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Explanatory Note

This Form 10-K/A is being filed to restate the consolidated statement
of operations of the Company for the year ended December 31, 2002 included under
Item 8 of Part II, and to make certain conforming changes to the Selected
Financial Data table included under Item 6 of Part II and to the narrative
disclosures included within "Management's Discussion and Analysis of Financial
Condition and Results of Operations”™ under Items 7 and 7A of Part II. The
restatement is to correct an overstatement of total revenue and cost of
transportation, in like amounts, previously reported by our International
Services division, with no resulting impact on our consolidated net revenue,
EBITDA or net income. A description of the restatement can be found under
Footnote 2 to our consolidated financial statements. The Financial Outlook
section previously included in Item 7 of Part II of our Form 10-K/A has been
omitted as it has been superceded by subsequent guidance provided by us. Except
as otherwise specifically noted, all information contained herein is as of
December 31, 2002 and does not reflect any events or changes in information
that may have occurred subsequent to that date.

This Form 10-K/A is being amended solely to reflect restated financial
information. Accordingly, all other items that remain unaffected are omitted in
this filing.
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PART IT

Item 6. Selected Financial Data

The following selected financial data as of and for the dates indicated
has been derived from our consolidated financial statements and the combined
financial statements of our predecessor, Air Plus, and are not complete. You
should read the following selected financial data together with the consolidated
financial statements and related footnotes of the Company, the combined
financial statements and related footnotes of Air Plus and "Management's
Discussion and Analysis of Financial Condition and Results of Operations."

The selected consolidated statement of operations data of the Company for
each of the years in the three-year period ended December 31, 2002 and the
balance sheet data of the Company as of December 31, 2002 and 2001 are derived
from the Company's consolidated financial statements, revised to reflect the
restatement thereof as more fully discussed in Note 2 to the consolidated
financial statements, that have been audited by KPMG LLP and are included in
this Annual Report on Form 10-K/A. The selected consolidated statement of
operations data of the Company for each of the years in the two-year period
ended December 31, 1999 and the balance sheet data of the Company as of December
31, 2000, 1999 and 1998 are derived from the Company's audited consolidated
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financial statements (after reclassification for discontinued operations, as
discussed below) which are not included in this Annual Report on Form 10-K/A.

The selected combined statement of operations data of Air Plus for the
year ended December 31, 2000 is derived from Air Plus' combined financial
statements that have been audited by KPMG LLP and are included in this Annual
Report on Form 10-K/A. The selected combined statement of operations data of Air
Plus for the six months ended June 30, 2001 is derived from Air Plus' combined
financial statements which are unaudited and are included in this Annual Report
on Form 10-K/A.

From inception through the first quarter of 2001, our principal business
strategy focused on the development of early-stage technology businesses with
significant Internet features and applications. In June 2001, we adopted a new
business strategy to build a global integrated logistics services organization
by identifying, acquiring and managing controlling interests in profitable
logistics businesses. On December 28, 2001, the Board of Directors approved a
plan to dispose of all of the assets related to the former business, since the
investments were incompatible with our new business strategy. Accordingly, for
financial reporting purposes, the results of operations of our former line of
business have been accounted for as a discontinued operation and have been
reclassified and reported as a separate line item in the statements of
operations.

Consolidated Statement of Operations Data:
(in thousands, except per share amounts)

Stonepath Group, Inc.

(5,573)
(18,258) (1

(23,831) (1

Restated
2002 2001 2000

Revenues $ 122,788 $ 15,598 S - S
Cost of transportation 84,478 9,741 -
Net revenues 38,310 5,857 -
Operating expenses 35,956 10,409 7,420
Income (loss) from operations 2,354 (4,552) (7,420)
Other income (expense) 128 1,295 2,065
Income (loss) from continuing

operations before income taxes 2,482 (3,257) (5,355)
Income taxes 102 - -
Income (loss) from continuing

operations 2,380 (3,257) (5,355)
Loss from discontinued operations - (13,863) (30,816)
Net income (loss) 2,380 (17,120) (36,171)
Preferred stock dividends 15,020 (4,151) (45, 751)

(6,605) (1
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Net income (loss) attributable to

common stockholders S 17,400 $ (21,271) $ (81,922) $ (30,436) S (2
Basic earnings (loss) per common share:
Continuing operations S 0.79 S (0.36) S (2.89) S (1.15) S
Discontinued operations - (0.68) (1.75) (1.73)
S 0.79 S (1.04) S (4.64) $ (2.88) $
Diluted earnings (loss) per common
share: (1)
Continuing operations S 0.08 S (0.36) S (2.89) S (1.15) S
Discontinued operations - (0.68) (1.75) (1.73)
S 0.08 S (1.04) S (4.64) $ (2.88) $
Weighted average common shares:
Basic 22,155 20,510 17,658 10,558
Diluted 29,233 20,510 17,658 10,558
Consolidated Balance Sheet Data:
(in thousands)
Stonepath Group, Inc.
December 31,
2002 2001 2000 1999 1
Cash and cash equivalents S 2,266 $ 15,228 $ 29,100 S 3,127 $
Working capital (deficit) 5,634 15,259 27,713 (4,213) (
Total assets 55,166 40,803 44,911 13,989
Long-term debt and redeemable
preferred stock - - - 4,516
Stockholders' equity (deficit) 35,431 32,432 43,326 1,701 (
(1) Diluted earnings per common share for 2002 excludes the impact of the July

18, 2002 exchange transaction with the holders of the Company's Series C
Preferred Stock.

