
This Management’s Discussion and Analysis of the financial condition
and results of operations of Ryder System, Inc. and its subsidiaries
(the “Company”) should be read in conjunction with the consoli-
dated financial statements and related notes.

The Company’s operating segments are aggregated into
re p o rtable business segments based primarily upon similar eco-
nomic characteristics, pro d u c t s, services and delive ry methods. T h e
Company operates in three re p o rtable business segments: (1) Fl e e t
Management Solutions (  ), which provides full service leasing,
c o m m e rc i a l rental and programmed maintenance of trucks, tractors
and trailers to customers, principally in the U.S., Canada and the
U.K.; () Supply Chain Solutions (  ), which provides compre-
h e n s i ve supply chain consulting and lead logistics management
solutions that support customers’ entire supply chains, fro m
inbound raw materials through distribution of finished goods
t h roughout No rth America, in Latin America, Eu rope and Asia;
and () Dedicated Contract Carriage ( ), which provides ve h i-
cles and drivers as part of a dedicated transportation solution, prin-
cipally in No rth America. During 1  , the Company sold its
public transportation services business (  ). The following dis-
cussion excludes the results of   , which has been classified as dis-
continued operations.

Beginning in the first quarter of   1, e-Commerce was
re p o rted as a separate business segment. Initial costs to build the e-
C o m m e rce platform we re included in Central Su p p o rt Se rv i c e s
(  ) through December 1,    . During the first and second
q u a rters of   1, such costs we re reclassified from    for all pre-
vious periods in order to re p o rt e-Commerce results independently.
In July   1, in conjunction with the Company’s re s t ructuring ini-
t i a t i ves, responsibility for the Company’s e-Commerce operations
was transferred to the leadership of the    business segment. Su c h
operations, which had evo l ved to provide similar services compare d
with other    operations, we re integrated into the    c u s t o m e r
base. As such, e-Commerce is no longer considered a separate
re p o rtable business segment.

In addition to the transfer of responsibility for the e-
C o m m e rce operations to the    l e a d e r s h i p, responsibility for cer-
tain    accounts that had become similar to the Company’s  

p roduct was transferred from the    leadership to the   l e a d-
ership in July   1. Also, costs and personnel associated with the
maintenance of the Company’s general web site, pre v i o u s l y
re p o rted as a component of e-Commerce, began being re p o rt e d
internally as a component of    in July   1. The business seg-
ment re venue and contribution margin information furnished
h e rein reflects the aforementioned reclassifications to conform to
the Company’s current re p o rting and pre s e n t a t i o n .

C e rtain other prior year amounts have been reclassified to
conform to current pre s e n t a t i o n .

        

In thousands

Years ended December 1   1     1  

Earnings from continuing 
operations before 
unusual items*    ,  1 11,1 11,1

Per diluted common share* 1.   1. 1.

Earnings from continuing 
o p e r a t i o n s 1 ,    , ,1

Per diluted common share  . 1 1. 1.

Weighted average shares 
o u t s t a n d i n g – d i l u t e d   ,    , ,

* Unusual items re p resent Year     expense and re s t ructuring and
other charges. Management believes that pro forma operating results pro-
vide additional information useful in analyzing the underlying business
results. Howe ve r, pro forma operating results should be considered in
addition to, not as a substitute for, re p o rted results of opera t i o n s .

In   1, earnings from continuing operations, before and after
unusual items, include a one-time reduction in deferred taxes of  

million, or   .1 1 per diluted common share, as a result of a change in
Canadian tax law that affected the Company’s Canadian operations.

Earnings from continuing operations decreased   p e rcent in
  1 and increased   p e rcent in    . The decrease in earnings
f rom continuing operations in   1 is due primarily to incre a s e d
re s t ructuring and other charges as part of the Company’s implemen-
tation of strategic initiatives during   1 to reduce Company
expenses and improve pro f i t a b i l i t y. See “Re s t ructuring and Ot h e r
Charges, Ne t” for a further discussion of such initiatives. The   1

d e c rease also resulted from a  p e rcent decrease in re venue as dis-
cussed below. See “Operating Results by Business Se g m e n t” for a
f u rther discussion of operating results in the past three ye a r s .

In    , the earnings per share growth rate exceeded the earn-
ings growth rate because the average number of shares outstanding
d e c reased. The decrease in average shares outstanding reflects the
impact of the Company’s various stock re p u rchase programs con-
ducted through the end of 1  .

In thousands

Years ended December 1   1     1  

Re ve n u e :
Fleet Ma n a g e m e n t

So l u t i o n s   ,    ,    ,, ,,

Supply Chain So l u t i o n s 1,    ,  1 1,, 1,1,

Dedicated Contract Carriage    ,    1, 1,

El i m i n a t i o n s (   ,   ) (,1) (,11)
Total re ve n u e   ,    ,1  ,, ,,

   1
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Re venue from continuing operations decreased  p e rcent in   1

c o m p a red with    . All business segments experienced a re ve n u e
d e c rease in   1 over    . The decrease was led by   , which
d e c reased  p e rcent. Such decrease was due to volume re d u c t i o n s
in the U . S . and in Latin America attributable to the continued
worldwide economic slowd own and to the sale of the contracts and
related net assets associated with the disposal of the outbound auto
carriage business of the Company’s Brazilian    o p e r a t i o n
( “Ve h i c u l o s”) (see further details in “Re s t ructuring and Ot h e r
Charges, Ne t”).    experienced a re venue decrease of  p e rc e n t
due primarily to decreases in fuel sales volumes throughout the
year combined with decreases in fuel prices in the fourth quarter of
  1. For all years re p o rted, the Company re a l i zed minimal changes
in margin as a result of fluctuations in fuel re venue. In addition,
   experienced decreases in re venue due to reduced demand for
rental vehicles. Re venue was also reduced by the impact of exc h a n g e
rates on translation of foreign subsidiary re venues, part i c u l a r l y
those in the U . K . and Brazil where exchange rates with the U . S .

Dollar have decreased by approximately  .  p e rcent and 1.  p e r-
cent, re s p e c t i ve l y, from    .

Re venue from continuing operations increased  p e rcent in
    c o m p a red with 1  , led by   , which grew 1 1 p e rcent.   

posted re venue gains of  p e rcent, due primarily to increased fuel
re venue resulting from increases in related fuel prices. 

The    segment leases re venue earning equipment, sells
fuel and provides maintenance and other ancillary services to the
   and   segments. Eliminations relate to inter-segment sales
that are accounted for at approximate fair value as if the sales we re
made to third part i e s .

In thousands

Years ended December 1   1     1  

Operating expense   ,1  ,    ,, ,,

Pe rcentage of re ve n u e  % % %

Operating expense decreased  p e rcent in   1 c o m p a red with
   . The decrease was a result of a reduction in fuel costs as a
result of lower volumes and prices, a reduction in overheads due to
the Company implementing cost containment actions thro u g h-
out   1 and a reduction in fleet maintenance and licensing costs
due to a reduced fleet size. Operating expense increased 1 p e rc e n t
in     c o m p a red with 1  . The increase was primarily attribut-
able to higher fuel costs due to fuel price increases. 

In thousands

Years ended December 1   1     1  

Salaries and employe e -
related costs 1, 1 ,1  1,, 1,1,1

Pe rcentage of re ve n u e  % % %

Salaries and employe e - related costs decreased 1 million, or 1 per-
cent, in   1 c o m p a red with    . The decrease was a result of
planned reductions in headcount due to the Company imple-
m e n ting its strategic initiatives throughout   1. The number of
e m p l oyees at December 1,   1 was approximately   ,   , com-
p a red with slightly over   ,    at December 1, . Such salary
d e c rease was largely offset by a reduction in net pension income in
  1 c o m p a red with    . Net pension income was 1 m i l l i o n
and    million in   1 and    , re s p e c t i ve l y, and principally
benefits   . Pension income from the Company’s primary U . S .

pension plan is partially offset by pension expense from the
C o m p a n y’s other pension plans.

The Company has calculated pre l i m i n a ry pension estimates
for     based on interest rate, participation and other assump-
tions and the mark e t - related value of plan assets as of December 1,

  1. Based on these estimates, the Company would anticipate
re c o rding    million to    million in net pension expense in
    for all pension plans. Such     estimates are subject to
change based upon the completion of actuarial analysis of all pen-
sion plans. The expected increase in net pension expense is attrib-
utable primarily to the U . S . pension plan and reflects the adve r s e
effect of negative asset returns in   1 as well as a declining inter-
est rate environment causing a lower discount rate. The anticipated
net pension expense in     would primarily impact   , which
e m p l oys the majority of the Company’s employees that part i c i p a t e
in the Company’s primary U . S . pension plan. 

Salaries and employe e - related costs increased    million, or
 p e rcent, in     c o m p a red with 1  . The increase was due 
primarily to increased salaries and wages, specifically in    , as a
result of higher business volumes and higher outside driver costs,
offset by increased net pension income in    .

