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PART 1
ltem 1. Busi ness.

The registrant, US 1 Industries, Inc. (hereinafter referred to, together with its
subsidiaries, as "US 1" or the "Conpany"), through its subsidiaries is an interstate
trucki ng conpany operating in 48 states. The Conpany's business consists principally
of a truckload operation for which the Conpany obtains substantially all of its
busi ness t hrough i ndependent sal es agents who then arrange with independent truckers
to haul the freight to the desired destination.

US 1 was incorporated in California under the name Transcon |ncorporated on March
3, 1981. In March 1994, the Company changed its nane to US 1 Industries, Inc. 1In
February 1995, the Conpany was nerged with an Indiana corporation for purposes of re-
i ncorporation under the laws of Indiana. The Conpany's subsidiaries consist of Blue
and Grey Transport, Inc., an Indiana corporation, (“BGI"), Blue and Grey Brokerage,
Inc., an Indiana corporation, ("BGB"), Carolina National Logistics, Inc. an |Indiana
corporation, ("CNL"), Carolina National Transportation, Inc., an Indiana corporation
(“CNT"), Accu Scan Drug Testing, Inc., an Indiana corporation (“ACCU), Keystone
Logi stics, Inc. an Indiana corporation, (“KYL"), Unity Logistics, Inc. and Indiana
Corporation, (“UNL"), @ulf Line Brokerage, Inc., an Indiana corporation (“GLB"), Qulf
Li ne Transportation, Inc., an Indiana corporation (“GLT"), Keystone Lines, a
California corporation ("Keystone"), CAM Transport, Inc., an |Indiana
corporation, ("CAM'), and TC Services, Inc., a California corporation ("TCS"). BGT,
BGB, CAM CNL, CNT, GLB, GL.T, ACCU, KYL and Keystone operate under authority granted by
the United States Departnment of Transportation (the "DOT") and various state
agenci es.

Oper ati ons

The Conpany carries virtually all forns of freight transported by truck, except
bul k goods, including specialized trucking services such as containeri zed,
refrigerated, and flatbed transportation, and this year started a division that hauls
over-size and over-wei ght | oads.

The Conpany is a non-asset based business, contracting with i ndependent truckers
(who generally own the truck they drive) and sal es agents. The Conmpany pays the
i ndependent truckers and agents a percentage of the revenue received from custoners
for the transportation of goods. The expenses related to the operation of the trucks
are the responsibility of the independent contractors. Consequently, short-term
fluctuations in operating activity have less of an inpact on the Conmpany's net incone
than they have on the net inconme of truck transportation conpani es that bear
substantially all of the fixed cost associated with the ownership of the trucks.
Li ke other truck transportation conpani es, however, US 1's revenues are affected by
conpetition and the state of the econony.

The Conpany's principal focus during 2000 was busi ness growth. The Conpany
focused on the expansion of Carolina National Transportation, Inc., the startup of
the division that specializes in over-weight/over-sized freight, the start up of CAM
Transportation, Inc., and controlling the cost of operations.



Mar keti ng and Custoners

The Conpany conducts its business through a network of independent sal es agents
who are in regular contact with shippers at the local |level. The sales agents have
facilities and personnel to nonitor and coordi nate shipnments and respond to shippers’
needs in a tinely manner

These agents are typically paid a comi ssion of 6% to 10% of the Conpany's
revenues fromits trucking operations.

During 2000, the Conpany utilized the services of approximtely 40 sal es agents.
One agent accounted for 13% 18% and 15% of the Company's revenue for the years ended
Decenber 31, 2000, 1999, and 1998 respectively. The Conpany shi pped freight for
approximately 1,000 custoners in 2000, none of which accounted for nore than of 10%
of the Conpany's total revenues.

I ndependent Contractors

The i ndependent contractors used by the Company must enter into standard
equi pnent operating agreenents. The agreenents provide that independent contractors
must bear many of the costs of operations, including drivers' compensation,
mai nt enance costs, fuel costs, collision insurance, taxes related to the ownership
and operation of the vehicle, licenses, and pernits. The Conpany requires
i ndependent contractors to maintain their equipnent to standards established by the
DOT, and the drivers are subject to qualification and training procedures established
by the DOT. The Conpany is also required to have random drug testing, enforce hours
of service requirenents, and nmonitor maintenance of vehicles.

Enpl oyees

At Decenber 31, 2000, the Conpany had approximately fifty-five full-time
enpl oyees. The Conpany's enpl oyees are not covered by a coll ective bargaining
agr eenent .

Conpetition

The trucking industry is highly conpetitive. The Conpany conpetes for custoners
primarily with other nationw de carriers, sone of which have conpany-owned equi pnent
and company drivers, and many, have greater volume and financial resources. The
Conmpany al so conpetes with private carriage conducted by existing and potenti al
custoners. In addition, the Conmpany conpetes with other nodes of transportation
including rail.

The Conpany al so faces conpetition for the services of independent trucking
contractors and sal es agents. Sales agents routinely do business with a number of
carriers on an ongoi ng basis. The Conpany has attenpted to develop a strong sal es
agent network by mmintaining a policy of pronpt paynent for services rendered.

Conpetition is based on several factors; principally cost, tinmely availability of
equi pnent and quality of service.

I nsurance

The Conpany insures the trucks with liability insurance coverage of up to $2

mllion per occurrence with a $5,000 deducti ble. The Company has cargo insurance
coverage of up to $1, 000,000 per occurrence with a $10,000 deducti ble. The Conpany
al so mai ntains a comercial general liability policy with a limt of $1,000, 000 per
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occurrence and no deducti bl e.

| ndependent Contractor Status

Fromtime to tinme, various legislative or regulatory proposals are introduced at
the federal or state levels to change the status of independent contractors
classification to enployees for either enploynent tax purposes (wthholding, social
security, Medicare and unenpl oyment taxes) or other benefits available to enpl oyees.
Currently, nost individuals are classified as enpl oyees or independent contractors
for enploynent tax purposes based on 20 “common-|aw’ factors rather than any
definition found in the Internal Revenue Code or Internal Revenue Service
regul ations. |n addition, under Section 530 of the Revenue Act of 1978, taxpayers
that neet certain criteria may treat simlarly situated workers as enpl oyees, if they
have received a ruling fromthe Internal Revenue Service or a court decision
affirmng their treatnent, or if they are followi ng a | ong-standi ng recogni zed
practice.

Al t hough managenent is unaware of any proposals currently pending to change the
enpl oyee/ i ndependent contractor classification, the costs associated with potenti al
changes, if any, in the enployee/independent contractor classification could
adversely affect the Conpany’'s results of operations if the Conpany were unable to
reflect themin its fee arrangenents with the i ndependent contractors and agent or in
the prices charged to its custoner.

Regul ati on

The Conpany is a comon and contract notor carrier regulated by the DOT and
vari ous state agencies. Historically, the Interstate Commerce Com ssion (the “I1CC")
and various state agencies regulated notor carriers’ operating rights, accounting
systens, nergers and acquisitions, periodic financial reporting, and other matters.
In 1995 federal |egislation preenpted state regulation of prices, routes, and
services of notor carriers and elinminated the I CC. Several |CC functions were
transferred to the DOT. Managenent does not believe that regulation by the DOT or by
the states in their remaining areas of authority will have a material effect on the
Conpany’ s operations. The Conpany’s independent contractor drivers also nust conply
with the safety and fitness regulations pronul gated by the DOT, including those
relating to drug and al cohol testing and hours of service.

The Conpany’s operations are subject to various federal, state, and |oca
environnental |aws and regul ations, inplenmented principally by the EPA and simlar
state regul atory agencies, governing the managenent of hazardous wastes, other
di scharge of pollutants into the air and surface and underground waters, and the
di sposal of certain substances. Managenent believes that its operations are in
mat eri al conpliance with current |laws and regul ati ons and does not know of any
exi sting condition that would cause conpliance with applicable environnental
regul ations to have a material effect on the Conpany's earnings or conpetitive
posi tion.

