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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omitted as it has been superceded by subsequent guidance provided by us.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.

                              STONEPATH GROUP, INC.
                          ANNUAL REPORT ON FORM 10-K/A
                            FOR THE FISCAL YEAR ENDED
                                DECEMBER 31, 2002
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                                     PART II

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.

                                       1

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

                                                             Stonepath Group, Inc.                                Air Plus
                                      ----------------------------------------------------------------    -------------------------
                                                            Year ended December 31,
                                      ----------------------------------------------------------------
                                                                                                          Six Months     Year ended
                                       Restated                                                           ended June      December
                                         2002          2001          2000         1999         1998        30, 2001       31, 2000
                                      ----------    ---------     ---------    ---------     ---------     --------       ---------

Revenues                              $  122,788    $  15,598     $       -    $       -     $       -     $ 26,015       $  56,201
Cost of transportation                    84,478        9,741             -            -             -       15,679          31,856
                                      ----------    ---------     ---------    ---------     ---------     --------       ---------
Net revenues                              38,310        5,857             -            -             -       10,336          24,345
Operating expenses                        35,956       10,409         7,420        2,761             -        9,660          20,544
                                      ----------    ---------     ---------    ---------     ---------     --------       ---------
Income (loss) from operations              2,354       (4,552)       (7,420)      (2,761)            -          676           3,801
Other income (expense)                       128        1,295         2,065       (2,812)            -          (24)            (11)
                                      ----------    ---------     ---------    ---------     ---------     --------       ---------
Income (loss) from continuing
   operations before income taxes          2,482       (3,257)       (5,355)      (5,573)            -          652           3,790
Income taxes                                 102            -             -            -             -            -               -
                                      ----------    ---------     ---------    ---------     ---------     --------       ---------
Income (loss) from continuing
   operations                              2,380       (3,257)       (5,355)      (5,573)            -          652           3,790
Loss from discontinued  operations             -      (13,863)      (30,816)     (18,258)      (12,737)           -               -
                                      ----------    ---------     ---------    ---------     ---------     --------       ---------
Net income (loss)                          2,380      (17,120)      (36,171)     (23,831)      (12,737)         652           3,790
Preferred stock dividends                 15,020       (4,151)      (45,751)      (6,605)      (15,251)           -               -
                                      ----------    ---------     ---------    ---------     ---------     --------       ---------
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Net income (loss) attributable to
   common stockholders                $   17,400    $ (21,271)    $ (81,922)   $ (30,436)    $ (27,988)    $    652       $   3,790
                                      ==========    =========     =========    =========     =========     ========       =========
Basic earnings (loss) per common share:
    Continuing operations             $     0.79    $   (0.36)    $   (2.89)   $   (1.15)    $       -
    Discontinued operations                 -           (0.68)        (1.75)       (1.73)        (5.94)
                                      ----------    ---------     ---------    ---------     ---------
                                      $     0.79    $   (1.04)    $   (4.64)   $   (2.88)    $   (5.94)
                                      ==========    ==========    =========    =========     =========
Diluted earnings (loss) per common
   share:(1)
    Continuing operations             $     0.08    $   (0.36)    $   (2.89)   $   (1.15)    $       -
    Discontinued operations                 -           (0.68)        (1.75)       (1.73)        (5.94)
                                      ----------    ---------     ---------    ---------     ---------
                                      $     0.08    $   (1.04)    $   (4.64)   $   (2.88)    $   (5.94)
                                      ==========    ==========    =========    =========     =========
Weighted average common shares:
    Basic                                 22,155       20,510        17,658       10,558         4,711
                                      ==========    ==========    =========    =========     =========
    Diluted                               29,233       20,510        17,658       10,558         4,711
                                      ==========    ==========    =========    =========     =========

Consolidated Balance Sheet Data:
(in thousands)
                                                               Stonepath Group, Inc.
                                                                     December 31,
                                      ----------------------------------------------------------------
                                          2002           2001        2000        1999           1998
                                      ----------       --------    --------     --------     ---------
Cash and cash equivalents             $    2,266       $ 15,228    $ 29,100     $  3,127     $       1
Working capital (deficit)                  5,634         15,259      27,713       (4,213)       (8,750)
Total assets                              55,166         40,803      44,911       13,989           372
Long-term debt and redeemable
   preferred stock                             -              -           -        4,516             -
Stockholders' equity (deficit)            35,431         32,432      43,326        1,701        (8,750)

-----------------
 (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.

                                       2

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.

                                       4

      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):

                                                                                                 Change
                                                                                        --------------------------
                                                        2002
                                                      Restated            2001           Amount           Percent
                                                      --------          --------        --------

Total revenues                                        $122,788          $ 15,598        $107,190            687.2%
                                                      ========          ========        ========

Transportation revenues                                113,510            15,174          98,336             648.1
Cost of transportation                                  84,478             9,741          74,737             767.2
                                                      --------          --------        --------
Net transportation revenues                             29,032             5,433          23,599             434.5
            Net transportation margins                   25.6%             35.8%
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Customs brokerage                                        6,290                --           6,290                NM
Warehousing and other
     value added services                                2,988               424           2,564             604.7
                                                      --------          --------        --------
                    Total net revenues                $ 38,310          $  5,857        $ 32,453             554.1
                                                      ========          ========        ========

      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.

                                       5

      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                         2001                        Change
                                                   ----------------------    ------------------------      ----------------------
                                                    Amount       Percent      Amount          Percent       Amount        Percent
                                                   ---------     -------     --------         -------      ---------      -------

Net revenues                                       $  38,310       100.0%    $  5,857           100.0%     $  32,453        554.1%
                                                   ---------      ------     --------          ------      ---------
Personnel costs                                       19,089        49.8        5,997           102.4         13,092        218.3
Other selling, general and administrative costs       14,680        38.3        3,917            66.9         10,763        274.8
Depreciation and amortization                          2,187         5.7          495             8.4          1,692        341.8
                                                   ---------      ------     --------          ------      ---------
Total operating costs                                 35,956        93.8       10,409           177.7         25,547        245.4
                                                   ---------      ------     --------          ------      ---------
Income (loss) from operations                          2,354         6.2       (4,552)          (77.7)         6,906         NM
Other income (expense)                                   128         0.3        1,295            22.1         (1,167)       (90.1)
                                                   ---------      ------     --------          ------      ---------
Income (loss) from operations before
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    income taxes                                       2,482         6.5       (3,257)          (55.6)         5,739         NM
Income taxes                                             102         0.3           --              --            102         NM
                                                   ---------      ------     --------          ------      ---------
Income (loss) from continuing                          2,380         6.2       (3,257)          (55.6)         5,637         NM
    operations
Loss from discontinued operations                         --          --      (13,863)         (236.7)        13,863         NM
                                                   ---------      ------     --------          ------      ---------
Net income (loss)                                      2,380         6.2      (17,120)         (292.3)        19,500         NM
Preferred stock dividends                             15,020        39.2       (4,151)          (70.9)        19,171         NM
                                                   ---------      ------     --------          ------      ---------
Net income (loss) attributable to common
    stockholders                                   $  17,400        45.4%    $(21,271)         (363.2)%    $  38,671         NM
                                                   =========      ======     ========          ======      =========

      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, 2002 from 219 at
December 31, 2001, an increase of 291 employees or 132.9%. Of this increase, 240
or 82.5% of the employees are engaged in operations; 16 or 5.5% of the employees
are engaged in sales and marketing; and 35 or 12.0% of the employees are engaged
in finance, administration, 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
business in 2002.

      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% of the increase was attributable to the
operations of the businesses we acquired in 2002; $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' operations in 2002
over 2001.

                                       6

      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, compared to a loss of
$4.6 million for 2001.

      Other income was $0.1 million in 2002, a decrease from $1.3 million in
2001.

      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
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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):

                                                                                                 Change
                                                                                       --------------------------
                                                        2001             2000           Amount           Percent
                                                      --------          ------         -------          ---------

Total revenues                                        $ 15,598          $   --         $15,598              NM
                                                      ========          ======         =======

Transportation revenues                                 15,174              --          15,174              NM
Cost of transportation                                   9,741              --           9,741              NM
                                                      --------          ------         -------
Net transportation revenues                              5,433              --           5,433              NM
            Net transportation margins                   35.8%              --              --              --

Customs brokerage                                           --              --              --              NM
Warehousing and other
     value added services                                  424              --             424              NM
                                                      --------          ------         -------
                    Total net revenues                $  5,857          $   --         $ 5,857              NM
                                                      ========          ======         =======

      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
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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                        Change
                                                   ----------------------    ------------------------      ----------------------
                                                    Amount       Percent      Amount          Percent       Amount        Percent
                                                   ---------     -------     --------         -------      ---------      -------

Net revenues                                       $   5,857       100.0%    $     --              --      $   5,857           NM
                                                   ---------      ------     --------          ------      ---------
Personnel costs                                        5,997       102.4        4,263              --          1,734         40.7%
Other selling, general and administrative costs        3,917        66.9        3,126              --            791         25.3
Depreciation and amortization                            495         8.4           31                            464      1,496.8
                                                   ---------      ------     --------          ------      ---------
Total operating costs                                 10,409       177.7        7,420              --          2,989         40.3
                                                   ---------      ------     --------          ------      ---------
Loss from operations                                  (4,552)      (77.7)      (7,420)             --          2,868         38.7
Other income                                           1,295        22.1        2,065              --           (770)       (37.3)
                                                   ---------      ------     --------          ------      ---------
Loss from continuing operations before
    income taxes                                      (3,257)      (55.6)      (5,355)             --          2,098         39.2
Income taxes
                                                          --          --           --              --             --           --
Loss from continuing operations                       (3,257)      (55.6)      (5,355)             --          2,098         39.2
Loss from discontinued operations                    (13,863)     (236.7)     (30,816)             --         16,953         55.0
                                                   ---------      ------     --------          ------      ---------
Net loss                                             (17,120)     (292.3)     (36,171)             --         19,051         52.7
Preferred stock dividends                             (4,151)      (70.9)     (45,751)             --         41,600         90.9
                                                   ---------      ------     --------          ------      ---------
Net loss attributable to common
    stockholders                                   $ (21,271)     (363.2)%   $(81,922)             --      $  60,651         74.0
                                                   =========      ======     ========          ======      =========

      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.

                                       8

      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):

                                                                                                 Change
                                                                                       --------------------------
                                                        2002            2001
                                                      Restated        Restated          Amount           Percent
                                                      --------        --------         -------          ---------

Total revenues                                        $145,902        $119,857         $26,045            21.7%
                                                      ========        ========         =======
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Transportation revenues                                134,310         111,589          22,721             20.4
Cost of transportation                                 100,748          82,455          18,293             22.2
                                                      --------        --------         -------
Net transportation revenues                             33,562          29,134           4,428             15.2
            Net transportation margins                   25.0%           26.1%              --               --

Customs brokerage                                        8,333           6,799           1,534             22.6
Warehousing and other
     value added services                                3,259           1,469           1,790            121.9
                                                      --------        --------         -------
                    Total net revenues                $ 45,154        $ 37,402         $ 7,752             20.7
                                                      ========        ========         =======

      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 is 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.
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      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                        Change
                                                   ----------------------    ------------------------      ----------------------
                                                    Amount       Percent      Amount          Percent       Amount        Percent
                                                   ---------     -------     --------         -------      ---------      -------

  Net revenues                                     $  45,154      100.0%     $ 37,402          100.0%      $   7,752        20.7%
                                                   ---------      ------     --------          ------      ---------

  Personnel costs                                     22,214        49.2       17,377            46.5          4,837         27.8
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  Other selling, general and administrative           18,398        40.7       18,180            48.6            218          1.2
                                                   ---------      ------     --------          ------      ---------

  Total operating costs                               40,612        89.9       35,557            95.1          5,055         14.2
                                                   ---------      ------     --------          ------      ---------

  Income from operations                               4,542        10.1        1,845             4.9          2,697        146.2
  Other income (expense)                                  14          --          (13)             --             27        NM
                                                   ---------      ------     --------          ------      ---------

  Income from continuing  operations  before
      income taxes                                     4,556        10.1        1,832             4.9          2,724        148.7
  Income taxes                                           187         0.4           50             0.1            137        274.0
                                                   ---------      ------     --------          ------      ---------

  Income from continuing operations                $   4,369        9.7%     $  1,782            4.8%      $   2,587        145.2%
                                                   =========      ======     ========          ======      =========

      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
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                                                                        Year ended December 31, 2002
                                    -----------------------------------------------------------------------------------------------
                                                               Restated
                                        Restated                Global           United American
                                       historical        January 1- April 4,   January 1- May 30,     Pro forma          Restated
                                    Stonepath Group              2002                  2002           adjustments        pro forma
                                    ---------------      -------------------   ------------------     -----------        ----------

Total revenues                        $  122,788             $  10,707             $  12,407           $     --          $  145,902
Cost of transportation                    84,478                 7,049                 9,221                                100,748
                                      ----------             ---------             ---------           --------           ---------

                                                                                                             --

Net revenues                              38,310                 3,658                 3,186                 --              45,154

Personnel costs                           19,089                 1,642                 1,407                 76(1)           22,214
Other selling, general and
    administrative costs                  16,867                   763                   880               (112)(2)          18,398
                                      ----------             ---------             ---------           --------           ---------

Income from operations                     2,354                 1,253                   899                 36               4,542

Other income (expense)
  Interest income                             91                    --                    --                (73)(3)              18
  Other, net                                  37                    27                  (68)                 --                  (4)
                                      ----------             ---------             ---------           --------           ---------
Income before income taxes
                                           2,482                 1,280                   831                (37)              4,556
Income taxes                                 102                    36                    22                (27)(4)             187
                                      ----------             ---------             ---------           --------           ---------

Net income                            $    2,380             $   1,244             $     809           $   (64)           $   4,369
                                      ==========             =========             =========           ========           =========

(1) To reflect contractual changes to officers' compensation.

(2) To reflect amortization of acquired identifiable intangibles under the
    declining balance method using a 25% rate.

(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.

                                                                   Year ended December 31, 2001
                                 -------------------------------------------------------------------------------------------------
                                                         Air Plus
                                   Historical          January 1 -        Restated          United         Pro forma     Restated
                                 Stonepath Group     October 4, 2001       Global          American       adjustments    pro forma
                                 ---------------     ---------------      --------         --------       -----------    ----------

Total revenues                      $  15,598           $  41,224         $ 41,598         $ 21,437        $     --       $ 119,857
Cost of transportation                  9,741              26,527           30,548           15,639              --          82,455
                                    ---------           ---------         --------         --------        --------       ---------

Net revenues                            5,857              14,697           11,050            5,798              --          37,402
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Personnel costs                         5,997               5,985            6,571            2,557          (3,733)(1)      17,377
Other selling, general and
    administrative costs                4,412               6,697            3,386            2,325           1,360(2)       18,180
                                    ---------           ---------         --------         --------        --------       ---------

Income (loss) from operations          (4,552)              2,015            1,093              916           2,373           1,845

Other income (expense)
  Interest income                       1,286                 (43)             (89)             (23)           (957)(3)         174
  Other, net                                9                (196)              --               --              --            (187)
                                    ---------           ---------         --------         --------        --------       ---------

Income (loss) before
  income    taxes                      (3,257)              1,776            1,004              893           1,416           1,832
Income taxes                               --                  --               --               --              50(4)           50
                                    ---------           ---------         --------         --------        --------       ---------

Net income (loss)                   $ (3,257)           $   1,776         $  1,004         $    893        $  1,366       $   1,782
                                    =========           =========         ========         ========        ========       =========

                                       11

(1) To reflect contractual changes to officers' compensation.

(2) To reflect amortization of acquired identifiable intangibles under the
    declining balance method using a 25% rate.

(3) 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.

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

Disclosures About Contractual Obligations

      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                       Less than                                       More than
                                                1 year        1 - 3 years      3- 5 years      5 years          Total
                                             -----------      -----------     ----------       ---------     -----------

Operating lease obligations                   $3,782,000      $ 5,726,000     $2,435,000       $ 611,000     $12,554,000

Other long-term liabilities reflected on
the Registrant's balance sheet under GAAP(a)   3,880,000               --             --              --       3,880,000

Letter of credit                                 160,000               --             --              --         160,000
                                             -----------      -----------     ----------       ---------     -----------

Total contractual obligations                  7,822,000        5,726,000      2,435,000         611,000      16,594,000

Contingent earn-out obligations (b)                   --       14,900,000      7,450,000         255,000      22,605,000
                                             -----------      -----------     ----------       ---------     -----------

Total contractual and contingent obligations $ 7,822,000      $20,626,000     $9,885,000       $ 866,000     $39,199,000
                                             ===========      ===========     ==========       =========     ===========
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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 transportation services. The United American
transaction provided us with a new time-definite service offering focused on the
automotive industry. The transaction is valued at up to $16.1 million,
consisting of cash of $5.1 million paid at closing and a four-year earn-out
arrangement based upon the future financial performance of United American. We
agreed to pay the former United American shareholder a total of $5.0 million
base earn-out payments in installments of $1.25 million in 2003 through 2006,
with each installment payable in full if United American achieves pre-tax income
of $2.2 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 pre-tax income in any other
payout year exceeds the $2.2 million level. The Company has also provided the
former United American shareholder with additional incentive to generate
earnings in excess of the base $2.2 million annual earnings target ("tier-two
earn-out"). Under United American's tier-two earn-out, the former United
American shareholder is also entitled to receive 50% of the cumulative pre-tax
earnings generated by a certain pre-acquisition customer in excess of $8.8
million during the four year earn-out period subject to a maximum additional
earn-out opportunity of $6.0 million. United American would need to generate
cumulative earnings of $20.8 million over the four year earn-out period to
receive the full $11.0 million in contingent earn-out payments. Based upon 2002
performance, the former United American shareholder will receive $0.2 million on
April 1, 2003, and has an earnings shortfall of $1.0 million. In future years,
earnings in excess of the $2.2 million earnings target would first be applied
against the $1.0 million shortfall.