In thousands

Years ended December 1   1     1  

Freight under
management expense ,1 , ,

Pe rcentage of re ve n u e % 1% 1%

Freight under management expense (  ) re p resents subcon-
tracted freight costs on logistics contracts for which the Company
p u rchases transportation.    expense decreased    million, or
1 p e rcent, in   1. The decrease was due to re venue reductions in
related operating units of the    business segment as a result of
reduced freight volumes, decreases in the U . K . due to lost business
and decreases in South America as a result of the sale of Ve h i c u l o s .
   expense increased 1 million, or  p e rcent, in     c o m p a re d
with 1  . The increase was due primarily to increased freight vo l-
umes in the Vehiculos operation, which was sold in   1.

 1



In thousands

Years ended December 1   1     1  

De p reciation expense     ,    , ,

Gains on vehicle sales, net (1 1,   ) (1,) (,1)
Equipment re n t a l    ,    ,1 ,

De p reciation expense decreased by    million, or  p e rcent, in
  1 c o m p a red with    . De p reciation expense decreased by   

million, or  p e rcent, in     c o m p a red with 1  . De c reases in
d e p reciation expense for both years resulted principally from sale-
leaseback and other leasing transactions which increased the num-
ber of leased (compared with owned) vehicles in the Company’s
fleet. In   1, the decrease in depreciation expense was part i a l l y
offset by an increase in depreciation expense associated with the
reduction of estimated residual values associated with cert a i n
classes of tractors. 

Gains on vehicle sales decreased   million, or   p e rcent, in
  1 c o m p a red with    . Gains on vehicle sales decreased to 1

million in     f rom    million in 1  . De c reases in gains on
vehicle sales for both years we re due to continuing weak demand
in the used truck market. Such weakness began to impact the
Company during the second quarter of    . During   1, ave r a g e
sales proceeds per unit decreased by approximately  p e rcent com-
p a red with    . Howe ve r, the average book value per unit of units
sold in   1 was approximately  p e rcent lower than that of units
sold in     as a result of the aforementioned increase in depre c i a-
tion expense due to reductions in estimated residual va l u e s .

The Company periodically re v i ews and adjusts residual 
values, re s e rves for guaranteed lease termination values and useful
l i ves of re venue earning equipment based on current and expected
operating trends and projected realizable values. See further discus-
sion on depreciation and residual value guarantees at “Ac c o u n t i n g
Matters.” The Company believes that its carrying values and esti-
mated sales proceeds for re venue earning equipment are appro p r i a t e .
Howe ve r, a greater than anticipated decline in the market for used
vehicles may re q u i re the Company to further adjust such va l u e s
and estimates.

Equipment rental primarily consists of rental costs on re ve n u e
earning equipment. Equipment rental costs increased 1 p e rcent in
  1 and   p e rcent in    . The increases we re due to s a l e -
leaseback transactions, including securitization transactions, as we l l
as increases in re s e rves for guaranteed lease termination values to
reflect decreases in the estimated residual values of leased equipment.

In thousands

Years ended December 1   1     1  

In t e rest expense 1 1 ,    1, 1,1

Pe rcentage of re ve n u e % % %

In t e rest expense decreased   p e rcent in   1 c o m p a red with    ,
due primarily to debt reductions associated with the use of pro-
ceeds from the aforementioned sale-leaseback transactions and

generally lower interest rates compared with    . In t e rest expense
d e c reased 1 p e rcent in     due primarily to lower commerc i a l
paper interest rates, debt reductions associated with the use of pro-
ceeds from the    sale and the impact of sale-leaseback transac-
tions completed beginning in December 1  . 

In thousands

Years ended December 1   1     1  

Miscellaneous (income)
expense, net (1,   ) , (,)

The Company had net miscellaneous income of 1 million in   1

c o m p a red with net miscellaneous expense of   million in    .
The change was primarily due to lower costs related to the
d e c reased use of the Company’s re volving facility for the sale of
trade re c e i vables combined with increased servicing fee income
related to administrative services provided to vehicle lease tru s t s
related to the Company’s securitization transactions. See “Fi n a n c -
ing and Other Funding Tr a n s a c t i o n s” for further discussion on
securitization transactions. The increase in servicing fee income in
  1 is a result of growth in serviced assets due to the securitiza-
tion transaction executed in the first quarter of   1. T h e
Company re c o rded net miscellaneous expense in     c o m p a re d
with net miscellaneous income in 1  . The growth in expense was
due to an increase of   million in fees (due to an increase in dol-
lar volume) related to the Company’s trade re c e i vables sale facility
in    . Ad d i t i o n a l l y, in 1  , such fees we re offset by a   m i l-
lion gain on the sale of non-operating pro p e rty and   million of
i n t e rest income earned on temporarily investing the proceeds fro m
the    s a l e .

In thousands

Years ended December 1   1     1  

Unusual items:
Re s t ructuring and

other charges, net 1 1 ,    ,1 ,

Year  e x p e n s e — — ,

1 1 ,    ,1 ,1

In   1, re s t ructuring and other charges increased to 1 1 m i l l i o n
f rom    million in    . Re s t ructuring and other charges totaled
   million in     c o m p a red with    million in 1  . Se e
“Re s t ructuring and Other Charges, Ne t” for further discussion.

In thousands

Years ended December 1   1     1  

Provision for income taxe s 1 ,    , ,

      1

         ( c o n t i n u e d )



The effective income tax rate is the provision for income taxes as a
p e rcentage of earnings from continuing operations before income
t a xes. The Company’s effective tax rate was   .  p e rcent in   1,

  .  p e rcent in     and   .  p e rcent in 1  . The higher effective
tax rate in   1 resulted primarily from an increase in net non-
deductible items, principally the write down of goodwill, included in
re s t ructuring and other charges. The increase in the Company’s
e f f e c t i ve tax rate was partially offset by a permanent reduction in
corporate tax rates in Canada. This resulted in a one-time re d u c t i o n
in the Company’s related deferred taxes of approximately   m i l l i o n .
The Company believes the impact of this tax rate change on its
f u t u re effective income tax rate will be nominal. Canadian opera-
tions re p resented approximately  p e rcent of the Company’s re ve n u e
in   1.

       , 

In   1, the Company re c o rded pre-tax re s t ructuring and other
charges of 1 1 million. The components of charges in   1,
    and 1   we re as follow s :

In thousands

Years ended December 1   1     1  

Re s t ructuring charges (re c ove r i e s ) :
Se verance and employe e -

related costs:
Sh u t d own of U . K . home 

d e l i ve ry network   ,    — —
Ot h e r   ,    (1,) 1,

Total severance and 
e m p l oye e - related costs   ,    (1,) 1,

Facilities and related costs  ,  1 (,) ,

  ,    ( ,   ) ,

Other charges (re c ove r i e s ) :
Cancellation of   p ro j e c t 1,    — —
Goodwill impairment 1 ,    — —
Sh u t d own of U . K . home 

d e l i ve ry network 1 ,    — —
Contract termination costs 1 1,    — —
Strategic consulting fees  ,     ,

Asset write-downs  ,    1,1 1,1

Wr i t e - d own of 
s o f t w a re licenses  , 1 1 — —

Loss on the sale of business  , 1 — —
St a rt-up costs — — ,

Ot h e r( re c ove r i e s )c h a r g e s , n e t ( , ) , ,

1 1 ,    ,1   ,   

>   1 C h a r g e s
During the third quarter of   1, the Company initiated the

s h u t d own of Sy s t e m c a re, Ryd e r’s shared-user home delive ry network
in the U . K . The shutdown was initiated as a result of management’s
re v i ew of future prospects for the operation in light of historical and
anticipated operating losses. Such re v i ew was performed in conjunc-
t i o n with its re s t ructuring initiatives. The shutdown will be com-
pleted after meeting contractual obligations to current customers,
which extend to December 1, . The charge related to t h e
Sy s t e m c a re shutdown totaled 1 million and included seve r a n c e
and employe e - related costs of   million. The remainder of the
charge, reported in other charges (recoveries), includes a goodwill
impairm e n t of 11 million and asset impairment charges, primarily
for specialized vehicles to be disposed of within 1 months after
the shutdown of Sy s t e m c a re’s operations, of  m i l l i o n .

In late    , the Company communicated to its employees its
planned strategic initiatives to reduce Company expenses. As part of
such initiatives, the Company re v i ewed employee functions and
staffing levels to eliminate redundant work or otherwise re s t ru c t u re
w o rk in a manner that led to a work f o rce reduction. The pro c e s s
resulted in terminations of over 1,    e m p l oyees during   1.
Other severance and employe e - related costs of    million included
in   1 re p resent termination benefits to employees whose jobs
we re eliminated as part of this re v i ew.

During   1, the Company identified more than   f a c i l i t i e s
in the U . S . and in other countries to be closed in order to improve
p ro f i t a b i l i t y. Facilities and related costs of   m i l l i o n in   1 re p-
resent contractual lease obligations for closed facilities.

Other charges (re c overies) re p resent asset impairments and
other unusual costs associated with the Company’s strategic
re s t ructuring initiative s .

In the third quarter of   1, the Company cancelled an infor-
mation technology ( ) project in its    business segment. T h e
charge of    million re p resents the write-down of software licenses,
d e velopment costs and assets related to the project that had no
f u t u re economic benefit.

