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EXPLANATORY NOTE

FedEx Corporation (“FedEx”) hereby amends its AniiReport on Form 10-K for the fiscal year ended N8dy 2006 (the “Form 10-K")
(filed on July 14, 2006) as set forth in this AnhRaport on Form 10-K/A (Amendment No. 1) (this fRp10-K/A").

This Form 10-K/A is being filed solely to correact EDGAR conversion error in Item 8 of the Form 108fecifically, the EDGAR filing
agent inadvertently added an extra row entitlechkgis trade name” to the first table in Note 4: ‘@8will and Intangibles” of the Notes to
Consolidated Financial Statements (on page 85eoFtrm 10-K), which presents the carrying amourgaafdwill attributable to each
reportable operating segment and changes thereaardingly, we have deleted the extra row fromttise.

No other changes are being made to the Fol-K by means of this Form 10-K/A.




ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DA TA

FedEx’s consolidated financial statements, togettitr the notes thereto and the report of ErnstéuiYg LLP dated July 11, 2006 thereon,
are presented on pages 5 through 40 of this Fori/AQ

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES

(a)(1) and (2) Financial Statements; Financial Stament Schedules

FedEx’s consolidated financial statements, togethtr the notes thereto and the report of Ernstduivg LLP dated July 11, 2006 thereon,
are presented on pages 5 through 40 of this Fori/AQ

(@)(@3) Exhibits
See the Exhibit Index on page E-1 for a list ofeihibits being filed or furnished with or incorpted by reference into this Form 10-K/A.




SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, as amentiedRegistrant has duly caused this
Report to be signed on its behalf by the undersigtieereunto duly authorized.

FEDEX CORPORATION

Dated: August 2, 2006 By:/s/ JOHN L. MERINC
John L. Merinc
Corporate Vice President a
Principal Accounting Office




REPORT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
FedEx Corporation

We have audited the accompanying consolidated balsineets of FedEx Corporation as of May 31, 20@62805, and the related
consolidated statements of income, changes inlstddérs’ investment and comprehensive income, astl 8ows for each of the three years
in the period ended May 31, 2006. These finantéements are the responsibility of the Companydsagement. Our responsibility is to
express an opinion on these financial statemersisdoan our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on tldasis, evidence supporting the amounts and disads in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thatadits provide a reasonable basis for our opinio

In our opinion, the financial statements refer@alove present fairly, in all material respedts, ¢onsolidated financial position of FedEx
Corporation at May 31, 2006 and 2005, and the dafeted results of its operations and its cash $lder each of the three years in the period
ended May 31, 2006, in conformity with U.S. genlgratcepted accounting principles.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), the effectiveness
of FedEx Corporation’s internal control over fina@iceporting as of May 31, 2006, based on critegtablished in Internal Contrbitegratec
Framework issued by the Committee of Sponsoringa@mations of the Treadway Commission and our ttegetied July 11, 2006 expressed
an unqualified opinion thereon.

/s/ ERNST & YOUNG LLF

Memphis, Tennessee
July 11, 200¢




FEDEX CORPORATION

CONSOLIDATED BALANCE SHEETS

ASSETS

CURRENT ASSET¢

Cash and cash equivalel
Receivables, less allowances of $144 and ¢
Spare parts, supplies and fuel, less
allowances of $150 and $1.
Deferred income taxe
Prepaid expenses and other
Total current assets

PROPERTY AND EQUIPMENT, AT COS

Aircraft and related equipme

Package handling and ground support equipt
Computer and electronic equipme

Vehicles

Facilities and other

Less accumulated depreciation and amortization
Net property and equipment

OTHER LONG-TERM ASSETS

Goodwill

Prepaid pension co

Intangible and other assets
Total other long-term assets

The accompanying notes are an integral part oktheasolidated financial statements.

(IN MILLIONS)

May 31,
2006 2005
$ 1937 $ 1,03¢
3,51€ 3,297
308 250
539 510
164 173
6,464 5,26¢
8,611 7,61C
3,55¢ 3,36€
4,331 3,892
2,20:< 1,994
5,371 5,154
24,07¢ 22,017
13,304 12,37
10,77C 9,642
2,82t 2,83t
1,34¢ 1,272
1,282 1,38t
5,45€ 5,492
$ 22,69C $ 20,40




FEDEX CORPORATION
CONSOLIDATED BALANCE SHEETS
(IN MILLIONS, EXCEPT SHARE DATA)

LIABILITIES AND STOCKHOLDERS’ INVESTMENT

May 31,
2006 2005
CURRENT LIABILITIES
Current portion of lon-term debt $ 850 $ 369
Accrued salaries and employee bene 1,32E 1,27¢
Accounts payabl 1,90¢ 1,73¢
Accrued expenses 1,39C 1,351
Total current liabilities 5,472 4,734
LONG-TERM DEBT, LESS CURRENT PORTIO 1,592 2,427
OTHER LONG-TERM LIABILITIES
Deferred income taxe 1,367 1,20€
Pension, postretirement healthcare and other hest#igations 944 828
Self-insurance accrua 692 621
Deferred lease obligatiot 658 532
Deferred gains, principally related to aircraftisactions 373 400
Other liabilities 80 68
Total other long-term liabilities 4,114 3,65¢E
COMMITMENTS AND CONTINGENCIES
COMMON STOCKHOLDERY INVESTMENT
Common stock, $0.10 par value; 800 million shargharized; 306 million shares issued for 2006 ad2 3
million shares issued for 20( 31 30
Additional paic-in capital 1,46¢ 1,241
Retained earning 10,06¢ 8,363
Accumulated other comprehensive loss (24) (a7)
11,54z 9,617
Less deferred compensation and treasury stoclosat ¢ 32 29
Total common stockholders’ investment 11,511 9,58¢

$ 22,69C $ 20,40/

The accompanying notes are an integral part oktheasolidated financial statements.