Item 7. Management's Discussion and Analysis of Financial Condition and Results
of Operations

Explanatory Note

This Form 10-K/A is being filed to restate our consolidated statement of
operations for the year ended December 31, 2002, and to make certain conforming
changes to the narrative disclosures within "Management's Discussion and
Analysis of Financial Condition and Results of Operations." The restatement is
to correct an overstatement of total revenue and cost of transportation, in like
amounts, previously reported by our International Services division, with no
resulting impact on our consolidated net revenue, EBITDA or net income. A
description of the restatement can be found under Footnote 2 to our consolidated
financial statements. The "Financial Outlook" section contained therein has been
omitted as it has been superceded by subsequent guidance provided by us. Except
as otherwise specifically noted, all information contained herein is as of
December 31, 2002 and does not reflect any events or changes in information that
may have occurred subsequent to that date.
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This discussion is intended to further the reader's understanding of our
financial condition and results of operations and should be read in conjunction
with our consolidated financial statements and related notes included elsewhere
herein. This discussion also contains statements that are forward-looking. Our
actual results could differ materially from those anticipated in these
forward-looking statements as a result of the risks and uncertainties set forth
elsewhere in this Annual Report and in our other SEC filings. Readers are
cautioned not to place undue reliance on any forward-looking statements, which
speak only as of the date hereof.

Overview

We are a non-asset based third-party logistics services company providing
supply chain solutions on a global basis. We offer a full range of time-definite
transportation and distribution solutions through our Domestic Services platform
where we manage and arrange the movement of raw materials, supplies, components
and finished goods for our customers. These services are offered through our
domestic air and ground freight forwarding business. We offer a full range of
international logistics services including international air and ocean
transportation as well as customs house brokerage services through our
International Services platform. In addition to these core service offerings, we
also provide a broad range of value added supply chain management services,
including warehousing, order fulfillment and inventory management solutions. We
service a customer base of manufacturers, distributors and national retail
chains through a network of offices in 18 major metropolitan areas in North
America, plus two international locations, using an extensive network of over
200 independent carriers and over 150 service partners strategically located
around the world.

As a non-asset based provider of third-party logistics services, we seek
to limit our investment in equipment, facilities and working capital through
contracts and preferred provider arrangements with various transportation
providers who generally provide us with favorable rates, minimum service levels,
capacity assurances and priority handling status. The volume of our flow of
freight enables us to negotiate attractive pricing with our transportation
providers.

Our strategic objective is to build a leading global logistics services
organization that integrates established operating businesses and innovative
technologies. We plan to achieve this objective by broadening our network
through a combination of synergistic acquisitions and the organic expansion of
our existing base of operations. We are currently pursuing an aggressive
acquisition strategy to enhance our position in our current markets and to
acquire operations in new markets. The focus of this strategy is on acquiring
businesses that have demonstrated historic levels of profitability, have a
proven record of delivering high quality services, have a customer base of large
and mid-sized companies and which otherwise may benefit from our long term
growth strategy and status as a public company.

Our acquisition strategy relies upon two primary factors: first, our
ability to identify and acquire target businesses that fit within our general
acquisition criteria and, second, the continued availability of capital and
financing resources sufficient to complete these acquisitions. Our growth
strategy relies upon a number of factors, including our ability to efficiently
integrate the businesses of the companies we acquire, generate the anticipated
economies of scale from the integration, and maintain the historic sales growth
of the acquired businesses so as to generate continued organic growth. The
business risks associated with these factors are discussed at Item 1 of this
Report under the heading "Risks Particular to our Business."

Our principal source of income is derived from freight forwarding
services. As a freight forwarder, we arrange for the shipment of our customers'
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freight from point of origin to point of destination. Generally, we quote our
customers a turnkey cost for the movement of their freight. Our price quote will
often depend upon the customer's time-definite needs (first day through fifth

day delivery), special handling needs (heavy equipment, delicate items,
environmentally sensitive goods, electronic components, etc.) and the means of
transport (truck, air, ocean or rail). In turn, we assume the responsibility for

arranging and paying for the underlying means of transportation.

We also provide a range of other services including customs brokerage,
warehousing and other services which include customized distribution and
inventory management services, fulfillment services and other value added supply
chain services.

3

Gross revenues represent the total dollar value of services we sell to our
customers. Our cost of transportation includes direct costs of transportation,
including motor carrier, air, ocean and rail services. We act principally as the
service provider to add value in the execution and procurement of these services
to our customers. Our net transportation revenues (gross transportation revenues
less the direct cost of transportation) are the primary indicator of our ability
to source, add value and resell services provided by third parties, and are
considered by management to be a key performance measure. Management believes
that net revenues are also an important measure of economic performance. Net
revenues include transportation revenues and our fee-based activities, after
giving effect to the cost of purchased transportation. In addition, management
believes measuring its operating costs as a function of net revenues provides a
useful metric as our ability to control costs as a function of net revenues
directly impacts operating earnings. With respect to our services other than
freight transportation, net revenues are identical to gross revenues.

Our operating results will be affected as acquisitions occur. Since all
acquisitions are made using the purchase method of accounting for business
combinations, our financial statements will only include the results of
operations and cash flows of acquired companies for periods subsequent to the
date of acquisition. Accordingly, our results of operations only reflect the
operations of: Air Plus for periods subsequent to October 5, 2001; Global for
periods subsequent to April 4, 2002; United American for periods subsequent to
May 30, 2002, and TSI for periods subsequent to October 1, 2002.