      On October 1, 2002 we acquired TSI, a Northern Virginia-based privately
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held provider of expedited domestic and international transportation services.
The TSI transaction capitalized on TSI's existing base of government contract
work in the Washington metropolitan area and served as a supplement to an
existing Company-operated facility in that area. The transaction was valued at
up to $1.1 million, consisting of cash of $0.5 million paid at closing, and a
three-year earn-out arrangement. The Company agreed to pay the former TSI
shareholder $0.2 million for each year in the three year earn-out period ending
December 31, 2005, based upon the annual net revenue targets of $1.6 million. In
the event there is a shortfall in net revenues, the earn-out payment will be
reduced proportionally to the extent of the shortfall, provided no earn-out
payment shall be made if net revenues for the year fall below $1.0 million.
Shortfalls may be carried over or carried back to the extent that net revenues
in any other payout year exceeds the $1.6 million level.

      We are also in the process of closing a transaction that will
significantly increase our presence in Asia. On March 12, 2003, we announced our
agreement to acquire a 70.0% interest in Singapore-based G-Link Group
("G-Link"), a platform acquisition that will provide the foundation for our
service offering in Southeast Asia. As currently structured, we are expected to
pay at closing approximately $2.4 million in cash and $1.2 million of our common
stock to the G-Link shareholders. We would also expect to pay the G-Link
shareholders for working capital balances. The amount, estimated to be in the
range of $1.0 to $2.0 million, would be paid using Company common stock. The
G-Link shareholders would be entitled to a four year earn-out arrangement based
upon the future financial performance of G-Link. The earn-out is expected to be
$2.4 million, payable in installments of $0.6 million per year. The transaction
is expected to close by no later than June 30, 2003, and is subject to customary
closing conditions, including the securing of third-party and regulatory
consents, as well as the completion of an audit of G-Link for the year ended
December 31, 2002.

      We will be required to make significant payments in the future if the
earn-out installments under our various acquisitions become due. While we
believe that a significant portion of the required payments will be generated by
the acquired subsidiaries, we may have to secure additional sources of capital
to fund some portion of the earn-out payments as they become due. This presents
us with certain business risks relative to the availability and pricing of
future fund raising, as well as the potential dilution to our stockholders if
the fund raising involves the sale of equity.

                                       14

         The following table summarizes our contingent base earn-out payments
(in thousands)(1)(2)

                                                2004        2005        2006         2007       2008        Total
                                              ---------   ---------   ---------    ---------   -------    ----------

Earn-out payments:
   Domestic                                   $   6,450   $   6,450   $   5,450    $      --   $    --    $   18,350
   International                                  1,000       1,000       1,000        1,000       255         4,255
                                              ---------   ---------   ---------    ---------   -------    ----------

Total earn-out payments                       $   7,450   $   7,450   $   6,450    $   1,000   $   255    $   22,605
                                              =========  ==========   =========    =========   =======    ==========

Prior year pre-tax earnings targets.(3)

   Domestic                                   $   8,686   $   8,686   $   8,686    $      --   $   - -    $   26,058
   International                                  2,000       2,000       2,000        2,000       510         8,510
                                              ---------   ---------   ---------    ---------   -------    ----------
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   Total pre-tax earnings targets             $  10,686   $  10,686   $  10,686    $   2,000   $    510   $   34,568
                                              =========  ==========   =========    =========   =======    ==========

Earn-outs as a percentage of prior year pre-tax earnings targets:

   Domestic                                       74.3%       74.3%       62.7%           --        --          70.4%
   International                                  50.0%       50.0%       50.0%        50.0%     50.0%         50.0%
   Combined                                       69.7%       69.7%       60.4%        50.0%     50.0%         65.4%

----------------
(1) Excludes the impact of prior year's pre-tax earnings carryforwards (excess
    or shortfalls versus earnings targets).

(2) During the 2003-2007 earn-out period, there is an additional contingent
    obligation related to tier-two earn-outs that could be as much as $8.0
    million if the applicable acquired companies generate an incremental $17.0
    million in pre-tax earnings.

(3) Aggregate pre-tax earnings targets as presented here identify the uniquely
    defined earnings targets of each acquisition and should not be interpreted
    to be the consolidated pre-tax earnings of the Company which would give
    effect for, among other things, amortization or impairment of intangible
    created in connection with each acquisition or various other expenses which
    may not be charged to the operating groups for purposes of calculating
    earn-outs.

      The Company is a defendant in a number of legal proceedings. Although we
believe that the claims asserted in these proceedings are without merit, and we
intend to vigorously defend these matters, there is the possibility that the
Company could incur material expenses in the defense and resolution of these
matters. Furthermore, since the Company has not established any reserves in
connection with such claims, any such liability, if at all, would be recorded as
an expense in the period incurred or estimated. This amount, even if not
material to the Company's overall financial condition, could adversely affect
the Company's results of operations in the period recorded.

New Accounting Pronouncements

      On January 1, 2002, the Company adopted Statement of Financial Accounting
Standards ("SFAS") No. 144, Accounting for the Impairment or Disposal of
Long-Lived Assets, which establishes criteria and methodologies for the
measurement, recognition and classification of long-lived assets. The adoption
of SFAS No. 144 did not have a material impact on the Company's consolidated
financial statements.

      In June 2002, the Financial Accounting Standards Board ("FASB") issued
SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities,
requiring companies to recognize liabilities and costs associated with exit or
disposal activities initiated after December 31, 2002 when they are incurred,
rather than when management commits to an exit or disposal plan. SFAS No. 146
also requires that such liabilities be measured at fair value. SFAS No. 146 had
no impact on the Company's consolidated financial statements but may affect the
measurement and recognition of any future restructuring activities.

      In November 2002, the FASB issued Interpretation No. 45, Guarantor's
Accounting and Disclosure of Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others, which elaborates on the existing
disclosure requirements for guarantees and provides clarification on when a
company must measure and recognize a liability related to guarantees issued. The
disclosure requirements of Interpretation No. 45 are effective for the Company's
consolidated financial statements for the year ended December 31, 2002. The
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measurement and recognition provisions are to be applied on a prospective basis
for guarantees issued or modified after December 31, 2002. The adoption of
Interpretation No. 45 did not require additional disclosures and is not expected
to impact the Company's consolidated financial statements as the Company does
not typically issue guarantees related to third-party indebtedness or
performance.

                                       15

      In December 2002, the FASB issued SFAS No. 148, Accounting for Stock-Based
Compensation - Transition and Disclosure, which (i) amends SFAS No. 123,
Accounting for Stock-Based Compensation, to provide alternative methods of
transition for an entity that voluntarily changes the fair value based method of
accounting for stock-based employee compensation, (ii) amends the disclosure
provisions of SFAS No. 123 to require prominent disclosure about the effects on
reported net income of an entity's accounting policy decisions with respect to
stock-based employee compensation and (iii) amends Accounting Principles Board
Opinion No. 28, Interim Financial Reporting, to require disclosure about those
effects in interim financial information. Items (ii) and (iii) in the new
requirements of SFAS No. 148 are effective for financial statements for fiscal
years ending after December 15, 2002. The Company has included the requirements
of item (ii) in Note 3 - Summary of Significant Accounting Policies and will
include the requirements of item (iii) beginning with its first interim report
as of and for the period ending March 31, 2003.

      In January 2003, the FASB issued Interpretation No. 46, Consolidation of
Variable Interest Entities, which provides new guidance with respect to the
consolidation of all unconsolidated entities, including special purpose
entities. The adoption of Interpretation No. 46 in 2003 is not expected to
impact the Company's consolidated financial statements as the Company does not
have investments in any unconsolidated special purpose or variable interest
entities.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

      Our exposure to market risk relates primarily to changes in interest rates
and the resulting impact on our invested cash. We place our cash with high
credit quality financial institutions and invest that cash in money market funds
and investment grade securities with maturities of less than 90 days. We are
averse to principal loss and ensure the safety and preservation of our invested
funds by investing in only highly rated investments and by limiting our exposure
in any one issuance. If market interest rates were to increase immediately and
uniformly by 10% from levels at December 31, 2002, the fair value of our
portfolio would decline by an immaterial amount. We do not invest in derivative
financial instruments.

Item 8. Financial Statements and Supplementary Data

      Our financial statements as of December 31, 2002 and 2001 and for each of
the years in the three-year period ended December 31, 2002 and footnotes related
thereto, revised to reflect the restatement thereof as more fully discussed in
Note 2 to the consolidated financial statements, are included within Item 15(a)
of this Report and may be found at pages 22 through 49. Predecessor combined
financial statements for Air Plus for the year ended December 31, 2000 and
footnotes related thereto are also included within Item 15(a) of this Report and
may be found at pages 50 through 56. Schedule II - Valuation and Qualifying
Accounts, may be found on page 57.

                                    PART III

Item 14.   Controls and Procedures
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Controls and Procedures

         As required by Rule 13a-15 under the Securities Exchange Act of 1934,
as of the end of the period covered by this report, the Company carried out an
evaluation of the effectiveness of the Company's disclosure controls and
procedures. This evaluation was carried out under the supervision and with the
participation of the Company's management, including the Company's Chief
Executive Officer and Chief Financial Officer. Based upon that evaluation, the
Company's Chief Executive Officer and Chief Financial Officer concluded that the
Company's disclosure controls and procedures are effective. Other than as
discussed in the third paragraph of this Item 14, there have been no significant
changes in the Company's internal controls or in other factors, which could
significantly affect internal controls subsequent to the date the Company
carried out its evaluation.

         Disclosure controls and procedures are designed to ensure that
information required to be disclosed in Company reports filed or submitted under
the Exchange Act is recorded, processed, summarized and reported within the time
periods specified in the Securities and Exchange Commission's rules and forms.
Disclosure controls and procedures include, without limitation, controls and
procedures designed to ensure that information required to be disclosed in
Company reports filed under the Exchange Act is accumulated and communicated to
management, including the Company's Chief Executive Officer and Chief Financial
Officer as appropriate, to allow timely decisions regarding required disclosure.

                                       16

         At the end of December 2003, it was determined that the Company's
consolidated statements of operations for the last three quarters of fiscal
2002, the first three quarters of fiscal 2003, and for the year ended December
31, 2002 would need to be restated, as a result of an error discovered in the
legacy accounting processes of Stonepath Logistics International Services, Inc.
(f/k/a "Global Transportation Systems, Inc.") and Global Container Line, Inc,
its wholly owned subsidiary. The Company determined that a process error existed
which resulted in the failure to eliminate certain intercompany transactions in
consolidation. This process error had been embedded within the legacy accounting
processes of Global Transportation Systems, Inc. for a period which began
substantially before its acquisition by the Company in April 2002.

         The Company believes that the presence of this error, in and of itself,
constitutes a reportable condition as defined under standards established by the
American Institute of Certified Public Accountants. A reportable condition is a
significant deficiency in the design or operation of internal controls, which
could adversely affect an organization's ability to initiate, record, process
and report financial data consistent with the assertions of management in the
financial statements. To specifically respond to this matter, and in general to
meet our obligations under Section 404 of the Sarbanes-Oxley Act of 2002, the
Company has commenced an overall review of its internal controls over financial
reporting. As part of the assessment of its internal controls over financial
reporting, the Company will focus on its recent growth in terms of both size and
complexity, coupled with the fact that its finance and accounting functions are
largely decentralized. Although this review is not yet completed, the Company
has initiated an immediate change in process to correct the error that occurred
and to reduce the likelihood that a similar error could occur in the future.

         As of the date of this Report, the Company believes it has a plan
that, when completed, will eliminate the reportable condition described above.
There were no other changes during the fourth quarter ended December 31, 2003
that have materially affected, or are reasonably likely to materially affect,
the Company's disclosure controls and procedures.
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                                     PART IV

Item 15.   Exhibits, Financial Statement Schedules and Reports on Form 8-K

(a) Documents filed as part of this Report:

         1.       Consolidated Financial Statements:
                      Independent Auditors' Report............................................................   22
                  Consolidated Balance Sheets as of December 31, 2002 and 2001................................   23
                  Consolidated Statements of Operations for the Years Ended
                      December 31, 2002 (As restated), 2001 and 2000..........................................   24
                  Consolidated Statements of Stockholders' Equity and Comprehensive Income (Loss)
                      for the Years Ended December 31, 2002, 2001 and 2000....................................   25
                  Consolidated Statements of Cash Flows for the Years Ended
                      December 31, 2002, 2001 and 2000........................................................   27
                  Notes to Consolidated Financial Statements..................................................   28

         2.       Predecessor Combined Financial Statements:
                      Independent Auditors' Report............................................................   50
                  Combined Statements of Operations for the Year Ended
                      December 31, 2000, and the Six Months Ended June 30, 2001 and 2000 (Unaudited)..........   51
                  Combined Statements of Changes in Shareholders' Equity and Comprehensive Income
                      for the Year Ended December 31, 2000 and the Six Months Ended June 30, 2001
                      (Unaudited).............................................................................   52
                  Combined Statements of Cash Flows for the Year Ended
                      December 31, 2000 and the Six Months Ended June 30, 2001 and 2000 (Unaudited)...........   53
                  Notes to Combined Financial Statements......................................................   54

         3.       Consolidated Financial Statement Schedule:
                  Schedule II - Valuation and Qualifying Accounts.............................................   57

(b) Reports on Form 8-K:

      We filed one report on Form 8-K during the fiscal quarter ended December
31, 2002:

             (i)  Form 8-K dated October 16, 2002 providing information pursuant
                  to Regulation FD relative to a series of meetings the Company
                  intended to hold with private investors.

(c) Exhibit Listing:

Exhibit
Number     Document
------     --------

2.1(1)     Stock Purchase Agreement by and among Stonepath Logistics, Inc.,
           Stonepath Group, Inc. and M.G.R., Inc, Distribution Services, Inc.,
           Contract Air, Inc., the Shareholders of M.G.R., Inc., Distribution
           Services, Inc., Contract Air, Inc. and Gary A. Koch (as Shareholders'
           Agent)

2.2(1)     First Amendment to Stock Purchase Agreement by and among Stonepath
           Logistics, Inc., Stonepath Group, Inc. and M.G.R., Inc, Distribution
           Services, Inc., Contract Air, Inc., the Shareholders of M.G.R., Inc.,
           Distribution Services, Inc., Contract Air, Inc. and Gary A. Koch (as

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

26



           Shareholders' Agent)

2.3(2)     Stock Purchase Agreement dated March 5, 2002 by and among Stonepath
           Group, Inc., Stonepath Logistics International Services, Inc. and
           Global Transportation Services, Inc. and the Shareholders of Global
           Transportation Services, Inc. and Jason F. Totah (as shareholders'
           agent)
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Exhibit
Number     Document
------     --------

2.4(3)     Stock Purchase Agreement dated April 9, 2002 by and among Stonepath
           Logistics Domestic Services, Inc. and United American Acquisitions
           and Management, Inc., d/b/a United American Freight Services, Inc.
           and Douglas Burke

2.5(3)     Amendment to Stock Purchase Agreement dated May 30, 2002 by and among
           Stonepath Logistics Domestic Services, Inc., and United American
           Acquisitions and Management, Inc., d/b/a United Freight Services,
           Inc. and Douglas Burke

3.1(4)     Amended and Restated Certificate of Incorporation

3.2(5)     Certificate of Amendment to the Certificate of Incorporation

3.3(5)     Amended and Restated Bylaws

3.4(6)     Certificate of Designation of Series D Convertible Preferred Stock

4.1(4)     Specimen Common Stock Certificate for Stonepath Group, Inc.

4.2(7)     Form of Common Stock Purchase Warrant issued in connection with the
           Series C Convertible Preferred Stock

4.3(8)     Form of Amendment to Common Stock Purchase Warrant issued upon
           conversion of the Series C Convertible Preferred Stock effective as
           of July 19, 2002

4.4(8)     Form of Contingent Warrant issued upon conversion of the Series C
           Convertible Preferred Stock effective as of July 19, 2002

4.5(6)     Form of Exchange Agreement by and between the Company and certain
           holders of the Company's Series C Convertible Preferred Stock

4.6(9)     Stonepath Group, Inc. Amended and Restated 2000 Stock Incentive Plan
           (the "Plan")

4.7(9)     Form of Stock Option Agreement under the Plan

4.8(9)     Form of Non-Plan Option to Purchase Common Stock of the Company

4.9(10)    Amended and Restated Option Agreement between the Company and Dennis
           L. Pelino effective as of February 22, 2002 ("Pelino Options")

4.10(11)   Amendment No. 1 to Amended and Restated Option to Purchase Common
           Stock of Stonepath Group, Inc. granted to Dennis L. Pelino, Effective
           as of July 3, 2002

4.11(11)   Stock Option Agreement between the Company and Dennis L. Pelino dated
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           July 3, 2002

4.12(9)    Stock Option Agreement between the Company and Stephen M. Cohen dated
           April 19, 2001

4.13(14)   Stock Option Agreement between the Company and Stephen M. Cohen dated
           July 3, 2002.

4.14(13)   Stock Option Agreement between the Company and Bohn H. Crain dated
           January 10, 2002

4.15(14)   Stock Option Agreement between the Company and Bohn H. Crain dated
           July 3, 2002

4.16(18)   Stock Option Agreement between the Company and Bohn H. Crain dated
           February 24, 2003
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Exhibit
Number     Document
------     --------

4.17(18)   Stock Option Agreement between the Company and Dennis L. Pelino
           (covering the grant of 300,000 Options) dated March 10, 2003

4.18(18)   Stock Option Agreement between the Company and Dennis L. Pelino
           (covering the grant of 400,000 Options) dated March 10, 2003

4.19(18)   Form of Subscription Agreement by and between the Company and certain
           purchasers of common shares (including exhibit providing for
           registration rights)

4.20(18)   Placement Agency Agreement between the Company and Stonegate
           Securities, Inc. dated October 16, 2002

4.21(9)    Stock Option Agreement between the Company and Andrew P. Panzo dated
           April 19, 2001

4.22(9)    Stock Option Agreement between Net Value, Inc. and Andrew P. Panzo
           dated December 4, 1999

4.23(12)   Option to Purchase Common Stock of the Company granted to Andrew P.
           Panzo effective as of June 1, 1999

10.1(10)   Amended and Restated Employment Agreement between the Company and
           Dennis L. Pelino dated February 22, 2002

10.2(12)   Amended and Restated Employment Agreement between the Company and
           Stephen M. Cohen dated April 19, 2001

10.3(10)   Letter Agreement between the Company and Stephen M. Cohen dated
           December 27, 2001 10.4(18) Amended and Restated Employment Agreement
           between the Company and Bohn H. Crain dated February 24, 2003

10.5(15)   Separation Agreement between the Company and Andrew P. Panzo dated
           December 11, 2001

10.6(1)    Executive Employment Agreement between M.G.R., Inc. and Gary Koch
           dated as of October 5, 2001

10.7(18)   Executive Employment Agreement between Global Transportation
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           Services, Inc. and Jason F. Totah dated April 4, 2002

10.8(16)   Stonepath Group, Inc. 401(k) Profit Sharing Plan.