FEDEX CORPORATION
CONSOLIDATED STATEMENTS OF INCOME
(IN MILLIONS, EXCEPT PER SHARE AMOUNTS)

Years ended May 31

2006 2005 2004
REVENUES $ 32,29/ $ 29,36¢ $ 24,71(
OPERATING EXPENSES

Salaries and employee bene 12,571 11,962 10,72¢
Purchased transportati 3,251 2,93t 2,407
Rentals and landing fe! 2,39C 2,29¢ 1,91¢€
Depreciation and amortizatic 1,55C 1,462 1,37¢
Fuel 3,25€ 2,317 1,531
Maintenance and repai 1,777 1,695 1,52z
Business realignment cos — — 435
Other 4,48E 4,221 3,358
29,28( 26,89: 23,27(
OPERATING INCOME 3,014 2,471 1,44C
OTHER INCOME (EXPENSE)
Interest expens (142 (160) (136)
Interest incomi 38 21 20
Other, net (11) (19) (5)
(115 (158) (121)
INCOME BEFORE INCOME TAXES 2,89¢ 2,313 1,31¢
PROVISION FOR INCOME TAXES 1,092 864 481
NET INCOME $ 1806 $ 1,44 $ 838
BASIC EARNINGS PER COMMON SHARE $ 594 $ 481 $ 2.80
DILUTED EARNINGS PER COMMON SHARE $ 58 $ 472 $ 276

The accompanying notes are an integral part oktheasolidated financial statements.




FEDEX CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS

(IN MILLIONS)
Years ended May 31
2006 2005 2004
OPERATING ACTIVITIES
Net income $ 180€ $ 1,44¢ $ 838
Adjustments to reconcile net income to cash praViole operating activities
Lease accounting char 79 — —
Depreciation and amortizatic 1,54¢ 1,462 1,37¢
Provision for uncollectible accour 121 101 106
Deferred income taxes and other noncash it 187 63 (8)
Tax benefit on the exercise of stock opti 62 36 43
Changes in operating assets and liabilities, n#t@gffects of businesses acquit
Receivable! (319) (235) (307)
Other current asse (38) (26) 10
Pension assets and liabilities, (71) (118) 155
Accounts payable and other operating liabili 346 365 841
Other, net (45) 20 (33)
Cash provided by operating activities 3,67€ 3,117 3,02C
INVESTING ACTIVITIES
Capital expenditure (2,51¢) (2,23€) (1,277)
Business acquisitions, net of cash acqu — (122 (2,410
Proceeds from asset dispositic 64 12 18
Other, net — (2) 1
Cash used in investing activities (2,4549) (2,34¢) (3,662)
FINANCING ACTIVITIES
Principal payments on de (369) (792) (319)
Proceeds from debt issuant — — 1,59¢
Proceeds from stock issuant 144 99 115
Dividends paic (97) (84) (66)
Purchase of treasury sto — — (179)
Other, net (2) — —
Cash (used in) provided by financing activities (324) (776) 1,15C
CASH AND CASH EQUIVALENTS
Net increase (decrease) in cash and cash equis 898 (7) 508
Cash and cash equivalents at beginning of period 1,03¢ 1,04€ 538
Cash and cash equivalents at end of period $ 1937 $ 1,03€ $ 1,04€

The accompanying notes are an integral part oktheasolidated financial statements.




FEDEX CORPORATION
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’
INVESTMENT AND COMPREHENSIVE INCOME
(IN MILLIONS, EXCEPT SHARE DATA)

Accumulated

Other
Additional Comprehensive
Common Paid-in Retained Treasury Deferred
Stock Capital Earnings Loss Stock Compensation Total
BALANCE AT MAY 31, 2003 $30 $ 1,088 $ 6,25C $ (30) $ (25) $ (25) $ 7,288
Net income — — 838 — — — 838
Minimum pension liability adjustment,
net of deferred tax benefit of $: — — — (16) — — (16)
Total comprehensive income 822
Purchase of treasury stock
(2,625,000 shares repurchased at
average price of $68.14 per she — — — — (179) — (179)
Cash dividends declared ($0.29 per
share) — — (87) — — — (87)
Employee incentive plans and other
(4,013,182 shares issue — 9) — — 204 (18) 177
Amortization of deferred compensation ~_— — — — — 15 15
BALANCE AT MAY 31, 2004 30 1,079 7,001 (46) — (28) 8,036
Net income — — 1,449 — — — 1,449
Foreign currency translation adjustme
net of deferred taxes of $5 — — — 27 — — 27
Minimum pension liability adjustment,
net of deferred taxes of ¢ — — — 2 — — 2
Total comprehensive income 1,478
Cash dividends declared ($0.29 per
share) — — (87) — — — (87)
Employee incentive plans and other
(2,767,257 shares issue — 162 — — 1) (a6) 145
Amortization of deferred compensation ~_— — — — — 16 16
BALANCE AT MAY 31, 2005 30 1,241 8,363 17) 1) (28) 9,588
Net income — — 1,806 — — — 1,806
Foreign currency translation adjustme
net of deferred taxes of $3 — — — 29 — — 29
Minimum pension liability adjustment,
net of deferred taxes of $. — — — (36) — — (36)
Total comprehensive income 1,799
Cash dividends declared ($0.33 per
share) — — (101) — — — (101)
Employee incentive plans and other
(3,579,766 shares issue 1 227 — — 1) (19) 208
Amortization of deferred compensation ~_— — — — — 17 17
BALANCE AT MAY 31, 2006 & $ 1,468 $ 10,06€ $ 524) $ 52) $ !30) $ 11,511

