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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS  
 
 
OVERVIEW  
 
The Company is a leading trucking company that specializes in providing and arranging van truckload transport 
services from the United States and Canada to and from locations in Mexico. The Company serves a diverse set 
of industries including automotive, technology, industrial equipment, textiles, retail, and furniture. The 
Company provides its customers with long-haul time sensitive transportation utilizing a network of company 
owned and leased tractors and, to a lesser extent, independent owner-operators.  
 
During 2000, the Company added an Internet-based "business-to-business" membership program, 
TruckersB2B, to provide discounts on fuel, tires and other services to small and medium sized trucking 
companies.  
 
 
SALE OF FLATBED DIVISION  
 
In June 2001, the Company sold certain assets and the owner operator and agent contracts of Cheetah 
Transportation, Inc. to American Trans Freight. Cheetah was a flatbed truckload carrier operating out of 
Mooresville, NC. The Company sold Cheetah for an undisclosed amount of cash. Cheetah, a flatbed, agent 
based Company, did not fit the rest of the Company's van truckload model.  Therefore, the Company could not 
recognize many synergies with Cheetah as it can with the van truckload business. The Company recognized a 
$3.7 million loss on disposition which included a non-cash charge of $3.2 million related to the net book value 
of goodwill and other intangibles. Cheetah had approximately 300 owner operators and revenues of $27 million 
in fiscal 2001.  
 
 
RECENT ACQUISITIONS  
 
Effective July 1, 1999, the Company acquired the assets and assumed certain liabilities of Zipp for 
approximately $26 million. The Company believes that Zipp has strengthened its position in the market between 
the U.S. and Mexico as well as within the Midwest region. Zipp was a major carrier to and from Mexico and 
also maintains a strong base of business in the Midwest. At the acquisition date, Zipp operated a relatively new 
fleet of approximately 270 tractors and 800 trailers. As a result of this acquisition and the integration of Zipp, 
the Company disposed of a group of its own older equipment and related items that were no longer required due 
to the acquired fleet having newer more fuel efficient equipment. The combined fleets resulted in operating 
efficiencies that allowed the Company to dispose of this excess equipment. The effect of upgrading the 
Company's fleet through this disposition resulted in a non-cash charge of approximately $3.3 million in fiscal 
2000.  
 



 

 

 
RESULTS OF OPERATIONS  
 
The following table includes certain information with respect to the operating expenses as a percentage of 
operating revenue of the Company for the years indicated.  
 

FISCAL YEAR ENDED JUNE 30, 
------------------------------------------ 

 
2001  2000  1999 
----  ----  ---- 

Operating expenses as a percentage of operating revenue: 
     Salaries, wages and employee benefits .............       27.3%  27.5%  27.0% 
     Fuel ..............................................         11.3%  10.5%  9.5% 
     Operating costs and supplies ......................         7.6%  7.7%  9.3% 
     Insurance and claims ..............................         2.9%  2.7%  2.6% 
     Depreciation and amortization .....................   4.4%  4.1%  4.7% 
     Rent and purchased transportation .................   38.1%  37.8%  34.6% 
     General, administrative, and selling expenses .....   2.7%  2.9%  3.0% 
     Non-cash member and vendor development costs ......  0.1%  0.8%  --- 
     Cost of goods sold ................................    0.8%  ---  --- 
     Other operating expenses ..........................   3.6%  3.5%  3.9% 

-----  -----  ----- 
         Total operating ratio .........................    98.8%  97.5%  94.6% 

=====  =====  ===== 
 
The operating ratio excluding TruckersB2B was 98.1% and 96.1% in fiscal 2001 and 2000, respectfully.  
 
 
FISCAL YEAR ENDED JUNE 30, 2001 COMPARED WITH FISCAL YEAR ENDED JUNE 30, 2000  
 
REVENUE.  Consolidated revenue increased by $0.2 million to $351.8 million for fiscal 2001 from $351.6 
million for fiscal 2000.  TruckersB2B revenue increased to $4.4 million in fiscal 2001 compared with $200 
thousand in fiscal 2000. The TruckersB2B increase is related to a full operating year in fiscal 2001 compared to 
start-up in fiscal 2000. The billings related to the Mexican portion of transportation decreased for the year 
approximately $1.6 million. Beginning in the fourth quarter, Chrysler began to coordinate the Mexican portion 
of transportation causing a decline of $3.6 million compared to prior year fourth quarter. In addition, 
the Company had a reduction in dispatch miles related to the softening economy.  
 