During the fourth quarter of   1, the Company identified
c e rtain operating units for which current circumstances indicated
that the carrying amount of long-lived assets, in part i c u l a r, good-
will, may not be re c overable. The Company assessed the re c ove r-
ability of these long-lived assets and determined that the goodwill
related to these operating units was not re c overable. See “Su m m a ry
of Significant Accounting Po l i c i e s” in the Notes to Consolid a t e d
Financial Statements for the Company’s policy on impairment of
l o n g - l i ved assets. In addition to the aforementioned goodwill impair-
m e n t in the Sy s t e m c a re operations, goodwill impairment charges i n
  1, all of which related to    operating units, are summarize d
as f o l l ow s :

 



In thousands

Ryder Argentina   ,1 

Ryder Br a z i l  ,   

Ot h e r   

1 ,   

Goodwill impairment in Ryder Argentina was triggered by the sig-
nificant adverse change in the business climate in Argentina in the
f o u rth quarter of   1 that led to a devaluation of the Argentine
Peso, bre a k d owns in the Argentine banking system and re p e a t e d
t u r n over in the country’s leadership. These factors, combined with
a history of operating losses and anticipated future operating
losses, led to goodwill impairment. Goodwill of   million was
c o n s i d e red impaired and was written-down in December   1. At
December 1, 1 , Ryder Argentina had total assets of   m i l l i o n
and total equity of   million. The Company is currently c o m m i t-
ted to continuing to operate in Argentina in order to serve its global
accounts, which it believes are profitable when considered on a
worldwide basis. 

During the fourth quarter of   1, the Company re v i ewe d
goodwill associated with its remaining investment in Ryder Br a z i l
for impairment. Subsequent to the sale of Vehiculos, as discussed
b e l ow, the Company made a significant effort to re s t ru c t u re the
operations of Ryder Brazil. Howe ve r, such re s t ructuring was not
sufficient to offset the impact of lost business, the side-effects of the
Argentine economic crisis and the marginal historical and antici-
pated cash flows related to the remaining business. At December 1,

  1 , Ryder Brazil had total assets of 1 million and total equity of
  million. Like Argentina, the Company is currently committed to
operate in Brazil in order to serve its global accounts, which it
b e l i e ves are profitable when considered on a worldwide basis. As a
result of the Company’s analysis, goodwill of   million was con-
s i d e red impaired and was written-down in December   1.

In   1, as part of its re s t ructuring initiatives, the Company
reached an agreement with Ac c e n t u re    ( “Ac c e n t u re”) to transition
c e rtain   s e rvices previously delive red by Ac c e n t u re under contract
to Ryd e r. Contract termination costs of 11 million re p resent ter-
mination penalties and the write-down of certain prepaid expenses
associated with the Ac c e n t u re re l a t i o n s h i p.

Strategic consulting fees of   million we re incurred during
  1 in relation to the aforementioned strategic initiatives. Su c h
consulting engagements we re completed by the end of   1. 

The Company’s strategic initiatives during   1 resulted in
asset write-downs of   million primarily for owned real estate,
operating pro p e rty and technology that would no longer be used in
the business. These assets are planned to be disposed of within the
next 1 m o n t h s .

An investment of   million in certain license agreements for
supply chain management software was written down in   1

because the software no longer had a viable business or customer
application in light of the Company’s re s t ructuring initiatives. 

During the quarter ended Ma rch 1, 1, the Company sold
Vehiculos for 1 million and incurred a loss of   million on the
sale of the business.

Other net re c overies in   1 primarily re p resent   million in
re c overies from an insurance settlement attributed to a pre v i o u s l y
sold business combined with a gain of   million re c o rded in the
first quarter of   1 on the sale of the corporate aircraft. 

The Company estimates pre-tax cost savings of approx i m a t e l y
   million on     earnings as a result of the   1 re s t ru c t u r i n g
i n i t i a t i ves. These savings are expected to be re a l i zed primarily in
operating expense and salaries and employe e - related costs. 

>     C h a r g e s
In    , severance and employe e - related costs that had been

re c o rded in the 1   re s t ructuring we re re versed due to re f i n e m e n t s
in estimates. Facilities and related costs reflect   million of re c ove r-
ies in     for charges re c o rded in the 1   and 1   re s t ru c t u r i n g .

A charge of     ,    for consulting fees was incurred during
    related to the completion of the Company’s 1   p ro f i t a b i l i t y
i m p rovement study.

In    , an asset write-down of  1 million resulted from the
rapid industry-wide downturn in the market for new and used
“Class ” vehicles (the largest heavy-duty tractors and straight
t rucks) which led to a decrease in the market value of used tractors
during the second half of    . The Company’s unsold Class 

i n ve n t o ry consists of units previously used by customers of the   

segment. Ap p roximately 1 million of the charge related to trac-
tors held for sale and identified in     as increasingly undesirable
and unmarketable due to lowe r - p owe red engines or a potential lack
of future support for parts and service. The remainder of the charge
related to other owned and leased tractors held for sale for which
estimated fair value less costs to sell declined below carrying va l u e
(or termination value, which re p resents the final payment due to
lessors, in the case of leased units) in    . These charges we re
slightly offset with gains of     ,    on vehicles sold in the U . K .

during    , for which an impairment charge had been re c o rd e d
in the 1   re s t ru c t u r i n g .

During    , the Company settled long-standing litigation
with a former customer, Of f i c e Max, relating to a logistics serv i c e s
a g reement that was terminated in 1  . In    , other net charges
includes   million in impairment charges related to the write-dow n ,
net of re c overies, of certain assets related to the Of f i c e Max contract
offset by 1 million in the re versal of certain other charges re c o rd e d
in the 1   re s t ructuring. 

       1

       ,  ( c o n t i n u e d )



> 1   C h a r g e s
During 1  , the Company implemented several re s t ru c t u r-

ing initiatives designed to improve profitability and align the orga-
nizational stru c t u re with the strategic direction of the Company.
The re s t ructuring initiatives resulted in identification of approx i-
mately    e m p l oyees whose jobs we re terminated. Contractual
lease obligations associated with facilities to be closed as a re s u l t
of the re s t ructuring amounted to   million. Strategic consulti n g
fees of   million we re incurred during 1   in relation to that ye a r’s
re s t ructuring initiatives. 

The Company also re c o rded asset impairments of 1 m i l l i o n
in 1   for certain classes of specialized used vehicles, real estate and
other assets held for sale and software development projects that
would not be implemented or further utilized in the future. T h e
Company also identified certain assets that would be sold or for
which development would be abandoned as a result of the re s t ru c-
turing. During 1  , the Company also re s t ru c t u red its    o p e r a-
tions in the U . K . f o l l owing the 1   decision to retain the business. 

In conjunction with the 1   re s t ructuring, the Company
formed a captive insurance subsidiary under which the Company's
various self-insurance programs are administered. Costs incurre d
related to the start-up of this entity totaled   million. T h e
Company also re c o rded   million for other costs incurred in con-
nection with the re s t ructuring initiative s .

See “Re s t ructuring and Other Charges, Ne t” in the Notes to
Consolidated Financial Statements for additional discussion.

       

In thousands

Years ended December 1   1     1  

Re ve n u e :
Fleet Management So l u t i o n s :

Full service lease and
p rogram maintenance 1 ,    ,    1,, 1,1,

C o m m e rcial re n t a l    ,    , ,

Fu e l    ,    , ,1

Ot h e r    , 1 , ,1

 ,    ,    ,, ,,

Supply Chain So l u t i o n s 1,    ,  1 1,, 1,1,

Dedicated Contract Carriage    ,    1, 1,

El i m i n a t i o n s (   ,   ) (,1) (,11)
Total re ve n u e   ,    ,1  ,, ,,

In thousands

Years ended December 1   1     1  

Contribution margin:
Fleet Management So l u t i o n s     ,    ,1 ,1

Supply Chain So l u t i o n s 1,    , ,

Dedicated Contract Carriage   ,    , ,

El i m i n a t i o n s (  ,   ) (1,) (,)
1 1,    , ,

Central Su p p o rt Se rv i c e s (   ,   ) (,) (,1)
Re s t ructuring and other 

charges, net (1 1 ,   ) (,1) (,)
Year     e x p e n s e — — (,)

Earnings from continuing 
operations before 
income taxe s    ,    11,1 11,

Management evaluates business segment financial perf o r m a n c e
based upon several factors, of which the primary measure re l i e d
upon is contribution margin. Contribution margin re p resents each
business segment’s re venue, less direct costs and direct ove r h e a d s
related to the segment’s operations. Business segment contribution
margin for all segments (net of eliminations), less    expenses and
re s t ructuring and other charges, is equal to earnings from continu-
ing operations before income taxes.    a re those costs incurred to
s u p p o rt all business segments, including sales and marketing, human
re s o u rces, finance, shared management information systems, cus-
tomer solutions, health and safety, legal and communications.