The accompanying notes are an integral part oktheasolidated financial statements.
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FEDEX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1: DESCRIPTION OF BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

DESCRIPTION OF BUSINES FedEx Corporation (“FedEX") provides a broadtfmdio of transportation, e-commerce and business
services through companies operating independeartimpeting collectively and managed collaborativeiger the respected FedEx brand.
These operating companies are primarily representdebderal Express Corporation (“FedEx Expresh8,world’s largest express
transportation company; FedEx Ground Package Sys$tem(“FedEx Ground”), a leading provider of sir@dckage ground delivery
services; FedEx Freight Corporation (“FedEx Freiglat leading U.S. provider of regional less-thamckload (“LTL") freight services; and
FedEx Kinko's Office and Print Services, Inc. (“l2dKinko’s”), a leading provider of document sobrs and business services. These
companies form the core of our reportable segments.

Other business units in the FedEx portfolio areEe@rade Networks, Inc. (“FedEx Trade Networks"glabal trade services company;
FedEx SmartPost, Inc. (“FedEx SmartPost”), a spaltel consolidator; FedEx Supply Chain Services, (“FedEx Supply Chain
Services”), a contract logistics provider; FedExstom Critical, Inc. (“FedEx Custom Critical”), aitical-shipment carrier; Caribbean
Transportation Services, Inc. (“Caribbean Trangimm Services”), a provider of airfreight forwamdiservices, and FedEx Corporate
Services, Inc. (“FedEx Services”), a provider oftaumer-facing sales, marketing and information nedbgy functions, primarily for FedEx
Express and FedEx Ground.

FISCAL YEARS Except as otherwise specified, references tosyiadicate our fiscal year ended May 31, 2006mieel May 31 of the year
referenced.

PRINCIPLES OF CONSOLIDATIOI The consolidated financial statements inclugeattcounts of FedEx and its subsidiaries, subathnti
all of which are wholly owned. All significant imeompany accounts and transactions have been alietin

RECLASSIFICATIONS Certain reclassifications have been made to pear financial statements to conform to the quryear
presentation.

CREDIT RISK. We routinely grant credit to many of our custesii@r transportation and business services witholiateral. The risk of

credit loss in our trade receivables is substdptiitigated by our credit evaluation process, skoflection terms and sales to a large number
of customers, as well as the low revenue per tdizsafor most of our services. Allowances for putel credit losses are determined based
on historical experience and current evaluatiothefcomposition of accounts receivable. Histongaitedit losses have been within
management’s expectations.

REVENUE RECOGNITIOM Revenue is recognized upon delivery of shipmentie completion of the service for our officedgmint
services, logistics and trade services busine€srain of our transportation services are provigét the use of independent contractors.
FedEx is the principal to the transaction in mastances and in those cases revenue from thesadtams is recognized on a gross basis.
Costs associated with independent contractor sedtiés are recognized as incurred and includedeiptinchased transportation caption in the
accompanying income statements. For shipmentansit; revenue is recorded based on the perceafagevice completed at the balance
sheet date. Estimates for future billing adjustra¢atrevenue and accounts receivable are recogatzbeé time of shipment for money-back
service guarantees and billing corrections. Dejivrsts are accrued as incurred.

Our contract logistics, global trade services asrdiain transportation businesses engage in somgairdons wherein they act as agents.
Revenue from these transactions is recorded on lzases. Net
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FEDEX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

revenue includes billings to customers less thadypcharges, including transportation or handtingts, fees, commissions, and taxes and
duties.

ADVERTISING Advertising costs are expensed as incurred emdlassified in other operating expenses. Advagisxpenses were $376
million in 2006, $326 million in 2005 and $284 riok in 2004.

CASH EQUIVALENTS. Cash in excess of current operating requirenmemetsnvested in short-term, interest-bearing uimsgnts with
maturities of three months or less at the dateuafhase and are stated at cost, which approximzdelset value.

SPARE PARTS, SUPPLIES AND FUEISpare parts are reported at weighted-averadeSwgplies and fuel are reported at standard cost,
which approximates actual cost on a first-in, fost basis. Allowances for obsolescence are pravideer the estimated useful life of the
related aircraft and engines, for spare parts @ggdeo be on hand at the date the aircraft areeckfrom service, and for spare parts currently
identified as excess or obsolete. These allowaaeebased on management estimates, which are stdbEange.

PROPERTY AND EQUIPMEN Expenditures for major additions, improvemefitght equipment modifications and certain equipiten
overhaul costs are capitalized when such costdeiermined to extend the useful life of the asseire part of the cost of acquiring the asset.
Maintenance and repairs are charged to expenseasead, except for certain aircraft-related majaintenance costs on one of our aircraft
fleet types, which are capitalized as incurred amdrtized over the estimated remaining useful lnfethe aircraft. We capitalize certain
direct internal and external costs associated thigrdevelopment of internal use software. Gainslesgks on sales of property used in
operations are classified with depreciation andréigaiion.