OPERATING INCOME. Consolidated operating income decreased by $4.5 million, or 51%, to $4.3 million in 
fiscal 2001 from $8.8 million in fiscal 2000. The Company's operating ratio, which expresses operating 
expenses as a percentage of operating revenue increased from 97.5% in fiscal 2000 to 98.8% in fiscal 2001.  
 
The decrease in operating income and the increased operating ratio were attributable to an increase in fuel costs, 
net of fuel surcharges, of approximately $1.2 million, or $.16 (tax effected) per diluted common share. The 
Company has recovered a portion of the increased cost from customers via the use of fuel surcharges. However, 
a portion of the fuel expense increase was not recovered during fiscal year 2001. This is due to several factors: 
the base fuel price levels which determine when surcharges are collected, truck idling, empty miles between 
freight shipments, and out-of-route miles caused in part by driver home time needs. Company management 



 

 

continues to meet with customers to explain the significant impact of high fuel prices and to improve the 
amount and percentage of fuel surcharge reimbursement.  
 
Rent and purchased transportation expense increased as a result of owner-operator capacity growth in the van 
truckload division, and higher equipment costs, offset by a decreased use of independent Mexican carriers. In 
addition, depreciation expense and insurance costs increased slightly as a percentage of revenue.  
 
TruckersB2B had a $2.3 million operating loss for fiscal year 2001 compared to an operating loss of $4.7 
million in fiscal 2000. In fiscal 2001, the operating loss included approximately $800 thousand of deferred IPO 
expenses and approximately $350 thousand of non-cash member and vendor development expense related to 
issuing shares of TruckersB2B common stock at fair value to a strategic partner. The remaining loss in fiscal 
2001 was related to expenses incurred in salaries, advertising and other administrative costs. In the fourth 
quarter, TruckersB2B had a slight operating income and the Company expects this profitability to continue in 
fiscal 2002. The loss in fiscal 2000 included a non-cash charge of $2.8 million related to the fair value of shares 
of TruckersB2B common stock earned by its strategic partners. TruckersB2B also incurred $2.0 million of pre-
tax operating losses for salaries, advertising, and other costs associated with the start-up of this business.  
 
LOSS ON DISPOSITION OF FLATBED DIVISION. In June 2001, the Company sold Cheetah for an 
undisclosed cash amount.  The Company recognized a loss of $3.7 million, which included a non-cash charge of 
$3.2 million related to the net book value of goodwill and other intangibles.  
 
NET INTEREST EXPENSE. Net interest expense increased by $0.1 million, or 1.1%, to $9.3 million in fiscal 
2001 from $9.2 million in fiscal 2000. The increase was the result of higher rates for the Company's existing 
variable rate credit facility, partially offset by reduced borrowings under capital leases.  
 
INCOME TAXES. Income taxes resulted in a benefit of $2.6 million in fiscal 2001, with an effective tax rate of 
32.9%, compared to a benefit of $1.3 million, with an effective tax rate of 39.4%, in fiscal 2000. This change in 
income taxes is a result of the Company's increased pre-tax loss in fiscal 2001 compared to the pre-tax loss in 
fiscal 2000.  
 
 
FISCAL YEAR ENDED JUNE 30, 2000 COMPARED WITH FISCAL YEAR ENDED JUNE 30, 1999  
 
REVENUE. Consolidated revenue increased by $69.8 million, or 24.8%, to $351.6 million for fiscal 2000 from 
$281.8 million for fiscal 1999. A significant portion of the increase, $49.5 million, relates to Zipp, which was 
acquired effective July 1, 1999. In addition, the Company increased its overall rates per mile by 3.5% compared 
to fiscal 1999. This increase in rates reflects price increases obtained by the Company through its continued 
efforts to focus on its core routes as well as an improvement in the Company's overall business mix.  
 