10.9(17)   Loan and Security Agreement dated as of May 15, 2002 between LaSalle
           Business Credit, Inc. and Stonepath Group, Inc., Contract Air, Inc.,
           Distribution Services, Inc., Global Transportation Services, Inc.,
           Global Container Line, Inc., M.G.R., Inc., d/b/a Air Plus Limited,
           Net Value, Inc., Stonepath Logistics Domestic Services, Inc.,
           Stonepath Logistics International Services, Inc. and Stonepath
           Operations, Inc.

21.1(18)   Subsidiaries of Stonepath Group, Inc.

23.1(19)   Independent Auditors' Consent

23.2(19)   Independent Auditors' Consent
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Exhibit
Number     Document
------     --------

31.1(19)   Certification of Chief Executive Officer Pursuant to Section 302 of
           the Sarbanes-Oxley Act of 2002

31.2(19)   Certification of Chief Financial Officer Pursuant to Section 302 of
           the Sarbanes-Oxley Act of 2002

32.1(19)   Certification of Chief Executive Officer Pursuant to Section 906 of
           the Sarbanes-Oxley Act of 2002. (This exhibit shall not be deemed
           "filed" for purposes of Section 18 of the Securities Exchange Act of
           1934, as amended, or otherwise subject to the liability of that
           section. Further, this exhibit shall not be deemed to be incorporated
           by reference into any filing under the Securities Act of 1933, as
           amended, or the Securities Exchange Act of 1934, as amended.)

32.2(19)   Certification of Chief Financial Officer Pursuant to Section 906 of
           the Sarbanes-Oxley Act of 2002. (This exhibit shall not be deemed
           "filed" for purposes of Section 18 of the Securities Exchange Act of
           1934, as amended, or otherwise subject to the liability of that
           section. Further, this exhibit shall not be deemed to be incorporated
           by reference into any filing under the Securities Act of 1933, as
           amended, or the Securities Exchange Act of 1934, as amended.)

----------------
(1)   Incorporated by reference to the Company's Current Report on Form 8-K
      dated October 5, 2001 filed October 19, 2001
(2)   Incorporated by reference to the Company's Current Report on Form 8-K
      dated April 4, 2002 filed April 19, 2002
(3)   Incorporated by reference to the Company's Current Report on Form 8-K
      dated May 30, 2002 filed June 12, 2002
(4)   Incorporated by reference to the Company's Registration Statement on Form
      S-1 (Reg. No. 333-88629) filed October 8, 1999
(5)   Incorporated by reference to the Company's Annual Report on Form 10-K for
      the year ended December 31, 2000, filed April 2, 2001
(6)   Incorporated by reference to Amendment No. 1 to the Company's Registration
      Statement on Form S-3 filed July 31, 2002 (Registration No. 333-91240).
(7)   Incorporated by reference to the Company's Current Report on Form 8-K
      dated March 3, 2000, filed March 17, 2000
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(8)   Incorporated by reference to the Company's Form 10-Q for the third quarter
      ended September 30, 2002, filed November 14, 2002.
(9)   Incorporated by reference to the Company's Registration Statement on Form
      S-8 filed December 11, 2001
(10)  Incorporated by reference to the Company's Annual Report on Form 10-K for
      the year ended December 31, 2001, filed March 29, 2002
(11)  Incorporated by reference to the Company's Current Report on Form 8-K
      dated July 15, 2002, filed July 16, 2002
(12)  Incorporated by reference to the Company's Form 10-Q for the second
      quarter ended June 30, 2001, filed August 13, 2001
(13)  Incorporated by reference to the Company's Current Report on Form 8-K
      dated January 15, 2002, filed January 25, 2002
(14)  Incorporated by reference to the Company's Form 10-Q for the second
      quarter ended June 30, 2002, filed August 14, 2002
(15)  Incorporated by reference to the Company's Current Report on Form 8-K
      dated December 14, 2001, filed December 27, 2001
(16)  Incorporated by reference to the Company's Registration Statement on Form
      S-8 filed on February 25, 2003 (Registration No. 10439).
(17)  Incorporated by reference to the Company's Current Report on Form 8-K
      dated May 15, 2002, filed May 20, 2002
(18)  Incorporated by reference to the Company's Annual Report on Form 10-K for
      the year ended December 31, 2002, filed March 31, 2003.
(19)  Filed herewith.
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                          Independent Auditors' Report

Board of Directors and Stockholders of
Stonepath Group, Inc.:

We have audited the accompanying consolidated balance sheets of Stonepath Group,
Inc. and subsidiaries (the Company) as of December 31, 2002 and 2001, and the
related consolidated statements of operations, stockholders' equity and
comprehensive income (loss) and cash flows for each of the years in the
three-year period ended December 31, 2002. In connection with our audits of the
consolidated financial statements, we also have audited the financial statement
schedule as of and for the three years ended December 31, 2002. These
consolidated financial statements and financial statement schedule are the
responsibility of the Company's management. Our responsibility is to express an
opinion on these consolidated financial statements and financial statement
schedule based on our audits.

We conducted our audits in accordance with auditing standards generally accepted
in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present
fairly, in all material respects, the financial position of Stonepath Group,
Inc. and subsidiaries as of December 31, 2002 and 2001 and the results of their
operations and their cash flows for each of the years in the three-year period
ended December 31, 2002 in conformity with accounting principles generally
accepted in the United States of America. Also in our opinion, the related
financial statement schedule, when considered in relation to the basic
consolidated financial statements taken as a whole, presents fairly, in all
material respects, the information set forth therein.

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

30



As discussed in Note 2 to the consolidated financial statements, the Company has
restated its consolidated statement of operations for the year ended December
31, 2002.

                                  /s/ KPMG LLP

Philadelphia, Pennsylvania
February 25, 2003, except
  as to Note 18, which is
  as of March 10, 2003 and
  Note 2, which is as of
  January 7, 2004
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                              STONEPATH GROUP, INC.
                           Consolidated Balance Sheets
                           December 31, 2002 and 2001

                                                                                          2002                 2001
                                                                                       -----------         ------------

                                        Assets
Current assets:
     Cash and cash equivalents                                                         $ 2,266,108         $ 15,227,830
     Accounts receivable, less allowances for doubtful accounts
        of $320,000 and $167,000 at 2002 and 2001, respectively                         21,799,983            7,303,426
     Loans receivable from related parties                                                  39,593               64,589
     Prepaid expenses                                                                      963,102              618,873
     Assets of discontinued operations                                                     300,000              415,845
                                                                                       -----------         ------------

                         Total current assets                                           25,368,786           23,630,563
Goodwill                                                                                20,311,150           10,822,816
Furniture and equipment, net                                                             3,233,677            1,737,603
Acquired intangibles, net                                                                5,042,555            4,322,333
Note receivable, related party                                                             262,500                   --
Other assets                                                                               946,847              289,574
                                                                                       -----------         ------------

                         Total assets                                                  $55,165,515         $ 40,802,889
                                                                                       ===========         ============

                           Liabilities and Stockholders' Equity

     Current liabilities:
     Accounts payable                                                                  $12,873,703         $  5,353,656
     Earn-out payable                                                                    3,879,856                   --
     Accrued payroll and related expenses                                                1,195,275            1,427,315
     Accrued expenses                                                                    1,786,100            1,590,272
                                                                                       -----------         ------------

                         Total current liabilities                                      19,734,934            8,371,243
                                                                                       -----------         ------------

Commitments and contingencies (Notes 10 and 11)

Stockholders' equity:
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     Preferred stock, $.001 par value, 10,000,000 shares authorized;
        Series C, convertible, issued and outstanding: 3,750,479 shares at 2001                 --                3,750
        Series D, convertible, issued and outstanding: 360,745 shares at 2002
          (liquidation preference: $21,644,700)                                                361                   --
     Common stock, $.001 par value, 100,000,000 shares authorized; issued and
        outstanding: 23,453,414 shares and 20,903,110 shares at 2002 and 2001,              23,453               20,903
     respectively
     Additional paid-in capital                                                        196,235,064          210,730,999
     Accumulated deficit                                                              (160,711,891)      (178,112,368)
     Deferred compensation                                                               (116,406)            (211,638)
                                                                                       -----------         ------------

                         Total stockholders' equity                                     35,430,581           32,431,646
                                                                                       -----------         ------------

                         Total liabilities and stockholders' equity                    $55,165,515         $ 40,802,889
                                                                                       ===========         ============

          See accompanying notes to consolidated financial statements.
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                              STONEPATH GROUP, INC.
                      Consolidated Statements of Operations
                  Years ended December 31, 2002, 2001 and 2000

                                                                            Restated
                                                                              2002              2001              2000
                                                                        ---------------   ---------------    --------------

Total revenue                                                           $   122,787,625   $    15,597,889    $           --

Cost of transportation                                                       84,477,430         9,740,774                --
                                                                        ---------------   ---------------    --------------

Net revenue                                                                  38,310,195         5,857,115                --
Personnel costs                                                              19,089,069         5,997,245         4,262,646
Other selling, general and administrative costs                              14,679,960         3,916,601         3,125,929
Depreciation and amortization                                                 2,186,951           495,046            31,275
                                                                        ---------------   ---------------    --------------

Income (loss) from operations                                                 2,354,215        (4,551,777)       (7,419,850)
Other income (expense):
    Interest income                                                              90,680         1,285,657         2,080,140
    Interest expense                                                                 --            (4,102)          (15,713)
    Other income                                                                 37,311            13,153                --
                                                                        ---------------   ---------------    --------------

Income (loss) from continuing operations before income taxes                  2,482,206        (3,257,069)       (5,355,423)
Income taxes                                                                    101,877                --                --
                                                                        ---------------   ---------------    --------------

Income (loss) from continuing operations                                      2,380,329        (3,257,069)       (5,355,423)
Discontinued operations:
     Loss from discontinued operations                                               --       (13,862,713)      (30,815,850)
                                                                        ---------------   ---------------    --------------
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Net income (loss)                                                             2,380,329       (17,119,782)      (36,171,273)
Preferred stock dividends and effect of redemption                           15,020,148        (4,151,198)      (45,750,830)
                                                                        ---------------   ---------------    --------------

Net income (loss) attributable to common stockholders                   $    17,400,477   $   (21,270,980)   $  (81,922,103)
                                                                        ===============   ===============    ==============

Basic earnings (loss) per common share -
     Continuing operations                                              $          0.79   $         (0.36)   $        (2.89)
     Discontinued operations                                                         --             (0.68)            (1.75)
                                                                        ---------------   ---------------    --------------

         Earnings (loss) per common share                               $          0.79   $         (1.04)   $        (4.64)
                                                                        ===============   ===============    ==============
Diluted earnings (loss) per common share -
     Continuing operations                                              $          0.08   $         (0.36)   $        (2.89)
     Discontinued operations                                                         --             (0.68)            (1.75)
                                                                        ---------------   ---------------    --------------

     Earnings (loss) per common share                                   $         0.08    $         (1.04)   $        (4.64)
                                                                        ===============   ===============    ==============

Basic weighted average common shares outstanding                             22,154,861        20,510,345        17,657,913
                                                                        ===============   ===============    ==============

Diluted weighted average common shares outstanding                           29,232,568        20,510,345        17,657,913
                                                                        ===============   ===============    ==============

          See accompanying notes to consolidated financial statements.
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                              STONEPATH GROUP, INC.
 Consolidated Statements of Stockholders' Equity and Comprehensive Income (Loss)
                  Years ended December 31, 2002, 2001 and 2000

                                    Preferred stock,   Preferred stock,
                                       Series C           Series D                       Common stock
                                  ------------------   ----------------  -------------------------------------------
                                                                                                       Stonepath
                                                                              Net Value, Inc.         Group, Inc.      Additional
                                                                         -------------------------------------------     paid-in
                                    Shares    Amount    Shares  Amount      Shares     Amount     Shares      Amount     capital
                                  ---------   ------   -------  ------   ----------   -------   ----------   -------  ------------

Balances at December 31, 1999            --   $   --        --   $  --    1,037,338   $ 1,038   15,522,807   $15,523  $103,946,136

Net loss                                 --       --        --      --           --        --           --        --            --
Other comprehensive loss:
  Unrealized loss on available-
  for-sale securities                    --       --        --      --           --        --           --        --            --

Comprehensive loss

Issuance of warrants                     --       --        --      --           --        --           --        --     7,391,691
Issuance of common stock,
  net of cancellations                   --       --        --      --       60,250        60    1,494,822     1,495    10,478,493
Issuance of preferred stock,
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  Series C, net                   4,166,667    4,167        --      --           --        --           --        --    40,878,920
Completion of in-process merger
   with Net Value, Inc.                  --       --        --      --   (1,092,588)   (1,093)   1,754,132     1,754          (661)
Contributed capital                      --       --        --      --           --        --           --        --       853,319
Series B preferred stock
  conversion                             --       --        --      --           --        --    1,180,180     1,180     4,304,734
Series C preferred stock
  conversion                       (779,793)    (779)       --      --           --        --      779,793       779            --
Preferred stock dividends           270,196      269        --      --           --        --           --        --    45,642,097
Treasury stock                           --       --        --      --       (5,000)       (5)    (312,200)     (312)   (1,203,044)
Compensatory common stock,
  options and warrants
  issued, net of cancellations           --       --        --      --           --        --           --        --    (1,368,356)
Amortization of deferred
  stock-based compensation               --       --        --      --           --        --           --        --            --
                                  ---------   ------   -------   -----   ----------   -------   ----------   -------  ------------
Balances at December 31, 2000     3,657,070    3,657        --      --           --        --   20,419,534    20,419   210,923,329

Net loss                                 --       --        --      --           --        --           --        --            --
Other comprehensive income:
  Unrealized gain on
  available-for-sale securities          --       --        --      --           --        --           --        --            --

Comprehensive loss

Issuance of contingent warrants          --       --        --      --           --        --           --        --       562,370
Exercise of options and warrants         --       --        --      --           --        --      200,000       200       199,800
Series C preferred stock
  conversion                       (205,660)    (206)       --      --           --        --      205,660       206            --
Preferred stock dividends           299,069      299        --      --           --        --           --        --     3,588,529
Compensatory common stock,
  options and warrants
  issued, net of cancellations           --       --        --      --           --        --       77,916        78    (4,543,029)
Amortization of deferred
  stock-based compensation               --       --        --      --           --        --           --        --            --
                                  ---------   ------   -------   -----   ----------   -------   ----------   -------  ------------
Balances at December 31, 2001     3,750,479    3,750        --      --           --        --   20,903,110    20,903   210,730,999

Net income                               --       --        --      --           --        --           --        --            --

Exercise of options and
  warrants                               --       --        --      --           --        --      440,808       441       424,740
Series C preferred stock
  conversion                     (3,913,220)  (3,913)  360,745     361           --        --    2,109,496     2,109   (16,971,597)
Preferred stock dividends           162,741      163        --      --           --        --           --        --     1,952,729
Compensatory warrants issued             --       --        --      --           --        --           --        --        95,000
Amortization of deferred
  stock-based compensation               --       --        --      --           --        --           --        --         3,193
                                  ---------   ------   -------   -----   ----------   -------   ----------   -------  ------------

Balances at December 31, 2002            --   $   --   360,745   $ 361           --   $    --   23,453,414   $23,453  $196,235,064
                                  =========   ======   =======   =====   ==========   =======   ==========   =======  ============

          See accompanying notes to consolidated financial statements.
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                              STONEPATH GROUP, INC.
       Consolidated Statements of Stockholders' Equity and Comprehensive
                           Income (Loss) (continued)
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                  Years ended December 31, 2002, 2001 and 2000

                                                        Accumulated
                                                           other           Deferred                                 Total
                                      Accumulated      comprehensive      stock-based                            comprehensive
                                        deficit             loss          compensation            Total          income (loss)
                                      ------------     -------------      ------------        ------------       -------------

Balances at December 31, 1999         $(74,919,285)              --       $(27,342,172)       $  1,701,240

Net loss                                36,171,273               --                 --         (36,171,273)      $ (36,171,273)
Other comprehensive loss:
  Unrealized loss on
  available-for-sale securities                 --           (8,688)                --              (8,688)             (8,688)
                                                                                                                 -------------

Comprehensive loss                                                                                               $ (36,179,961)
                                                                                                                 =============

Issuance of warrants                            --               --                 --           7,391,691
Issuance of common stock, net of
  cancellations                                 --               --                 --          10,480,048
Issuance of preferred stock,
  Series C, net                                 --               --                 --          40,883,087
Completion of in-process merger with
Net Value, Inc.                                 --               --                 --                  --
Contributed capital                             --               --                 --             853,319
Series B preferred stock conversion             --               --                 --           4,305,914
Series C preferred stock conversion             --               --                 --                  --
Preferred stock dividends              (45,750,830)              --                 --            (108,464)
Treasury stock                                  --               --                 --          (1,203,361)
Compensatory common stock, options
  and warrants issued, net of
  cancellations                                 --               --          1,368,356                  --
Amortization of deferred stock-based
  compensation                                  --               --         15,202,092          15,202,092
                                     -------------         --------       ------------        ------------
Balances at December 31, 2000         (156,841,388)          (8,688)       (10,771,724)         43,325,605