Contribution margin related to inter-segment equipment and
s e rvices billed to customers (equipment contribution) is included
in both    and the business segment which served the customer,
then eliminated (presented as “El i m i n a t i o n s”). Equipment contri-
bution included in    contribution margin in   1,     a n d
1   was 1 million,    million and 1 million, re s p e c t i ve l y.
Equipment contribution included in   contribution margin in
  1,     and 1   was    million,    million and  1 m i l-
lion, re s p e c t i ve l y. In t e rest expense is primarily allocated to the   

business segment since such borrowings are used principally to
fund the purchase of re venue earning equipment used in   .

These results are not necessarily indicative of the results of
operations that would have occurred had each segment been an
independent, stand-alone entity during the periods pre s e n t e d .

 



d e c rease in   1 was attributable to the decrease in gains from the
sale of equipment due to weakened used truck market demand,
l ower net pension income in   1 c o m p a red with     a n d
d e c reased rental contribution margin resulting from the decline in
rental re venue. In    , improvements in full service lease mar-
gins, decreased running costs and the impact of net pension
income on benefits costs we re offset by reduced gains in ve h i c l e
sales compared with 1  . De c reased running costs in     we re
generally attributable to a decrease in the average age of the fleet.
Pension income attributable to    f rom the Company’s principal
pension plan in the U.S. d e c reased by    million in   1 c o m-
p a red with     and increased by    million in     c o m p a re d
with 1  .

The Company’s fleet of owned and leased re venue earning
equipment is summarized as follow s :

Number of Un i t s

December 1   1    

By type:
Tru c k s   ,    ,

Tr a c t o r s   ,    ,

Tr a i l e r s   ,    ,

Ot h e r  ,    ,

1  ,1  1,

By business:
Full service lease 1  ,    1,

C o m m e rcial re n t a l   ,    ,

Se rvice and other ve h i c l e s  ,    ,

1  ,1  1,

The totals in each of the tables above include the following non-
re venue earning equipment:

Number of Un i t s

December 1   1    

Not yet earning re venue (  ) 1,    ,

No longer earning re venue (  ) :
Units held for sale  ,    ,1

Other    u n i t s  ,    ,

1 1,1  1,

   units re p resent new units on hand that are being pre p a red for
d e p l oyment to a lease customer or into the rental fleet. Pre p a r a t i o n s
include activities such as adding lift gates, paint, decals, cargo a re a
and refrigeration units.

   units re p resent units held for sale, as well as other units
for which no re venue has been earned in the previous   d a y s .
These vehicles may be temporarily out of service, being pre p a re d
for sale or not rented due to lack of demand.

> Fleet Management So l u t i o n s
   re venue decreased  p e rcent in   1 c o m p a red with    .

Full service lease and program maintenance re venue remained re l-
a t i vely flat in   1 c o m p a red with    . The Company anticipates
generally flat to slightly lower full service lease and program main-
tenance re venue in     due to negative net sales over recent peri-
ods primarily as a result of the slowing U . S . economy as well as
d e c reases in variable billings, which are generally a function of total
miles run by leased vehicles. Net sales takes into consideration new
business with new or existing customers and re venue changes with
existing customers due to replacement vehicles or rate changes, net
of full service leases that reach the end of their term during the
re p o rted period.

All elements of commercial rental re venue (consisting of pure
rental, lease extra and await new lease re venue) decreased in   1

c o m p a red with    . In the U . S ., pure rental re venue (total re n t a l
re venue less rental re venue related to units provided to full serv i c e
lease customers) decreased  p e rcent to 1  million in   1 c o m-
p a red with     due to the slowing economy. Lease extra re ve n u e
re p resents re venue on rental vehicles provided to existing full serv i c e
lease customers generally during peak periods in their operations. In
the U . S ., lease extra re venue decreased 1 p e rcent to 1 1 million in
  1. Await new lease re venue re p resents re venue on rental ve h i c l e s
p rovided to new full service lease customers who have not taken
d e l i ve ry of full service lease units. In   1, await new lease re ve n u e
d e c reased   p e rcent to 1 million in the U . S . Such re ve n u e
declines we re due to lower utilization, a decrease in the number of
units in the rental fleet and shorter lead times to place full serv i c e
lease vehicles into service compared with    . Rental fleet utiliza-
tion was   p e rcent in   1, compared with 1 p e rcent in    .
Rental fleet utilization decreased less than rental re venue as a re s u l t
of the implementation of planned reductions in the size of the
rental fleet. Pu re rental re venue, lease extra, await new lease and
rental fleet utilization statistics are monitored for the U . S . o n l y ;
h owe ve r, management believes such metrics to be indicative of
rental product performance for the Company as a whole. Fuel re v-
enue decreased in   1 due primarily to decreased sales vo l u m e
and, secondly, due to reduced sales prices.

   re venue increased  p e rcent in     c o m p a red with 1  .
Full service lease and program maintenance re venue increased in
    c o m p a red with 1   as a result of growth in both fleet size
and average re venue per unit. Commercial rental re venue decre a s e d
in     c o m p a red with 1   due to increased re venue in 1   a s
a result of a backlog in the arrival of new vehicles for full serv i c e
lease customers. Rental vehicles we re provided to these customers
until new full service lease vehicles arrived and we re pre p a red for
use. In    , fuel re venue increased as a result of increases in fuel
prices.    re a l i zed minimal changes in margin as a result of fuel
price incre a s e s .

Contribution margin as a percentage of dry re venue (re ve n u e
e xcluding fuel) decreased to 1 p e rcent in   1 c o m p a red with 1

p e rcent in     and was flat in     c o m p a red with 1  . T h e

     1

         ( c o n t i n u e d )



> Central Su p p o rt Se rv i c e s
   expenses we re as follow s :

In thousands

Years ended December 1   1     1  

Sales and mark e t i n g    ,  1 , ,

Human re s o u rc e s 1, 1 1 1,1 1,

Fi n a n c e   ,    , ,

Corporate services/public affairs  ,    1, 1,

M I S   ,    ,1 ,

Customer solutions   ,    1, 1,

Health and safety  ,    , ,

Ot h e r   ,1  , 1,1

Total        ,    , ,1

   d e c reased  p e rcent in   1 c o m p a red with    . The decre a s e
in total    expense was due primarily to spending reductions in
sales and marketing, corporate services and    expense as a re s u l t
of the Company’s expense reduction initiatives. Such initiatives in
these areas included ending the Company’s sponsorship of the
Doral Ryder Open, the sale of the Company’s corporate jet and
reducing the spending rate for new technology projects, re s p e c t i ve l y.

   i n c reased 1 p e rcent in     c o m p a red with 1   due to
i n c reased spending for   . Ad d i t i o n a l l y, in 1   ,    was re d u c e d
by a   million gain on a real estate sale as well as   million of
i n t e rest income earned on temporarily investing the proceeds fro m
the    sale. 

Cu r re n t l y, contribution margin is the measure of segment
financial performance that is primarily relied upon by m a n a g e-
ment. In   1, the Company began a project to allocate    e x p e n s e s
to each business segment, as appropriate. The objective is to pro-
vide management more clarity on the profitability of each business
segment (similar to a “earnings before income taxe s” or “ ” meas-
u re) and, ultimately, to hold leadership of each business segment,
and each operating segment within each business segment, account-
a b l e for their allocated share of    expenses. This new measure of
segment pro f i t a b i l i t y, “contribution margin after allocated   ,” is
still under refinement by the Company and is being re p o rted to the
C o m p a n y’s chief operating decision-maker periodically. Be g i n n i n g
in    , the Company intends to complete its refinement of the
allocation methodology and will utilize contribution margin after
allocated    as its primary measurement of segment financial
p e rformance. Howe ve r, the Company has decided to provide con-
tribution margin after allocated    by business segment as addi-
tional information through the end of its refinement period which
is year-end   1. 

C e rtain costs are considered to be overhead not attributable
to any segment and as such, remain unallocated in   . In c l u d e d
a m o n g the unallocated overhead remaining within    a re the c o s t s

 

> Supply Chain So l u t i o n s
   re venue decreased  p e rcent in   1 c o m p a red with    

mostly due to volume reductions in No rth America and Latin
America as a result of the continued worldwide economic slow-
d ow n . In No rth America, volume reductions experienced in the
C o m p a n y’s automotive operating unit we re the result of re d u c e d
auto production. The electronics and high tech operating units saw
reduced volumes due to slowed consumer demand in those sectors
combined with lost business in   1. Volume decreases in Latin
America we re due to the slowing economies in Brazil and
Argentina and to the sale of Vehiculos in   1. Ad d i t i o n a l l y, re v-
enue reductions occurred in   1 due to the impact of exc h a n g e
rates on translation of foreign subsidiaries, particularly in the U . K .

and Brazil, as well as to lost business in the U . K . Such re ve n u e
d e c reases we re partially offset by business expansion in Mexico and
Asia. The Company’s Asian operating unit was acquired at the end
of the third quarter of    .

   re venue increased 1 1 p e rcent in     c o m p a red with the
p revious ye a r. Re venue growth in     was due to expansion of
business with existing customers and addition of new customers,
p a rticularly automotive suppliers, aerospace, electronics and tech-
nology companies.

