of common stock.  As of December 31, 2002, no further shares had

been repurchased under the amended discretionary plan.

Management believes that the Company’s current cash position, bank financing

arrangements, and operating cash flows will be sufficient to meet its capital and liquid-

ity requirements for the foreseeable future.

In some cases, the Company’s ability to repatriate funds from foreign operations

may be subject to foreign exchange controls.  At December 31, 2002, cash and cash

equivalent balances of $121.4 million were held by the Company’s non-U.S. subsidiar-

ies, of which $47.1 million was held in banks in the United States.  In addition, certain

undistributed earnings of the Company’s subsidiaries accumulated through December

31, 1992 would, under most circumstances, be subject to some additional United States

income tax if distributed to the Company.  Such undistributed earnings are approxi-

mately $41.9 million and the additional Federal and state taxes payable in a hypothetical

distribution of such accumulated earnings would approximate $10.1 million.  The

Company has not provided for this additional tax because the Company intends to rein-

vest such earnings to fund the expansion of its foreign activities, or to distribute them

in a manner in which no significant additional taxes would be incurred.
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Impact of Inflation

To date, the Company’s business has not been adversely affected by inflation, nor has

the Company experienced significant difficulty in passing carrier rate increases on to

its customers by means of price increases.  Direct carrier rate increases could occur

over the short- to medium-term period.  Due to the high degree of competition in the

market place, these rate increases might lead to an erosion in the Company’s margins.

However, as the Company is not required to purchase or maintain extensive property

and equipment and has not otherwise incurred substantial interest rate-sensitive

indebtedness, the Company currently has limited direct exposure to increased costs

resulting from increases in interest rates.

The forward-looking statements contained in this document involve a number of

risks and uncertainties.  Factors that could cause actual results to differ materially

from these statements include, but are not limited to: risks associated with foreign

operations, elimination of intercompany transactions, matching of expenses with the

associated revenue, seasonality, shifts in consumer demand, the effect that the imple-

mentation of the Euro as the primary currency of 12 member states of the European

Union might have on the global economy and the Company’s international and

domestic customers, other accounting estimates and other risk factors disclosed from

time to time in the Company’s public reports.
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The following table sets
forth the high and low
sale prices in the over-
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The NASDAQ National
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Common Stock

Quarter High Low

2002
First 31.17 25.50
Second 31.78 27.50
Third 33.98 24.94
Fourth 34.44 26.98

2001
First 30.375 21.75
Second 32.96 22.30
Third 31.13 20.975
Fourth 29.50 21.735

There were 3,182 share-
holders of record as of
December 31, 2002.
Management estimates
that there were approxi-
mately 18,000 beneficial
shareholders at that date.

In 2002 and 2001,
the Board of Directors
declared a semi-annual
dividend of $.06 per
share and $.05 per share,
respectively, which was
paid as follows:

2002 17 June
16 December

2001 15 June
17 December
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