Net loss                               (17,119,782)              --                 --         (17,119,782)      $ (17,119,782)
Other comprehensive income:
  Unrealized gain on
  available-for-sale securities                 --            8,688                 --               8,688               8,688
                                                                                                                 -------------

Comprehensive loss                                                                                               $ (17,111,094)
                                                                                                                 =============

Issuance of contingent warrants           (562,370)              --                 --                  --
Exercise of options and warrants                --               --                 --             200,000
Series C preferred stock conversion             --               --                 --                  --
Preferred stock dividends               (3,588,828)              --                 --                  --
Compensatory common stock, options
  and warrants issued, net of
  cancellations                                 --               --          4,845,297             302,346
Amortization of deferred stock-based
  compensation                                  --               --          5,714,789           5,714,789
                                     -------------         --------       ------------        ------------
Balances at December 31, 2001         (178,112,368)              --           (211,638)         32,431,646
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Net income                               2,380,329               --                 --           2,380,329       $   2,380,329
                                                                                                                 =============

Exercise of options and warrants                --               --                 --             425,181
Series C preferred stock conversion     16,973,040               --                 --                  --
Preferred stock dividends               (1,952,892)              --                 --                  --
Compensatory warrants issued                    --               --                 --              95,000
Amortization of deferred stock-based
  compensation                                  --               --             95,232              98,425
                                     -------------         --------       ------------        ------------
Balances at December 31, 2002        $(160,711,891)        $     --       $   (116,406)       $ 35,430,581
                                     =============         ========       ============        ============

          See accompanying notes to consolidated financial statements.
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                              STONEPATH GROUP, INC.
                      Consolidated Statements of Cash Flows
                  Years ended December 31, 2002, 2001 and 2000

                                                                           2002                2001                 2000
                                                                       -----------         ------------         ------------

Cash flows from operating activities:
   Net income (loss)                                                   $ 2,380,329         $(17,119,782)        $(36,171,273)

   Adjustments to reconcile net income (loss) to net cash used in
     operating activities:
        Depreciation and amortization                                    2,186,951              495,046            1,620,855
        Stock-based compensation - continuing operations                    98,425            2,394,106            3,395,755
        Interest paid with common stock                                         --                   --              216,511
        Loss from disposal of furniture and equipment                        4,560              101,126                   --
   Changes in assets and liabilities, net of effect of acquisitions:
         Accounts receivable                                            (5,731,830)           1,205,807                   --
         Other assets                                                     (160,903)            (133,499)             (96,347)
         Accounts payable and accrued expenses                             639,201             (470,871)              87,696
    Discontinued operations - working capital changes
         and non-cash items                                                     --           13,025,075           25,166,329
                                                                       -----------         ------------         ------------

                   Net cash used in operating activities                  (583,267)            (502,992)          (5,780,474)
                                                                       -----------         ------------         ------------

Cash flows from investing activities:
   Acquisition of businesses, net of cash acquired                     (10,497,306)         (18,011,262)                  --
   Purchases of furniture and equipment                                 (1,812,750)            (280,670)            (232,488)
   Proceeds from sale of furniture and equipment                                --               32,926                   --
   Loans made                                                             (350,000)                  --             (350,000)
   Discontinued operations:
        Advances to affiliate companies                                         --             (552,000)          (2,004,841)
        Collections on advances to affiliate companies                          --            1,000,000              105,000
        Purchase of available for sale securities                               --             (452,900)                  --
        Proceeds from sale of available for sale securities                     --               57,910                   --
        Acquisition of ownership interests in affiliate companies               --             (200,000)         (13,820,000)
        Proceeds from sale of ownership interests in affiliate
          companies                                                        115,000            6,285,953              100,000
                                                                       -----------         ------------         ------------

                   Net cash used in investing activities               (12,545,056)         (12,120,043)         (16,202,329)
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                                                                       -----------         ------------         ------------

Cash flows from financing activities:
   Issuance of common stock                                                425,181              200,000            1,099,602
   Payment of equity financing fees                                        (25,000)                  --                   --
   Payment of debt financing fees                                         (233,580)                  --                   --
   Net repayments on short-term debt                                            --           (1,448,786)             (28,281)
   Payment of long-term debt                                                    --                   --              (79,034)
   Issuance of preferred stock and warrants                                     --                   --           48,274,760
   Purchase and retirement of treasury stock                                    --                   --           (1,203,361)
   Payment of preferred stock dividend, Series B                                --                   --             (108,464)
                                                                       -----------         ------------         ------------

                   Net cash provided by (used in) financing
                     activities                                            166,601           (1,248,786)          47,955,222
                                                                       -----------         ------------         ------------

                   Net increase (decrease) in cash and cash
                     equivalents                                       (12,961,722)         (13,871,821)          25,972,419
Cash and cash equivalents, beginning of year                            15,227,830           29,099,651            3,127,232
                                                                       -----------         ------------         ------------

Cash and cash equivalents, end of year                                 $ 2,266,108         $ 15,227,830         $ 29,099,651
                                                                       ===========         ============         ============

Cash paid for interest                                                 $        --         $      4,102         $     29,153
                                                                       ===========         ============         ============

Cash paid for income taxes                                             $    84,959         $         --         $      2,586
                                                                       ===========         ============         ============

Supplemental disclosure of non-cash investing and financing activities:

   Increase in goodwill related to accrued earn-out payments           $ 3,879,856         $         --         $         --
                                                                       ===========         ============         ============
   Issuance of warrants in connection with private placement           $    95,000         $         --         $         --
                                                                       ===========         ============         ============

          See accompanying notes to consolidated financial statements.
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                              STONEPATH GROUP, INC.
                   Notes to Consolidated Financial Statements
                           December 31, 2002 and 2001

(1)   Nature of Operations

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

(2)   Restatement of Previously Reported Consolidated Financial Statements

      In August 2003, the Company restated its consolidated financial statements
      for the years ended December 31, 2001 and 2002 and the first two quarters
      of 2003. That restatement related to (i) allocating more value to the
      customer relationship intangible assets for the Company's acquisitions and
      (ii) revising the amortization method and life used for such assets. The
      amounts appearing in the accompanying consolidated balance sheets as of
      December 31, 2002 and 2001, and the related consolidated statements of
      operations and cash flows for the years then ended reflect the effect of
      that restatement and are considered "previously reported" for purposes of
      this Form 10-K/A.

      During the third week of December 2003, and in the course of conducting a
      regularly scheduled review of internal controls and centralization of the
      financial reporting process, the Company discovered an error in the legacy
      accounting process of its International Services division. Due to the
      error in the legacy accounting process, the division failed to eliminate
      in the consolidation process certain intercompany transactions between
      Stonepath Logistics International Services, Inc. (formerly known as
      "Global Transportation Systems, Inc.") and Global Container Line, Inc.,
      its wholly-owned subsidiary which operates as a non-vessel operating
      common carrier. This resulted in an overstatement of revenues and a
      corresponding overstatement of the cost of transportation, with no
      resulting impact on net revenues, EBITDA or net income. The Company has
      determined that this error had been embedded in the legacy accounting
      processes of Global Transportation Systems, Inc. for a period which began
      substantially before its acquisition by the Company in April 2002.

      The effects of this restatement on the previously reported consolidated
      statement of operations for the year ended December 31, 2002 are
      summarized below.

                                                    Year Ended
                                                December 31, 2002
                                          --------------------------------
                                               As
                                           Previously           As
                                            Reported         Restated
                                          --------------  ----------------
Selected Statement of Operations Data:
Total revenue                             $139,649,219     $122,787,625
Cost of transportation                     101,339,024       84,477,430
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                              STONEPATH GROUP, INC.
                   Notes to Consolidated Financial Statements
                           December 31, 2002 and 2001

(3)   Summary of Significant Accounting Policies

      a)   Principles of Consolidation
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           The accompanying consolidated financial statements include the
           accounts of Stonepath Group, Inc., a Delaware corporation, and its
           wholly owned subsidiaries. All intercompany balances and transactions
           have been eliminated in consolidation.

      b)   Use of Estimates

           The presentation of financial statements in accordance with
           accounting principles generally accepted in the United States of
           America requires management to make estimates and assumptions that
           affect the reported amounts of assets and liabilities and disclosure
           of contingent assets and liabilities at the date of the financial
           statements and the reported amounts of revenues and expenses during
           the reporting period. Such estimates 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.
           Actual results could differ from those estimates.

      c)   Cash and Cash Equivalents

           Cash and cash equivalents include cash on hand and investments in
           money market funds and investment grade securities held with high
           quality financial institutions. The Company considers all highly
           liquid instruments with a remaining maturity of 90 days or less at
           the time of purchase to be cash equivalents.

      d)   Concentrations of Credit Risk

           Financial instruments that potentially subject the Company to
           concentrations of credit risk consist principally of cash investments
           and accounts receivable.

           The Company maintains its cash accounts with high quality financial
           institutions. With respect to accounts receivable, such receivables
           are primarily from manufacturers, distributors and major retailers
           located in the United States. Credit is granted to customers on an
           unsecured basis, and generally provides for 30-day payment terms. To
           reduce credit risk, the Company performs ongoing credit evaluations
           of its customers' financial conditions. Credit losses have not been
           material.

           For the years ended December 31, 2002 and 2001, our largest customer,
           a national retail chain, accounted for approximately 29% and 53% of
           our revenues, respectively, and approximately 27% and 48% of our
           accounts receivable balance as of December 31, 2002 and 2001,
           respectively. For the year ended December 31, 2002, our next five
           largest customers accounted for approximately 21% of our revenue,
           with no one of these customers accounting for greater than 10% of our
           revenue.

      e)   Furniture and Equipment

           Furniture and equipment are stated at cost, less accumulated
           depreciation computed on a straight-line basis over the estimated
           useful lives of the respective assets. Depreciation is computed using
           three- to ten-year lives for furniture and office equipment, a
           three-year life for computer software, the shorter of the lease term
           or useful life for leasehold improvements and a three-year life for
           vehicles. Upon retirement or other disposition of these assets, the
           cost and related accumulated depreciation are removed from the
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           accounts and the resulting gain or loss, if any, is reflected in
           results of operations. Expenditures for maintenance, repairs, and
           renewals of minor items are charged to expense as incurred. Major
           renewals and improvements are capitalized.

      f)   Goodwill

           Goodwill consists of the excess of cost over the fair value of net
           assets acquired in business combinations accounted for as purchases
           (see Note 5).
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                              STONEPATH GROUP, INC.
                   Notes to Consolidated Financial Statements
                           December 31, 2002 and 2001

           The Company follows the provisions of Statement of Financial
           Accounting Standards ("SFAS") No. 142, Goodwill and Other Intangible
           Assets. SFAS No. 142 requires an annual impairment test for goodwill
           and intangible assets with indefinite lives. Under the provisions of
           SFAS No. 142, the first step of the impairment test requires that the
           Company determine the fair value of each reporting unit, and compare
           the fair value to the reporting unit's carrying amount. To the extent
           a reporting unit's carrying amount exceeds its fair value, an
           indication exists that the reporting unit's goodwill may be impaired
           and the Company must perform a second more detailed impairment
           assessment. The second impairment assessment involves allocating the
           reporting unit's fair value to all of its recognized and unrecognized
           assets and liabilities in order to determine the implied fair value
           of the reporting unit's goodwill as of the assessment date. The
           implied fair value of the reporting unit's goodwill is then compared
           to the carrying amount of goodwill to quantify an impairment charge
           as of the assessment date. The Company performed its annual
           impairment test during the fourth quarter of 2002 and noted no
           impairment for either of its reporting units. In the future, the
           Company expects to perform the annual test during its fiscal fourth
           quarter unless events or circumstances indicate an impairment may
           have occurred before that time.

      g)   Long-Lived Assets

           Acquired intangibles consist of customer bases and non-compete
           agreements arising from the Company's acquisitions.

           The Company adopted the provisions of SFAS No. 144, Accounting for
           the Impairment or Disposal of Long-Lived Assets, on January 1, 2002.
           SFAS No. 144 establishes accounting standards for the impairment of
           long-lived assets such as property, plant and equipment and
           intangible assets subject to amortization. The Company reviews
           long-lived assets to be held-and-used for impairment whenever events
           or changes in circumstances indicate that the carrying amount of the
           assets may not be recoverable. If the sum of the undiscounted
           expected future cash flows over the remaining useful life of a
           long-lived asset is less than its carrying amount, the asset is
           considered to be impaired. Impairment losses are measured as the
           amount by which the carrying amount of the asset exceeds the fair
           value of the asset. When fair values are not available, the Company
           estimates fair value using the expected future cash flows discounted
           at a rate commensurate with the risks associated with the recovery of
           the asset. Assets to be disposed of are reported at the lower of
           carrying amount or fair value less costs to sell. The adoption of
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           SFAS No. 144 did not have a material impact on the Company's
           consolidated financial statements.

      h)   Income Taxes

           Taxes on income are provided in accordance with SFAS No. 109,
           Accounting for Income Taxes. Deferred income tax assets and
           liabilities are recognized for the expected future tax consequences
           of events that have been reflected in the consolidated financial
           statements. Deferred tax assets and liabilities are determined based
           on the differences between the book values and the tax bases of
           particular assets and liabilities and the tax effects of net
           operating loss and capital loss carryforwards. Deferred tax assets
           and liabilities are measured using tax rates in effect for the years
           in which the differences are expected to reverse. A valuation
           allowance is provided to offset the net deferred tax assets if, based
           upon the available evidence, it is more likely than not that some or
           all of the deferred tax assets will not be realized.

      i)   Revenue Recognition

           The Company derives its revenues from three principal sources:
           freight forwarding, customs brokerage, and warehousing and other
           value added services.

           As a freight forwarder, the Company is primarily a non-asset based
           carrier that does not own or lease any significant transportation
           assets. The Company generates the majority of its revenues by
           purchasing transportation services from direct (asset-based) carriers
           and using those services to provide transportation of property for
           compensation to its customers. The Company is able to negotiate
           favorable buy rates from the direct carriers by consolidating
           shipments from multiple customers and concentrating its buying power,
           while at the same time offering lower sell rates than most customers
           would otherwise be able to negotiate themselves. When acting as an
           indirect carrier, the Company will enter into a written agreement
           with its customers or issue a tariff and a house bill of lading to
           customers as the contract of carriage. When the freight is physically
           tendered to a direct carrier, the Company receives a separate
           contract of carriage, or master bill of lading. In order to claim for
           any loss associated with the freight, the customer is first obligated
           to pay the freight charges.
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           Based on the terms in the contract of carriage, revenues related to
           shipments where the Company issues a house bill of lading are
           recognized when the freight is delivered to the direct carrier at
           origin. Costs related to the shipment are also recognized at this
           same time.

           All other revenues, including revenues for customs brokerage and
           warehousing and other value added services, are recognized upon
           completion of the service.

      j)   Stock-Based Compensation

           As permitted by SFAS No. 123, Accounting for Stock-Based
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           Compensation, the Company has elected to account for stock-based
           compensation using the intrinsic value method prescribed in
           Accounting Principles Board Opinion ("APB") No. 25, Accounting for
           Stock Issued to Employees, and related interpretations. Accordingly,
           compensation cost for stock options granted to employees and members
           of the board of directors is measured as the excess, if any, of the
           quoted market price of the Company's common stock at the date of the
           grant over the amount the grantee must pay to acquire the stock. The
           Company accounts for stock-based compensation to non-employees
           (including directors who provide services outside their capacity as
           members of the board) in accordance with SFAS No. 123 and Emerging
           Issues Task Force ("EITF") Issue No. 96-18, Accounting for Equity
           Instruments That Are Issued to Other Than Employees for Acquiring, or
           in Conjunction with Selling, Goods or Services. The Company has
           implemented the disclosure provisions of SFAS No. 148, Accounting for
           Stock-Based Compensation - Transition and Disclosure.

           The table below illustrates the effect on net income (loss)
           attributable to common stockholders and income (loss) per share as if
           the fair value of options granted had been recognized as compensation
           expense in accordance with the provisions of SFAS No. 123. See Notes
           12 and 13 for additional information regarding options and warrants.

Year ended December 31:                                        2002             2001               2000
                                                           -------------   --------------    ----------------

Net income (loss) attributable to common stockholders:
As reported                                                $ 17,400,477    $ (21,270,980)     $  (81,922,103)
Add: stock-based employee compensation expense included
     in reported net income (loss), net of tax                   92,566        5,713,168           7,584,654
Deduct:  Total stock-based compensation expense
     determined under fair value method for all awards,
     net of tax                                              (1,922,051)     (10,040,316)         (6,517,739)
                                                           ------------    -------------      --------------
Pro forma                                                  $ 15,570,992    $ (25,598,128)     $  (80,855,188)
                                                           ============    =============      ==============

Basic earnings (loss) per common share:
     As reported                                                  $0.79           $(1.04)             $(4.64)
     Pro forma                                                     0.70            (1.25)              (4.58)

Diluted earnings (loss) per common share:
     As reported                                                  $0.08           $(1.04)             $(4.64)
     Pro forma                                                     0.02            (1.25)              (4.58)

      k)   Earnings (Loss) Per Share

           Basic earnings (loss) per common share and diluted earnings (loss)
           per common share are presented in accordance with SFAS No. 128,
           Earnings per Share. Basic earnings (loss) per common share has been
           computed using the weighted-average number of shares of common stock
           outstanding during the period. Diluted earnings (loss) per common
           share incorporates the incremental shares issuable upon the assumed
           exercise of stock options and warrants and upon the assumed
           conversion of the Company's preferred stock, if dilutive. Certain
           stock options, stock warrants, and convertible securities were
           excluded because their effect was antidilutive. The total numbers of
           such shares excluded from diluted earnings (loss) per common share
           are 1,336,825, 9,755,934 and 12,197,618 at December 31, 2002, 2001
           and 2000, respectively.
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           During the years ended December 31, 2001 and 2000, the diluted loss
           per common share calculation was the same as the basic loss per
           common share calculation, as all potentially dilutive securities were
           anti-dilutive. The following table indicates the calculation of
           earnings per share for the year ended December 31, 2002:

                                                                                      Net                        Per Share
                                                                                     Income          Shares       Amount
                                                                                 -------------     ----------   -----------

  Net income                                                                     $   2,380,329
  Less: Preferred stock dividend                                                    (1,952,892)
  Plus: Redemption of Series C Preferred Stock in exchange transaction (see
        Note 12)                                                                    16,973,040
                                                                                 -------------

  Basic Earnings per Common Share
  Net income attributable to common stockholders                                    17,400,477     22,154,861    $    0.79
                                                                                                                 =========

  Effect of Dilutive Securities
    Options and warrants                                                                    --      3,331,275
    Convertible preferred stock                                                    (15,020,148)     3,746,432
                                                                                 -------------     ----------
  Diluted Earnings Per Common Share
  Net income attributable to common stockholders plus assumed conversions        $   2,380,329     29,232,568    $    0.08
                                                                                 =============     ==========    =========

      l)   New Accounting Pronouncements

           On January 1, 2002, the Company adopted SFAS No. 144, Accounting for
           the Impairment or Disposal of Long-Lived Assets, which establishes
           criteria and methodologies for the measurement, recognition and
           classification of long-lived assets. The adoption of SFAS No. 144 did
           not have a material impact on the Company's consolidated financial
           statements.