Contribution margin as a percentage of operating re ve n u e
d e c reased to  p e rcent in   1 c o m p a red with  p e rcent in    . T h e
d e c rease in contribution margin was due primarily to the pre v i o u s l y
mentioned volume reductions as a result of the current economic
d ownturn, lost business and increased operating costs, part i c u l a r l y
related to the Company’s transportation management operations. 

Contribution margin as a percentage of operating re ve n u e
i n c reased to  p e rcent in     c o m p a red with  p e rcent in 1  .
The improved contribution margin percentage in     c o m p a re d
with 1   was the result of improved performance in the Company’s
operations outside the U . S .

> Dedicated Contract Ca r ri a g e
  re venue decreased  p e rcent in   1 c o m p a red with

    due primarily to volume reductions as a result of the curre n t
economic downturn and lost business.   re venue increased  p e r-
c e n t in     c o m p a red with 1  . In    , such re venue grow t h
was due to increased fuel costs billed to customers and net business
g rowth. Contribution margin as a percentage of operating re ve n u e
remained re l a t i vely flat in   1 c o m p a red with     as a result of
expanded business with certain existing customers partially offset
by the impact of lost business and volume reductions in   1.  

contribution margin as a percentage of operating re venue was flat
in     c o m p a red with 1  . 



for investor relations, corporate communications, public affairs
and certain exe c u t i ve compensation. Those    costs attributable
to the business segments are generally allocated to   ,    a n d
  as follow s :

> Sales and marketing, finance, corporate services and health
and safety – allocated based upon estimated and planned
re s o u rce utilization.

> Human re s o u rc e s – individual costs within this category
a re allocated in several ways, including allocation based on
estimated utilization and number of personnel support e d .

> M I S – allocated principally based upon utilization-re l a t e d
metrics such as number of users or minutes of    t i m e .

> Customer Solutions – re p resents project costs and expenses
i n c u r red in excess of amounts billable to a customer 
during the period. Expenses are allocated to the business
segment responsible for the pro j e c t .

> Ot h e r – w h e re allocated, the allocation is based on the num-
ber of personnel support e d .

The following table sets forth contribution margin for each of the
C o m p a n y’s business segments after    allocation for   1 a n d
    (such information is not available for 1  ) :

In thousands

Years ended December 1   1    

Contribution margin after allocated   :
Fleet Management So l u t i o n s 1  ,    1,

Supply Chain So l u t i o n s (1 ,  1) ,1

Dedicated Contract Carriage   ,  1 ,

El i m i n a t i o n s (  ,   ) (1,)
1  ,    1,

Central Su p p o rt Se rvices (unallocated) (  ,   ) (,)
Re s t ructuring and other charges, net (1 1 ,   ) (,1)

Earnings before income taxe s    ,    11,1

          

On September 1, 1  , the Company completed the sale of   

for     million in cash and re a l i zed a     million after-tax gain
(  .   per diluted common share). After-tax earnings from dis-
continued operations amounted to 1 million in 1  . The trans-
action generated gains from the settlement and curtailment of
c e rtain employee benefit and postre t i rement plans, offset by prov i-
sions for severance and direct transaction and other costs. T h e
   disposal has been accounted for as discontinued operations
and accord i n g l y, its operating results and cash flows are segre g a t e d
and re p o rted as discontinued operations in the accompanying con-
solidated financial statements.

       

> Cash Fl ow s
The following is a summary of the Company’s cash flows fro m

continuing operating, financing and investing activities:

In thousands

Years ended December 1   1     1  

Net cash provided by (used in):
Operating activities     ,    1,1, ,1

Financing activities (1 ,   ) (,) (,)
In vesting activities  ,    (,) ,

Net cash flows fro m
continuing operations  ( ,1 ) , (,)

A summary of the individual items contributing to the cash flow
changes is included in the Consolidated Statements of Cash Fl ow s .

The decrease in cash flow from operating activities in   1

c o m p a red with     was primarily attributable to decreases in the
a g g regate balance of trade re c e i vables sold. As a result of the
d e c rease in the aggregate balance of trade re c e i vables sold, the
C o m p a n y’s accounts re c e i vable balance increased   p e rcent to
    million at December 1, 1 c o m p a red with December 1,

   . Cash used in financing activities slightly decreased in   1

c o m p a red with     as the Company’s increased net borrow i n g s
we re almost offset by decreased use of its commercial paper pro-
gram due primarily to interest rate decreases in the Company’s
other funding facilities compared with the Company’s commerc i a l
paper program. The increase in cash provided by investing activi-
ties in   1 c o m p a red with     was attributable to lower capital
e x p e n d i t u res in   1. Higher proceeds provided from the sale-
leaseback of re venue earning equipment in   1 (see “Fi n a n c i n g
and Other Funding Tr a n s a c t i o n s”) we re offset by decreased pro-
ceeds from the sales of pro p e rty and re venue earning equipment
primarily due to continued weak demand in the used truck mark e t .

Cash provided by operating activities increased in     c o m-
p a red with 1   primarily due to increases in trade re c e i vables sold
in     and lower working capital needs in 1  . Cash used in
financing activities decreased in     c o m p a red with 1  . Du r i n g
1  , cash of     million was used in financing activities, prima-
rily to re p u rchase     million of common stock and reduce debt
by     million. The stock re p u rchase program was completed in
1   and there was no such program in   1 or    . Cash used
in investing activities was     million compared with cash pro-
vided by investing activities of     million in 1  . In 1  , cash
p rovided by investing activities was the result of proceeds from the
   sale. After adjusting for such proceeds, cash used in inve s t i n g
activities decreased in     c o m p a red with 1   primarily as a
result of reduced levels of capital expenditure s .

      1
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The following is a summary of capital expenditure s :

In thousands

Years ended December 1   1     1  

Re venue earning equipment    ,    1,1, 1,,

Operating pro p e rty 
and equipment   ,    11, 1,1

    ,    1,, 1,,1

The decrease in capital expenditures in   1 was principally due to
reduced demand for new units as well as increased pricing discipline
over new business, which has resulted in fewer sales but improve d
margins on business sold. The Company has worked to improve
c o n t rols over capital expenditures and reduce the volume of early ter-
minations of full service leases compared with    . In contrast to
   , the Company is pursuing a strategy of extending certain full
s e rvice leases rather than leasing new units. This allows the
Company to further control capital expenditures while fre q u e n t l y
p roviding customers with vehicles at favorable pre - owned rates 
c o m p a red with rates on new units. The Company expects to fund
    capital expenditures with internally generated funds and 
b o r rowings. Such capital expenditures are anticipated to be approx i-
mately $ million in     .

The decrease in capital spending in     was planned based
upon the significant increase in capital spending and fleet re p l a c e-
ment in    that took place during the first half of 1  . Capital
spending for 1   was consistent with management’s expectations
of anticipated growth and fleet replacement in full service leasing
and commercial rental. Howe ve r, capital spending was significantly
a b ove plan during the first half of 1  . The excess spending
reflected higher than anticipated re q u i rements for replacement. 

No acquisitions we re completed in   1. During     a n d
1  , the Company completed a few immaterial acquisitions, each
of which was accounted for using the purchase method of account-
ing. Total consideration for these acquisitions was    million in
    and 1 million in 1  . The Company will continue to eva l-
uate selective acquisitions in    and    in    .

> Financing and Other Funding Tr a n s a c t i o n s
Ryder utilizes external capital to support growth in its asset-based

product lines. The Company has a variety of financing alternatives
available to fund its capital needs. These alternatives include long-term
and medium-term public and private debt, including asset-backed
securities, bank term loans and leasing arrangements as well as fixe d -
rate and variable-rate financing available through bank credit facili-
ties, commercial paper and receivable conduits. The Company also
periodically enters into sale-leaseback agreements on revenue earning
equipment, which are primarily accounted for as operating leases. 

Debt totaled 1.  billion at the end of   1 c o m p a red with
  .  billion at the end of    . The decrease in debt in   1 w a s
principally due to repayment of 1  million in debentures in addi-
tion to a decrease of   1 million in commercial paper borrow i n g s ,

which we re repaid with proceeds of sale-leaseback transactions
described below. In addition to the Company’s reduced debt in   1,
re c e i vables sold decreased     million in   1 c o m p a red with    .
De c reased debt levels and reduced overall funding needs we re g e n-
erally the result of reduced levels of capital expenditures on re ve n u e -
earning equipment.

Debt totaled   .  billion at the end of     c o m p a red with
  .  billion at the end of 1  . The decrease in debt in     w a s
principally due to repayment of     million in medium-term
n o t e s, net of an increase of 1  million in commercial paper bor-
rowing. The Company’s reduced debt in     was also due to an
i n c rease of     million of trade re c e i vables sold in     c o m p a re d
with 1  .

The Company’s debt ratings as of December 1, 1 we re as
f o l l ows: 

Sh o rt L o n g
Te r m Te r m

Mo o d y’s In vestors Se rv i c e   a a1

St a n d a rd & Po o r’s Ratings Gro u p     

Fitch Ratings     +

A downgrade of the Company’s debt below investment grade leve l
would limit the Company’s ability to issue commercial paper and
would result in the Company no longer having the ability to sell
trade re c e i vables under the agreement described below. As a re s u l t ,
the Company would have to rely on other established funding
s o u rces described below.