Envi ronment al Regul ation
The Conpany owns property in Phoenix, Arizona that was fornerly | eased to
Transcon Lines ("Lines") as a terminal facility, where soil contam nation problens

exi sted or are known to exist currently. State environnental authorities notified
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the Conpany of potential soil contam nation from underground storage tanks, and
managenent has been working with the regulatory authorities to inmplenment the required
remedi ati on. The underground storage tanks

were renmoved fromthe Phoenix facility in February 1994. Currently the State
environnental authorities are requiring further testing of the property. The Conpany
believes it is in substantial conpliance with state and federal environnental

regul ations relative to the trucking business.

However, the Conpany is working with regulatory officials to elimnate any sources of
contam nation and determ ne extent of existing problens. Estimates of the costs to
conplete the future renediation of approximtely $141, 000 are considered in the |and
val uation all owance at Decenber 31, 2000 and 1999.



Saf e Harbor Provisions of the Private Securities Litigation Reform Act of 1995

The statenents contained in Item 1 (Description of Business) and Item6
(Managenent Discussion and Anal ysis of Financial Condition and Results of Operation);
particularly the statements under “Future Prospects” contain forward-I| ooking
statenents that are subject to a variety of risks and uncertainties. The Conpany
cautions readers that these risks and uncertainties could cause the Conpany’s actua
results in 2001 and beyond to differ materially fromthose suggested by any forward-
| ooki ng statenents. These risks and uncertainties include, without limtation, a
|l ack of historic information for new operati ons on which expectations regarding their
future performance can be based, general econom c and busi ness conditions affecting
the trucking industry, conpetition from anobng others, national and regional trucking
conpani es that have greater financial and marketing resources than the Conpany, the
availability of sufficient capital, and the Conpany’'s ability to successfully attract
and retain qualified owner operators and agents.

Item 2. Properties

The Conpany’s adnministrative offices are at 1000 Col fax, Gary, I|ndiana. The
Conpany |l eases its admnistrative offices on a nonth to nonth basis for $2,200 per
nmonth from M. M chael E. Kibler, President, Chief Executive Oficer and a director
of the Conpany, and M. Harold Antonson, Treasurer, Chief Financial Oficer and a
di rector of the Conpany.

Carolina National Transportation, Inc. |eases 3,900 sq. ft of office space in M.
Pl easant, SC for $5,700 per month. The current |ease expires June 30, 2001. The
Conpany anticipates that the lease will be renewed in fiscal year 2001

Keyst one Logistics, Inc. leases 1,591 sq. ft of office space in South Bend,

I ndi ana for $1,250 per nmonth. The current |ease expires Cctober 31, 2002.

Cam Transport, Inc. |leases an office building in Gulfport, Mssissippi for $2,250
per month. The current | ease expires Novenber 1, 2003.

Managenent believes that the Conpany’s | eased properties are adequate for its
current needs and can be retained or replaced at acceptable cost.

Item 3. Legal Proceedings

Cam Regi onal Transport filed a conplaint agai nst the Conpany in 1994 which
al | eges breach of contract, clainmng that Trail blazer Transportation, Inc., a
subsidiary of the Conpany which filed bankruptcy, failed to abide by a purchase
agreenent entered into with Cam Regi onal Transport, Inc. and Laurel Mbuntain Leasing,
Inc. The conpl aint seeks damages of $284,000 plus interest from Novenmber 1992.

The Conpany is currently involved in two lawsuits, one of which is a class action
lawsuit, as a result of an August 1999 incident in which a Carolina Nationa
Transportation, Inc. truck overturned |leaking chemcals. It is the Conpany's position
that it is not at fault. The Conpany contends that the materials inside the container
were inproperly packaged by a third party, that the chenicals which | eaked were not
harnful in nature, and that those persons alleging injuries were not harned.

The Conpany is also involved in two lawsuits as a result of a chem cal |eak that
occurred in a container hauled by a Carolina National Transportation, Inc truck. It
is the Conpany’s position that they are not at fault for this incident because they
are nmerely the shipper and a third party had the responsibility to package the | oad
for safe transportation.

At this tinme, the Conpany and its |legal counsel are unable to assess the outcomne
of these conplaints. The Conpany intends to vigorously defend itself in these
mat t ers.



The Conpany is involved in other litigation in the normal course of its business.
Managenent intends to vigorously defend these cases. |In the opinion of managenent,
the litigation now pending will not have a materi al
adverse effect on the consolidated financial position of the conpany.



Item 4. Submnission of Matters to a Vote of Security Hol ders.

No matters were subnmitted to a vote of the Conpany's sharehol ders during the
fourth quarter of 2000.

Item 5. Market for Registrant's Comon Equity and Rel ated Stockhol der Matters.

Shares of Common Stock of the Conpany are listed and traded on the NASD
El ectronic “bulletin board narket” under the synbol USOO

The followi ng table sets forth for the period indicated the high and | ow sal es
prices per share of the Common Stock as reported from NASDAQ quotati ons provided by
North American Quotations and reflect inter-dealer prices, without retail mark-up,
mar k- down or conmi ssion and may not represent actual transactions.

Cal endar Year Hi gh Low
2000

First Quarter . 3750 . 0500
Second Quarter . 2500 . 0620
Third Quarter . 3120 . 0620
Forth Quarter . 1800 . 0625
1999

First Quarter . 0937 . 0312
Second Quarter . 1250 . 0156
Third Quarter . 1250 . 0156
Fourth Quarter . 1406 . 0468

As of March 15, 2001, there were 3,246 holders of record of Commpn Stock

The Conpany has not paid any cash dividends on its Commobn Stock. Managenent does
not antici pate paying any dividends on the Common Stock in the foreseeable future,
and the Company's current credit agreement prohibits the payment of dividends.



ltem 6. Sel ected Fi nanci al Data

The sel ected consolidated financial data presented bel ow have been derived from
the Conpany’s consolidated financial statements. The consolidated financial
statenents for the years ended Decenber 31, 2000, 1999 and 1998 have been audited by
the Conpany’s independent certified public accountants, whose report on such
consol i dated financial statenents is included herein under Item 8. The information
set forth bel ow should be read in conjunction with the consolidated financi al
statenents and notes thereto under Item 8 and “Managenent’s Di scussion and Anal ysis
of Financial Condition and Results of Operations.”

(in thousands, except per share data)

Fi scal Year Ended Decenber 31

2000 1999 1998 1997 1996
STATEMENT OF OPERATI ONS DATA:
Operating revenues $49, 055 $32, 333 $30, 177 $25, 422 $15, 412
Purchased transportation 38, 337 24,846 23,417 19, 676 11, 694
Conmmi ssi ons 4,438 3,052 3,178 2,361 1,498
Ot her operating costs and expenses 4,988 3,481 3,408 3, 806 2,394
Operating incone (loss) 1,292 954 174 (421) (174)
I nt erest expense 623 661 744 435 282
Incone(l oss) before extraordinary item 1, 602 412 173 (803) (339)
Net income (Il oss) 1,602 412 173 (192) 341

Income (loss) per common share before
Net | ncome before extraordinary itens:

Basi c $0. 14 $0. 03 $0. 01 ($0.08) ($0.01)

Di | ut ed $0. 14 $0. 03 $0. 01 ($0.08) ($0.01)
Extraordinary item

Basi c $0. 00 $0. 00 $0. 00 $0. 06 $0. 05

Di | ut ed $0. 00 $0. 00 $0. 00 $0. 06 $0. 05
Net | nconme

Basi c $0. 14 $0. 03 $0. 01 ($0.02) $0. 04

Di | ut ed $0. 14 $0. 03 $0. 01 ($0.02) $0. 04
Wei ght ed average shares outstanding:

Basi c 10,618, 224 10, 618,224 10,618,224 10,616,397 9,879, 077

Di | ut ed 10, 618, 224 10, 618,224 10, 618, 224 10, 616, 397 9,879, 077

BALANCE SHEET DATA:

Total assets 11, 891 5, 352 4,499 6,261 2,198
Long-term debt, including

current portion 4,259 2,547 2,967 2,571 583
Wor ki ng capital 1, 846 (712) (861) (1, 451) (3,016)
Shar ehol ders’ defici ency (2, 459) (3,968) (4, 298) (4, 399) (4,020)

OTHER DATA:

Cash (used in) provided by

operating activities (2, 833) (370) 490 (3,630) (445)
Cash (used in) provided by

investing activities ( 84) 74 58 (269) 149
Cash provided by (used in)

financing activities 2,916 296 (848) 3,971 468
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Item 7. Managenent's Di scussion and Anal ysis of Financial Condition and Results of
Oper ation.