           In June 2002, the Financial Accounting Standards Board ("FASB")
           issued SFAS No. 146, Accounting for Costs Associated with Exit or
           Disposal Activities, requiring companies to recognize liabilities and
           costs associated with exit or disposal activities initiated after
           December 31, 2002 when they are incurred, rather than when management
           commits to an exit or disposal plan. SFAS No. 146 also requires that
           such liabilities be measured at fair value. SFAS No. 146 had no
           impact on the Company's consolidated financial statements but may
           affect the measurement and recognition of any future restructuring
           activities.

           In November 2002, the FASB issued Interpretation No. 45, Guarantor's
           Accounting and Disclosure of Requirements for Guarantees, Including
           Indirect Guarantees of Indebtedness of Others, which elaborates on
           the existing disclosure requirements for guarantees and provides
           clarification on when a company must measure and recognize a
           liability related to guarantees issued. The disclosure requirements
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           of Interpretation No. 45 are effective for the Company's consolidated
           financial statements for the year ended December 31, 2002. The
           measurement and recognition provisions are to be applied on a
           prospective basis for guarantees issued or modified after December
           31, 2002. The adoption of Interpretation No. 45 did not require
           additional disclosures in 2002 and is not expected to impact the
           Company's consolidated financial statements as the Company does not
           typically issue guarantees related to third-party indebtedness or
           performance.

           In December 2002, the FASB issued SFAS No. 148, which (i) amends SFAS
           No. 123, to provide alternative methods of transition for an entity
           that voluntarily changes to the fair value based method of accounting
           for stock-based employee compensation, (ii) amends the disclosure
           provisions of SFAS No. 123 to require prominent disclosure about the
           effects on reported net income of an entity's accounting policy
           decisions with respect to stock-based employee compensation and (iii)
           amends APB Opinion No. 28, Interim Financial Reporting, to require
           disclosure about those effects in interim financial information.
           Items (ii) and (iii) in the new requirements of SFAS No. 148 are
           effective for financial statements for fiscal years ending after
           December 15, 2002. The Company intends to continue to account for its
           stock-based compensation in accordance with APB Opinion No. 25.
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           In January 2003, the FASB issued Interpretation No. 46, Consolidation
           of Variable Interest Entities, which provides new guidance with
           respect to the consolidation of all unconsolidated entities,
           including special purpose entities. The adoption of Interpretation
           No. 46 in 2003 is not expected to impact the Company's consolidated
           financial statements as the Company does not have investments in any
           unconsolidated special purpose or variable interest entities.

      m)   Reclassifications

           Certain prior year amounts have been reclassified to conform to the
           current year presentation.

(4)   Discontinued Operations

      From inception through the first quarter of 2001, the Company's principal
      business strategy focused on the development of early-stage technology
      businesses with significant Internet features and applications. In October
      1998, in the first stage of a two-step process the Company acquired a
      controlling interest in a developer and distributor of online promotional
      campaigns named Net Value, Inc. ("Net Value"). This acquisition was
      accounted for as a recapitalization of Net Value. In November 2000, the
      Company completed the merger with Net Value by issuing 1,754,140 shares of
      its common stock for the remaining minority interest in Net Value.

      On December 28, 2001, the Board of Directors approved a plan to dispose of
      all of the assets related to the Company's former business of investing in
      early-stage technology companies, since these investments were
      incompatible with the Company's current strategy of building a global
      integrated logistics services organization. Therefore, for financial
      reporting purposes, the assets, liabilities, results of operations and
      cash flows of the former business have been segregated from those of the

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

44



      continuing operations and are presented in the Company's consolidated
      financial statements as discontinued operations. The consolidated
      financial statements of prior periods have been reclassified to reflect
      this presentation. The Company has never recognized any revenues from its
      former business model. Pre-tax operating losses amounting to $13,862,713
      and $30,815,850 are reflected in the accompanying consolidated statements
      of operations as loss from discontinued operations for the years ended
      December 31, 2001 and 2000, respectively.

      The net assets of discontinued operations relate primarily to investments
      in early-stage technology companies. The Company anticipates disposing of
      its remaining investment during 2003.

(5)   Acquisitions

      On October 5, 2001, the Company acquired all of the outstanding shares of
      M.G.R., Inc., d/b/a Air Plus Limited, and its operating affiliates
      (collectively, "Air Plus"), a group of Minneapolis-based privately held
      companies. The results of Air Plus' operations have been included in the
      consolidated financial statements since that date. Air Plus provides a
      full range of logistics and transportation services throughout North
      America. As a result of the acquisition, the Company completed the first
      step in its plan to become a leading provider of logistics and
      transportation services.

      The acquisition was accounted for as a purchase in accordance with SFAS
      No. 141, Business Combinations. As consideration for the stock of Air
      Plus, the Company paid $17,500,000. In addition, contingent consideration
      in the amount of $17,000,000, which is payable in installments of
      $3,000,000 in 2003, $5,000,000 in 2004, $5,000,000 in 2005 and $4,000,000
      in 2006, will be paid if Air Plus achieves pre-tax income of $6,000,000 in
      each of the years preceding the year of payment. Such payments, if made,
      will be reflected as additional goodwill. In the event that there is a
      shortfall in pre-tax income in any year, such shortfall may be carried
      over to the succeeding year or carried back to the preceding year to the
      extent that the pre-tax income in those years exceeds the $6,000,000
      level. Any remaining shortfall will reduce the contingent consideration on
      a dollar-for-dollar basis. The total purchase price, including acquisition
      costs of $1,254,000 but excluding the contingent consideration described
      above, was $18,754,000. The Company obtained an independent third-party
      appraisal of the fair value of the acquired intangible assets. The
      following table summarizes the estimated fair value of the assets acquired
      and liabilities assumed at the date of the acquisition:
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                                                        As of
                                                   October 5, 2001
                                                   ---------------
                                                    (in thousands)
      Current assets                                   $  9,651
      Furniture and equipment                             1,538
      Other assets                                          448
      Intangible assets                                   4,615
      Goodwill                                           10,823
                                                       --------
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           Total assets acquired                         27,075
                                                       --------

      Current liabilities                                 8,321
                                                       --------

           Total liabilities assumed                      8,321
                                                       --------

      Net assets acquired                              $ 18,754
                                                       ========

      The acquired intangible assets have a weighted average useful life of ten
      years. The intangible assets include a customer relationship intangible of
      $4,415,000 which is being amortized under the declining balance method
      using a 25% rate and a covenant-not-to-compete of $200,000 with a
      three-year life. The $10,823,000 of goodwill was assigned to the Company's
      domestic business unit and is deductible for income tax purposes.

      On April 4, 2002, the Company acquired all of the issued and outstanding
      common shares of Global Transportation Services, Inc. ("Global"), a
      Seattle-based privately held company that provides a full range of
      international air and ocean logistics services, for $5,000,000 in cash
      paid at the closing and up to an additional $7,000,000 payable over a five
      year earn-out period based upon the future financial performance of
      Global. The Company agreed to pay the former Global shareholders a total
      of $5,000,000 base earn-out payments in installments of $745,000 in 2003,
      $1,000,000 in 2004 through 2007 and $255,000 in 2008, with each
      installment payable in full if Global achieves pre-tax income of
      $2,000,000 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 $2,000,000 level. The
      Company has also provided former Global shareholders with additional
      incentive to generate earnings in excess of the base $2,000,000 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 $10,000,000 generated during the
      five year earn-out period subject to a maximum additional earn-out
      opportunity of $2,000,000. Global would need to generate cumulative
      earnings of $15,000,000 over the five year earn-out period to receive the
      full $7,000,000 in contingent earn-out payments. With the closing of the
      transaction, the Company established its international platform for
      services between the Far East, the United States and Europe.

      The acquisition was accounted for as a purchase and accordingly, the
      results of operations and cash flows of Global are included in the
      accompanying consolidated financial statements prospectively from the date
      of acquisition. The total purchase price, including acquisition costs of
      $466,000 but excluding the contingent consideration described above, was
      $5,466,000. The Company obtained an independent third-party appraisal of
      the fair value of the acquired intangibles. The following table summarizes
      the estimated fair value of assets acquired and liabilities assumed at the
      date of the acquisition:
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                                                                As of
                                                          April 4, 2002
                                                         ---------------
                                                          (in thousands)
      Current assets                                       $     3,664
      Furniture and equipment                                      169
      Other assets                                                 149
      Intangible asset                                             340
      Goodwill                                                   4,463
                                                           -----------

               Total assets acquired                             8,785
                                                           -----------

      Current liabilities                                        3,319
                                                           -----------
               Total liabilities assumed                         3,319
                                                           -----------

      Net assets acquired                                  $     5,466
                                                           ===========

      The acquired intangible asset is a covenant-not-to-compete which has a
      useful life of five years. The $4,463,000 of goodwill was assigned to the
      Company's international business unit and is deductible for income tax
      purposes.

      On May 30, 2002, the Company acquired all of the issued and outstanding
      common shares of United American Acquisitions and Management, Inc. d/b/a
      United American Freight Services, Inc. ("United American"), a
      Detroit-based privately held provider of expedited transportation
      services. The United American transaction provided the Company with a new
      time-definite service offering focused on the automotive industry. The
      purchase price was $5,100,000 in cash at closing and up to an additional
      $11,000,000 payable over a four-year earn-out period based upon the future
      financial performance of United American. The Company agreed to pay the
      former United American shareholder a total of $5,000,000 base earn-out
      payments in installments of $1,250,000 in 2003 through 2006, with each
      installment payable in full if United American achieves pre-tax income of
      $2,200,000 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 pre-tax
      income in any other payout year exceeds the $2,200,000 level. The Company
      has also provided the former United American shareholder with additional
      incentive to generate earnings in excess of the base $2,200,000 annual
      earnings target ("tier-two earn-out"). Under United American's tier-two
      earn-out, the former United American shareholder is also entitled to
      receive 50% of the cumulative pre-tax earnings generated from a certain
      pre-acquisition customer in excess of $8,800,000 generated during the four
      year earn-out period subject to a maximum additional earn-out opportunity
      of $6,000,000. United American would need to generate cumulative earnings
      of $20,800,000 over the four year earn-out period to receive the full
      $11,000,000 in contingent earn-out payments.

      The acquisition was accounted for as a purchase and accordingly, the
      results of operations and cash flows of United American are included in
      the accompanying consolidated financial statements prospectively from the
      date of acquisition. The total purchase price, including acquisition costs
      of $48,000 but excluding the contingent consideration described above, was
      $5,148,000. The following table summarizes the estimated fair value of
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      assets acquired and liabilities assumed at the date of the acquisition:
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                                                                    As of
                                                                May 30, 2002
                                                               --------------
                                                               (in thousands)
      Current assets                                             $    5,150
      Furniture and equipment                                           161
      Other assets                                                       88
      Intangible assets                                               1,625
      Goodwill                                                        1,235
                                                                 ----------

           Total assets acquired                                      8,259
                                                                 ----------

      Current liabilities                                             3,111
                                                                 ----------

           Total liabilities assumed                                  3,111
                                                                 ----------

      Net assets acquired                                        $    5,148
                                                                 ==========

      The acquired intangible assets have a weighted average useful life of ten
      years. The intangible assets include a customer relationship intangible of
      $1,525,000, which is being amortized under the declining balance method
      using a 25% rate and a covenant-not-to-compete of $100,000 with a
      three-year life. The $1,235,000 of goodwill was assigned to the Company's
      domestic business unit and is deductible for income tax purposes.

      On October 1, 2002, the Company acquired Transport Specialists, Inc.
      ("TSI"), a Northern Virginia-based privately held provider of expedited
      domestic and international transportation services. The TSI transaction is
      intended to capitalize on TSI's existing base of government contract work
      in the Washington metropolitan area and serve as a supplement to an
      existing Company-operated facility in that area. The purchase price
      consisted of cash of $526,000 paid at closing, and a three-year earn-out
      arrangement based upon the future financial performance of TSI. The
      Company agreed to pay the former TSI shareholder $200,000 for each year in
      the three-year earn-out period ending December 31, 2005 that TSI achieves
      its annual net revenue target of $1,620,000. The acquisition was accounted
      for as a purchase and accordingly, the results of operations and cash
      flows of TSI are included in the accompanying consolidated financial
      statements prospectively from the date of acquisition. In connection with
      this transaction, the Company recorded intangible assets and
      tax-deductible goodwill amounting to $160,000 and $56,000, respectively.

      The primary reasons for the acquisitions of Air Plus, Global and United
      American (the "material acquisitions") and the factors that contributed to
      the recognition of goodwill are that the acquired entities: 1) established
      or expanded the domestic and international platforms, 2) had experienced,
      well-trained workforces, 3) expanded the Company's time-definite service
      offerings, and 4) strategically broadened the geographical dispersion of
      the Company's service facilities. The Company expects, through

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

48



      cross-selling and other initiatives, to increase the acquired entities'
      revenues and profitability through an expansion of the value added
      services that it offers. In addition, the Company expects to reduce the
      operating expenses of the acquired entities through economies of scale and
      synergies, such as the centralization of certain administrative functions.
      By creating a larger, stronger organization, the Company expects to
      improve its access to, and the availability of, future capital.
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      The following unaudited pro forma information is presented as if the
      material acquisitions had occurred on January 1, 2001 (in thousands):

                                                          Years ended December 31,
                                                      -------------------------------
                                                         Restated         Restated
                                                           2002             2001
                                                      -------------     -------------

      Total revenue                                   $     145,902     $     119,857
                                                      =============     =============
      Net revenue                                     $      45,154     $      37,402
                                                      =============     =============
      Net income                                      $       4,369     $       1,782
                                                      =============     =============
      Net income (loss) attributable
         to common stockholders                       $      19,389     $      (2,369)
                                                      =============     =============
      Basic earnings (loss) per common share          $        0.88     $       (0.12)
                                                      =============     =============
      Diluted earnings (loss) per common share        $        0.15     $       (0.12)
                                                      =============     =============

      For the year ended December 31, 2002, the former shareholders of Air Plus,
      Global and United American achieved earn-out payments of $3,000,000,
      $745,206 and $222,150, respectively. Excess earnings (shortfalls) carried
      forward to 2003 amount to approximately $338,000, $2,324,000 and
      $(1,028,000) for Air Plus, Global and United American, respectively.

(6)   Acquired Intangible Assets

      Information with respect to acquired intangible assets is as follows:

                                                                             December 31,
                                                   -----------------------------------------------------------------
                                                                2002                              2001
                                                   -------------------------------   -------------------------------
                                                                                        Gross
                                                   Gross Carrying    Accumulated       Carrying       Accumulated
                                                       Amount       Amortization        Amount        Amortization
                                                   ---------------  --------------   --------------  ---------------

         Amortizable intangible assets:
              Customer relationship                $   5,980,000    $   1,533,667    $   4,415,000   $     276,000
              Covenants-not-to-compete                   760,000          163,778          200,000          16,667
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                                                   -------------    -------------    -------------   --------------
         Total                                     $   6,740,000    $   1,697,445    $   4,615,000   $     292,667
                                                   =============    =============    =============   ==============

        Aggregate amortization expense:

               For the year ended December 31, 2002                 $   1,404,778
                                                                    ==============

               Estimated aggregate amortization expense:

                    For the year ended December 31, 2003            $   1,313,000
                    For the year ended December 31, 2004                1,020,000
                    For the year ended December 31, 2005                  735,000
                    For the year ended December 31, 2006                  535,000
                    For the year ended December 31, 2007                  369,000
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(7)   Furniture and Equipment

      Furniture and equipment consists of the following:

                                                      December 31,
                                              --------------------------
                                                 2002           2001
                                              ------------  ------------

           Furniture and office equipment     $  2,761,837  $  1,290,469
           Computer software                       986,942       512,593
           Leasehold improvements                  400,968        95,419
           Vehicles                                 40,167        21,697
                                              ------------  ------------
                                                 4,189,914     1,920,178
           Less: accumulated depreciation         (956,237)     (182,575)
                                              ------------  ------------
                                              $  3,233,677  $  1,737,603
                                              ============  ============

(8)   Revolving Credit Facility

      To ensure adequate financial flexibility, the Company secured a
      $15,000,000 revolving credit facility (the "Facility") in May 2002, which
      is collateralized by the accounts receivable and the other assets of the
      Company and its subsidiaries. The Facility requires the Company and its
      subsidiaries to meet certain financial objectives and comply with certain
      financial covenants and limits to four the number of acquisitions the
      Company may make per year. The Company may use advances under the Facility
      to finance future acquisitions, capital expenditures or other corporate
      purposes. At the time of borrowing, the Company has the option to elect to
      pay interest at a rate equal to LIBOR plus 2.25% or the prime rate. The
      Company also pays a commitment fee of 0.5% per annum on the average unused
      balance of the Facility. At December 31, 2002, based on available
      collateral and an outstanding $160,000 letter of credit commitment, there
      was $14,840,000 available for borrowing under the Facility.