For financial reporting purposes, depreciation amebrtization of property and equipment is provideda straight-line basis over the asset’s
service life or related lease term. For incomeptapposes, depreciation is generally computed wsieglerated methods. The depreciable
and net book value of our property and equipmeniarfollows (dollars in millions):

Net Book Value at

May 31,
Range 2006 2005
Wide-body aircraft and related equipment 15to 25 year $ 4,66 $ 3,94¢
Narrow-body and feeder aircraft and related equipn 5to 15 year 369 330
Package handling and ground support equipt 2 to 30 year 1,25k 938
Computer and electronic equipmit 2 to 10 year 928 758
Vehicles 3to 12 year 743 718
Facilities and othe 2 to 40 year 2,80¢€ 2,951

Substantially all property and equipment have nten residual values. The majority of aircrafstoare depreciated on a straight-line basis
o ver 15 to 18 years. We periodically evaluateastimated service lives and residual values use@poeciate our property and equipment.
This evaluation may result in changes in the egethives and residual values. Such changes didhaterially affect depreciation expense in
any period presented. Depreciation expense, exgughins and losses on sales of property and eguipused in operations, was $1.520
billion in 2006, $1.438 billion in 2005 and $1.36illion in 2004. Depreciation and amortization expe includes amortization of assets under
capital lease.
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FEDEX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

CAPITALIZED INTEREST. Interest on funds used to finance the acquisiiod modification of aircraft, construction of tzén facilities anc
development of certain software up to the dateaiset is ready for its intended use is capital@atliincluded in the cost of the asset if the
asset is actively under construction. Capitalizedrest was $33 million in 2006, $22 million in Z08nd $11 million in 2004.

IMPAIRMENT OF LON(GLIVED ASSETS. Longived assets are reviewed for impairment when onstances indicate the carrying value

an asset may not be recoverable. For assets thai be held and used, an impairment is recognizegh the estimated undiscounted cash
flows associated with the asset or group of asgsé¢ss than their carrying value. If impairmeniséx an adjustment is made to write the asset
down to its fair value, and a loss is recordechaddifference between the carrying value and falue. Fair values are determined based on
guoted market values, discounted cash flows orriateand external appraisals, as applicable. Adsdie disposed of are carried at the lower
of carrying value or estimated net realizable vaRecause the cash flows of our transportation adtsvcannot be identified to individual
assets, and based on the ongoing profitabilityunfaperations, we have not experienced any sigmfionpairment of assets to be held and
used.

PENSION AND POSTRETIREMENT HEALTHCARE PL/ Our defined benefit plans are measured as of gially of our fiscal third
quarter of each year using actuarial techniquas éfiect management’'s assumptions for discouset, rate of return, salary increases,
expected retirement, mortality, employee turnovet future increases in healthcare costs. We deterthie discount rate (which is require:
be the rate at which the projected benefit oblagatould be effectively settled as of the measurgrdate) with the assistance of actuaries,
who calculate the yield on a theoretical portfafchigh-grade corporate bonds (rated Aa or bettth) cash flows that generally match our
expected benefit payments. A calculated-value ntethemployed for purposes of determining the etquboeturn on the plan asset
component of net periodic pension cost for ourijedl U.S. pension plans. Generally, we do not fdefined benefit plans when such
funding provides no current tax deduction or whechsfunding would be deemed current compensatiqteato participants.

GOODWILL. Goodwill is recognized for the excess of thechase price over the fair value of tangible andtifiable intangible net assets
of businesses acquired. Goodwill is reviewed atlaanually for impairment by comparing the faitueaof each reporting unit with its
carrying value (including attributable goodwill)aiF value is determined using a discounted cash ficethodology and includes
managemens$ assumptions on revenue growth rates, operatimginsa discount rates and expected capital expamdit Unless circumstans
otherwise dictate, we perform our annual impairniesting in the fourth quarter.

INTANGIBLE ASSET! Amortizable intangible assets include customettimtahips, technology assets and contract-basadgitiles
acquired in business combinations. Amortizablenigille assets are amortized over periods rangomg £ to 15 years, either on a straight-
line basis or an accelerated basis depending Wopattern in which the economic benefits are zedliNon-amortizing intangible assets
consist of the Kinko’s trade name. Non-amortizingangibles are reviewed at least annually for impant. Unless circumstances otherwise
dictate, we perform our annual impairment testimghie fourth quarter.

INCOME TAXES Deferred income taxes are provided for the feceof temporary differences between the taxdasiassets and
liabilities and their reported amounts in the fio@hstatements. The liability method is used tocamt for income taxes, which requires
deferred taxes to be recorded at the statutoryimagéfect when the taxes are paid.
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FEDEX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

We have not recognized deferred taxes for U.Sré&decome taxes on foreign subsidiaries’ earnithgs are deemed to be permanently
reinvested and any related taxes associated with &arnings are not material. Pretax earningsrefda operations were approximately $606
million in 2006, $636 million in 2005 and $430 ot in 2004, which represent only a portion of teésults associated with international
shipments.