OPERATING INCOME. Operating income, excluding TruckersB2B, decreased by $1.8 million, or 11.8%, to 
$13.5 million in fiscal 2000 from $15.3 million in fiscal 1999.  The Company's operating ratio, which expresses 
operating expenses as a percentage of operating revenue, excluding TruckersB2B, increased from 94.6% in 
fiscal 1999 to 96.1% in fiscal 2000. 
 
The decrease in operating income and the increased operating ratio were attributable to a significant increase in 
fuel costs, net of fuel surcharges, of approximately $5.8 million, or $.45 (tax effected) per diluted common 
share. The Company has recovered a portion of the increased cost from customers via the use of fuel 
surcharges. However, a significant portion of the fuel expense increase was not recovered during fiscal year 
2000. This is due to several factors: the base fuel price levels which determine when surcharges are collected, 



 

 

truck idling, empty miles between freight shipments, and out-of-route miles caused in part by driver home time 
needs.  
 
Rent and purchased transportation expense increased as a result of growth in owner-operator capacity, higher 
equipment costs, and an increased use of independent Mexican carriers. This increase was partially offset by a 
decrease in depreciation expense and operating costs as a percentage of revenue.  
 
TruckersB2B accounted for a $4.7 million operating loss for fiscal year 2000. This loss was primarily the result 
of non-cash charges related to the fair value of shares of TruckersB2B common stock earned by its strategic 
partners. TruckersB2B also incurred $2.0 million of pre-tax operating losses for salaries, advertising and other 
costs associated with the start-up of a new business. Those losses were offset by a benefit of $0.5 million for the 
Company's minority interest in the TruckersB2B subsidiary.  
 
NET INTEREST EXPENSE. Net interest expense increased by $1.8 million, or 24.3%, to $9.2 million in fiscal 
2000 from $7.4 million in fiscal 1999. The increase was the result of higher borrowings under the Company's 
existing variable rate credit facility due to the Zipp acquisition, partially offset by reduced borrowings under 
capital leases.  
 
INCOME TAXES. Income taxes resulted in a benefit of $1.3 million, with an effective tax rate of 39.4%, in 
fiscal 2000 compared to an expense of $3.0 million in fiscal 1999, with an effective tax rate of 38.1%. This 
change in income taxes is a result of the Company's pre-tax loss in fiscal 2000.  
 
 
LIQUIDITY AND CAPITAL RESOURCES  
 
The Company generated cash flow of $13.9 million, $10.3 million and $12.3 million from operating activities in 
fiscal 2001, 2000 and 1999, respectively. In fiscal 2001, the increase in cash flow relative to fiscal 2000 was 
due to decreases in trade receivables, other receivables, income tax recoverable and tires in service. These items 
were partially offset by increases in prepaid expenses and accounts payable and accrued expenses. 
Approximately $1.0 million of the decrease in trade receivables and $1.2 of increase in accounts payable and 
accrued expenses related to the disposition of Cheetah.  
 
The Company provided cash from investing activities of $9.6 million and $3.1 million in fiscal 2001 and 1999, 
respectively. This cash was provided by proceeds from sale of property and equipment offset by the purchase of 
new property and equipment. In fiscal 2000, the Company used $22.5 million for investing activities, primarily 
related to the purchase of Zipp.   
 
The Company used $23.1 million and $17.2 million for financing activities in fiscal 2001 and 1999, 
respectively. These uses were primarily for net bank borrowings, debt, capital lease obligations and treasury 
stock purchases. In fiscal 2000, the Company had cash provided by financing activities of $11.8 million. The 
proceeds from bank borrowings were $38.6 million, which included funds to purchase Zipp offset by net 
payments for bank borrowings, debt, and capital lease payments.  
 
The Company's primary capital requirements over the last three years have been funding the acquisition of 
equipment, the start-up of TruckersB2B and the Zipp acquisition. Capital expenditures (including the value of 
equipment procured under capital leases) totaled $23.3 million, $24.5 million, and $15.8 million in fiscal 2001, 
2000 and 1999, respectively. The Company purchased $17.3 million, $13.2 million, and $8.1 million of revenue 
equipment under capitalized leases and debt financing in fiscal 2001, 2000 and 1999, respectively. 