(9)   Income Taxes
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      Deferred income tax assets and liabilities are classified as current and
      noncurrent based on the financial reporting classification of the related
      assets and liabilities that give rise to the temporary difference. The tax
      effects of temporary differences that give rise to the Company's deferred
      tax accounts are as follows:

                                                                                    December 31,
                                                                          ---------------------------------
                                                                               2002              2001
                                                                          ---------------    --------------

        Deferred tax assets:
             Accruals                                                     $                  $
                                                                                  52,000            141,000
             Equity in losses of affiliate companies                             432,000            578,000
             Amortization and depreciation                                            --            129,000
             Deferred compensation and warrants                               11,066,000         11,540,000
             Capital loss carryforward                                         2,475,000          2,314,000
             Federal and state deferred tax benefits
                arising from net operating loss carryforwards                  8,922,000          9,448,000
                                                                          --------------     --------------
        Total                                                                 22,947,000         24,150,000
        Less:  valuation allowance                                           (22,852,000)       (24,150,000)
                                                                          --------------     --------------
        Net deferred tax assets                                                   95,000                 --
        Deferred tax liabilities:
             Amortization and depreciation                                       (95,000)                --
                                                                          --------------     --------------
        Net deferred taxes                                                $           --     $           --
                                                                          ==============     ==============

      Due to the uncertainty surrounding the realization of the Company's tax
      attributes in future income tax returns, the Company has placed a
      valuation allowance against its otherwise recognizable deferred tax
      assets. Management continually reassesses the realizability of the
      Company's deferred tax assets and, based on a number of factors, has
      concluded that it is more likely than not that the benefit of the
      Company's deferred tax assets would not be realized.
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      The net change in total valuation allowance for the years ended December
      31, 2002 and 2001 was a decrease of $1,298,000 and an increase of
      $5,098,000, respectively. As of December 31, 2002, the Company had net
      operating loss carryforwards for federal and state income tax purposes
      amounting to approximately $21,687,000 and $16,233,000, respectively. For
      the year ended December 31, 2002 the Company had net income from
      continuing operations which resulted in the use of past net operating loss
      carryforwards for federal and state income tax purposes amounting to
      approximately $900,000 each. The federal net operating loss carryforwards
      expire beginning 2018 through 2021, and the state net operating loss
      carryforwards expire beginning in 2004. The use of certain net operating
      losses may be subject to annual limitations based on changes in the
      ownership of the Company's common stock, as defined by Section 382 of the
      Internal Revenue Code.
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       Income tax expense is as follows:       Years ended December 31,
                                          ------------------------------------
                                                2002                2001
                                          ---------------      ---------------
           Current:
           Federal                        $           --       $           --
           State                                 101,877                   --
                                          ---------------      --------------
                                          $      101,877       $           --
                                          ===============      ==============

      The difference between the statutory federal income tax rate and the
      Company's effective income tax rate is principally due to state income
      taxes, the utilization of net operating loss carryforwards and changes in
      the valuation allowance for all years presented.

(10)  Commitments

      Employment Agreements

      At December 31, 2002, the Company had employment agreements with three of
      its officers for an aggregate annual base salary of $760,000 plus bonus
      and increases in accordance with the terms of the agreements. The
      contracts are for three-year terms.

      Leases

      The Company leases equipment, office and warehouse space under operating
      leases expiring at various times through 2010. Total rent expense related
      to continuing operations for the years ended December 31, 2002, 2001 and
      2000 was $4,750,000, $969,000 and $72,000, respectively. Future minimum
      lease payments are as follows:

        Year ending
        December 31,      Third-party     Related Party       Total              Subrentals             Net
        ------------      -----------     -------------       -----              ----------             ---

            2003          $ 3,778,000        $144,000      $ 3,922,000           $(140,000)         $ 3,782,000
            2004            3,055,000         144,000        3,199,000            (141,000)           3,058,000
            2005            2,643,000          72,000        2,715,000             (47,000)           2,668,000
            2006            1,390,000              --        1,390,000                  --            1,390,000
            2007            1,045,000              --        1,045,000                  --            1,045,000
        Thereafter            611,000              --          611,000                  --              611,000
                          -----------        --------      -----------           ---------          -----------
           Total          $12,522,000        $360,000      $12,882,000           $(328,000)         $12,554,000
                          ===========        ========      ===========           =========          ===========

      Employee Benefit Plan

      The Company sponsors voluntary defined contribution savings plans covering
      all U.S. employees. Company contributions are discretionary. For the years
      ended December 31, 2002 and 2001, total Company contributions amounted to
      $260,000 and $37,500, respectively. No contributions were made in the year
      ended December 31, 2000.
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(11)  Contingencies

      Purchase Agreements

      Assuming minimum pre-tax income levels are achieved by Air Plus, Global,
      United American and TSI, the Company will be required to make future
      contingent consideration payments by April 1 of the respective year as
      follows (in thousands):

                              2004         2005        2006         2007          2008        Total
                            --------    ---------    --------     --------      -------      -------

    Air Plus                 $5,000       $5,000      $4,000      $    --         $ --       $14,000
    Global                    1,000        1,000       1,000        1,000          255         4,255
    United                    1,250        1,250       1,250           --           --         3,750
    TSI                         200          200         200           --           --           600
                             ------       ------      ------       ------         ----       -------
    Total                    $7,450       $7,450      $6,450       $1,000         $255       $22,605
                             ======       ======      ======       ======         ====       =======

      In addition, during the 2003-2007 earn-out period, there is an additional
      contingent obligation related to tier-two earn-outs that could be as much
      as $8,000,000 if the applicable acquired companies generate an incremental
      $17,000,000 in pre-tax earnings.

      Legal Proceedings

      On October 12, 2000, Emergent Capital Investment Management, LLC
      ("Emergent") filed suit against the Company and two of its officers
      contending that it was misled by statements made by the defendants in
      connection with the offering of the Company's Series C Preferred Stock
      which closed in March 2000. Specifically, Emergent alleges that it is
      entitled to rescind the transaction because it was allegedly represented
      that the size of the offering would be $20,000,000 and the Company
      actually raised $50,000,000. Emergent seeks a return of its $2,000,000
      purchase price of Series C shares. In June of 2001, the Company moved for
      summary judgment in this case.

      After the summary judgment motion was filed, Emergent filed a second
      action against the Company and two of its officers alleging different
      allegations of fraud in connection with the Series C offering. In the new
      complaint, Emergent alleges that oral statements and written promotional
      materials distributed by the Company at a meeting in connection with the
      Series C offering were materially inaccurate with respect to the Company's
      investment in Net Value, Inc., a wholly owned subsidiary of the Company.
      Emergent also contends that the defendants failed to disclose certain
      allegedly material transactions in which an officer was involved prior to
      his affiliation with the Company. The Company filed a motion to dismiss
      this new action for failure to state a claim upon which relief can be
      granted.

      On October 2, 2001, the Court entered an order granting summary judgment
      to the defendants in the first case filed by Emergent and dismissing
      Emergent's second complaint for failure to state a claim upon which relief
      can be granted. The Court allowed Emergent 20 days to file a second
      amended complaint as to the second action only. On October 21, 2001,
      Emergent did file a second amended complaint in the second action. The
      second amended complaint does not raise any new factual allegations
      regarding Emergent's participation in the offering.
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      The Company filed a motion to dismiss Emergent's second amended complaint.
      On April 15, 2002, the United States District Court for the Southern
      District of New York entered an order granting the motion to dismiss
      Emergent's second amended complaint against the Company and its former
      officers. The Court refused to grant Emergent an additional opportunity to
      re-plead its claims against the defendants and a final order dismissing
      the matter has been entered. Emergent thereafter filed a notice of appeal
      to the United States Court of Appeals for the Second Circuit, which is
      currently pending. The Company believes that it has substantial defenses
      to the plaintiff's claims and intends to vigorously defend this action. No
      accrual has been established for this proceeding since (i) the Company
      believes it has substantial defenses to the plaintiff's claims, and (ii)
      the amount of the loss, if any, cannot be reasonably estimated.
      Notwithstanding the Company's belief, there can be no assurances, however,
      that the Company will not incur material expenses in the defense and
      resolution of this matter.
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      On August 22, 2000, Austost Anstalt Schaan, Balmore Funds, S.A. and Amro
      International, S.A., purchasers of the Company's convertible promissory
      notes, filed suit against the Company in the United States District Court
      for the District of Delaware. The plaintiffs allege that, contrary to the
      Company's covenant in the subscription agreement they executed, which
      required Stonepath to "use reasonable commercial efforts to register" the
      shares of its common stock underlying the convertible promissory notes "at
      some future date," the Company verbally agreed to register such shares in
      the first registration statement it filed with the Securities and Exchange
      Commission subsequent to the transaction. The plaintiffs assert claims for
      breach of contract and the duty of good faith and fair dealing, fraud,
      violation of federal securities laws, estoppel, and reformation and seek
      damages in excess of $20,000,000, plus attorneys' fees and costs. In
      response to a motion to dismiss filed by the Company, the Court dismissed
      the federal securities law and estoppel claims and denied the motion as to
      all other claims. Discovery in this case has concluded, and the Company
      recently filed a motion for summary judgment as to all counts of the
      complaint. This motion has been briefed and is pending. The Company
      believes it has substantial defenses to the remaining claims and intends
      to defend the matter vigorously. No accrual has been established for this
      proceeding since (i) the Company believes it has substantial defenses to
      the plaintiffs' claims, and (ii) the amount of the loss, if any, cannot be
      reasonably estimated. Notwithstanding the Company's belief, there can be
      no assurances, however, that the Company will not incur material expenses
      in the defense and resolution of this matter.

      The Company is also involved in various other claims and legal actions
      arising in the ordinary course of business. In the opinion of management,
      the ultimate disposition of these matters will not have a material adverse
      effect on the Company's consolidated financial position, results of
      operations or liquidity. No accruals have been established for any pending
      legal proceedings.

(12)  Stockholders' Equity

      The Company has two classes of authorized stock: common stock and
      preferred stock.

      (a)  Common Stock
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      The Company is authorized to issue 100,000,000 shares of common stock,
      par value $.001 per share. The holders of common stock are entitled to
      one vote per share and are entitled to dividends as declared. Dividends
      are subject to the preferential rights of the holders of the Company's
      preferred stock. The Company has never declared dividends on its common
      stock.

      (b)  Preferred Stock

      The Company's Board of Directors has the authority, without further action
      by the stockholders, to issue up to 10,000,000 shares of preferred stock,
      par value $.001 per share, that may be issued in one or more series and
      with such terms as may be determined by the Board of Directors.

      Series B Preferred Stock

      In September 1999, the Company issued 4,824 shares of Series B Preferred
      Stock for aggregate proceeds of $4,824,000. The Series B Preferred Stock
      was subsequently converted into 1,180,180 shares of common stock in
      February 2000 pursuant to the original terms of the issuance.

      In connection with the issuance of the Series B Preferred Stock, the
      Company issued warrants to purchase 295,040 shares of common stock (Series
      B Warrants). These warrants were exercisable at prices ranging from 110%
      to 140% of the conversion price of the Series B Shares. The Company
      allocated $650,000 of the net proceeds received from this offering to the
      cost of the Series B Warrants based on an independent valuation. During
      2000, the warrant holders exercised 210,944 Series B Warrants, resulting
      in cash proceeds to the Company of $1,077,792. The remaining 84,096 Series
      B Warrants expired on August 1, 2000.

      Series C Preferred Stock

      In March 2000, the Company completed a private placement transaction in
      which it issued 4,166,667 shares of Series C Preferred Stock and warrants
      to purchase 416,667 additional shares of common stock for aggregate gross
      proceeds of $50,000,000.

                                       41

                              STONEPATH GROUP, INC.
                   Notes to Consolidated Financial Statements
                           December 31, 2002 and 2001

      The terms of the Series C Preferred Stock initially required the Company
      to use the proceeds from this offering solely for investments in early
      stage Internet companies. In February 2001, the Company received consents
      (the "Consents") from the holders of more than two-thirds of its issued
      and outstanding shares of Series C Preferred Stock to modify this
      restriction to permit it to use the proceeds to make any investments in
      the ordinary course of business, as from time-to-time determined by the
      Board of Directors, or for any other business purpose approved by the
      Board of Directors.

      In exchange for the Consents, the Company agreed to a private exchange
      transaction (the "Exchange Transaction") in which it would issue to the
      holders of the Series C Preferred Stock as of July 18, 2002 (the
      "conversion date"), additional warrants to purchase up to a maximum of
      2,692,194 shares of common stock at an exercise price of $1.00 per share,
      and reduce the per share exercise price from $26.58 to $1.00 for 307,806
      existing warrants owned by the holders of the Series C Preferred Stock. As
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      a condition to receiving the additional warrants and having their existing
      warrants re-priced, the holders of the Series C Preferred Stock agreed to
      convert their shares of preferred stock into shares of common stock on the
      conversion date.

      At the request of the largest holder of Series C Preferred Stock (because
      of legal limitations in its governing instruments which prevent it from
      holding investments in common stock), the Company expanded the Exchange
      Transaction to include an additional alternative. Holders of the Series C
      Preferred Stock as of the conversion date were provided with the
      alternative of exchanging the common stock issuable upon conversion of the
      Series C Preferred Stock, the additional warrants and re-priced warrants,
      for shares of a newly designated Series D Convertible Preferred Stock.

      As a result of the exercise of these rights by the holders of the Series C
      Preferred Stock, as of July 19, 2002, all of the Company's shares of
      Series C Preferred Stock, representing approximately $44,600,000 in
      liquidation preferences, together with warrants to purchase 149,457 shares
      of the Company's common stock, were surrendered and retired in exchange
      for a combination of securities consisting of:

           o  1,911,071 shares of common stock;
           o  1,543,413 warrants to purchase common stock at an exercise price
              of $1.00; and
           o  360,745 shares of Series D Convertible Preferred Stock.

      The 1,911,071 shares of common stock and the 1,543,413 warrants to
      purchase shares of common stock at an exercise price of $1.00 were issued
      in exchange for 1,911,071 shares of Series C Preferred Stock and warrants
      to purchase 158,348 shares of the Company's common stock at an exercise
      price of $26.58 per share. The exchange of the common stock for the Series
      C Preferred Stock was accounted for as a conversion of the Series C
      Preferred Stock pursuant to its terms. The estimated fair value of the
      additional warrants and the re-priced warrants had been previously
      recorded by the Company in 2001 as a dividend, so no further amount was
      recorded in 2002.

      The remaining 1,803,725 shares of Series C Preferred Stock were converted
      into 1,803,725 shares of common stock. In addition, the Company issued
      1,307,130 additional warrants to purchase shares of common stock at an
      exercise price of $1.00 per share and re-priced 149,457 warrants to
      purchase shares of the Company's common stock (the re-priced warrants were
      re-priced from an exercise price of $26.58 per share to an exercise price
      of $1.00 per share). The common stock, additional warrants and re-priced
      warrants were then immediately surrendered by the holders in exchange for
      360,745 shares of Series D Convertible Preferred Stock.

      EITF Topic D-42, The Effect on the Calculation of Earnings per Share for
      the Redemption or Induced Conversion of Preferred Stock, indicates that
      the excess of the carrying amount of preferred stock over the fair value
      of the consideration transferred to the holders of the preferred stock
      should be added to net earnings. The Series C Preferred Stock which was
      converted into Series D Convertible Preferred Stock had a carrying value
      of approximately $21,645,000. The Company obtained an independent
      appraisal which valued the Series D Convertible Preferred Stock at
      approximately $4,672,000. The excess of the carrying value of the Series C
      Preferred Stock over the fair value of the Series D Convertible Preferred
      Stock was added to net income for purposes of computing net income
      attributable to common stockholders for the year ended December 31, 2002.
      The Exchange Transaction had no effect on the cash flows of the Company.
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      The holders of the Series C Preferred Stock earned 162,741, 299,069 and
      270,196 additional shares of Series C Preferred Stock from payment of
      preferred stock dividends during the years ended December 31, 2002, 2001
      and 2000, respectively. No further preferred stock dividends are payable
      on the Series C Preferred Stock after July 18, 2002. At December 31, 2002
      no shares of Series C Preferred Stock were outstanding due to the
      completion of the Exchange Transaction.

      Series D Convertible Preferred Stock

      The Series D Convertible Preferred Stock is convertible into 3,607,450
      shares of common stock of the Company. The conversion terms were
      negotiated to be similar to the terms of the Exchange Transaction. In the
      event of any liquidation, dissolution or winding-up of the Company prior
      to December 31, 2003 (which also includes certain mergers, consolidations
      and asset sale transactions), holders of the Series D Convertible
      Preferred Stock are entitled to a liquidation preference equal to $60.00
      per share, paid prior to and in preference to any payment made or set
      aside for holders of common stock, but subordinate and subject in
      preference to the prior payment in full of all amounts to which holders of
      other classes of preferred stock may be entitled to receive as a result of
      such liquidation, dissolution or winding-up. Subsequent to December 31,
      2003, the holders of the Series D Convertible Preferred Stock are entitled
      to participate in all liquidation distributions made to the holders of the
      Company's common stock on an as-if converted basis. The Series D
      Convertible Preferred Stock carries no dividend, and, except under limited
      circumstances, has no voting rights except as required by law. By no later
      than December 31, 2004, the Series D Convertible Preferred Stock will
      convert into shares of the Company's common stock.