Our operating results are also subject to seasonal trends when measured on
a quarterly basis. Our first and second quarters are likely to be weaker as
compared with our other fiscal quarters, which we believe is consistent with the
operating results of other supply chain service providers. This trend is
dependent on numerous factors, including the markets in which we operate,
holiday seasons, consumer demand and economic conditions. Since our revenues are
largely derived from customers whose shipments are dependent upon consumer
demand and just-in-time production schedules, the timing of our revenues is
often beyond our control. Factors such as shifting demand for retail goods
and/or manufacturing production delays, could unexpectedly affect the timing of
our revenues. As we increase the scale of our operations, seasonal trends in one
area may be offset to an extent by opposite trends in another area. We cannot
accurately predict the timing of these factors, nor can we accurately estimate
the impact of any particular factor, and thus we can give no assurance that
historical seasonal patterns will continue in future periods.

Critical Accounting Policies

Accounting policies, methods and estimates are an integral part of the
consolidated financial statements prepared by us and are based upon our current
judgments. Those judgments are normally based on knowledge and experience with
regard to past and current events and assumptions about future events. Certain
accounting policies, methods and estimates are particularly sensitive because of
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their significance to the consolidated financial statements and because of the
possibility that future events affecting them may differ from our current
judgments. While there are a number of accounting policies, methods and
estimates that affect our consolidated financial statements as described in Note
3 to the consolidated financial statements, areas that are particularly
significant include the assessment of the recoverability of long-lived assets,
specifically goodwill and acquired intangibles, the establishment of an
allowance for doubtful accounts and the valuation allowance for deferred income
tax assets.

In certain instances, accounting principles generally accepted in the
United States of America allow for the selection of alternative accounting
methods. Two alternative methods for accounting for stock options are available,
the intrinsic value method and the fair value method. We use the intrinsic value
method of accounting for stock options, and accordingly, no compensation expense
has been recognized for options issued at an exercise price equal to or greater
than the quoted market price on the date of grant to employees, officers and
directors. Under the fair value method, the determination of the pro forma
amounts involves several assumptions including option life and volatility. If
the fair value method were used, basic earnings per share and diluted earnings
per share would have decreased by $0.09 and $0.06, respectively, in 2002.

As discussed in Note 5 to the consolidated financial statements, the
goodwill arising from our acquisitions is not amortized, but instead is tested
for impairment at least annually in accordance with the provisions of SFAS No.
142, Goodwill and Other Intangible Assets. The impairment test requires several
estimates including future cash flows, growth rates and the selection of a
discount rate. In addition, the acquired intangibles arising from those
transactions are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of the asset may not be
recoverable. The recoverability of assets to be held and used is measured by
comparing the carrying amount of the asset to the future net undiscounted cash
flows expected to be generated by the asset. We cannot guarantee that our assets
will not be impaired in future periods.

We maintain reserves for specific and general allowances against accounts
receivable. The specific reserves are established on a case-by-case basis by
management. A general reserve is established for all other accounts receivable,
based on a specified percentage of the accounts receivable balance. We
continually assess the adequacy of the recorded allowance for doubtful accounts,
based on our knowledge concerning the customer base. While credit losses have
historically been within our expectations and the provisions established, we
cannot guarantee that we will continue to experience the same credit loss rates
that we have in the past.

Our discontinued operations, which focused on the development of
early-stage technology businesses, generated significant net operating loss
carryforwards (NOLs) which could have value in the future. After giving effect
for certain annual limitations based on changes in ownership as defined in
Section 382 of the Internal Revenue Code, we estimate that as much as $21.7
million in NOLs may be available to offset current and future federal taxable
income. Under SFAS No. 109, Accounting for Income Taxes, we are required to
provide a valuation allowance to offset any net deferred tax assets if, based
upon available evidence, it is more likely than not that some or all of the
deferred tax assets will not be realized. Given our historical losses and our
limited track record of profitability to date, we maintained a full valuation
allowance against our deferred tax assets as of December 31, 2002 which is
consistent with what was done in the prior year. If we continue to operate
profitably in 2003, we believe that we may be able to demonstrate that it is
more likely than not that we will be able to use some or all of the NOLs in the
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future. When, and if, we can cross the threshold of "more likely than not", we
would reduce our valuation allowance against all or a portion of the deferred
tax asset.

Discontinued Operations

Prior to the first quarter of 2001, our principal business was developing
early-stage technology businesses with significant Internet features and
applications. Largely as a result of the significant correction in the global
stock markets which began during 2000, and the corresponding decrease in the
valuation of technology businesses and contraction in the availability of
venture financing during 2001, we elected to shift our business strategy to
focus on the acquisition of operating businesses within a particular industry
segment. Following a wind down of the technology business, during the second
quarter of 2001 we focused our acquisition efforts specifically within the
transportation and logistics industry. This decision occurred in conjunction
with our June 21, 2001 appointment of Dennis L. Pelino as our Chairman and Chief
Executive Officer. Mr. Pelino brings to us over 25 years of logistics
experience, including most recently, as President and Chief Operating Officer of
Fritz Companies, Inc., where he was employed from 1987 to 1999.

To reflect the change in business model, our financial statements have
been presented in a manner in which the assets, liabilities, results of
operations and cash flows related to our former business have been segregated
from that of our continuing operations and are presented as discontinued
operations.

Results of Operations
Basis of Presentation

Our results of operations are presented in a manner that is intended to
provide meaningful data with respect to our transition to and ongoing operations
as a third-party logistics company. Since Global and United American were
acquired in 2002, our historical results from continuing operations for 2001
reflect only the operations of Air Plus for the three months ended December 31,
2001. Accordingly, in addition to providing comparative analysis on a historical
basis, we have also provided supplemental unaudited pro forma information that
we believe is useful to an understanding of how our results of operations have
performed on a year on year basis.