Overvi ew

Purchased transportation represents the anmpbunt an independent contractor is paid
to haul freight and is primarily based on a contractually agreed-upon percentage of
revenue generated by the haul for truck capacity provided by i ndependent contractors.
Purchased transportation is the |argest conponent of operating expenses and, on a

consolidated basis, increases or decreases in proportion to the revenue generated
through independent contractors. Conmi ssion to agents and brokers are primarily
based on contractually agreed-upon percentages of revenue. Conm ssions to agents and
brokers as a percentage of consolidated revenue wll vary directly with revenue

generated through i ndependent comm ssion sal es agents.

A mjority of the insurance and clains expense is based on a percentage of

revenue and, as a result, will increase or decrease, on a consolidated basis with the
Conpany’s revenue. Potential liability associated with accidents in the trucking
industry is severe and occurrences are unpredictable. A mterial increase in the

frequency or severity of accidents or the unfavorable devel opnent of existing clains
coul d adversely affect the Conmpany’s operating incone.

The following table set forth the percentage relationships of expense itenms to
revenue for the periods indicated:

Fi scal Years

2000 1999 1998

Revenue 100.0% 100.0% 100. 0%
Operati ng expenses:

Purchased transportation 78. 2 76. 8 77.6

Conmmi ssi ons 9.0 9.4 10.5

I nsurance and cl ai ms 3.2 3.3 3.1

Sal ari es, wages and ot her 3.5 3.9 4.1

Ot her operating expenses 3.5 3.6 4.1

Total operating expenses 97. 4 97.0 99. 4
Operating i ncone 2.6 3.0 0.6
2000 Conpared to 1999

Revenue for the 2000 fiscal year was $49.1 nmillion, an increase of $16.7 mllion

or 51.7% over revenue for the 1999 fiscal year. The increase was attributable to
continued growh at Carolina National Transportation, the operations of a new agent
who specialized in over-size | oads at Keystone Lines, expansion of Keystone
Logistics, Inc. and the startup of two new Conpani es, CAM Transport, Inc. and Unity
Logi stics, Inc.

Purchased transportati on was 78.2% of revenue in 2000 conpared with 76.8%in
1999. Purchased transportation has increased 1.4% as a percentage of revenue for the
year ended Decenber 31, 2000, conpared to the year ended Decermber 31,1999. Due to
the increase in diesel fuel prices, the Conmpany has begun to bill their custoners a
fuel surcharge that is reinbursable to the owner operator at 100% Because this
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portion of the revenue is reinbursed at 100%to the owner operator, the purchased
transportation as a percentage of revenue will increase.

Commi ssions to agents were 9.0% of revenue in 2000 conpared with 9.4%in 1999
primarily due to contracts with newer agents being negotiated at a | ower percentage
rate.



I nsurance and cl ains were 3.2% of revenue in 2000 conpared with 3.3%in 1999
primarily due to a decrease in clains relative to revenue and a slight decrease in
liability insurance rates.

Sal ari es, wages and ot her expenses were 3.5% of revenue in 2000 and 3.9% in 1999.
The slight decrease in salaries, wages and other expenses as a percentage of revenue
was due to the Company’s continued efforts to control overhead costs coupled with the
i ncrease in revenue. Oher operating expenses were 3.5% of revenue in 2000 and 3. 6%
in 1999. The decrease in other operating expenses as a percentage of revenue was
also primarily attributable to the cost contai nnent measures coupled with the
i ncrease in revenue.

Based on the changes in revenue and expenses di scussed above, operating income
i ncreased by $337,814 from $953,859 in 1999 to $1, 291,673 in 2000.

I nt erest expense decreased slightly to $0.62 nillion in 2000 from $0.66 m|lion
in 1999. Although the Conpany’'s new | ender is charging |lower interest rates, the |oan
bal ance i s higher due to continued Conpany growh. The net effect was a smal
decrease in interest expense.

Non- operating i ncone (expense), exclusive of interest expense, increased from
$118,547 in 1999 to $132,988 in 2000. The increase was primarily attributable to a
refund fromthe state of Al abama for pernmits paid in prior years but was reversed by
the courts and refunded to the Conpany.

The Conpany has net operating loss carry-forwards of approximately $57 million
at Decenber 31, 2000. These carry-forwards are available to offset taxable income in
future years and substantially all of these carry-forwards will expire in the years
2003 through 2010. Based on the conmpany’'s profitability in recent years, at Decenber
31, 2000, the Conpany has realized a net deferred tax asset of $800,000. The Conpany
believes it is nore likely than not that this amunt will be realized as a result of
anticipated future taxable income to be generated. Due to the uncertainty of the
remai ni ng tax asset, a valuation allowance has been mai ntained for the remining
deferred tax asset at Decenber 31, 2000.

Net inconme in 2000 was $1, 601,671 conpared with $411,897 in 1999. |Incone before
I ncome Tax Benefit was $ 801,671 in 2000 conpared with 411,897 in 1999 a 95%
i ncrease. Incone available to common sharehol ders was $1, 509, 099, or $0.14 per common
share, in 2000 conpared with $329,611, or $0.03 per conmmon share, in the prior year

1999 Conpared to 1998

Revenue for the fiscal year 1999 was $32.3 nmillion, an increase of $2.2 nmillion
or 7.1% over revenue for the 1998 fiscal year. The increase was attributable to
continued growth at Carolina National Transportation, and the operations of a new
agent at Keystone Lines.

Purchased transportati on was 76.8% of revenue in 1999 conpared with 77.6%in
1998. The decrease in the percentage of purchased transportation to revenue was
primarily attributable to managenent having better control over the ancillary costs.

Commi ssions to agents were 9.4% of revenue in 1999 conpared with 10.5%in 1998
primarily due to contracts with newer divisions negotiated a | ower percentage rate.

I nsurance and clains were 3.3% of revenue in 1999 conpared with 3.1%in 1998
primarily due to higher prem umcosts associated with a new i nsurance carrier for
Carolina National Transportation, Inc.
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Sal ari es, wages and ot her expenses were 3.9% of revenue in 1999 and 4.1% in 1998.
The slight decrease in salaries, wages and other expenses as a percentage of revenue
was due to the Company’s continued efforts to control overhead costs. O her
operating expenses were 3.6% of revenue in 1999 and 4.1%in 1998. The decrease in
ot her operating expenses as a percentage of revenue was also primarily attributable
to the cost contai nment nmeasures established by the Conpany.

Based on the changes in revenue and expenses di scussed above, operating income
i ncreased by $780, 000 from $174,000 in 1998 to $964, 000 in 1999.

I nterest expense remnined constant at $0.7 million for fiscal year 1999 and 1998.
An increase in the Conpany’'s interest rate on its revolving line of credit to a
default rate of prinme plus 4.75% was equal ly offset by a decrease in the average
out st andi ng bal ance in 1999.