SELF-INSURANCE ACCRUALSWe are primarily self-insured for workers’ compgation claims, vehicle accidents and generalliiegs,
benefits paid under employee healthcare programhdomg-term disability benefits. Accruals are priihyabased on the actuarially estimated,
undiscounted cost of claims, which includes inadHibeit-not-reported claims. Current workers’ comios claims, vehicle and general
liability, employee healthcare claims and long-tetisability are included in accrued expenses. Wieisgure up to certain limits that vary by
operating company and type of risk. Periodicallg, evaluate the level of insurance coverage andaifisurance levels based on risk
tolerance and premium expense.

LEASES Certain of our aircraft, facility and retail ltton leases contain fluctuating or escalating paytsand rent holiday periods. The
related rent expense is recorded on a straightlrsés over the lease term. The cumulative exdesnbpayments over rent expense is
accounted for as a deferred lease asset and reldortiatangible and other assets” in the balarfesess. The cumulative excess of rent
expense over rent payments is accounted for afeareld lease obligation. In addition to minimumtedmpayments, certain leases provide for
contingent rentals based on equipment usage palhgigelated to aircraft leases at FedEx Expresscapier usage at FedEx Kinko’s. Rent
expense associated with contingent rentals is decoas incurred. The commencement date of alldaagbe earlier of the date we become
legally obligated to make rent payments or the datenay exercise control over the use of the ptgpdreasehold improvements associated
with assets utilized under capital or operatingésaare amortized over the shorter of the assstfilife or the lease term.

DEFERRED GAINS Gains on the sale and leaseback of aircrafodimel property and equipment are deferred and aredrtatably over
the life of the lease as a reduction of rent expe8sibstantially all of these deferred gains aged to aircraft transactions.

FOREIGN CURRENCY TRANSLATIC Translation gains and losses of foreign openatibat use local currencies as the functional
currency are accumulated and reported, net of eadgle deferred income taxes, as a component ofradated other comprehensive loss
within common stockholders’ investment. Transactiams and losses that arise from exchange rattiltions on transactions denominated
in a currency other than the local currency aréuthed in results of operations. Cumulative netifprecurrency translation gains and (losses)
in accumulated other comprehensive loss were $8®dmat May 31, 2006, $14 million at May 31, 2086d ($13) million at May 31, 2004.

AIRLINE STABILIZATION ACT CHARG During the second quarter of 2005, the UniteteSt Department of Transportation (“DOT”)
issued a final order in its administrative reviefahe FedEx Express claim for compensation underiiin Transportation Safety and System
Stabilization Act (“Act”). Under its interpretatioof the Act, the DOT determined that FedEx Expreas entitled to $72 million of
compensation. Because we had previously received #illion under the Act, the DOT demanded repayno€i$29 million, which was
made in December 2004. Because we could no lorgyerwde that collection of the entire $119 millieatorded in 2002 was probable, we
recorded a charge of $48 million in the second tguaf 2005, representing the DOT’s repayment dehwdr$29 million and the writeff of a
$19 million receivable.

14




FEDEX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

EMPLOYEES UNDER COLLECTIVE BARGAINING ARRANGEME The pilots of FedEx Express, which represent a lsnuahber of
FedEx Express total employees, are employed undeliective bargaining agreement that became andada May 31, 2004. In accordal
with applicable labor law, we will continue to op& under our current agreement while we negatidateour pilots. Contract negotiations
with the pilots’'union began in March 2004. These negotiations ageing and are being mediated through the Natibleliation Board. Wi
cannot estimate the financial impact, if any, thsults of these negotiations may have on our furselts of operations.

STOCK COMPENSATION.We currently apply Accounting Principles Boardi@on No. (“APB”) 25, “Accounting for Stock Issued
Employees,” and its related interpretations to measompensation expense for sthesed compensation plans. As a result, no compen
expense is recorded for stock options when theceseeprice is equal to or greater than the markeé @f our common stock at the date of
grant. For awards of restricted stock and to detexrthe pro forma effects of stock options settfdr¢low, we recognize the fair value of the
awards ratably over their explicit service period.

If compensation cost for stock-based compensatamsphad been determined under Statement of Fialafsccounting Standards

No. (*SFAS”) 123, “Accounting for Stock Based Compensafi stock option compensation expense, pro foretdantome and basic and
diluted earnings per common share for 2006, 20052804 assuming all options granted in 1996 ance#iter were valued at fair value us
the Black-Scholes method, would have been as faligwmillions, except per share amounts):

Years ended May 31

2006 2005 2004

Net income, as reporte $ 1806 $ 1,44 $ 838
Add: Stock compensation included in reported nebiine, net of ta 5 4 10
Deduct: Total stoclbased employee compensation expense determinedfandelue based method for

awards, net of tax bene 46 40 37
Pro forma net income $ 1,765 $ 1,41: $ 811
Earnings per common sha

Basic — as reported $ 594 $ 481 $ 2.8C

Basic — pro forma $ 581 $ 469 $ 271

Diluted — as reported $ 583 $ 472 $ 2.76

Diluted — pro forma $ 570 $ 460 $ 2.68

See Note 10 for a discussion of the assumptionenyidg the pro forma calculations above.