Year ended December 31, 2002 (historical) compared to year ended
December 31, 2001 (historical)

The following table summarizes our historical total revenues, net
transportation revenues and other revenues (in thousands) :

2002
Restated 2001
Total revenues $122,788 $ 15,598
Transportation revenues 113,510 15,174
Cost of transportation 84,478 9,741
Net transportation revenues 29,032 5,433
Net transportation margins 25.6% 35.8%
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Customs brokerage 6,290 -

Warehousing and other
value added services 2,988 424
Total net revenues $ 38,310 $ 5,857

Total revenues were $122.8 million for the year ended December 31, 2002,
an increase of $107.2 million or 687.2% over total revenues of $15.6 million for
the comparable period in 2001. $56.7 million or 52.9% of the increase in total
revenues was attributable to the operations of the businesses we acquired in
2002; $5.3 million or 4.9% was due to an increase in Air Plus' revenues for the
fourth quarter of 2002 over the comparable period in 2001 ("organic growth");
and the remaining $45.2 million or 42.2% of the increase was attributable to an
incremental three quarters of Air Plus' operations in 2002 over 2001.

Net transportation revenues were $29.0 million for the year ended December
31, 2002, an increase of $23.6 million or 434.5% over net transportation
revenues of $5.4 million for the comparable period in 2001. $8.5 million or
36.0% of the increase in net transportation revenues was attributable to
acquisitions; $1.0 million or 4.2% was due to organic growth; and the remaining
$14.1 million or 59.8% of the increase was attributable to an incremental three
quarters of Air Plus' operations in 2002 over 2001.

Net revenues were $38.3 million for the year ended December 31, 2002, an
increase of $32.5 million or 554.1% over net revenues of $5.9 million for the
comparable period in 2001. $15.5 million or 47.8% of the increase in net
revenues was attributable to the operations of the businesses we acquired in
2002; $1.0 million or 3.1% was due to organic growth; and the remaining $15.9
million or 49.1% of the increase was attributable to an incremental three
quarters of Air Plus' operations in 2002 over 2001.

Net transportation margins decreased to 25.6% for the year ended December
31, 2002 from 35.8% for the comparable period in 2001. This decrease in net
transportation margins is primarily the result of the addition of our
International Services platform, which traditionally has lower margins, in the
second quarter of 2002.

The following table summarizes certain historical consolidated statement
of operations data as a percentage of our net revenues (in thousands) :

2002
Amount Percent Amount
Net revenues $ 38,310 100.0% $ 5,857
Personnel costs 19,089 49.8 5,997
Other selling, general and administrative costs 14,680 38.3 3,917
Depreciation and amortization 2,187 5.7 495
Total operating costs 35,956 93.8 10,409
Income (loss) from operations 2,354 6.2 (4,552)
Other income (expense) 128 0.3 1,295

Income (loss) from operations before

10
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income taxes
Income taxes

Income (loss) from continuing

operations

2,482
102

Loss from discontinued operations -

Net income (loss)
Preferred stock dividends

Net income (loss) attributable to common

stockholders

6.5 (3,257)
0.3 -
6.2 (3,257)
- (13,863)
6.2 (17,120)
39.2 (4,151)
45.4% $(21,271)

Personnel costs were $19.1 million for the year ended December 31, 2002,
an increase of $13.1 million or 218.3% over personnel costs of $6.0 million for

the comparable period in 2001.

$5.7 million or 43.5% of the increase in

personnel costs was attributable to the operations of the businesses we acquired

in 2002; $0.7 million or 5.4% was due to organic growth;

and the remaining $6.7

million or 51.1% of the increase was attributable to an incremental three
quarters of Air Plus' operations in 2002 over 2001.

The number of employees increased to 510 at December 31,
December 31, 2001, an increase of 291 employees or 132.9%.
or 82.5% of the employees are engaged in operations;
are engaged in sales and marketing;
in finance, administration,

business in 2002.

2002 from 219 at

Of this increase, 240
16 or 5.5% of the employees
and 35 or 12.0% of the employees are engaged

and management functions. Additionally, 204 or 69.9%
of the total increase in employees was attributable to acquisitions, while 88
employees or 30.1% were added to meet the demands of the increase in our

Other selling, general and administrative costs were $14.7 million for the

year ended December 31, 2002,

an increase of $10.8 million or 274.8% over other

selling, general and administrative costs of $3.9 million for the comparable

period in 2001. $3.0 million or 27.8%
operations of the businesses we acquired in 2002;

of the increase was attributable to the
$0.8 million or 7.4% was due

to organic growth; and the remaining $7.0 million or 64.8% of the increase was

attributable to an incremental three quarters of Air Plus'

over 2001.

operations in 2002

Depreciation and amortization amounted to $2.2 million for the year ended
December 31, 2002, an increase of $1.7 million or 341.8% over the comparable
period in 2001 principally due to amortization of acquired intangible assets
acquired in the Global and United American acquisitions and a full year of
amortization of the Air Plus intangible assets acquired in October 2001. (See
Note 2 to the Company's consolidated financial statements.)

Income from operations was $2.4 million in 2002,

$4.6 million for 2001.

Other income was $0.1 million in 2002,

2001.

compared to a loss of

a decrease from $1.3 million in

As a result of historical losses related to investments in early-stage
technology business, the Company has accumulated federal net operating loss
carryforwards. Although a portion of this loss may be subject to certain
limitations, the Company expects it will be able to use approximately $21.7
million of the loss to offset current and future federal taxable income. As a
result, the Company is currently only subject to certain state and local taxes

11
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which resulted in a state tax provision of $0.1 million in 2002.