Non- operating i ncone (expense), exclusive of interest expense, decreased from
$743,000 in 1998 to $119,000 in 1999. The decrease was primarily attributable to the
wite off of old payables in 1998 as discussed in Note 13 to the consoli dated
financial statements.

Net incone in 1999 was $412, 000 conpared with $173,000 in 1998. |Income avail able
to comon sharehol ders was $330, 000, or $0.03 per common share, in 1999 conpared with
$101, 000, or $0.01 per common share, in the prior year

Liquidity and Capital Resources

During fiscal 2000, the Conmpany’s financial position continued to inprove. The
Conpany had a net deficiency in shareholders’ equity of $2.5 mllion at Decenber 31
2000 conpared with $4.0 mllion at Decenmber 31, 1999. Working capital at Decenber
31, 2000 was $1.8 million conpared to a deficiency of ($0.7) nillion at the end of
1999. This increase in working capital is due to refinancing a portion of the forner
line of credit with long-term sharehol der debt and continuing profitability.

Net cash used in operating activities increased $2.4 mllion from$0.4 mllion
for the year ended Decenber 31, 1999 to $2.8 nillion for the year ended Decenber 31
2000. The cash used in operations is due primarily to an increase in accounts
receivable of $5.0 million resulting fromincreased revenue in fiscal 2000 as the
Conpany continued to add new agents and expand operations. The inpact of the
i ncreased accounts receivable on cash flows is partially offset by an increase in
accounts payable of $1.3 mllion, an increase in accrued expenses of $0.6 mllion
and net incone of $1.6 mllion during fiscal 2000.

Net cash used in investing activities was $84,000 for the year ended Decenber 31,
2000 conpared to net cash provided by investing activities of $74,000 for the year
ended Decenmber 31, 1999. Net cash used in investing activities during 2000 rel ated
to the investnent in additional equipnent. During 1999, the Conpany sold sone
equi pnent .

Net cash provided by financing activities increased $2.6 mllion from $0. 3
mllion for the year ended Decenber 31, 1999 to $3.0 million for the year ended
Decenber 31, 2000. The cash provided by financing activities is primarily due to a

net increase in the Conmpany’s line of credit of $1.2 million, an increase in the bank
overdraft of $0.2 million, and an increase in shareholder loans of $1.5 nillion. The
overall increase in debt is due to the increased revenues of the conpany resulting in

an increase in the accounts receivabl e bal ance.
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In April 2000, the Conpany refinanced its line of credit with a new |lender. The
Conpany received a $2,000,000 line of credit that was subsequently increased to
$3, 500,000 in June 2000. In Decenmber 2000, the | ender agreed to further anend the
Loan Agreenment to establish a separate line of equipnent financing in the anount of
$500, 000 and increase the anmpount of the Revolving Loan Cormitment from $3, 500,000 to
$5, 500, 000. Advances under this new line-of-credit are linited to 70% of eligible
accounts receivable. Advances bear interest at the lender’s prine rate plus .5%
This new line of credit is secured by substantially all of the Conpany’s assets and
requi red personal guarantees totaling $3 mllion fromthe Conpany’'s Chief Executive
Officer and Chief Financial Oficer. |In connection with this debt refinancing,
of ficers of the Conmpany advanced approximately $1.5 million of subordinated debt to
t he conpany.
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Envi ronmental Liabilities

The Conpany is not a party to any Super-fund litigation and otherw se does not

have any known environmental clains against it. However, the Conmpany does have one
property where soil contam nation problens existed or are known to exist currently.
The Conpany has prelimnarily evaluated its potential liability as this site and

believes that it has reserved appropriately for its renediation or that the fair

mar ket val ue of the property exceeds its net book value by an anpbunt in excess of any
renmedi ati on cost. There can be no assurance, however, that the cost of remediation
woul d not exceed the expected anpbunts. The Conmpany continues to nonitor soi

contam nation and nmay be required to renediate the property in the near future.

Inflation

Changes in freight rates charged by the Conpany to its custoners are generally
reflected in the cost of purchased transportati on and commi ssions paid by the Conpany
to i ndependent contractors and agents, respectively. Therefore, management believes
that future operating results of the Conpany will be affected primarily by changes in
vol ume of business. However, due to the highly conpetitive nature of the truckl oad
motor carrier industry, it is possible that future freight rates and cost of
purchased transportation may fluctuate, affecting the Conpany's profitability.

Recently |ssued Accounting Standards

During the second quarter of 1998, the FASB i ssued Statenent of Financial
Accounting Standards No. 133, “Accounting for Derivative Instruments and Hedgi ng
Activities.” In June 1999, the FASB issued SFAS No. 137, which amended SFAS No. 133
to delay its effective date by one year. SFAS No. 133 is effective for the Conpany
on January 1, 2001. SFAS No. 133 required that all derivative instrunents be
recorded on the consolidated bal ance sheet at their fair value. Changes in the fair

val ue of derivatives will be recorded each period in earnings or other conprehensive
i ncome, dependi ng on whether a derivative is designated as part of a hedge
transaction and, if it is, the type of hedge transaction. |In June 2000, the FASB

i ssued SFAS No. 138, which anended SFAS No. 133. The Conpany’s managenment has
reviewed the terms of all material contracts and financial instrunents and has
determ ned that the adoption of SFAS No. 133, as anended, will have no materi al
i mpact on its financial position or results of operations.

Item 7a. Quantitative and Qualitative Disclosures about Market Risk

The Conpany has a revolving line of credit with a bank which bears interest at
the prine rate (9.5% at Decenber 31, 2000) plus .5% Beginning in January 2001, the
interest rate will be based on certain financial covenants and may range from prinme
to prime plus .5% The Conpany al so has subordi nated debt with related parties which
bears interest at rates ranging fromprine + .75%to prinme plus 1%
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Item 8. Financial Statenents and Suppl enentary Dat a.
REPCORT OF | NDEPENDENT CERTI FI ED PUBLI C ACCOUNTANTS

To the Board of Directors of
US 1 Industries, Inc.
Gary, |ndiana

We have audited the acconpanyi ng consol i dated bal ance sheets of US 1 Industries,
Inc. and Subsidiaries as of Decenmber 31, 2000 and 1999 and the rel ated consolidated
statenents of operations, sharehol ders’ deficiency, and cash flows for each of the
three years in the period ended Decenber 31, 2000. W have al so audited the schedul e
listed in the acconmpanyi ng i ndex. These financial statenents and schedule are the
responsi bility of the Conpany’s managenent. Qur responsibility is to express an
opi nion on these financial statements and schedul e based on our audits.

We conducted our audits in accordance with auditing standards generally accepted
in the United States. Those standards require that we plan and performthe audits to
obt ai n reasonabl e assurance about whether the financial statenents and the schedule
are free of material misstatement. An audit includes exani ning, on a test basis,
evi dence supporting the ampunts and di sclosures in the financial statenents and
schedule. An audit also includes assessing the accounting principles used and
significant estimtes nmade by nanagenent, as well as evaluating the overal
presentation of the financial statements and schedule. W believe that our audits
provi de a reasonabl e basis for our opinion.

In our opinion, the consolidated financial statenents referred to above present
fairly, in all material respects, the financial position of US 1 Industries, Inc. and
Subsi di ari es at Decenber 31, 2000 and 1999, and the results of their operations and
their cash flows for each of the three years in the period ended Decenber 31, 2000 in
conformty with accounting principles generally accepted in the United States.

Also in our opinion, the schedule presents fairly, in all material respects, the
informati on set forth therein.