The Company’s debt-to-equity and related ratios we re as follow s :

December 1   1    

Debt to equity 1 % 11%

Total obligations to equity 1 % %

Total obligations to equity, 
including securitizations   % %

Debt to equity consists of the Company’s on-balance sheet debt for
the period divided by total equity. Total obligations to equity re p re-
sents debt plus the following off-balance sheet funding, all divided
by total equity:

> Re c e i vables sold
> The present value of minimum lease payments and guaran-

teed residual values under operating leases for equipment,
d i s c o u n t e d at the interest rate implicit in the lease

Total obligations to equity, including securitizations consists of total
obligations, described above, plus the present value of contingent
rentals under the Company’s securitizations (assuming customers
make all lease payments on securitized vehicles when contractually
due), discounted at the average interest rate paid to investors in the
t rust, all divided by total equity.

 



The decrease in all of the above ratios in   1 was driven by
the Company’s reduced funding needs as a result of decreases in
p u rchases of re venue earning equipment. For    , the Company
anticipates additional reductions in each of these ratios due to
expected improvements in operating cash flow and reduced cash
needs due to planned further reductions in capital expenditure s .

During   1, the Company replaced its     million global
re volving credit facility with a new     million global re vo l v i n g
c re d i t f a c i l i t y. The new facility is composed of     million which
m a t u res in May     and is re n ewable annually (and is in the
p rocess of being re n ewed), and     million which matures in Ma y
   . The primary purposes of the credit facility are to finance
w o rking capital and provide support for the issuance of commerc i a l
p a p e r. At the Company’s option, the interest rate on borrow i n g s
under the credit facility is based on     , prime, federal funds or
local equivalent rates. The credit facility’s annual facility fee ranges
f rom 1 .  to 1 .  basis points applied to the total facility of    

million based on the Company’s current credit ratings. Fo reign bor-
rowings of 1  million we re outstanding under the facility at
December 1, 1. In o rder to maintain availability of funding,
the global re volving credit facility re q u i res the Company to main-
tain a ratio of debt to consolidated tangible net worth, as defined,
of less than or equal to    p e rcent. The ratio at December 1, 1

was 1 1 p e rc e n t .
In September 1  , the Company filed an     million shelf

registration statement with the Securities and Exchange Commis-
sion (  ). Proceeds from debt issues under the shelf re g i s t r a t i o n
a re available for capital expenditures, debt refinancing and general
corporate purposes. 

The Company participates in an agreement, as amended fro m
time to time, to sell with limited recourse up to     million of trade
re c e i vables on a re volving basis. This agreement expires in July    .
The Company sells the re c e i vables in order to fund the Company’s
operations, particularly when the cost of such sales is cost effective
c o m p a red with other means of funding, notably, commercial paper.
The re c e i vables are sold first to a bankruptcy remote special purpose
e n t i t y, Ryder Re c e i vables Funding   ( “ ”), that is included
in the Company’s consolidated financial statements.   t h e n
sells certain re c e i vables to unrelated commercial entities at a loss,
which approximates the purc h a s e r’s financing cost of issuing its ow n
c o m m e rcial paper backed by the trade re c e i vables over the period of
anticipated collection. The Company is responsible for serv i c i n g
re c e i vables sold but has no retained interests. At December 1, 1

and    , the outstanding balance of re c e i vables sold pursuant to
this agreement was 1 1 million and     million, re s p e c t i ve l y.
Losses on re c e i vable sales associated with this program we re   m i l-
lion in   1, 1 million in     and 1 million in 1   and are
included in miscellaneous (income) expense, net. The Company
maintains an allowance for doubtful re c e i vables based on the
expected collectibility of all re c e i vables, including re c e i vables sold.
The decrease in trade re c e i vables sold since December 1,  i s
due to a reduced need for cash as a result of the sale-leaseback

t r a n saction completed in   1 (described below) as well as incre a s e d
use of the Company’s other funding facilities. See “Re c e i va b l e s” in
the Notes to Consolidated Financial Statements for a further discus-
sion on the Company’s sale of re c e i va b l e s .

As of December 1, 1 the Company had the follow i n g
amounts available to fund operations under the afore m e n t i o n e d
f a c i l i t i e s :

In millions

Global re volving credit facility
(    limited to less than one ye a r )    

Shelf registration statement   

Trade re c e i vables facility   

The Company believes such facilities, along with the Company’s
c o m m e rcial paper program and other funding sources, will be suf-
ficient to fund operations in    .

In addition to the financing activities described above, the
Company executes sale-leaseback transactions with third - p a rty f i n a n-
cial institutions as well as with substantive special purpose entities
( “ s”) which facilitate sale-leaseback transactions with multiple
t h i rd - p a rty investors (“s e c u r i t i z a t i o n s”). In general, sale-leaseback
transactions result in a reduction in re venue earning equipment
and debt on the balance sheet, as proceeds from the sale of re ve n u e
e a r n i n g equipment are primarily used to repay debt. Ac c o rd i n g l y,
sale-leaseback transactions will result in reduced depreciation and
i n t e rest expense and increased equipment rental expense.

Sale-leaseback transactions (including securitizations) are gen-
erally executed from time to time for the following re a s o n s :

> To lower the total cost of funding the Company’s operations
> To diversify the Company’s funding among different classes 

of investors (e.g. regional banks, pension plans, insurance 
companies, etc.)

> To diversify the Company’s funding among different types
of funding instru m e n t s

Proceeds from sale-leaseback transactions we re  1 1 million,    

million and     million in   1,     and 1  , re s p e c t i ve l y.
Included in the sale-leaseback transactions in   1 and 1   we re
vehicle securitization transactions in which the Company sold a
beneficial interest in certain leased vehicles to separately rated and
unconsolidated vehicle lease trusts and subsequently entered into
an operating lease (“p rogram operating lease”) with those trusts. A
p rospectus for each transaction is on file with the   . Such secu-
ritizations generated cash proceeds of  1 1 million and     m i l l i o n
in   1 and 1  , re s p e c t i ve l y. The vehicles we re sold for approx i-
mately their carrying value. The Company retained an interest in
the vehicle lease trusts in the form of subordinated notes issued at
the date of each sale. The Company has provided credit enhancement
for each sale in the form of a one-time up front cash re s e rve deposit 
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all independent of the Company. Other than the credit enhance-
ment noted a b ove, the Company does not guarantee inve s t o r s’
i n t e rests in the securitization trusts. See “Leases” in the Notes to
Consolidated Financial Statements for a further discussion on the
C o m p a n y’s securitization transactions.

The following table summarizes the Company’s undis-
c o u n t e d on and off-balance sheet contractual cash obligations and 
contingent rentals at December 1, 1:

 1

In thousands

                 T h e re a f t e r To t a l

Long-term debt  1,1 11, 11,1 1, 1, , 1,,

Capital leases , , , ,11  — 1,

Total debt 1, 1, 1, , ,1 , 1,,

Operating leases (a) ,1 ,1 1, , ,1 , ,

Total contractual cash obligations 1, , , 1, , , ,,

Contingent rentals (b) 1,11 11, 1, , , , ,

To t a l , 1, ,11 , , 1,1 ,11,

(a) The amounts in the previous table are based upon the assumption that re venue earning equipment will remain on lease for the length of time spec-
ified by the re s p e c t i ve lease agreements. No effect has been given to renewals, cancellations, contingent rentals or future rate changes, except as
described below for vehicle securitization tra n s a c t i o n s .

(b) Contingent rentals relate to the Company’s vehicle securitization transactions. The timing and amount of payment of rent by the Company for secu-
r i t i zed vehicles is dependent on the timing and amount of payments re c e i ved from the Company’s customers for use of such vehicles, as stipulated by
the pro g ram operating lease. For purposes of this presentation, the Company has assumed that the full monthly payment for each vehicle is re c e i ve d
f rom the customer exactly when such payment is due, and that there are no defaults, prepayments or early termination of leases between the Company
and its customers. Contingent rentals in the table above are estimated based upon this assumption. The actual amount and timing of contingent
rentals paid by the Company may va ry from that assumed above .

C e rtain of the Company’s agreements for the sale and operating
leaseback of re venue earning equipment contain purchase and/or
re n ewal options as well as limited guarantees of the lessor’s re s i d u a l
value (“residual value guarantees”). The Company’s re s e rve for
residual value guarantees was    million at December 1, 1.
See discussion on depreciation and rental of re venue earning e q u i p-
ment at “Accounting Ma t t e r s” for a further discussion on re s i d u a l
value guarantees.

At December 1, 1, the Company had letters of credit out-
standing totaling 1 1 million, which primarily guarantee cert a i n
insurance activities. Certain of these letters of credit guarantee
insurance activities associated with insurance claim liabilities trans-
f e r red in conjunction with the sale of certain businesses re p o rted as
discontinued operations in previous years. To date, such insurance
claims, re p resenting per claim deductibles payable under third -
p a rty insurance policies, have been paid by the companies that
assumed such liabilities. Howe ve r, if all or a portion of such assumed
claims of approximately    million are unable to be paid, the third -
p a rty insurers may have recourse against certain of the outstanding
letters of credit provided by the Company in order to satisfy the
unpaid claim deductibles.