There were no losses from discontinued operations in 2002 as compared to
losses from discontinued operations of $13.9 million in 2001. These 2001 losses
reflect the costs associated with our holdings in early-stage technology
businesses for our previous business model, including investment losses,
personnel and office costs.

Net income was $2.4 million in 2002, compared to a net loss of $17.1
million in 2001.

The Company recorded a net non-cash benefit of $15.0 million associated
with the restructuring of our Series C Preferred stock, after giving effect to
$1.9 million in preferred stock dividends, compared to preferred stock dividends
of $4.2 million in 2001. See Note 12 to the consolidated financial statements.

Net income attributable to common stockholders was $17.4 million in 2002,
compared to a net loss attributable to common stockholders of $21.3 million in
2001. Basic earnings per share was $0.79 for 2002 compared to a loss of $1.04
per basic share for 2001. Diluted earnings per share for 2002 excludes the net
effect of the Series C exchange transaction and was $0.08 per diluted share for
2002 compared to a loss of $1.04 per diluted share for 2001.

Year ended December 31, 2001 (historical) compared to year ended
December 31, 2000 (historical)

The following table summarizes our historical total revenues, net
transportation revenues and other revenues (in thousands) :

2001 2000

Total revenues $ 15,598 S -

Transportation revenues 15,174 -

Cost of transportation 9,741 -

Net transportation revenues 5,433 —=

Net transportation margins 35.8% -

Customs brokerage - -
Warehousing and other

value added services 424 -

Total net revenues $ 5,857 S -

Total revenues were $15.6 million for the year ended December 31, 2001
resulting from our transition to a third-party logistics business and represent
the revenues from Air Plus for the period from October 5, 2001 to December 31,
2001. There were no revenues for the comparable period in 2000 under the
Company's previous business model.

Net transportation revenues were $5.4 million for the year ended December
31, 2001, while there were no net transportation revenues for the comparable

period in 2000.

Net revenues were $5.9 million for the year ended December 31, 2001, while

12
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there were no net revenues for the comparable period in 2000.

7

Net transportation margins were 35.8% for the year ended December 31,
2001, while there were no margins for the comparable period in 2000 due to a
lack of both transportation revenues and any related costs.

The following table summarizes certain historical consolidated statement
of operations data as a percentage of our net revenues (in thousands) :

2001 2000
Amount Percent Amount Per
Net revenues S 5,857 100.0% S -
Personnel costs 5,997 102.4 4,263
Other selling, general and administrative costs 3,917 66.9 3,126
Depreciation and amortization 495 8.4 31
Total operating costs 10,409 177.7 7,420
Loss from operations (4,552) (77.7) (7,420)
Other income 1,295 22.1 2,065

Loss from continuing operations before
income taxes (3,257) (55.6) (5,355)
Income taxes

Loss from continuing operations (3,257) (55.6) (5,355)
Loss from discontinued operations (13,863) (236.7) (30,816)
Net loss (17,120) (292.3) (36,171)
Preferred stock dividends (4,151) (70.9) (45, 751)

Net loss attributable to common
stockholders $ (21,271) (363.2)% $(81,922)

Personnel costs were $6.0 million for the year ended December 31, 2001, an
increase of $1.7 million or 40.7% over personnel costs of $4.3 million for the
comparable period in 2000. The increase, primarily attributable to the
acquisition of Air Plus in the fourth quarter of 2001, was offset by a reduction
of approximately $1.0 million in stock-based compensation.

The number of employees increased to 219 at December 31, 2001 from 10 at
December 31, 2000, an increase of 209 employees. Of this increase, 169 or 80.9%
of the employees are engaged in operations; 14 or 6.7% of the employees are
engaged in sales and marketing; and 26 or 12.4% of the employees are engaged in
finance, administration, and management functions.

Other selling, general and administrative costs were $3.9 million for the
year ended December 31, 2001, an increase of $0.8 million or 25.3% over other
selling, general and administrative costs of $3.1 million for the comparable
period in 2000. The increase was primarily attributable to the acquisition of
Air Plus in the fourth quarter of 2001.

Depreciation and amortization amounted to $0.5 million for the year ended
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December 31, 2001, an increase of $0.5 million or 1,496.8% compared to the prior
year, principally due to the increase in furniture and equipment and amortizable
intangible assets acquired in the Air Plus transaction.

Loss from operations was $4.6 million in 2001, compared to a loss of $7.4
million in 2000.

Other income was $1.3 million in 2001, a decrease from $2.1 million in
2000, principally as a result of lower interest income, because previously
invested funds were used to purchase Air Plus and to fund losses from
operations.

There was a loss from discontinued operations in 2001 of $13.9 million, as
compared to a loss from discontinued operations of $30.8 million in 2000. These
losses reflect the costs associated with our holdings in early-stage technology
businesses under our previous business model, including investment losses,
personnel and office costs.

Net loss was $17.1 million in 2001, compared to a net loss of $36.2
million in 2000.

Preferred stock dividends were $4.2 million in 2001, compared to preferred
stock dividends of $45.8 million in 2000. The dividend in 2000 included $42.6
million related to a beneficial conversion feature for the Series C Preferred
Stock. See Note 12 to the consolidated financial statements.

Net loss attributable to common stockholders was $21.3 million in 2001,
compared to a net loss attributable to common stockholders of $81.9 million in
2000. Basic and diluted loss per share was $1.04 for 2001 compared to a loss of
$4.64 per basic and diluted share for 2000.