BDO Sei dman, LLP

Chicago, Illinois
March 13, 2001
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US 1 | NDUSTRI ES,

I NC. AND SUBSI DI ARI ES

CONSOL| DATED BALANCE SHEETS
DECEMBER 31, 2000 AND 1999

ASSETS
2000 1999
CURRENT ASSETS:
Accounts recei vabl e-trade, |ess allowance for
doubt ful accounts of $209, 000 and $67, 000
respectively $9, 911,436  $4,972, 846
Ot her receivabl es 382, 057 105, 770
Deposits 309, 897 162,173
Prepai d expenses 166, 911 9, 245
Current Deferred tax asset 400, 000 0
Total current assets 11, 170, 301 5, 250, 034
FI XED ASSETS
Equi prment 335, 402 100, 738
Less accumrul at ed depreciation and anortization (68, 797) (52, 756)
Net fixed assets 266, 605 47,982
ASSETS HELD FOR SALE
Land 195, 347 195, 347
Val uati on al | owance (141, 347) (141, 347)
Net assets held for sale 54, 000 54, 000
Noncurrent Deferred tax asset 400, 000 0

TOTAL ASSETS

The acconpanying notes are an integral part of the consolidated financial statenents.
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US 1 INDUSTRIES, I NC. AND SUBSI DI ARI ES
CONSOL| DATED BALANCE SHEETS
DECEMBER 31, 2000 AND 1999

LI ABI LI TI ES AND SHAREHOLDERS' DEFI Cl ENCY

2000 1999
CURRENT LI ABI LI TI ES:
Short-term debt 4,503, 896 3,173,990
Account s payabl e $2, 621, 107 $ 1,341,134
Bank overdraft 522, 201 345,719
Accrued expenses 244, 446 215, 505
I nsurance and cl ai ns 418, 450 204,592
Accrued conpensation 33, 891 17, 314
Accrued i nterest 836, 019 613, 567
Fuel and ot her taxes payable 143, 796 49,948
Total current liabilities 9, 323, 806 5,961, 769
LONG- TERM DEBT TO RELATED PARTI ES 4,026, 210 2,451, 028

COVM TMENTS AND CONTI NGENCI ES

REDEEMABLE PREFERRED STOCK:
Aut hori zed 5, 000,000 shares; no par val ue,
Series A shares issued and outstandi ng:
2000 and 1999 - 1, 094, 224
Li qui dation preference $0.3125 per share 1, 000, 112 907, 540
SHAREHOLDERS' DEFI Cl ENCY
Conmon st ock, authorized 20,000, 000 shares;
no par val ue; shares issued and outstandi ng:

2000 and 1999 - 10,618,224 40, 844, 296 40, 844, 296
Accumul ated deficit (43, 303,518) (44,812, 617)
Tot al sharehol ders' deficiency (2,459, 222) (3,968, 321)

TOTAL LI ABI LI TIES AND SHAREHOLDERS'
DEFI CI ENCY $11, 890, 906 $ 5,352,016

The acconpanying notes are an integral part of the consolidated financial statenents.
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US 1 | NDUSTRI ES,

I NC. AND SUBSI DI ARI ES

CONSOLI DATED STATEMENT OF OPERATI ONS

YEARS ENDED DECEMBER 31,

OPERATI NG REVENUES

OPERATI NG EXPENSES
Purchased transportation
Commi ssi ons
I nsurance and cl ai ns
Sal ari es, wages, and other
Ot her Operating expenses
Total operating expenses
OPERATI NG | NCOME
NON OPERATI NG | NCOVE ( EXPENSE)
I nterest income
I nterest expense
Wite off of old payables
Ot her inconme, net
Total non operating expense
NET | NCOVE BEFORE | NCOVE TAXES
I ncome tax benefit
NET | NCOVE
DI VI DENDS ON PREFERRED SHARES
NET | NCOVE AVAI LABLE TO COMMON SHARES

Basic and Diluted Net |ncome
Per Commmon Share

WEI GHTED AVERAGE COMMON SHARES OUTSTANDI NG -

BASI C AND DI LUTED

The acconpanying notes are an integral

2000, AND 1999

2000 1999 1998
$49, 055, 354 $32, 333, 528 $30, 176, 818
38, 336, 905 24, 846, 421 23, 416, 624
4,438, 324 3, 052, 406 3,177,908
1,553, 892 1,070, 564 938, 044
1,719, 291 1, 248, 089 1,223,113
1, 715, 269 1,162, 189 1,247,334
47,763, 681 31, 379, 669 30, 003, 023
1,291, 673 953, 859 173,795
19, 003 9, 840 7,702
(622, 990) (660, 509) (743, 953)
530, 674

113, 985 108, 707 204, 419
(490, 002) (541, 962) ( 1,158)
801, 671 411, 897 172, 637
800, 000 0 0
1,601, 671 411, 897 172, 637
92,572 82, 286 72,000

$ 1.509,099 $ 329,611 $__$100, 637
$0. 14 $0. 03 $0. 01

10, 618, 224 10, 618, 224 10, 618, 224

of the consolidated financial

statenments.



US 1 INDUSTRIES, I NC. AND SUBSI DI ARl ES
CONSOL| DATED STATEMENTS OF SHAREHOLDERS' DEFI Cl ENCY
YEARS ENDED DECEMBER 31, 2000, 1999, 1998, and 1997

Common St ock Accunul at ed
Shar es Amount Deficit Tot a

Bal ance at

Decenber 31, 1997 10, 618, 224 $40, 844,296 $(45, 242, 865) $(4, 398, 569)
Di vi dends on Preferred Stock (72,000) (72,000)
Net income 172, 637 172, 637
Bal ance at

Decenber 31, 1998 10, 618, 224 40, 844, 296 (45, 142,228) (4,297,932)
Di vi dends on Preferred Stock (82, 286) (82, 286)
Net | ncone 411, 897 411, 897 Bal ance
at

Decenber 31, 1999 10, 618, 224 40, 844. 296 (44,812,617) (3,968,321)
Di vi dends on Preferred Stock (92,572) (92,572)
Net | ncone 1,601, 671 1,601, 671
Bal ance at 10, 618, 224 $40, 844,296 $(43,303,518) $(2, 459, 222)

Decenber 31, 2000 —=—=—=—====== —=—=—=—=—=—===== —=—=—=—=—=—===== —=—=—=—======

The acconpanyi ng notes are an integral part of the consolidated financial statenents.
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US 1 | NDUSTRI ES,