      Preferred Stock Dividends

      The components of the preferred stock dividends are as follows:

                                                                  2002                 2001                2000
                                                            --------------       --------------      --------------

    Series B Preferred Stock cash dividend                  $          --        $          --       $     (108,464)

    Series C Preferred Stock dividend payable in kind           (1,952,892)          (3,588,828)         (3,034,039)

    Non-cash credit:  excess of carrying value of
      Series C Preferred Stock over the fair value of
      Series D Convertible Preferred Stock                      16,973,040                   --                  --

    Non-cash charge:  issuance of contingent warrants                   --             (562,370)                 --

    Non-cash charge: beneficial conversion feature on
      Series C Preferred Stock                                          --                   --         (42,608,327)
                                                            --------------       --------------      --------------
                                                            $   15,020,148       $   (4,151,198)     $  (45,750,830)
                                                            ==============       ==============      ==============

      The Company paid the Series B Preferred Stock dividend in cash as the
      holders converted their Series B Preferred Stock into shares of the
      Company's common stock. The Series C Preferred Stock dividend was payable
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      in additional Series C Preferred Stock on a quarterly basis and therefore
      did not represent a cash obligation of the Company.

      At the time of issuance of the Series C Preferred Stock, the quoted market
      value of the Company's common stock was higher than the Series C Preferred
      Stock sales price of $12.00 per share. As the Series C Preferred Stock was
      immediately convertible into shares of the Company's common stock, the
      differential in price constituted a beneficial conversion feature as
      defined in EITF Issue No. 98-5, Accounting for Convertible Securities with
      Beneficial Conversion Features or Contingently Adjustable Conversion
      Ratios. Accordingly, the Company recorded $42,608,327 as additional paid
      in capital for the deemed preferential dividend related to the beneficial
      conversion feature. In accordance with EITF Issue No. 98-5, this discount
      was limited to the proceeds allocated to the Series C Preferred Stock and
      was recognized immediately as a preferred stock dividend since the Series
      C Preferred Stock was immediately convertible.
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      (c)  Deferred Stock-Based Compensation

      The Company records deferred compensation when it makes restricted stock
      awards or compensatory stock option grants to employees, consultants or
      advisory board members. In the case of stock option grants to employees,
      the amount of deferred compensation initially recorded is the difference,
      if any, between the exercise price and quoted market value of the common
      stock on the date of grant. Such deferred compensation is fixed and
      remains unchanged for subsequent increases or decreases in the market
      value of the Company's common stock. In the case of options granted to
      consultants or advisory board members, the amount of deferred compensation
      recorded is the fair value of the stock options on the grant date as
      determined using a Black-Scholes valuation model. The Company records
      deferred compensation as a reduction to stockholders' equity and an
      offsetting increase to additional paid-in capital. The Company then
      amortizes deferred compensation into stock-based compensation expense over
      the performance period, which typically coincides with the vesting period
      of the stock-based award of three to four years.

      The components of deferred compensation are as follows:

                                                                          Consultants
                                                                         And Advisory
                                                       Employees             Board            Total
                                                      -----------        -----------       -----------

        Balance at December 31, 1999                  $ 7,162,000        $20,180,172       $27,342,172
        Deferred compensation recorded                 20,325,684          4,195,356        24,521,040
        Cancellations and fair value adjustments       (9,223,100)       (16,666,296)      (25,889,396)
        Amortization to stock-based compensation       (7,584,654)        (7,617,438)      (15,202,092)
                                                      -----------        -----------       -----------
        Balance at December 31, 2000                   10,679,930             91,794        10,771,724

        Deferred compensation recorded
                                                            1,207             19,450            20,657
        Cancellations and fair value adjustments       (4,756,331)          (109,623)       (4,865,954)
        Amortization to stock-based compensation       (5,713,168)            (1,621)       (5,714,789)
                                                      -----------        -----------       -----------
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        Balance at December 31, 2001                      211,638                 --           211,638
        Deferred compensation recorded                         --              3,193             3,193
        Amortization to stock-based compensation          (95,232)            (3,193)          (98,425)
                                                      -----------        -----------       -----------
        Balance at December 31, 2002                  $   116,406       $         --       $   116,406
                                                      ===========       ============       ===========

      For the year ended December 31, 2000, the Company also recorded
      stock-based compensation of $709,375 relating to investment banking
      services that were paid via the issuance of 25,000 shares of its common
      stock, valued based on the closing stock market price of $28.38 on the
      date of issuance.

      Stock-based compensation is reflected in the accompanying consolidated
      statements of operations as follows:

                                              Years ended December 31,
                                           ------------------------------------
                                            2002        2001           2000
                                            ----        ----           ----

         Personnel costs                   $98,425    $2,394,106    $ 3,395,755
         Loss from discontinued
           operations                           --     3,320,683     12,515,712
                                           -------    ----------    -----------

         Total                             $98,425    $5,714,789    $15,911,467
                                           =======    ==========    ===========

(13)  Stock Options and Warrants

      (a)  Stock Options

      The Amended and Restated Stonepath Group, Inc. 2000 Stock Incentive Plan,
      (the "Stock Incentive Plan") covers 10,000,000 shares of common stock.
      Under its terms, employees, officers and directors of the Company and its
      subsidiaries are currently eligible to receive non-qualified and incentive
      stock options and restricted stock awards. Options granted generally vest
      over three to four years and expire ten years following the date of grant.
      The Board of Directors or a committee thereof determines the exercise
      price of options granted.
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      As part of a merger with Net Value, the Company converted the outstanding
      options under the existing Net Value stock option plan into options to
      purchase the Company's common stock using a conversion ratio of 0.4
      Company options for every one Net Value option. On an "as-converted"
      basis, Net Value had 490,900 options converted at the effective merger
      date in November 2000.

      The following summarizes the Company's stock option activity and related
      information:

                                                                                                      Weighted
                                                                                Range of exercise      average
                                                              Shares                 prices        exercise price
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                                                              ------                 ------        --------------

         Outstanding at December 31, 1999                     4,277,248          $1.00 - 10.13          $1.28
         Granted                                              3,223,000           0.50 - 19.69           7.08
         Net Value, Inc. options assumed                        490,900           1.00 - 17.50           8.84
         Cancelled                                           (3,440,318)          1.00 - 16.38           4.16
                                                             ----------

         Outstanding at December 31, 2000                     4,550,830           0.50 - 19.69           4.03
         Granted                                              3,725,000           0.50 -  1.60           0.76
         Cancelled                                           (1,992,947)          0.50 - 19.69           5.99
                                                             -----------

         Outstanding at December 31, 2001                     6,282,883           0.50 - 17.50           1.47
         Granted                                              3,648,000           1.30 -  2.30           1.37
         Exercised                                             (409,583)          0.50 -  1.00           0.96
         Expired                                                (74,000)          0.70 -  1.58           0.98
                                                             ----------

         Outstanding at December 31, 2002                     9,447,300           $0.50 - 17.50         $1.46
                                                             ==========

         The following table summarizes information about options outstanding
         and exercisable as of December 31, 2002:

                                         Outstanding Options                         Exercisable Options
                          --------------------------------------------------- -----------------------------------
                                       Weighted Average
            Range of        Number        Remaining        Weighted Average      Number       Weighted Average
         Exercise Prices  Outstanding   Contractual Life    Exercise Price    Exercisable      Exercise Price
         ------------------------------------------------- ------------------ ------------- ---------------------

            $0.50 - $1.00    5,107,500     6.8 years            $   0.82         4,588,187      $   0.84
            $1.21 - $2.00    3,661,200     9.3 years                1.34           157,394          1.64
            $2.05 - $4.00      415,000     8.0 years                2.76           191,500          3.18
           $6.38 - $10.00       74,000     1.2 years                9.51            72,750          9.56
          $12.50 - $17.50      189,600     1.2 years               15.00           189,600         15.00
                             ---------                                           ---------
         Total               9,447,300     7.6 years            $   1.46         5,199,431       $  1.59
                             =========                                           =========

      The weighted average fair value of employee options granted during 2002,
      2001 and 2000 was $0.89, $0.53 and $6.58 per share, respectively. The fair
      value of options granted were estimated on the date of grant using the
      Black-Scholes option pricing model, with the following assumptions:

         Assumption                          2002              2001             2000
         ----------                          ----              ----             ----

         Dividend yield                      None              None             None
         Expected volatility                 93.8%             106.7%           134.6%
         Average risk free interest rate     1.36%             3.99%            4.99%
         Average expected lives              6.8 years         4.3 years        5.0 years
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      In December 2001, vesting was accelerated on options held by the Company's
      former Chief Executive Officer. Since the acceleration of vesting occurred
      pursuant to the terms of the original option agreement, no new measurement
      date occurred and no additional expense was recorded in the accompanying
      consolidated statement of operations.

      On October 5, 2001, February 28, 2002 and July 3, 2002, the Company
      modified the existing option arrangements with its Chief Executive Officer
      such that, effective as of July 3, 2002, vesting was fully accelerated on
      options to purchase 1,800,000 shares of the Company's common stock. Based
      on the excess of the trading price of the common stock on the dates of the
      modifications over the exercise price, the Company could incur a non-cash
      charge to its earnings of approximately $870,000 if the Chief Executive
      Officer leaves the employment of the Company prior to the vesting dates
      specified in the original option grant.

      (b)  Warrants

      The Company had outstanding the following warrants to purchase its
      securities as of December 31, 2002:

                                         Number of                Exercise price
      Description of series           warrants issued                 per share
      ---------------------           ---------------             --------------

      Common stock                      2,947,406                 $1.00 - $26.58
                                        =========                 ==============

      These warrants were issued primarily in connection with (a) former
      borrowing arrangements, (b) the Series C Preferred Stock issuance, (c) the
      receipt of consulting services and (d) services to be rendered in
      connection with a private placement of the Company's common stock.
      Additionally, as part of a merger with Net Value in 2000, the Company
      assumed the existing Net Value warrants totaling 675,089 on an
      "as-converted" basis. The Company recorded interest expense on warrants
      issued in connection with borrowing arrangements equal to the warrants'
      then fair value as determined by independent valuations. The Company
      allocated a portion of the net proceeds received from the Series C
      Preferred Stock issuance to the cost of the Series C Warrants as
      determined using the Black-Scholes valuation model. In 2000, the Company
      recorded stock-based compensation of $2,799,028 on warrants issued to
      consultants equal to the warrants' then fair value as determined using the
      Black-Scholes valuation model. In 2002, the Company recorded $95,000 of
      deferred offering costs for warrants that were issued in connection with
      an anticipated private placement of the Company's common stock.

(14)  Fair Value of Financial Instruments

      At December 31, 2002 and 2001, the carrying values of cash and cash
      equivalents, accounts receivable, loans receivable and accounts payable
      approximated their fair values as they are short term and are generally
      receivable or payable on demand.

(15)  Related Party Transactions

      Included in operating leases is certain real estate leased from the former
      principal shareholder of Air Plus. The Company leased one building in 2002
      and two buildings in 2001. Rent under this arrangement was determined by a
      survey of comparable building rents and totaled $187,000 for the year
      ended December 31, 2002 and $110,000 for the period from October 5, 2001
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      to December 31, 2001.

      During 2002, the Company purchased certain computer equipment and
      peripherals for $28,000 from a company owned by the Company's Chairman and
      Chief Executive Officer.

      During 2002, the Company paid a total of $60,000 to two of its directors
      as a placement fee related to the employment of the Company's Chief
      Financial Officer.

      At December 31, 2002 and 2001, an officer was indebted to the Company for
      a loan with an aggregate unamortized balance of $39,593 and $64,589,
      respectively. This loan is generally forgivable over a three-year term and
      for accounting purposes is amortized evenly to expense over the term which
      ends in April 2004.
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      At December 31, 2002, a former principal shareholder of Global was
      indebted to the Company for a loan amounting to $262,500. The loan is
      repayable in three equal installments by offset against his portion of the
      contingent consideration payment.

      In March 2000, an officer contributed shares of an affiliated company to
      the Company. The Company recorded the shares as contributed capital equal
      to their estimated fair value of $853,319.

(16)  Segment Information

      SFAS No. 131, Disclosures About Segments of an Enterprise and Related
      Information, established standards for reporting information about
      operating segments in financial statements. Operating segments are defined
      as components of an enterprise engaging in business activities about which
      separate financial information is available that is evaluated regularly by
      the chief operating decision maker in deciding how to allocate resources
      and in assessing performance. The Company determined that it had one
      operating segment in 2001, Domestic Services, which provides a full range
      of logistics and transportation services throughout North America. In
      2002, with the acquisition of Global, the Company established its
      International Services platform, which provides international air and
      ocean logistics services. The Company identifies operating segments based
      on the principal service provided by the business unit. Each segment has a
      separate management structure. The accounting policies of the reportable
      segments are the same as described in Note 3, Summary of Significant
      Accounting Policies. Segment information, in which corporate expenses have
      been fully allocated to the operating segments, is as follows (in
      thousands):

                                                                     Year ended December 31, 2002
                                                   --------------------------------------------------------------
                                                                      Restated
                                                   Domestic         International                        Restated
                                                   Services           Services        Corporate            Total
                                                   --------           --------        ---------          --------

    Revenues from external customers               $78,319            $44,469        $       --          $122,788
    Intersegment revenues                               76                 15                --                91
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    Revenues from significant customer              40,164                 --                --            40,164
    Segment operating income                           584              1,770                --             2,354

    Segment assets                                  41,863             13,867              (564)           55,166
    Segment goodwill                                15,103              5,208                --            20,311
    Depreciation and amortization                    2,036                151                --             2,187
    Capital expenditures                               788                349               676             1,813

      Revenues, based on the location of the customer, are predominately
      attributed to the United States in 2002 and 2001.
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(17)  Quarterly Information (Unaudited)

      The following is a summary of certain unaudited quarterly financial
      information for fiscal 2002 and 2001:

                                                                               Quarter ended
                                                   ------------------------------------------------------------------------
                                                                          Restated          Restated          Restated
    2002 (1)                                           March 31           June 30         September 30       December 31
    --------                                           --------           -------         ------------       -----------

    Revenues                                       $    13,065,560    $    28,524,745    $    37,881,049   $    43,316,271
    Cost of transportation                               8,645,969         19,739,026         25,884,973        30,207,462
                                                   ---------------    ---------------    ---------------   ---------------
    Net revenues                                   $     4,419,591    $     8,785,719    $    11,996,076   $    13,108,809
                                                   ===============    ===============    ===============   ===============

    Net income (loss)                              $    (1,226,954)   $       268,264    $     1,991,482   $     1,347,537
    Preferred stock dividends and effect of
      redemption                                          (887,772)          (892,116)        16,800,036                --
                                                   ---------------    ---------------    ---------------   ---------------
    Net income (loss) attributable to common
      stockholders                                 $    (2,114,726)   $      (623,852)   $    18,791,518   $     1,347,537
                                                   ===============    ===============    ===============   ===============
    Earnings (loss) per common share (2):
      Basic                                        $        (0.10)    $        (0.03)    $         0.82    $         0.06
                                                   ===============    ===============    ===============   ===============
      Diluted                                      $        (0.10)    $        (0.03)    $         0.07    $         0.04
                                                   ===============    ===============    ===============   ===============

                                                                               Quarter ended
                                                   -----------------------------------------------------------------------
     2001 (1)                                          March 31           June 30         September 30       December 31
     --------                                          --------           -------         ------------       -----------

     Revenues                                      $            --    $            --    $            --   $    15,597,889
     Cost of transportation                                     --                 --                 --         9,740,774
                                                   ---------------    ---------------    ---------------   ---------------
     Net revenues                                  $            --    $            --    $            --   $     5,857,115
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                                                   ===============    ===============    ===============   ===============

     Income (loss) from continuing operations      $    (1,241,281)   $    (2,036,713)   $      (677,031)  $       697,956
     Loss from discontinued operations                  (7,483,862)          (245,513)        (1,845,232)       (4,288,106)
                                                   ---------------    ---------------    ---------------   ---------------

     Net loss                                           (8,725,143)        (2,282,226)        (2,522,263)       (3,590,150)
     Preferred stock dividends                          (1,428,038)          (891,804)          (918,660)         (912,696)
                                                   ---------------    ---------------    ---------------   ---------------

     Net loss attributable to common stockholders  $   (10,153,181)   $    (3,174,030)   $    (3,440,923)  $    (4,502,846)
                                                   ===============    ===============    ===============   ===============

     Loss per share - basic and diluted:
     Continuing operations (2)                     $         (0.13)   $         (0.14)   $         (0.08)  $         (0.01)
     Discontinued operations                                 (0.37)            ( 0.01)             (0.09)            (0.21)
                                                   ---------------    ---------------    ---------------   ---------------
     Net loss to common shareholders               $         (0.50)   $         (0.15)   $         (0.17)  $         (0.22)
                                                   ===============    ===============    ===============   ===============

----------------
      (1)   Certain reclassifications have been made to conform to the 2002
            annual presentation
      (2)   Includes effect of preferred stock dividends and effect of
            redemption

(18)  Subsequent Events

      On March 10, 2003, the Company issued to its Chairman and Chief Executive
      Officer options to purchase: 1) 300,000 shares of common stock at an
      exercise price of $1.68 per share and 2) 400,000 shares of common stock at
      an exercise price of $2.00 per share. The options to purchase 300,000
      shares vest immediately and the balance vests annually over a three-year
      period.
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      On March 6, 2003, the Company completed a private placement of 4,470,000
      shares of its common stock. The transaction consisted of the sale of
      4,270,00 shares at $1.35 per share and 200,000 shares at $1.54 per share.
      In connection with this transaction, the Company realized gross proceeds
      of $6,072,500, paid a brokerage fee consisting of cash commissions of
      $364,350 and issued placement agent warrants to purchase 297,000 shares of
      common stock at an exercise price of $1.49 per share. In addition, the
      Company had previously paid the placement agent $25,000 in cash and had
      issued them warrants to purchase 150,000 shares of common stock at an
      exercise price of $1.23 per share. Also, in connection with this private
      placement, the Company issued to its Chief Financial Officer options to
      purchase 200,000 shares of common stock at an exercise price of $1.53 per
      share. Options for 50,000 shares vest on July 3, 2003 and the balance
      vests ratably thereafter over 36 months.
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                           December 31, 2002 and 2001

                          Independent Auditors' Report

The Board of Directors and Shareholders of
M.G.R., Inc. d/b/a Air Plus Limited, Distribution Services, Inc.,
 and Contract Air, Inc.:

We have audited the accompanying combined statements of operations, changes in
shareholders' equity and comprehensive income, and cash flows of M.G.R., Inc.
d/b/a Air Plus Limited, Distribution Services, Inc., and Contract Air, Inc. (the
Companies) for the year ended December 31, 2000. These combined financial
statements are the responsibility of the Companies' management. Our
responsibility is to express an opinion on these combined financial statements
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted
in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the combined
financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in
the combined financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the combined financial statements referred to above present
fairly, in all material respects, the results of operations and cash flows of
M.G.R., Inc. d/b/a Air Plus Limited, Distribution Services, Inc., and Contract
Air, Inc. for the year ended December 31, 2000, in conformity with accounting
principles generally accepted in the United States of America.