> Ma rket Risk
In the normal course of business, the Company is exposed to

fluctuations in interest rates, foreign exchange rates and fuel prices.
The Company manages such exposures in several ways, including,
in certain circumstances, the use of a variety of deriva t i ve financial
i n s t ruments when deemed prudent. The Company does not enter
into leveraged deriva t i ve financial transactions or use deriva t i ve
financial instruments for trading purposes.

Ex p o s u re to market risk for changes in interest rates re l a t e s
primarily to debt obligations. The Company’s interest rate risk
management program objective is to limit the impact of intere s t
rate changes on earnings and cash flows and to lower overall bor-
rowing costs. The Company manages its exposure to interest rate
risk through the pro p o rtion of fixed rate and variable rate debt in
the total debt port f o l i o. From time to time, the Company also uses
an interest rate swap and cap agreements to manage its fixed rate
and variable rate exposure and to better match the repricing of its
debt instruments to that of its portfolio of assets. At December 1,

  1, an interest rate swap agreement with a notional value of   

million was outstanding, which was accounted for as a cash flow
hedge of fixed rate debt. No interest rate swap or cap agre e m e n t s
we re outstanding at December 1, .

and a pledge of the subordinated notes, including interest there o n ,
as additional security for the trusts to the extent that payments under
the program operating leases are not made due to delinquencies
and incurred losses under the program operating leases and re l a t e d
vehicle sales. The trusts rely on collections from the program 
operating leases, sales proceeds from the disposition of such ve h i-
c l e s and cash re s e rve funds to make payments to investors. T h e
t rusts a re solely l iable for such payments to investors, who are



The following tables summarize debt obligations outstanding
as of December 1, 1 and     e x p ressed in U . S . dollar equiv-
alents. The tables show the amount of debt, including current por-
tion, and related weighted average interest rates by contractual

maturity dates. Weighted average variable rates are based on
implied forw a rd rates in the yield curve at December 1, 1 a n d
   . This information should be read in conjunction with the
“ De b t” note to the consolidated financial statements. 

      1

Expected Maturity Da t e

 1 Years ended December 1

In thousands                     T h e re a f t e r To t a l Fair Va l u e

Fixed-rate debt: 
Dollar denominated 1  ,      ,  1   ,    1  ,    1  , 1    ,    1,  1,    1,    ,   

Average interest rate  .  %  .  %  .  %  .1%  .  %  .  %

Pound Sterling denominated   ,    — — — 1,    —   ,      ,   

Average interest rate  .  %  .  %  .  %  .  %  .  % —
Canadian Dollar denominated 1 ,      ,    1 ,    — — —   ,      ,1 

Average interest rate  .  %  .  %  . 1% — — —
Ot h e r  ,1   ,1  1,    1,     ,    — 1 ,  1 1 ,   

Average interest rate  .  %  .  %  .  %  .  %  .  % —
Variable-rate debt: 

Dollar denominated (a)   ,    —   ,    — 1 ,    —    ,       ,   

Average interest rate  .  %  .  %  .1%  .  %  .  % —
Pound Sterling denominated   ,    — 1,    —   ,    — 11,1  11,1 

Average interest rate  .  %  .  %  . 1%  .  %  .1% —
Canadian Dollar denominated — — — —   ,  1 —   ,  1   ,  1

Average interest rate  .  %  .  %  .  %  .  %  .1% —
Ot h e r  ,    1  — — — —  ,     ,   

Average interest rate  .  % 1 .  % — — — —
Total Debt (excluding capital leases) 1,    ,    1,    ,   

(a) Includes commercial paper which is assumed to be re n e wed through May     . As discussed in the “De b t” note to the consolidated financial state-
ments, the commercial paper pro g ram is supported by the Company’s     million global credit facility which is composed of     million which
m a t u res in May     and is renewable annually, and     million which matures in Ma rch     . The Company classified commercial paper bor-
rowings as long-term debt in the consolidated balance sheets at December 1,   1 and     .

              ( c o n t i n u e d )



 

Expected Maturity Da t e

  Years ended December 1

In thousands  1                 T h e re a f t e r To t a l Fair Va l u e

Fi xed-rate debt: 
Dollar denominated , 1, ,1 , 1, , 1,1, 1,1,11

Average interest rate .% .% .% .1% .1% .%

Pound Sterling denominated , , — — — — , ,1

Average interest rate .1% .1% — — — —
Canadian Dollar denominated 1, , , 1, — — , ,

Average interest rate .% .% .% .% — —
Ot h e r , 1, 1,    ,1 ,

Average interest rate .% .% .11% .1% .1% .1%

Variable-rate debt: 
Dollar denominated — , , — — — , ,

Average interest rate .1% .1% .% — — —
Pound Sterling denominated ,1 1,1 — — — — , ,

Average interest rate .% .% — — — —
Canadian Dollar denominated , — — — — — , ,

Average interest rate .% — — — — —
Ot h e r , 1, 1 — — — ,1 ,1

Average interest rate .% .% .% — — —
Total Debt (excluding capital leases) 1,, 1,,

Ex p o s u re to market risk for changes in foreign exchange rates re l a t e s
primarily to foreign operations’ buying, selling and financing in
c u r rencies other than local currencies and to the carrying value of
net investments in foreign subsidiaries. The Company m a n a g e s i t s
e x p o s u re to foreign exchange rate risk related to fore i g n o p e r a t i o n s’
buying, selling and financing in currencies other than local curre n-
cies by naturally offsetting assets and liabilities not denominated in
local currencies. The Company also uses foreign currency option
contracts and forw a rd agreements from time to time to hedge for-
eign currency transactional exposure. No foreign currency option
contracts or forw a rd agreements we re outstanding at December 1,

  1 o r    .
The Company does not generally hedge the translation expo-

s u re related to its net investment in foreign subsidiaries, since the
Company generally has no near-term intent to repatriate funds
f rom such subsidiaries. Based on the overall level of transactions
denominated in other than local currencies, the lack of transactions

b e t ween the Company and its foreign subsidiaries and the level of
net investment in foreign subsidiaries, the exposure to market risk
for changes in foreign exchange rates is not material.

Ex p o s u re to market risk for fluctuations in fuel prices re l a t e s
to a portion of the Company’s service contracts for which the cost
of fuel is integral to service delive ry and the service contract does
not have a mechanism to adjust for increases in fuel prices. As of
December 1, 1, the Company had various fuel purchase a r r a n g e-
ments in place to ensure delive ry of fuel at market rates in the eve n t
of fuel shortages. None of the Company’s current fuel purc h a s e
arrangements fix the price of fuel to be purchased and as such the
Company is exposed to fluctuations in fuel prices. In c reases and
d e c reases in the price of fuel are generally passed on to customers
and have only a minor effect on contribution margins. T h e
Company believes the exposure to fuel price fluctuations would
not materially impact the Company’s results of operations, cash
f l ows or financial position.
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             

The operations of the Company invo l ve storing and dispensing
p e t roleum products, primarily diesel fuel, regulated under envi-
ronmental protection laws. These laws re q u i re the Company to
eliminate or mitigate the effect of such substances on the enviro n-
ment. In response to these re q u i rements, the Company has upgraded
operating facilities and implemented various programs to detect
and minimize contamination.

Capital expenditures related to these programs totaled a p p rox-
imately  million in   1 and    . The Company i n c u r red envi-
ronmental expenses of   m i l l i o n ,   million and 1 million in
  1,     and 1  , re s p e c t i ve l y, which included re m e d i a t i o n
costs as well as normal recurring expenses, such as licensing, test-
ing and waste disposal fees. The increase in expenses in   1

reflected the impact of lower claim re c overies compared with    .
L ower environmental expenses in     resulted from incre a s e d
claim re c overies and a decrease in the number of projects compare d
with 1  . 

The ultimate cost of the Company’s environmental liabilities
cannot presently be projected with certainty due to the presence of
s e veral unknown factors, primarily the level of contamination, the
e f f e c t i veness of selected remediation methods, the stage of man-
a g e m e n t’s investigation at individual sites and the re c overability of
such costs from third parties. Based upon information pre s e n t l y
a vailable, management believes that the ultimate disposition of
these matters, although potentially material to the results of oper-
ations in any single ye a r, will not have a material adverse effect on
the Company’s financial condition or liquidity. See “En v i ro n -
m e ntal Ma t t e r s” in the Notes to Consolidated Financial St a t e m e n t s
for further discussion.