I NC. AND SUBSI DI ARI ES

CONSOL| DATED STATEMENTS OF CASH FLOWS
2000, 1999 AND 1998

YEARS ENDED DECEMBER 31,

2000 1999 1998
CASH FLOWS FROM OPERATI NG ACTI VI TI ES:
Net inconme $ 1,601,671 $ 411,897 $ 172,637
Adj ustments to reconcile net income to net
cash (used in) provided by operating activities:
Depreci ati on and anortization 26, 818 30, 795 74,963
Deferred I ncome Tax benefit (800, 000) 0 0
Wite off of old payables (530, 674)
Loss on disposal of equi pnent 3,609 30, 177 17, 488
Gain on sale of property (44, 800)
Changes in operating assets and liabilities
Accounts receivabl e-trade (4,938,590) (930, 880) 1, 024, 290
Ot her receivabl es (276, 287) (46,116) 277, 265
Prepai d expenses (147, 724) 18, 553 55,933
Deposits (157, 666) (29, 744) 21, 639
Accounts payabl e 1,279,973 (104, 755) (758, 417)
Accrued expenses 28,941 32, 105 207,570
I nsurance and cl ai ns 213, 858 23,068 (60, 083)
Accrued interest 222,452 220, 684 252, 059
Accrued conpensation 16, 577 (277) (20, 711)
Fuel and ot her taxes payable 93, 848 (25, 747) (198, 206)
Net cash (used in) provided by operating
activities (2,832,520) (370, 240) 490, 953
CASH FLOWS FROM | NVESTI NG ACTI VI Tl ES:
Additions to property and equi pnent (92, 500) (5, 183) (2,566)
Proceeds from sale of property and equi pnment 8, 885 79, 358 61, 055
Net cash (used in) provided by investing
activities (83,615) 74,175 58, 489
CASH FLOWS FROM FI NANCI NG ACTI VI TI ES:
Net borrow ngs (repaynents) under line of credit 1,193, 498 630, 745 (741, 720)
Proceeds from |l ong-term debt 158, 052 0 0
Repaynment of |ong-term debt (121, 808) (64, 277) (123, 308)
Net proceeds (repaynents of) from sharehol der | oans 1,509,911 (355, 718) 287, 236
I ncrease (decrease)in bank overdraft 176, 482 85, 315 (269, 729)
Net cash provided by (used in)financing
activities 2,916, 135 296, 065 (847,521)
NET | NCREASE ( DECREASE) | N CASH (298, 079)
CASH, BEGI NNI NG OF YEAR 298, 079
CASH, END OF YEAR $ 0 $__ 0 $ 0
SUPPLEMENTAL DI SCLOSURE OF CASH FLOW
| NFORMATI ON- -
Cash paid during year for interest $400, 538 $439, 825 $491, 894
SUPPLEMENTAL SCHEDULE OF NONCASH | NVESTI NG AND
FI NANCI NG ACTI VI TI ES
Not e payable incurred for purchase of equi pment $165, 435 $ 0 $232, 700
The Conpany recorded $92,572, $82,286, and $72,000 in 2000, 1999, and 1998

respectively, for dividends on preferred stock.



The acconpanyi ng notes are an integral part of the consolidated financial statenents.
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US1 I NDUSTRI ES, | NC. AND SUBSI DI ARI ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS
YEARS ENDED DECEMBER 31, 2000, AND 1999

1. OPERATI ONS

The Conpany is primarily an interstate truckload carrier of general comopdities,
whi ch uses i ndependent agents and owner-operators to contract for and haul freight
for its custonmers in 48 states with a concentration in the Southeastern United
States. One agent accounted for 13% 18% and 15% of the Conpany's revenue in
2000, 1999, and 1998, respectively. No other agent represented nore than 10% of sales
for the year ended Decenber 31, 2000, 1999 and 1998.

2. SUMMARY OF SI GNI FI CANT ACCOUNTI NG POLI Cl ES

Princi pl es of Consolidation--The consolidated financial statements include the
accounts of US 1 Industries, Inc. and its subsidiaries. All significant interconpany
accounts and transactions have been elimn nated.

Revenue Recognition--Revenue for freight in transit is recognized upon delivery.
Amount s payabl e for purchased transportation; comr ssions and insurance expense are
accrued when the related revenue is recognized.

Fi xed Assets--Fixed assets are stated at cost and depreci ated using the straight-
line nmethod over the estimated useful lives of the related assets, which range from
three to eight years.

Assets Held for Sal e--Such assets conprise real estate, not required for the
Conpany's operations, which is carried at the lower of historical cost or estimated
net realizable value. See Note 12.

Long-Li ved Assets — The Conpany assesses the realizability of its long-Ilived
assets in accordance with statement of Financial Accounting Standards No. 121
“Accounting for the Inpairnent of Long-Lived Assets and for Long-Lived Assets to be
di sposed of.”

Accounting Estimates--The preparation of financial statenents in conformty with
general |y accepted accounting principles requires managenment to nake estimtes and
assumptions that affect the reported ampbunts of assets and liabilities and disclosure
of contingent assets and liabilities at the dates of financial statenents and the
reported ampbunts of revenues and expenses during the reporting periods. Actua
results could differ fromthose estinmates.

24



US 1 INDUSTRIES, I NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS (conti nued)
YEARS ENDED DECEMBER 31, 2000, AND 1999

Recently |ssued Accounting Standards—During the second quarter of 1998, the FASB
i ssued Statenment of Financial Accounting Standards No. 133, “Accounting for
Derivative Instruments and Hedging Activities.” In June 1999, the FASB issued SFAS
No. 137, which amended SFAS No. 133 to delay its effective date by one year. SFAS
No. 133 is effective for the Conpany on January 1, 2001. SFAS No. 133 required that
all derivative instruments be recorded on the consolidated bal ance sheet at their
fair value. Changes in the fair value of derivatives will be recorded each period in
earni ngs or other conprehensive income, depending on whether a derivative is
designated as part of a hedge transaction and, if it is, the type of hedge
transaction. In June 2000, the FASB i ssued SFAS No. 138, which anmended SFAS No. 133.
The Conpany’s managenment has reviewed the terns of all material contracts and
financial instrunents and has deternined that the adoption of SFAS No. 133, as
amended, will have no material inmpact on its financial position or results of
oper ati ons.

I ncone Taxes--Deferred incone taxes are recogni zed for the tax consequences of
"tenporary differences" by applying enacted statutory tax rates applicable to future
years to differences between the financial statement carrying amounts and the tax
bases of existing assets and liabilities. |In addition, the anbunt of any future tax
benefits are reduced by a valuation allowance to the extent such benefits are not
expected to be fully utilized.

Ear ni ngs Per Common Share—The Company conputes | oss per share under Statenent of
Fi nanci al Accounting Standards No. 128 “Earnings Per Share.” The statenent required
presentation of two anpunts, basic and diluted | oss per share. Basic |oss per share
is conputed by dividing |oss available to conmon stock hol ders by the wei ghted
average common shares outstanding. Dilutive earnings per share would include al
comon stock equivalents. There are no commbn stock equiviliants at Decenber 31,
2000, 1999, or 1998.

Busi ness Segnents — Statenent of Financial Accounting Standards No. 131
“Di scl osures about Segnents of an Enterprise and Related Information” requires public
enterprises to report certain information about reporting segnments in financial
statenents. The Conpany presents its operations in one business segnent.

3. REDEEMABLE PREFERRED STOCK

The Series A preferred shares are not convertible into common stock, are non-
voting, and earn dividends at the rate of $0.0375 per share per annum (increasing by
$0. 0063 on each of January 1, 1995, 1996 and 1997, and by $0.0094 on January 1, 1998
and on each January 1 thereafter until redeened) payable quarterly on the first day
of February, May, August, and Novenber.
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US 1 I NDUSTRIES, I NC. AND SUBSI DI ARI ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS- - ( Cont i nued)

The Series A preferred stock is redeenable at the option of the Conpany or the
hol ders at any tine.

As of Decenber 31, 2000, Series A curulative preferred stock dividends are in
arrears by $452,000. The Conmpany’s current line of credit prohibits the payment of
di vi dends.

4. RELATED PARTY TRANSACTI ONS

One of the Company’s subsidiaries provides safety, nanagenent, and accounting
services to conpanies controlled by the Chief Executive Oficer and Chief Financial
O ficer of the Conmpany. These services are priced to cover the cost of the enpl oyees
providing the services. Revenues related to those services total ed $100, 251
$77,640, $70,607 in 2000, 1999, and 1998, respectively.

The Conpany has an investnment of $126,460 in Anerican Inter-Fidelity Exchange
(“AlFE"), an entity which provides the Conpany with truck liability insurance. AlFE
is currently in receivership and managed by the State of Indiana, thus, the Conpany
exerci sed no control over the operations of AIFE. As a result, the Conpany has
recorded its investnent in Al FE under the cost method of accounting for these

peri ods.

Under the cost nethod, the investnent in AIFE is reflected at its original amunt and
income is recognized only to the extent of dividends paid by the investee. There were
no di vi dends decl ared by AIFE for the years ended Decenber 31, 2000, 1999 and 1998.