Supplemental Unaudited Pro Forma Information

The unaudited pro forma results of operations for 2002 and 2001 are
presented as if we had discontinued our former business model and acquired Air
Plus, Global and United American (collectively the "Material Acquisitions") as
of January 1, 2001. The unaudited pro forma results reflect a consolidation of
the historical results of operations of the Material Acquisitions, as adjusted
to reflect contractual adjustments to officers' compensation at the companies
comprising the Material Acquisitions, amortization of acquired intangibles and
income taxes. The unaudited pro forma results also exclude losses associated
with our discontinued operations as well as the impact of the July 18, 2002
exchange transaction with the holders of our Series C Preferred Stock.

Year ended December 31, 2002 (unaudited pro forma) compared to year ended
December 31, 2001 (unaudited pro forma)

The following table summarizes our total revenues, net transportation
revenues and other revenues on a pro forma basis (in thousands) :

2002 2001
Restated Restated Amount
Total revenues $145,902 $119,857 $26,045
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Transportation revenues 134,310 111,589 22,721
Cost of transportation 100,748 82,455 18,293
Net transportation revenues 33,562 29,134 4,428
Net transportation margins 25.0% 26.1% -
Customs brokerage 8,333 6,799 1,534
Warehousing and other
value added services 3,259 1,469 1,790
Total net revenues $ 45,154 $ 37,402 $ 7,752

Despite 2002's sluggish economy, pro forma total revenues were $145.9
million in 2002, an increase of 21.7% over pro forma total revenues of $119.9
million in 2001.

Pro forma transportation revenues were $134.3 million for the year ended
December 31, 2002, an increase of 20.4% over pro forma transportation revenues
of $111.6 million for the comparable period in 2001. The increase 1s due to the
opening of three Domestic terminals and four International terminals during
2002, the contribution for the full year from six Domestic terminals opened in
2001, as well as organic growth. $88.7 million or 66.0% of the 2002 pro forma
transportation revenues was attributable to our Domestic operations, while $45.6
million or 34.0% was attributable to our International operations. $76.3 million
or 68.4% of the 2001 pro forma transportation revenues was attributable to our
Domestic operations, while $35.3 million or 31.6% was attributable to our
International operations.

Pro forma net transportation revenues were $33.6 million for the year
ended December 31, 2002, an increase of $4.4 million or 15.2% over pro forma net
transportation revenues of $29.1 million for the comparable period in 2001.

Pro forma net revenues were $45.2 million in 2002, an increase of 20.7%
over pro forma net revenues of $37.4 million in 2001.

Pro forma net transportation margins decreased to 25.0% for the year ended
December 31, 2002 from 26.1% for the comparable period in 2001. This decrease in
pro forma net transportation margins is primarily the result of a larger
proportionate increase in our international services, which traditionally have
lower margins, in 2002. For 2002, pro forma net transportation margins were
30.5% and 14.4% for our Domestic and International operations, respectively. For
2001, pro forma net transportation margins were 32.0% and 13.6% for our Domestic
and International operations, respectively.

The following table summarizes certain statement of operations data as a
percentage of our net revenues on a pro forma basis (in thousands):

Restated Restated
2002 2001
Amount Percent Amount Per
Net revenues $ 45,154 100.0% $ 37,402 10
Personnel costs 22,214 49.2 17,377

15



Edgar Filing: STONEPATH GROUP INC - Form 10-K/A

Other selling, general and administrative 18,398 40.7 18,180
Total operating costs 40,612 89.9 35,557
Income from operations 4,542 10.1 1,845
Other income (expense) 14 —— (13)

Income from continuing operations before

income taxes 4,556 10.1 1,832
Income taxes 187 0.4 50
Income from continuing operations S 4,369 9.7% S 1,782

Personnel costs were $22.2 million for 2002, an increase of 27.8% over
$17.4 million for 2001. Personnel costs as a percentage of net revenues
increased to 49.2% from 46.5% in 2001. This increase is primarily attributable
to the Company's efforts to position itself for continued growth through
additional resources deployed in sales, technology and back-office operations.

The number of employees increased to 510 at December 31, 2002 from 409 at
December 31, 2001, an increase of 101 employees or 24.7%. Of this increase, 90
or 89.1% of the employees are engaged in operations; 2 or 2.0% are engaged in
sales and marketing; and 9 or 8.9% of the employees are engaged in finance,
administration, and management functions.

Other selling, general and administrative expenses were $18.4 million for
2002, relatively flat compared to $18.2 million in 2001. As a percentage of net
revenues, other selling, general and administrative expenses decreased to 40.7%
from 48.6% in 2001 and is indicative of the scalability of our business model.

Income from operations was $4.5 million in 2002, an increase of 146.2%
over $1.8 million for 2001. Income from operations as a percentage of net
revenues increased to 10.1% from 4.9% in 2001.

As a result of historical losses related to investments in early-stage
technology businesses, the Company has accumulated net operating loss
carryforwards for federal and state income tax purposes amounting to
approximately $21.7 million and $16.2 million, respectively. Although a portion
of this loss may be subject to certain limitations, it appears that we may be
able to use approximately $21.7 million of the federal operating loss
carryforward to offset current and future federal taxable income. As a result,
the Company is currently only subject to certain state and local taxes which on
a pro forma basis results in a tax provision of $0.2 million for 2002 and $0.1
million for 2001.

Net income was $4.4 million in 2002, an increase of 146.7% compared to
$1.8 million in 2001. Pro forma net income per share in 2002 was $0.20 per basic
share (excludes the impact of the July 18, 2002 exchange transaction with the
holders of the Series C Preferred Stock) and $0.15 per diluted share.