For unvested stock options and restricted stock@swgranted prior to May 31, 2006, the terms o$¢hawards provide for continued vesting
subsequent to the employee’s retirement. Comp@msakipense associated with these awards has bewgnized on a straight-line basis over
the vesting period. This provision was removed fadhstock option awards granted subsequent to 81aY2006. For restricted stock grants
made subsequent to May 31, 2006, compensation s&peifi be accelerated for grants made to employdesare or will become retirement
eligible during the stated vesting period of theaedv

DIVIDENDS DECLARED PER COMMON SHAF On May 26, 2006, our Board of Directors declaaeatividend of $0.09 per share of
common stock. The dividend was paid on July 3, 2008ockholders of record as of the close of lesgron June 12, 2006. Each quarterly
dividend payment is subject to review
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and approval by our Board of Directors, and we @at& our dividend payment amount on an annual lbasige end of each fiscal year.

USE OF ESTIMATES. The preparation of our consolidated financiateshents requires the use of estimates and assumapiiat affect the
reported amounts of assets and liabilities, thented amounts of revenues and expenses and tHesiise of contingent liabilities.
Management makes its best estimate of the ultimatimome for these items based on historical trandsother information available when
the financial statements are prepared. Changestimages are recognized in accordance with thewtitg rules for the estimate, which is
typically in the period when new information becanavailable to management. Areas where the nafuhe @stimate makes it reasonably
possible that actual results could materially diffem amounts estimated include: self-insuranazwsds; employee retirement plan
obligations; long-term incentive accruals; tax liidles; accounts receivable allowances; obsoleseari spare parts; contingent liabilities; and
impairment assessments on long-lived assets (imgugbodwill and indefinite lived intangible asgets

NOTE 2: RECENT ACCOUNTING PRONOUNCEMENTS

In December 2004, the Financial Accounting Stansl&alard (“FASB”) issued SFAS 123R, “Share-Basedhi®apt.” The new standard
requires companies to record compensation expenstack-based awards using a fair value methothg@msation expense will be recorded
over the requisite service period, which is tydic#thie vesting period of the award.

We will adopt this standard using the modified pexgive basis as of June 1, 2006. We expect thetiadoof this standard to result in a
reduction of diluted earnings per share of appratety $0.15 in 2007. This estimate is impactedheylévels of share-based payments
granted in the future, assumptions used in thevidire calculation and the market price of our cammstock. Accordingly, the actual effect
per diluted share could differ from this estimate.

The FASB issued FASB Interpretation No. (“FIN") 48,ccounting for Uncertainty in Income Taxes,” amyl13, 2006. The new rules will
most likely be effective for FedEx in 2008. At thime, we have not completed our review and assasisaf the impact of adoption of FIN
48.

NOTE 3: BUSINESS COMBINATIONS

FEDEX SMARTPOS™ On September 12, 2004, we acquired the assetssancthad certain liabilities of FedEx SmartPost (fensnknown

as Parcel Direct), a division of a privately hetadnpany, for $122 million in cash. FedEx SmartPsst leading small-parcel consolidator and
broadens our portfolio of services by allowing asffer a cost-effective option for delivering lomeight, less timesensitive packages to U.
residences through the U.S. Postal Service. Tla€ial results of FedEx SmartPost are includetiénfedEx Ground segment from the date
of its acquisition and are not material to repodegro forma results of operations of any period.

The excess cost over the estimated fair valueeoffisets acquired and liabilities assumed (appedgign$20 million) has been recorded as
goodwill, which is entirely attributed to FedEx Gral. Management relied primarily on internal estesaand the assistance of third-party
appraisals to allocate the purchase price to thedtue of the assets acquired, liabilities assuiared goodwiill.

16




FEDEX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

The purchase price was allocated as follows (ifiong):

Current assets, primarily accounts receivi $ 10
Property and equipme 91
Intangible asset 10
Goodwill 20
Current liabilities )
Total purchase price M

FEDEX KINKC'S. On February 12, 2004, we acquired FedEx Kinko'safgproximately $2.4 billion in cash. We also assti$&9 million
of capital lease obligations. FedEx Kinko’s is ading provider of document solutions and businesgices. Its network of worldwide
locations offers access to color printing, finighend presentation services, Internet acaédspconferencing, outsourcing, managed serv
Web-based printing and document management sotution

The allocation of the purchase price to the falugaf the assets acquired, liabilities assumedgadwill, as well as the assignment of
goodwill to our reportable segments, was basedariiynon internal estimates of cash flows, suppletad by third-party appraisals. We used
third-party appraisals to assist management idetsrmination of the fair value of certain asseis l&bilities, primarily property and
equipment and acquired intangible assets, incluttiagralue of the Kinko’s trade name, customerteglantangibles, technology assets and
contract-based intangibles.

Approximately $1.8 billion was recorded as goodval the acquisition expands our portfolio of bassservices, while providing a
substantially enhanced capability to provide paeksigipping services to small- and medium-sizedriass customers through FedEx Kirnko’
network of retail locations. Because this was ajuisition of stock, goodwill is not deductible fiax purposes. Approximately $130 million
of the goodwill was attributed to the FedEx Expresgment and $70 million was attributed to the Fe@Ebund segment based on the
expected increase in each segment’s fair valueresudt of the acquisition.

The purchase price was allocated as follows (ifiong):

Current assets, primarily accounts receivable awelritory $ 241
Property and equipme 328
Goodwill 1,751
Intangible asset with an indefinite li 567
Amortizable intangible asse 82
Other long-term assets 52

Total assets acquired 3,021
Current liabilities (298)
Deferred income taxe (267)
Long-term capital lease obligations and other ltetga liabilities (36)

Total liabilities assumed (601)

Total purchase price $ 2,42C
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Indefinite lived intangible asse This intangible asset represents the estimateddhire allocated to the Kinko’s trade name. Thiarngible
asset will not be amortized because it has aniimtiefemaining useful life based on the lengthimie that the Kinko’s name had been in use,
the Kinko’s brand awareness and market positioncamglans for continued use of the Kinko’s brand.