If AIFE is released fromthe control of the State of Indiana, the investment in
AlFE wi Il be deternmi ned based on the Conpany’s ownership percentage in and contro
over Al FE

A director of the conmpany al so nanages an affiliated insurance carrier, |ndiana
Truckers Exchange (I TE). For the years ended Decenber 31, 2000, 1999 and 1998, cash
paid for related party insurance prem uns and deducti bl es anmpbunted to $729, 434,
$532, 586, and $751, 123, respectively. The Conpany al so has |ong term notes payabl e
to AIFE and I TE as described in Note 8.

The Conpany has notes payable due to its Chief Executive Oficer, Chief Financial

O ficer, and August Investnent Partnership, an entity affiliated through conmon
owner ship, as described in Note 8.
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US 1 INDUSTRIES, |NC. AND SUBSI DI ARl ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS- - ( Cont i nued)

5.  LEASES

The Conpany | eases office space on a nonth-to-nmonth basis for its headquarters in
Gary, Indiana for $2,200 per month fromthe Conpany's Chief Executive Oficer and
Chief Financial Oficer. No formal |ease agreenent with the Conmpany existed at
Decenber 31, 2000. The Conpany |eases office space in M. Pleasant, South Carolina
for approxi mately $5,700 per nonth. The | ease agreenent expires in June, 2001. The
Conpany | eases office space in South Bend, Indiana for approxi mately $1, 250 per
month. The | ease expires in October, 2002. The Conpany | eases an office building in
Gul fport, M ssissippi for approximately $2,250 per nonth. The |ease expires in
Novemnber, 2003.

Rent expense for the years ended Decenber 31, 2000, 1999, and 1998 was approxi mately
$110, 000, $59, 000, and $59, 000 respectively.

Future comm tments under these operating | eases are as foll ows:
2001 76, 200
2002 39, 500
2003 24,750
140, 450
6. SHORT- TERM DEBT

Short-term debt at Decenber 31, 2000 and 1999 conpri ses:

Decenber 31, Decenber 31
2000 1999
Line of credit $4, 271, 104 $3,077, 606
Current portion of |ong-term debt 232,792 96, 384
Tot al $4, 503, 896 $3, 173,990

In April 2000, the Conpany refinanced its existing debt with a new |lender. The
Conpany initially received a $2 mllion line of credit which was subsequently
increased to $5.5 nmillion
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US 1 I NDUSTRIES, I NC. AND SUBSI DI ARI ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS- - ( Cont i nued)

6. SHORT- TERM DEBT ( Conti nued)

The difference between the ampbunt outstanding on the forner line of credit and the
initial anmpunt of the new line of credit has been financed through subordi nated debt
fromthe Conpany’s Chief Executive Oficer and Chief Financial O ficer or entities
controlled by them During 2000, these officers advanced approximately $1.5 mllion
to the Conmpany to fund the difference between the former line of credit and the new
line of credit agreenent.

Under the new revolving line of credit agreenent, borrowings are linmted to 70%
of eligible accounts receivable and bear interest at the prime rate (9.5% at Decenber
31, 2000) plus .5% Beginning in January 2001, the interest rate will be based on
certain financial covenants and may range fromprinme to prine plus .5% This |line of
credit agreenent expires in Septenmber 2001. Advances under the agreenent are
collateralized by the Conpany’s accounts receivable, property, and other assets.
Borrowings of up to $3 million are guaranteed by the Chief Executive Oficer and
Chi ef Financial Oficer of the Conmpany. At Decenber 31, 2000, the outstanding
borrowings on this line of credit were $4.27 mllion

In addition to the $5.5 nmillion line of credit with FIRSTAR BANK, the Conpany has
al so established a separate Iine for equipnent financing in the amunt of $500, 000
wi th FI RSTAR BANK. The principal balance of the Equiprment Loan shall bear interest
in an anount equal to the Prime Rate in effect plus 1% per annum At Decenber 31
2000, the outstandi ng borrowi ngs were $82,860 (see note 8).

The line of credit is subject to term nation upon various events of default,
including failure to renmit tinmely payments of interest, fees and principal, any
adverse change in the business of the Conmpany or the insecurity of the |ender
concerning the ability of the Conpany to repay its obligations as and when due or
failure to nmeet certain financial covenants. Financial covenants include: m ninum
net worth requirenents, total debt service coverage ratio, capital expenditure
limtations, and prohibition of additional indebtedness w thout prior authorization
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US 1 I NDUSTRIES, I NC. AND SUBSI DI ARI ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS- - ( Cont i nued)

7. LONG TERM DEBT

Long-term debt at Decenber 31, 2000 and 1999 conpri ses:
2000 1999
Not e payable to the Chief Executive Oficer
And Chi ef Financial Oficer, interest at
prime + .75% interest only paynments required,
princi pal bal ance due Cct ober, 2002 $3, 042, 075 1, 532, 165
Mort gage note payable to the Chief Executive
O ficer and Chief Financial Oficer
collateralized by land, interest at
prime + .75% interest only paynents
requi red, principal balance due
July 2003 500, 000 500, 000
Not e payabl e to August | nvest nent
Partnership, interest at prime + .75%
interest only paynments required, principa
bal ance due Cctober 2002 250, 000 250, 000
Not e payabl e, cargo insurance prenium financing,
nont hly paynents of $18,376 incl uding
interest at 11% t hrough Septenber 2001 141, 124 0
Mort gage note payable to August |nvestnent
Partnership, interest at prime + .75% interest
only payments required, principal balance due
Oct ober, 2002 100, 000 100, 000
Not e payabl e, collateralized by equi prment,
nmont hly payments of $1, 760.53 including interest
at prime +1% through January, 2006 82, 860 0
Not e payabl e, collateralized by equi prment,
nont hly payments of $2,077 including
interest at 9.55%through April 2004 70, 899 0
Mort gage note payable to I TE,
Mont hly paynents of $2,850 including
Interest at 9%t hrough March 2002 39, 217 68, 443
Mort gage note payable to Al FE
nont hly payments of $2, 150 i ncl udi ng
interest at 9%t hrough March 2002 29, 646 51, 689
Not e payabl e, collateralized by equi pnment,
nont hly payments of $3, 181 including

interest at 7.8%through February, 2001 3,181 45,115
Tot al debt 4, 259, 002 2,547,412
Less current portion 232,792 96, 384
Total |ong-term debt $ 4,026, 210 $ 2,451, 028
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US 1 INDUSTRIES, |INC. AND SUBSI DI ARI ES
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS- - ( Cont i nued)

I nterest expense on related party notes was approxi mately $342, 500, $261, 000, and
$325, 000 for the years ended Decenber 31, 2000, 1999, and 1998 respectively.
Schedul ed maturities of the long-term debt at Decenber 31, 2000 are due as foll ows:

2001 $ 232,792
2002 3,439, 272
2003 539, 210
2004 26,120
2005 19, 862
Thereafter 1,746

$4, 259, 002

8. STOCK OPTI ONS

The Conpany has a stock option plan which allows the Board of Directors to grant
options to officers and certain key enployees to purchase common stock at the fair
mar ket val ue on the date of the grant. At Decenber 31, 2000 and 1999, 96,500 share
were available for future option grants under the stock option plan. There were no
options outstandi ng under the stock option plan as of December 31, 2000 and 1999.