In accordance with SEC Regulation S-K, we present the following tables,
which reconcile our actual results of operations to our pro forma results of

operations for the years ended December 31, 2002 and 2001 (in thousands).

10

16



Edgar Filing: STONEPATH GROUP INC - Form 10-K/A

Total revenues
Cost of transportation

Net revenues
Personnel costs
Other selling, general and
administrative costs
Income from operations
Other income (expense)
Interest income
Other, net

Income before income taxes

Income taxes

Net income

(1) To reflect contractual changes to officers'’

(2) To reflect amortization of acquired identifiable intangibles under the

Year ended December 31, 2

Restated
historical

Stonepath Group

$ 122,788
84,478

declining balance method using a 25% rate.

Restated
Global

January 1- April 4,

2002

3,658

1,642

compensation.

United Amer
January 1- Ma
2002

3,186

1,407

(3) To eliminate interest income as a result of a reduced cash balance due to
the payment of approximately $10.6 million for Global and United American.

(4) To reflect state taxes on pro forma income before income taxes.

Total revenues
Cost of transportation

Net revenues

Year ended December 31, 2

ican
y 30,

001

Historical
Stonepath Group

Air Plus
January 1 -

October 4, 2001

17

Restated Unite
Global Americ
$ 41,598 $ 21,4
30,548 15,6
11,050 5,7
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' compensa

5,985 6,571 2,5
6,697 3,386 2,3
2,015 1,093 9
(43) (89) (

(196) -
1,776 1,004 8
$ 1,776 $ 1,004 $ 8

tion.

To reflect amortization of acquired identifiable intangibles under the

To eliminate interest income as a result of a reduced cash balance due to

the payment of approximately $28.5 million for the Material Acquisitions.

Personnel costs 5,997
Other selling, general and
administrative costs 4,412
Income (loss) from operations (4,552)
Other income (expense)
Interest income 1,286
Other, net 9
Income (loss) before
income taxes (3,257)
Income taxes -
Net income (loss) $ (3,257)
11
(1) To reflect contractual changes to officers
(2)
declining balance method using a 25% rate.
(3)
(4)

Disclosures About Contractual Obligations

To reflect state taxes on pro forma income before income taxes.

The following table aggregates all contractual commitments and commercial
obligations that affect the Company's financial condition and liquidity position

as of December 31, 2002:

Payments Due By Period

Contractual Obligations

Operating lease obligations

Other long-term liabilities reflected on
the Registrant's balance sheet under GAAP (a)

Letter of credit

Total contractual obligations

Contingent earn-out obligations (b)

Less than
1 year

$3,782,000

3,880,000

160,000

$ 5,726,000 $2,435,000

5,726,000 2,435,000

14,900,000

7,450,000
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(a) Consists of earn-out payments which are due in 2003 to the former owners of
our existing subsidiaries.

(b) Consists of potential obligations related to earn-out payments to the former
owners of our existing subsidiaries, as discussed under Liquidity and
Capital Resources.

Liquidity and Capital Resources

Prior to the adoption of our current business model, our operations
consisted of developing early-stage technology businesses. These operations did
not generate sufficient operating funds to meet our cash needs, and, as a
result, we funded our historic operations with the proceeds from a number of
private placements of debt and equity securities. With the advent of our new
business model, we expect to be able to fund our operations with the cash flow
generated by the subsidiaries we acquire. We are also in an acquisition mode and
expect to deploy material amounts of capital as we execute our business plan.
Therefore, it is likely that we will need to raise additional capital in the
future. There can be no assurance that we will be able to raise additional
capital on terms acceptable to us, if at all.

Cash and cash equivalents totaled $2.3 million and $15.2 million as of
December 31, 2002 and 2001. Working capital totaled $5.6 million and $15.3
million at December 31, 2002 and 2001.

Cash used in operating activities was $0.6 million for 2002 compared to
$0.5 million used in 2001. Before growth in working capital accounts driven
principally by the acquisition of new businesses, the Company generated cash
from operations in 2002 of $4.7 million compared to a net use of $1.1 million in
cash from operations in 2001.

Net cash used in investing activities was $12.5 million in 2002 compared
to $12.1 million in 2001. Investing activities were driven principally by the
acquisition of new businesses. The Company deployed $10.5 million for the
acquisition of new businesses in 2002 compared to $18.0 million in 2001. The
cash used in the acquisition of Air Plus in 2001 was partially offset by
approximately $7.0 million from the sale of our interest in Webmodal, Inc.
(including $1.0 million from the repayment of prior advances).

12

Cash from financing activities generated $0.2 million in 2002 compared to
a use of cash of $1.2 million in 2001. The 2001 use of cash was primarily
related to the repayment of short-term notes payable to the former shareholders
of Air Plus.

We expect to pay approximately $3.9 million in earn-outs on April 1, 2003,
based on the performance of our acquired companies relative to their respective
pre-tax earnings targets. Approximately $3.5 million will be paid in cash with
the balance payable through the issuance of shares of our common stock.