Amortizable intangible asse! These intangible assets represent the fair valkmcaged with the business expected to be genéirated
existing customer relationships and contracts dsefcquisition date. Substantially all of thesgets are being amortized on an accelerated
basis over an estimated useful life of approxinyaselen years. While the useful life of these amstierelationship assets is not limited by
contract or any other economic, regulatory or olmeawn factors, a useful life of seven years wéermained at the acquisition date based on
customer attrition patterns.

The following unaudited pro forma consolidated fioial information presents the combined resultspErations of FedEx and FedEx
Kinko's as if the acquisition had occurred at tlegibning of 2004. The unaudited pro forma resudteshbeen prepared for comparative
purposes only. Adjustments were made to the comdhiesults of operations, primarily related to higtiepreciation and amortization expe
resulting from higher property and equipment valaed acquired intangible assets and additionatésteexpense resulting from acquisition
debt. Accounting literature establishes firm guided around how this pro forma information is presd, which precludes the assumption of
business synergies. Therefore, this unauditedgrmod information is not intended to represent,dwive believe it is indicative of the
consolidated results of operations of FedEx thatld/bave been reported had the acquisition beemleted as of the beginning of 2004.
Furthermore, this pro forma information is not esg@ntative of the future consolidated results erafons of FedEx.

Pro forma unaudited results for the year ended 8132004 were as follows (in millions, except peare data):

Revenue: $ 26,05¢
Net income® 836
Basic earnings per common sho 2.80
Diluted earnings per common shi 2.75

@ Includes $27 million, net of tax, of nonrecurringpenses at FedEx Kinko's, primarily in anticipatioiithe acquisition. Also includes $270 million tré tax, of business
realignment costs and a $37 million, net of taxpyreaurring tax benefit at FedEx.

We paid a portion of the purchase price from abéél@ash balances. To finance the remainder gbtihehase price, we issued commercial
paper backed by a six-month $2 billion credit fiagilln March 2004, we issued $1.6 billion of senimsecured notes in three maturity
tranches: one, three and five years at $600 mjlB&00 million and $500 million, respectively. Nebceeds from the borrowings were used
to repay the commercial paper backed by the sixtmoredit facility. We canceled the six-month ciddtility in March 2004. See Note 7 for
further discussion.

The FedEx SmartPost and FedEx Kinko’s acquisitisee accounted for under the purchase method olationg. The operating results of
the acquired businesses are included in our cataell results of operations from the date of adipris

OTHER BUSINESS COMBINATIONSON May 26, 2006, we announced an agreemenijairacthe LTL operations of Watkins Motor
Lines (“Watkins”), a privately held company, andte@é affiliates for approximately $780 million, yeble in cash. Watkins is a leading
provider of long-haul LTL services.
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Watkins will be rebranded as FedEx National LTL arilil be included in the FedEx Freight segment fritra date of acquisition, which is
expected to occur during the first half of 2007jeat to customary closing conditions.

On January 24, 2006, FedEx Express entered inegaement with Tianjin Datian W. Group Co., LtdDTW Group”) to acquire DTW
Group’s 50% share of the FedEx-DTW Internation@fity express joint venture (“FedEx-DTW") and DT@foup’s domestic express
network in China for approximately $400 millionéash. This acquisition will convert our joint vergwith DTW Group, formed in 1999 a
currently accounted for under the equity methoth éwholly owned subsidiary and increase our presén China in the international and
domestic express businesses. The acquisition i&céegh to be completed in the first half of 200"hject to customary closing conditions. The
financial results of this transaction will be indkd in the FedEx Express segment from the dateqfisition.

NOTE 4: GOODWILL AND INTANGIBLES

The carrying amount of goodwill attributable to leaeportable operating segment and changes thietgws (in millions):

Purchase Purchase
May 31, Goodwill Adjustments May 31, Adjustments May 31,
2004 Acquired and Other 2005 and Other 2006
FedEx Express segment $ 527 $ — $ 1 $ 528 $ 2 $ 530
FedEx Ground segme 70 201 — 90 — 90
FedEx Freight segme 666 — — 666 (20) 656
FedEx Kinko’'s segment 1,53¢ — 12 1,551 (2) 1,54¢
$2,80z $ 20 $ 13 $2,83¢ $(10) $2,82E
@ FedEx SmartPost acquisition.
The components of our intangible assets were &safsl(in millions):
May 31, 2006 May 31, 2005
Gross Gross
Carrying Accumulated Net Book Carrying Accumulated Net Book
Amortizable intangible assets Amount Amortization Value Amount Amortization Value
Customer relationships $ 77 $ (29) $ 48 $ 77 $(16) $ 61
Contract relate: 79 (57) 22 79 (50) 29
Technology related and other 54 (30) 24 51 (23) 28
Total $ 210 $(116) $ 94 $ 207 $(89) $ 118
Non-amortizing intangible asset
Kinko's trade name $ 567 $ — $567 $ 567 $ — $ 567