9. | NCOVE TAXES
The conposition of taxes on inconme (benefit) is as follows:

Current 2000 1999 1998
Feder al 273, 000 140, 000 59, 000
State 48, 000 25,000 10, 000

Uilization of net operating |oss (321, 000) (165, 000) (69, 000)
carry-forward
Adj ust nent of val uation all owance (800, 000) 0 0

I ncone tax expense (hbenefit) (800, 000) 0 0

The Conpany and its subsidiaries file a consolidated federal income tax return.
Deferred income taxes consist of the follow ng:

Decenber 31, 2000 1999 1998

Total deferred tax assets, relating
principally to net operating

| oss carry-forwards 22,728,000 23,049,000 23,214, 000
Deferred tax liabilities 0 0 0
22,728, 000 23, 049, 000 23, 214, 000
Less val uation al |l owance (21,928, 000) (23,049, 000) (23,214, 000)
Total net deferred tax asset 800, 000 0 0
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At December 31, 2000, the Conmpany has realized a net deferred tax asset of
$800,000 as it is nore likely than not that this anbunt will be realized as a result
of anticipated future taxable income to be generated by the Conpany. Due to the
uncertainty of realization, a valuation allowance has been naintained for the
remai ni ng deferred tax asset at Decenber 31, 2000.

The Conpany has net operating | oss carry-forwards of approximately $57 million at
Decenber 31, 2000. These carry-forwards are available to offset taxable income in
future years and substantially all of these carry-forwards will expire in the years

2003 t hrough 2010.
10. COWM TMENTS AND CONTI NGENCI ES

Cam Regi onal Transport filed a conpl aint agai nst the Conmpany in 1994 which
al | eges breach of contract, clainming that Trail blazer Transportation, Inc., a
subsidiary of the Conpany which filed bankruptcy, failed to abide by a purchase
agreenent entered into with Cam Regi onal Transport, Inc. and Laurel Mbuntain Leasing,
Inc. The conplaint seeks damages of $284,000 plus interest from November 1992.

The Conpany is currently involved in two [awsuits, one of which is a class action
lawsuit, as a result of an August 1999 incident in which a Carolina Nationa
Transportation, Inc. truck overturned |eaking chemicals. It is the Conpany’s position
that it is not at fault. The Conpany contends that the materials inside the container
were inproperly packaged by a third party, that the chem cals which | eaked were not
harnful in nature, and that those persons alleging injuries were not harned.

The Conpany is also involved in two lawsuits as a result of a chem cal |eak that
occurred in a container hauled by a Carolina National Transportation, Inc truck. It
is the Conpany’s position that they are not at fault for this incident because they
are nmerely the shipper and a third party had the responsibility to package the | oad
for safe transportation.

At this tine, the Conpany and its |legal counsel are unable to assess the outcone
of these conplaints. The Conpany intends to vigorously defend itself in these
matters.

The Conpany is involved in other litigation in the normal course of its business.
Managenent intends to vigorously defend these cases. |In the opinion of managenent,
the litigation now pending will not have a material adverse effect on the
consolidated financial position of the Conpany.

The Conpany has entered into an agreenent with certain key enployees of Carolina
Nati onal Transportation, Inc. (“Carolina”), a wholly owned subsidiary of the Conpany,
in which these enployees will receive up to 40% ownership in Carolina.

These key enployees will earn the 40% ownership interest in Carolina over

a three year period beginning in the year in which Carolina achi eves positive

retai ned earnings. Carolina has a negative retai ned earnings of $18,195 and $482, 000
at Decenber 31, 2000 and 1999, respectively.

The Conpany carries insurance for public liability and property danmage, and cargo
| oss and danmge through various prograns. The Conmpany's insurance liabilities are
based upon the best information currently avail able and are subject to revision in
future periods as additional information becones avail able. Managenment believes it
has adequately provided for insurance clains.
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11. ENVI RONMENTAL MATTERS

The Conpany owns a piece of property in Phoenix where soil contanination problens
exi st. The Conpany has been working with regulatory officials to elimnate new
contam nati on sources and determnine the extent of existing problems. Estimtes of
the cost to conplete the future remedi ati on of approxi mately $141, 000 are consi dered
in the | and val uation allowance at Decenber 31, 2000 and 1999.

12. OTHER MATTERS

a) In 1999 and 1998, other income (expense), net, in the consolidated statenment
of operations is conprised primarily of a wite off net payables fromfisca
years 1996 and 1997 relating to revisions of estimtes of amunts due from or
payabl e to drivers and agents.

b) During 1998, the Conpany has witten off approxi mately $531, 000 in vendor
accounts payabl e which are no | onger considered by managenment and the
Conpany’s | egal Counsel to be valid obligations of the Conpany. These
payabl es relate to fiscal years prior to 1994 and no clai ns have been nade
agai nst these ampunts since Septenber 1993.

13. SELECTED QUARTERLY FI NANCI AL DATA ( UNAUDI TED)

(I'n thousands, except per share data) Net
Net I nconme
Operating Operating I ncome (1 oss)
Revenue I ncone (1 oss) per share
(basi c and dil ut ed)
2000
$49, 055 $1, 292 $1, 602 $0. 14
Quarters:
Fourth 15,671 449 1,161 0.10
Third 12,761 324 189 0.02
Second 11,593 282 170 0.01
First 9, 030 237 82 0. 01
1999
$32, 334 $ 954 $412 $0. 03
Quarters:
Fourth 8, 666 261 185 0.02
Third 8,078 233 78 0. 00
Second 8,198 279 106 0.01
First 7,392 181 43 0. 00
1998
$30, 177 $ 174 $173 $0. 01
Quarters:
Fourth 7,287 (327) 95 0. 00
Third 7,682 108 (D (0.00)
Second 8,082 230 77 0.01
First 7,126 163 2 0. 00
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VALUATI ON AND QUALI FYI NG ACCOUNTS
YEARS ENDED DECEMBER 1, 1998, 1999 AND 2000

Schedul e 11
Bal ance At Charged to Wite-Offs,
Begi nni ng of Costs and Retirements & Bal ance At
Year Expenses Col | ection End of Year
Description
Year Ended Decenber 31, 1998
Al | owance for Doubtful Accounts
Recei vabl e $195, 000 $319, 256 $419, 256 $ 95, 000
Year Ended Decenber 31, 1999
Al | owance for Doubtful Accounts
Recei vabl e $ 95, 000 $ 49,027 $ 77,027 $ 67,000
Year Ended Decenber 31, 2000
Al | owance for Doubtful Accounts
Recei vabl e $ 67,000 $186, 233 $ 44,233 $209, 000

Item 9. Changes in and Di sagreenents with Accountants’ on Accounting and
Fi nanci al Di scl osure.

None.



PART 11

Item 10. Directors and Executive Oficers of the Registrant.

DI RECTORS AND EXECUTI VE OFFI CERS OF THE REG STRANT

The executive officers of the conpany as of March 15, 2001 were as follows

NAME

M chael E. Kibler

Harol d E. Antonson

Lex Venditti
Robert |. Scissors
Gage Bl ue

Brad Janes

Nane
M chael E. Kibler

Harol d E. Antonson

Lex Venditti

Robert Sci ssors

AGE PCSI Tl ON

Presi dent, Chief Executive Oficer,
and Director

Chi ef Financial O ficer, treasurer,
and Director

Di rector

Di rector

Di rector

Di rector

O fice and Experience

M. Kibler is President and Chief Executive

O ficer of the Company and has held these

positions since Septenber 13, 1993. He al so

has been President of Enterprise Truck Lines, Inc., an
interstate trucki ng conmpany engagi ng i n operations
simlar to the Conpany's, since 1972 M. Kibler is also
a director of Anmerican Inter-Fidelity Exchange, an

i nsurance reciprocal located in Indiana that is the
subj ect of an Order of Rehabilitation by the Indiana
Department of Insurance. M. Kibler has served as a
Director of the Conmpany since 1993.

M. Antonson is Chief Financial Oficer of the Conpany,
A position he has held since March 1998. M. Antonson
is acertified public accountant. Prior to joining the
Conpany, he was Secretary/ Treasurer of American Inter-
fidelity Exchange. M Antonson is also a partner in
August | nvestnment Partnership. M. Antonson was

el ected a director and Treasurer of the Conpany in
Novemnber 1999.

M. Venditti has served