On July 18, 2002 we completed a private exchange transaction that
eliminated approximately $44.6 million of our Series C preferred stock. The
terms of the Series C preferred stock would have significantly constrained our
future growth opportunities. In return for eliminating the Series C preferred
stock, we issued 1,911,071 shares of common stock, warrants to purchase
1,543,413 shares of common stock at an exercise price of $1.00 per share for a
term of three (3) years, and a new class of Series D preferred stock that will
convert into 3,607,450 shares of our common stock no later than December 31,
2004. The terms of the Series D preferred stock were structured to make it much
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like a common equity equivalent in that (1) it receives no dividend, (2) it is
subordinated to new rounds of equity, and (3) it holds a limited liquidation
preference (expiring at the end of 2003). In addition, the holders of the Series
D preferred stock are restricted from selling the common stock received upon
conversion of the Series D preferred stock until July 19, 2003 (or earlier if
the stock trades at $4.50) and are then permitted limited resale based on
trading volume through July 19, 2004.

In March 2003, we completed a private placement of 4,470,000 shares of our
common stock in exchange for gross proceeds of approximately $6.1 million. This
placement yielded net proceeds of $5.7 million for the Company, after the
payment of placement agent fees and other out-of-pocket costs associated with
the placement.

We may also receive proceeds in the future from the exercise of existing
options and warrants. As of March 17, 2003, approximately 13,220,000 options and
warrants were outstanding. Of the outstanding securities, there are
approximately 300,000 that have an exercise price of $5.00 per share or higher.
If we exclude those options and warrants from our fully diluted share count, our
outstanding fully diluted shares, as adjusted, would be approximately 44,500,000
shares. Excluding options and warrants with an exercise price of $5.00 or
higher, the proceeds received by the Company, if all of the remaining options
and warrants were exercised, would be approximately $15.0 million.

We believe that our current working capital and anticipated cash flow from
operations are adequate to fund existing operations. Through cash resources and
our existing credit facility, we believe we have sufficient capital to implement
our acquisition strategy in the short term. However, we will need additional
financing to pursue our acquisition strategy in the longer term. We intend to
finance these acquisitions primarily through the use of cash, funds from our
debt facility, and shares of our common stock or other securities. In the event
that our common stock does not attain or maintain a sufficient market value or
potential acquisition candidates are otherwise unwilling to accept our
securities as part of the purchase price for the sale of their businesses, we
may be required to utilize more of our cash resources, if available, in order to
continue our acquisition program. If we do not have sufficient cash resources
through either operations or from debt facilities, our growth could be limited
unless we are able to obtain such additional capital.

To ensure that we have adequate near-term liquidity, we maintain a
revolving credit facility of $15.0 million (the "Facility") with LaSalle
Business Credit, Inc. that is collateralized by accounts receivable and other
assets of the Company and its subsidiaries. The Facility requires the Company
and its subsidiaries to comply with certain financial covenants. Advances under
the Facility are available to fund future acquisitions, capital expenditures or
for other corporate purposes. There were no advances against the Facility at
December 31, 2002. We expect that the cash flow from our existing operations and
any other subsidiaries acquired during the year will be sufficient to support
our corporate overhead and some portion, if not all, of the contingent earn-out
payments or other cash requirements associated with our acquisitions. Therefore,
we anticipate that our primary uses of capital in the near term will be to
finance the cost of new acquisitions and to pay any portion of existing earn-out
arrangements that cash flow from operations is otherwise unable to fund.

The acquisition of Air Plus was completed subject to an earn-out
arrangement of $17.0 million. We agreed to pay the former Air Plus shareholders
installments of $3.0 million in 2003, $5.0 million in 2004, $5.0 million in 2005
and $4.0 million in 2006, with each installment payable in full if Air Plus
achieves pre-tax income of $6.0 million in each of the years preceding the year
of payment. In the event there is a shortfall in pre-tax income, the earn-out
payment will be reduced on a dollar-for-dollar basis to the extent of the
shortfall. Shortfalls may be carried over or carried back to the extent that
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pre-tax income in any other payout year exceeds the $6.0 million level. Based
upon 2002 performance, former Air Plus shareholders are entitled to receive $3.0
million on April 1, 2003, and will have excess earnings of $0.3 million as a
carryforward to future earnings targets. Former Air Plus shareholders have
elected to take $2.6 million in cash with the balance payable in Company stock.

13

On April 4, 2002, we acquired Global, a Seattle-based privately held
company that provides a full range of international air and ocean logistics
services. The transaction was valued at up to $12.0 million, consisting of cash
of $5.0 million paid at the closing and up to an additional $7.0 million payable
over a five year earn-out period based upon the future financial performance of
Global. We agreed to pay the former Global shareholders a total of $5.0 million
base earn-out payments in installments of $0.8 million in 2003, $1.0 million in
2004 through 2007 and $0.2 million in 2008, with each installment payable in
full if Global achieves pre-tax income of $2.0 million in each of the years
preceding the year of payment (or the pro rata portion thereof in 2002 and
2007) . In the event there is a shortfall in pre-tax income, the earn-out payment
will be reduced on a pro-rata basis. Shortfalls may be carried over or carried
back to the extent that pre-tax income in any other payout year exceeds the $2.0
million level. The Company has also provided former Global shareholders with
additional incentive to generate earnings in excess of the base $2.0 million
annual earnings target ("tier-two earn-out"). Under Global's tier-two earn-out,
former Global shareholders are also entitled to receive 40% of the cumulative
pre-tax earnings in excess of $10.0 million generated during the five year
earn-out period subject to a maximum additional earn-out opportunity of $2.0
million. Global would need to generate cumulative earnings of $15.0 million over
the five year earn-out period to receive the full $7.0 million in contingent
earn-out payments. Based upon 2002 performance, former Global shareholders will
receive $0.8 million on April 1, 2003, and will have excess earnings of $2.5
million as a carryforward to future earnings targets.

On May 30, 2002 we acquired United American, a Detroit-based privately
held provider of expedited transporta