                                            /s/ KPMG LLP

Minneapolis, Minnesota
September 24, 2001
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                        Combined Statements of Operations

                                                   Year ended                   Six months ended June 20,
                                                December 31, 2000               2001                 2000

                                                                           (unaudited)           (unaudited)

Revenues                                         $   56,201,458            $ 26,014,801         $  19,698,634

Operating expenses:
  Purchased transportation                          (31,856,174)            (15,678,882)          (11,525,749)
  Salaries, wages and benefits                      (11,805,734)             (4,653,885)           (3,268,444)
  Depreciation and amortization                        (424,803)               (240,787)             (162,484)
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  Rent                                               (2,097,615)             (1,348,087)             (961,851)
  Other selling, general and
     Administrative                                  (6,216,391)             (3,417,458)           (2,134,739)
                                                 --------------            ------------         -------------

        Total operating expenses                    (52,400,717)            (25,339,099)          (18,053,267)
                                                 --------------            ------------         -------------
        Income from operations                        3,800,741                 675,702             1,645,367

Other income (expense)
   Interest and dividend income                          55,542                   8,080                15,686
   Interest expense (affiliate)                         (21,929)                (31,848)              (15,948)
   Other net                                            (44,465)                     --                66,961
                                                 --------------            ------------         -------------

        Total other income (expense)                    (10,852)                (23,768)               66,699
                                                 --------------            ------------         -------------

         Net earnings                            $    3,789,889            $    651,934         $   1,712,066
                                                ===============            ============         =============

See accompanying notes to combined financial statements.
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                                        M.G.R., Inc., d/b/a            Distribution
                                          Air Plus Limited            Services, Inc.         Contract Air, Inc.
                                            common stock               common stock             common stock
                                            no par value               no par value             no par value
                                         -------------------     ---------------------      -------------------
                                                                                                                         Retained
                                         Shares      Amount      Shares         Amount      Shares       Amount          earnings
                                         ------     --------     ------         ------      ------       ------          ----------

Balances at December 31, 1999            17,700     $301,500     10,000         $1,000      17,700       $1,770          $3,118,019

Comprehensive income

  Net earnings                               --           --         --             --          --           --           3,789,889
  Unrealized gain on marketable
    securities                               --           --         --             --          --           --                  --

Total comprehensive income
Distributions to shareholders                --           --         --             --          --           --          (3,350,732)
                                         ------     --------     ------         ------      ------       ------          ----------

Balances at December 31, 2000            17,700      301,500     10,000          1,000      17,700        1,770          $3,557,176

Comprehensive income:
  Net earnings                               --           --         --             --          --           --             651,934
  Unrealized loss on marketable
    securities                               --           --         --             --          --           --                  --
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Total comprehensive income
Distributions to shareholders                --           --         --             --          --           --            (624,417)
                                         ------     --------     ------         ------      ------       ------          ----------

Balances at June 30, 2001 (unaudited)    17,700     $301,500     10,000         $1,000      17,700       $1,770          $3,584,693
                                         ======     ========     ======         ======      ======       ======          ==========

                                            Accumulated
                                              other
                                           comprehensive
                                              income
                                              (loss)           Total
                                            ------------    -----------

Balances at December 31, 1999               $    85,951    $  3,508,240

Comprehensive income
  Net earnings                                       --       3,789,889
  Unrealized loss on marketable
    securities                                  (70,339)        (70,339)
                                                           ------------

Total comprehensive income                                    3,719,550
Distributions to shareholders                        --      (3,350,732)
                                            -----------    ------------

Balances at December 31, 2000                    15,612       3,877,058

Comprehensive income:
  Net earnings                                       --         651,934
  Unrealized loss on marketable
    securities                                 (184,980)      (184,980)
                                                           ------------

Total comprehensive income                                     466,954
Distributions to shareholders                        --      (624,417)
                                            -----------    ------------

Balances at June 30, 2001 (unaudited)       $  (169,368)   $  3,719,595
                                            ===========    ============

See accompanying notes to combined financial statements.
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                M.G.R., Inc. d/b/a AIR PLUS LIMITED, DISTRIBUTION
                     SERVICES, INC., and CONTRACT AIR, INC.
                        Combined Statements of Cash Flows

                                                                        Year ended            Six months ended June 30,
                                                                    December 31, 2000          2001               2000
                                                                    -----------------      ------------       -------------
                                                                                            (unaudited)        (unaudited)

Cash flows from operating activities:
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        Net earnings                                                  $  3,789,889         $    651,934       $   1,712,066
            Adjustments to reconcile net earnings to
              net cash provided by operating activities:
               Depreciation and amortization                               424,803              240,787             162,484
               Bad debt provision                                          403,797               19,930              15,494
               Loss (gain) on sale of marketable                            44,465                   --             (66,961)
                 securities
           Changes in assets and liabilities
               Accounts receivable                                      (3,839,503)           3,097,052           2,073,523
               Prepaid expenses                                           (127,140)            (102,043)            (89,849)
               Other assets                                                (45,398)               7,695                 266
               Accounts payable                                          3,204,764           (3,211,203)         (2,066,747)
               Accrued expenses                                            (25,282)             277,096           (194,691)
                                                                      ------------         ------------       -------------
                    Net cash provided by
                      operating activities                               3,830,395              981,248           1,545,585
                                                                      ------------         ------------       -------------

Cash flows from investing activities:
             Proceeds from sale of property and
               equipment                                                    21,434                   --                  --
             Purchase of property and equipment                           (768,273)            (164,512)           (108,195)
             Purchase of marketable securities                              (3,132)            (253,275)                 --
             Proceeds from sale of marketable
               securities                                                  146,445               25,000             103,320
                                                                      ------------         ------------       -------------

                    Net cash used in investing
                      activities                                          (603,526)            (392,787)             (4,875)
                                                                      ------------         ------------       -------------

Cash flows from financing activities:
             Short-term borrowings                                              --              250,000                  --
             Proceeds from notes to shareholders                           452,773                   --                  --
             Repayments of notes to shareholders                                --             (466,892)           (260,965)
             Distributions to shareholders                              (3,350,732)            (624,417)         (1,170,497)
                                                                      ------------         ------------       -------------

                    Net cash used in financing
                      activities                                        (2,897,959)            (841,309)         (1,431,462)
                                                                      ------------         ------------       -------------

                    Net increase (decrease) in
                      cash and cash equivalents                            328,910             (252,848)            109,248
Cash and cash equivalents at beginning of period                           510,755              839,665             510,755
                                                                      ------------         ------------       -------------

Cash and cash equivalents at end of period                            $    839,665         $    586,817       $     620,003
                                                                      ============         ============       =============

Supplemental disclosure of cash flow information:
        Cash paid for interest                                        $     21,929         $     29,660       $      15,948
                                                                      ============         ============       =============

See accompanying notes to combined financial statements.
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                     SERVICES, INC., and CONTRACT AIR, INC.
                     Notes to Combined Financial Statements

(1) Nature of Operations and Basis of Presentation

    M.G.R., Inc. d/b/a Air Plus Limited, Distribution Services, Inc., and
    Contract Air, Inc. (the Companies) collectively constitute a national
    logistics company specializing in providing air and ground time definite
    freight distribution services to shippers and businesses. The Companies
    (through Contact Air, Inc.) also provide transportation services for a
    portion of the logistics business. The Companies are headquartered in
    Minneapolis, Minnesota and maintain offices in 13 major metropolitan areas
    in the United States and Puerto Rico. The three entities included in the
    accompanying combined financial statements are related businesses under
    common control and management. All significant intercompany accounts and
    transactions have been eliminated in the combination.

(2) Summary of Significant Accounting Policies

    (a) Cash and Cash Equivalents

        The Companies consider all highly liquid instruments with a remaining
        maturity of 90 days or less at the time of purchase to be cash
        equivalents.

    (b) Marketable Securities

        Marketable securities are classified as available for sale and are
        reported at fair value, based on quoted market prices, with the
        unrealized gain or loss reported as a component of other comprehensive
        income or loss in shareholders' equity.

    (c) Property and Equipment

        Depreciation is computed on a straight-line basis using a three-year
        life for software, ten-year life for furniture and office equipment,
        three-year life for vehicles, and the shorter of the lease term or
        useful life for leasehold improvements. Expenditures for maintenance,
        repairs, and renewals of minor items are charged to earnings as
        incurred. Major renewals and improvements are capitalized.

    (d) Impairment of Long-Lived Assets

        Long-lived assets are reviewed for impairment whenever events or
        changes in circumstances indicate that the carrying amount of an asset
        may not be recoverable. Recoverability of assets to be held and used is
        measured by comparison of the carrying amount of an asset to future net
        undiscounted cash flows expected to be generated by the asset. If such
        assets are considered to be impaired, the impairment to be recognized
        is measured by the amount by which the carrying amount of the assets
        exceed the fair value of the assets. Assets to be disposed of are
        reported at the lower of the carrying amount or fair value less costs
        to sell.

    (e) Income Taxes

        The Companies have elected under Section 1362 of the Internal Revenue
        Code and similar provisions of the State of Minnesota tax laws, to be
        taxed as an S Corporation. Income or losses of the Companies are passed
        directly in the Companies' shareholders; therefore, no provision is
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        reflected in these combined financial statements. On August 30, 2001,
        the Companies entered into a definitive sale agreement with a publicly
        held company (see note 6). As a result, the Companies' election to be
        treated as an S corporation will be terminated, and the Companies will
        account for income taxes pursuant to Financial Accounting Standards
        Board (FASB) Statement No. 109, effective on the date the Companies are
        sold.

    (f) Revenue Recognition

        Revenues related to shipments are recognized at the time the freight is
        delivered. All other revenues, including storage, are recognized upon
        performance.

    (g) Major Customer and Concentration of Credit Risk

        A single customer accounted for approximately 58%, 50% and 57% of
        revenue in 2000 and the six months ended June 30, 2001 and 2000,
        respectively.
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    (h) Use of Estimates

        The preparation of financial statements in conformity with accounting
        principles generally accepted in the United States of America requires
        management to make estimates and assumptions that affect disclosures of
        contingent assets and liabilities at the date of the financial
        statements and the reported amounts of revenues and expenses during the
        reporting period. Actual results could differ from those estimates.

    (i) Comprehensive Income

        Comprehensive income is calculated in accordance with FASB Statement
        No. 130, Reporting Comprehensive Income. Statement 130 requires that
        unrealized gains and losses on the Companies' marketable securities be
        included in accumulated other comprehensive income as a component of
        shareholders' equity.

    (j) Impact of Recently Issued Accounting Standards

        FASB Statement No. 133, Accounting for Derivative Instruments and
        Hedging Activities, as amended by FASB Statement No. 138, Accounting for
        Certain Derivative Instruments and Certain Hedging Activities (an
        amendment of FASB Statement No. 133), is effective January 1, 2001. The
        adoption of Statement 133 will not have a significant effect on the
        Companies' results of operations.

    (k) Interim Financial Information (unaudited)

        Information presented for the six month periods ended June 30, 2001 and
        2000 is unaudited. In the opinion of management, the unaudited financial
        statements have been prepared on the same basis as the audited financial
        statements, and reflect all adjustments necessary to present fairly the
        result of operations and cash flows for the six month periods ended June
        30, 2001 and 2000. The results of operations for these interim periods
        are not necessarily indicative of results that may be expected for any
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        other interim period or for the year as a whole.

(3)  Related Party Transactions

     The Companies have entered into a series of notes payable with
     shareholders. These notes bear interest at 8%, and are payable in equal
     monthly installments of principal and interest. Interest under these notes
     totaled $21,929, $29,660 and $15, 948 in 2000 and the six months ended June
     30, 2001 and 2000, respectively.

     Included in operating leases are two buildings leased from the Companies'
     principal shareholder. Rent under these leases was determined by a survey
     of comparable building rents and totaled $312,000 $156,000 and $156,000 in
     2000 and the six months ended June 30, 2001 and 2000, respectively.

(4)  Employee Benefit Plan

     The Companies have an employee savings plan (the Plan) for eligible
     employees under Section 401(k) of the Internal Revenue Code. The Plan
     allows employees to defer up to 6% of their compensation on a pretax basis.
     The Companies may, at their discretion, match a portion of the employee
     deferrals. In 2000 and the six months ended June 30, 2001 and 2000, the
     Companies' contributions under the Plan were $233,820, $0 and $0,
     respectively.

(5)  Commitments and Contingencies

     (a) Leases

         The Companies occupy office and warehouse facilities under terms of
         operating leases expiring through 2006. Future minimum annual lease
         payments under noncancelable leases in excess of one year are as
         follows:
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                      Year ending           Third                 Related
                     December 31,           Party                  party
                     ------------         ----------             ---------
                         2001             $1,614,895               312,000
                         2002              1,432,104               312,000
                         2003                894,183               256,000
                         2004                789,353               144,000
                         2005                784,101                72,000
                      Thereafter             267,926                    --
                                          ----------             ---------
                                          $5,782,562             1,096,000
                                          ==========             =========

    (b) Litigation

        The Companies are involved in claims and lawsuits which arise in the
        normal course of business, none of which currently, in management's
        opinion, will have a significant effect on the Companies' financial
        statements.
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(6)  Subsequent Event

     On August 30, 2001, the Companies entered into a definitive agreement for
     sale of the Companies to Stonepath Group, Inc., a publicly traded
     corporation, for $34.5 million consisting of cash of $17.5 million at
     closing and a four-year earn-out arrangement based upon the future
     financial performance of the Companies. The acquisition is subject to
     customary closing conditions, including the completion of audited financial
     statements and the receipt of a fairness opinion.
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SCHEDULE II -- VALUATION AND QUALIFYING ACCOUNTS

                              STONEPATH GROUP, INC.

                                                                 Column C - Additions
                                                                 --------------------

                                                                                (2)
                                          Column B -             (1)           Charged
                                          Balance at          Charged to       to other        Column D            Column E -
         Column A -                      beginning of         costs and        accounts-      Deductions-          Balance at
         Description                        period             expenses        describe        describe          end of period
         -----------                     ------------         ----------       ----------     ------------       -------------

Allowance for doubtful accounts:

   Year ended December 31, 2002            $167,000            $153,000         $    --          $    --           $320,000
                                           ========            ========         =======          =======           ========

   Year ended December 31, 2001            $     --            $167,000         $    --          $    --           $167,000
                                           ========            ========         =======          =======           ========

   Year ended December 31, 2000            $     --            $     --         $    --          $    --           $     --
                                           ========            ========         =======          =======           ========
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                                   SIGNATURES

         Pursuant to the requirements of the Securities Exchange Act of 1934, as
amended, the registrant has duly caused this Amendment No. 2 to its Annual
Report on Form 10-K/A to be signed on its behalf by the undersigned, thereunto
duly authorized, in the City of Philadelphia, Commonwealth of Pennsylvania, on
January 16, 2004.

                          STONEPATH GROUP, INC.
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                        BY: /s/ Dennis L. Pelino
                        ------------------------
                                Dennis L. Pelino, (Chairman of the Board of
                                Directors and Chief Executive Officer)

                        BY: /s/ Bohn H. Crain
                        ---------------------
                                Bohn H. Crain (Chief Financial Officer)

                        BY: /s/ Thomas L. Scully
                        ------------------------
                                Thomas L. Scully (Principal Accounting Officer)

         Pursuant to the requirements of the Securities Exchange Act of 1934, as
amended, this Annual Report on Form 10-K/A has been signed by the following
persons in the capacities indicated:

SIGNATURE                  TITLE                                     DATE
---------                  -----                                     ----

/s/ Dennis L. Pelino       Chairman of the Board of Directors and
--------------------       Chief Executive Officer                    January 16, 2004
Dennis L. Pelino

/s/ J. Douglass Coates     Director                                   January 16, 2004
----------------------
Douglass Coates

/s/John Springer           Director                                   January 16, 2004
----------------
John Springer

/s/ David R. Jones         Director                                   January 16, 2004
------------------
David R. Jones

/s/ Aloysius T. Lawn, IV   Director                                   January 16, 2004
------------------------
Aloysius T. Lawn, IV

/s/ Robert McCord          Director                                   January 16, 2004
-----------------
Robert McCord
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    23.1          Independent Auditors' Consent

    23.2          Independent Auditors' Consent

    31.1          Certification of Chief Executive Officer Pursuant to Section
                  302 of the Sarbanes-Oxley Act of 2002

    31.2          Certification of Chief Financial Officer Pursuant to Section
                  302 of the Sarbanes-Oxley Act of 2002

    32.1          Certification of Chief Executive Officer Pursuant to Section
                  906 of the Sarbanes-Oxley Act of 2002. (This exhibit shall not
                  be deemed "filed" for purposes of Section 18 of the Securities
                  Exchange Act of 1934, as amended, or otherwise subject to the
                  liability of that section. Further, this exhibit shall not be
                  deemed to be incorporated by reference into any filing under
                  the Securities Act of 1933, as amended, or the Securities
                  Exchange Act of 1934, as amended.)

    32.2          Certification of Chief Financial Officer Pursuant to Section
                  906 of the Sarbanes-Oxley Act of 2002. (This exhibit shall not
                  be deemed "filed" for purposes of Section 18 of the Securities
                  Exchange Act of 1934, as amended, or otherwise subject to the
                  liability of that section. Further, this exhibit shall not be
                  deemed to be incorporated by reference into any filing under
                  the Securities Act of 1933, as amended, or the Securities
                  Exchange Act of 1934, as amended.)
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