 

 

The Company has historically met its capital investment requirements with a combination of internally 
generated funds, bank financing, equipment lease financing (both capitalized and operating) and the issuance of 
common stock.  
 
In August 1999, the Company completed a $60 million banking facility ("credit agreement") with ING (U.S.) 
Capital, LLC ("ING"). The arrangement includes a $30 million revolving loan and a $30 million term loan. In 
November 1999, the Company's credit agreement with ING was increased by $5 million to $65 million. The 
Company's credit agreement was amended to waive covenant violations. The amendment allowed the Company 
to remain in compliance with the terms and conditions of the credit agreement as of June 30, 2001.  
 
At June 30, 2001, $43.5 million of the Company's credit facility was utilized as outstanding borrowings and 
$1.3 million was utilized for standby letters of credit. The average balance outstanding during fiscal 2001 was 
$47.4 million and the highest balance outstanding was $60.0 million. The Company also has financed its capital 
requirements by obtaining lease financing on revenue equipment. At June 30, 2001, the Company had an 
aggregate of $55.3 million in capital lease financing at interest rates ranging from 5.4 % to 9.3%, 
maturing at various dates through 2007. Of this amount, $15.8 million is due prior to June 30, 2002.  
 
As of June 30, 2001, the Company had 111 tractors on order for delivery in fiscal 2002. A commitment for 
lease financing on these units has been obtained. Management believes that there are presently adequate sources 
of secured equipment financing together with its existing credit facilities and cash flow from operations to 
provide sufficient funds to meet the Company's anticipated working capital requirements. Additional growth in 
the tractor and trailer fleet beyond the Company's existing orders will require additional sources of financing.  
 
 
SEASONALITY  
 
To date, the Company's revenues have not shown any significant seasonal pattern. However, because the 
Company's primary traffic lane is between the Midwest United States and Mexico, winter generally may have 
an unfavorable impact upon the Company's results of operations. Also, many manufacturers close or curtail 
their operations during holiday periods, and observe vacation shutdowns, which may impact the Company's 
operations in any particular period.  
 
 
INFLATION  
 
Many of the Company's operating expenses, including fuel costs and related fuel taxes, are sensitive to the 
effects of inflation, which result in higher operating costs. The effects of inflation on the Company's business 
during the past three years were most significant in fuel. The Company has limited the effects of inflation 
through increases in freight rates and fuel surcharges.  
 
 
RECENT ACCOUNTING PRONOUNCEMENTS  
 
In June 2001, the Financial Accounting Standards Board issued Statement No. 142 ("FAS 142"), Goodwill and 
other Intangible Assets. Among other things, FAS 142 discontinues the amortization of goodwill and requires 
future periodic testing of goodwill for impairment. The provisions of this statement are required to be applied 
starting with fiscal years beginning after December 15, 2001 (fiscal 2003 for the Company). Early application is 
permitted in the first quarter of fiscal 2002 for the Company.  
 



 

 

In June 1998, the Financial Accounting Standards Board issued Statement No. 133, Accounting for Derivative 
Instruments and Hedging Activities, and its amendments Statements 137 and 138, in June 1999 and June 2000, 
respectively. The statement requires the Company to recognize all derivatives on the balance sheet at fair value. 
Derivatives that are not hedges must be adjusted to fair value through income. If the derivative is a hedge, 
depending on the nature of the hedge, changes in the fair value of derivatives are offset against the change in 
fair value of assets, liabilities or firm commitments through earnings or recognized in other comprehensive 
income until the hedged item is recognized in earnings. The adoption of Statement No. 133 on July 1, 2000 
resulted in no cumulative effect adjustment in the statement of operations or other comprehensive income, as 
the Company had no derivatives outstanding on that date. Since October 1, 2000, the Company has entered into 
various derivative contracts to hedge fuel costs through June 2001. In connection with these activities, the 
Company recognized earnings of approximately $405 thousand for fiscal 2001. 
 