           

On Ja n u a ry 1, 1  , the participating countries of the Eu ro p e a n
Union adopted the Eu ro as their common legal curre n c y. On
Ja n u a ry 1, , the Eu ro began circulation within the part i c i p a t-
ing countries, with the existing national currencies continuing as
legal tender through Fe b ru a ry  ,    , at which time the existing
national currencies we re completely re m oved from circulation. T h e
Eu ro was adopted as functional currency in the operations of
the Company’s subsidiaries in Germany and Netherlands. At
December 1,   1, total assets we re    million and   million in
Germany and Netherlands, re s p e c t i ve l y, and equity was 1 m i l l i o n
and 1 million in Germany and Netherlands, re s p e c t i ve l y. Due to
the nature and small magnitude of current international operations
affected by the Eu ro conversion, conversion to the Eu ro did not
h a ve a material impact on the Company’s results of operations,
cash flows or financial position.

    

> Critical Accounting Po l i c i e s
The Company’s significant accounting policies are described

in the footnotes to the Company’s financial statements. Certain of
these policies are considered to be “critical.” That is, they are both
the most important to the financial presentation of the Company’s
financial condition and results, and they re q u i re management’s
most difficult, subjective or complex judgements, often as a re s u l t
of the need to make estimates about the effect of matters that are
i n h e rently uncert a i n .

The following discussion, which should be read in conjunc-
tion with the descriptions in the Notes to Consolidated Fi n a n c i a l
Statements, is furnished for additional insight into cert a i n
accounting policies that management considers to be critical.

Se l f - In s u rance Re s e rve s : Management uses a variety of statistical and
actuarial methods that are widely used and accepted in the insur-
ance industry to estimate re q u i red self-insurance re s e rves. In apply-
ing these methods and assessing their results, management
considers such factors as frequency and severity of claims, claim
d e velopment and payment patterns and changes in the nature of
the Company’s business, among other factors. On an annual basis,
the Company’s self-insurance re s e rves are re v i ewed for re a s o n a b l e-
ness by third - p a rty actuaries. The Company’s estimates may be
impacted by such factors as increases in the market price for med-
ical services, unpredictability of the size of jury awards and limita-
tions inherent in the estimation process, among other factors.
While management believes that self-insurance re s e rves are ade-
quate, there can be no assurance that changes to management’s
estimates may not occur. At December 1, 1, self-insurance
re s e rves we re  1 m i l l i o n .

De p reciation and Residual Value Gu a ra n t e e s : The Company period-
ically re v i ews and adjusts the residual values and useful lives of
re venue earning equipment as described in “Re venue Earning
Equipment, Operating Pro p e rty and Equipment and De p re c i a t i o n”
and “Re s i d u a l Value Gu a r a n t e e s” in the Notes to Consolidated
Financial Statements. Reductions in residual va l u e s – the price at
which the Company ultimately expects to dispose of re venue earning
e q u i p m e n t – or useful lives will result in an increase in depre c i a t i o n
expense over the life of the equipment. The Company re v i ew s
residual values and useful lives of re venue earning equipment on an
annual basis or more often if deemed n e c e s s a ry for specific gro u p s
of re venue earning equipment. Re v i ews a re performed based on
vehicle class, generally subcategories of trucks, tractors and trailers
by weight and usage. The Company considers such factors as curre n t
and expected future market price trends on used vehicles, expected
life of vehicles included in the fleet and extent of alternative uses for
leased ve h i c l es (e.g. rental fleet,    and   applications). Fu t u re
d e p reciation expense rates are subject to change based upon
changes in these factors.
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The Company also leases vehicles under operating lease agre e-
ments. Certain of these agreements contain limited guarantees for
a portion of the residual values of the equipment. Results of the
re v i ews described above for owned equipment are also applied to
equipment under operating lease. The amount of residual va l u e
guarantees expected to be paid is re c o g n i zed as rent expense ove r
the expected remaining term of the lease. At December 1, 1,

total liabilities for residual value guarantees of    million we re
included in accrued expenses (for those payable in less than one
year) and in other non-current liabilities. While management
b e l i e ves that the amounts are adequate, changes to management’s
estimates of residual value guarantees may occur due to changes in
the market for used vehicles, the condition of the vehicles at the
end of the lease and inherent limitations in the estimation pro c e s s .

Income Ta xe s : The Company re c o rds a valuation allowance for
d e f e r red income tax assets to reduce such assets to amounts
expected to be re a l i zed. In determining the re q u i red level of such
a l l owance, the Company considers whether it is more likely than
not that all or some portion of deferred tax assets will not be re a l-
i zed. This assessment is based on management’s expectations as to
whether sufficient taxable income of an appropriate character will
be re a l i zed within tax carryback and carry f o rw a rd periods. Su c h
assessment, and thus the related valuation allowance, is subject to
change based on changes in anticipated future taxable earnings.

> Recent Accounting Pro n o u n c e m e n t s
In June   1, the Financial Accounting St a n d a rds Board

(  ) issued Statement of Financial Accounting St a n d a rds (  )
No. 11, “ Business Combinations.”    11 re q u i res the purc h a s e
method of accounting for all business combinations initiated after
June , 1 and eliminates the pooling-of-interests method.
Adoption of this statement did not have an impact on the
C o m p a n y’s financial position, cash flows or results of operations as
no business combinations we re initiated after June 3, 1.

In June   1, the    issued    1 , “Goodwill and Ot h e r
Intangible Assets,” which re q u i res, among other things, the dis-
continuance of goodwill amortization.    1  is re q u i red to be
applied for fiscal years beginning after December 1, 1, with
c e rtain early adoption permitted. The Company will adopt   

1  e f f e c t i ve Ja n u a ry 1,  and is currently assessing its impact
on the Company’s financial statements, including whether any
transitional impairment losses will be re q u i red to be re c o g n i zed as
the cumulative effect of a change in accounting principle. Howe ve r,
at the date of this re p o rt, it is not practicable to reasonably estimate
the impact of adopting this statement on the Company’s results of
operations, cash flows or financial position.

In June   1, the    issued    1 , “Accounting for Asset
Re t i rement Ob l i g a t i o n s,” which addresses financial accounting and
re p o rting for obligations associated with the re t i rement of tangible
l o n g - l i ved assets and the associated re t i rement costs. The Company
is in the process of assessing the impact of adopting    1 ,
which will be effective for    , on its results of operations, cash
f l ows or financial position.

In August   1, the    issued    No. 1  , which amends
existing accounting guidance on asset impairment and provides a
single accounting model for long-lived assets to be disposed of.
Among other provisions, the new rules change the criteria for clas-
sifying an asset as held-for-sale.    1  also broadens the scope
of businesses to be disposed of that qualify for re p o rting as discon-
tinued operations and changes the timing of recognizing losses on
such operations.    No. 1  is effective for fiscal years beginning
after December 1,   1 and will be adopted by the Company
e f f e c t i ve Ja n u a ry 1,    . The Company is currently evaluating the
potential impact, if any, the adoption of    No. 1  will have on
its results of operations, cash flows or financial position. 

For further details re g a rding the above recent accounting pro-
nouncements, see “Recent Accounting Pronouncements Affecting
Fu t u re Pe r i o d s” in the Notes to Consolidated Financial St a t e m e n t s .

> Other Accounting Ma t t e r s
In Ja n u a ry   1, the Company revised its vacation policy in

the U . S . St a rting Ja n u a ry 1, 1, employees earn vacation based
on the calendar year rather than their annive r s a ry date. Ad d i t i o n -
a l l y, unused earned vacation may not be carried forw a rd into the
next calendar ye a r. At December 1, , the Company’s va c a t i o n
a c c rual for  .  e m p l oyees was approximately    million. As a
result of the policy change, the balance was approximately   m i l-
lion at December 1, 1 which re p resents vacation accrual for
California employees where local law did not permit the adoption
of the revised policy.
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This Annual Re p o rt contains “f o rw a rd-looking statements” within
the meaning of the Pr i vate Securities Litigation Reform Act of
1  . These statements are based on the Company’s current plans
and expectations and invo l ve risks and uncertainties that may cause
actual results to differ materially from the forw a rd-looking state-
ments. Ge n e r a l l y, the words “believe,” “expect,” “intend,” “e s t i m a t e , ”
“anticipate,” “will,” “m a y” and similar expressions identify forw a rd -
looking statements.

Im p o rtant factors that could cause such differences include,
among others: general economic conditions in the U . S . and world-
wide; the market for the Company’s used equipment; the highly
c o m p e t i t i ve environment applicable to the Company’s operations
(including competition in supply chain solutions from other logistics
companies as well as from air cargo, shippers, railroads and motor
carriers and competition in full service leasing and commercial re n t a l
f rom companies providing similar services as well as truck and t r a i l e r
m a n u f a c t u rers that provide leasing, extended warranty maintenance,
rental and other transportation services); greater than e x p e c t e d
expenses associated with the Company’s activities (including
i n c reased cost of fuel, freight and transportation) or personnel needs;
a vailability of equipment; changes in customers’ business envi-
ro nments (or the loss of a significant customer) or changes in gov-
ernment re g u l a t i o n s .

The risks included here are not exhaustive. New risk factors
emerge from time to time and it is not possible for management to
p redict all such risk factors or to assess the impact of such risk fac-
tors on the Company’s business. Ac c o rd i n g l y, the Company under-
takes no obligation to publicly update or revise any forw a rd -l o o k i n g
statements, whether as a result of new information, future eve n t s
or otherw i s e .