The recoverability of the amounts recorded for Belihko’s goodwill and trade name is dependent xecetion of key initiatives related to
revenue growth, network expansion and improveditatafity.
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Amortization expense for intangible assets wasi#ithon in 2006, $26 million in 2005 and $14 millian 2004. Estimated amortization
expense for the next five years is as follows (ilions):

2007 $23
2008 21
2009 18
2010 16
2011 8

NOTE 5: BUSINESS REALIGNMENT COSTS

During the first half of 2004, voluntary early retinent incentives with enhanced pension and postretnt healthcare benefits were offered
to certain groups of employees at FedEx Expresswdre age 50 or older. Voluntary cash severananines were also offered to eligible
employees at FedEx Express. Approximately 3,600@yeps accepted offers under these programs. @Gesesalso incurred for the
elimination of certain management positions, prilpat FedEx Express and FedEx Services. We rezedr$$435 million of business
realignment costs during 2004 ($428 million relaiethe FedEx Express Segment). No material costthése programs were incurred in
2006 or 2005. At both May 31, 2006 and May 31, 2@iness realignment related accruals were inmahte

NOTE 6: SELECTED CURRENT LIABILITIES

The components of selected current liability cagpgiavere as follows (in millions):

May 31,
2006 2005
Accrued Salaries and Employee Bene
Salaries $ 236 $ 202
Employee benefit 655 658
Compensated absences 434 415

$ 1,328 $ 1,27E

Accrued Expense

Selfinsurance accrua $ 523 $ 483
Taxes other than income tax 305 288
Other 562 580

$ 1,39C $ 1,351
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NOTE 7: LONG-TERM DEBT AND OTHER FINANCING ARRANGEM ENTS
The components of our long-term debt were as fal@w millions):

May 31,
2006 2005
Unsecured debt $ 2,006 $ 2,25t
Capital lease obligatior 310 401
Other debt, interest rates of 4.03% to 9.98% drruthh 2008 126 140
2,442 2,79€
Less current portion 850 369

$ 1,59z $ 2,427

From time to time, we finance certain operating smvésting activities, including acquisitions, tbgh borrowings under our $1.0 billion
revolving credit facility or the issuance of comwmiat paper. In July 2005, we executed a new $1lidbifive-year revolving credit facility,
which replaced and consolidated our prior revoléngdit facilities. Borrowings under the creditifag will bear interest at shorterm interes
rates (based on the London Interbank Offered RatBQR”), the Prime Rate or the Federal Funds Rata¥ a margin dependent upon our
senior unsecured long-term debt ratings. The réwgleredit agreement contains certain covenantsestdctions, none of which are
expected to significantly affect our operationsbility to pay dividends.

Our commercial paper program is backed by unusedritments under the revolving credit facility anortowings under the program redt
the amount available under the credit facility.Mdy 31, 2006, no commercial paper borrowings wertstanding and the entire amount ut
the credit facility was available.

The components of unsecured debt (net of discowes} as follows (in millions):

May 31,
2006 2005

Senior unsecured de

Interest rate of 7.80%, due in 20 $ 200 $ 200

Interest rate of 2.65%, due in 20 500 500

Interest rate of 3.50%, due in 20 500 499

Interest rate of 7.25%, due in 20 249 499

Interest rate of 9.65%, due in 20 300 299

Interest rate of 7.60%, due in 20 239 239
Other notes, due in 2007 18 19

$ 2,006 $ 2,25¢

Our capital lease obligations include leases farait, as well as certain special facility revetuomds that have been issued by municipalities
primarily to finance the acquisition and constrantdf various airport facilities and equipment. $&d&donds require interest payments at least
annually, with principal payments due at the enthefrelated lease agreement.

Our other debt includes $118 million related tesk=safor aircraft that are consolidated under tlwipions of FIN 46, “Consolidation of
Variable Interest Entities, an Interpretation of B\Ro. 51.” The
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debt accrues interest at LIBOR plus a margin amiésin installments through March 30, 2007. SeteN@ for further discussion.

We issue other financial instruments in the noramairse of business to support our operations. tsettiecredit at May 31, 2006 were $586
million. The amount unused under our letter of @rfatility totaled approximately $63 million at Ma&1, 2006. This facility expires in

July of 2010. These instruments are generally redquinder certain U.S. self-insurance programsaaedised in the normal course of
international operations. The underlying liabiktimsured by these instruments are reflected ifb#tence sheet, where applicable. Therefore,
no additional liability is reflected for the letseof credit.

Scheduled annual principal maturities of debt, @sivke of capital leases, for the five years subsetito May 31, 2006, are as follows (in
millions):

2007 $844
2008 —
2009 500
2010 —
2011 250

Long-term debt, exclusive of capital leases, hadyoay values of $2.1 billion compared with an estted fair value of approximately $2.2
billion at May 31, 2006, and $2.4 billion compareith an estimated fair value of $2.6 billion at M3y, 2005. The estimated fair values were
determined based on quoted market prices or oautrent rates offered for debt with similar termsl anaturities.

We have a $1 billion shelf registration statemeitihwhe SEC to provide flexibility and efficiencyh@n obtaining financing. Under this shelf
registration statement we may issue, in one or raffiezings, either unsecured debt securities, comstock or a combination of such
instruments. The entire $1 billion is available foture financings.

NOTE 8: LEASES

We utilize certain aircraft, land, facilities, rétmcations and equipment under capital and ojrggdeases that expire at various dates through
2039. We leased approximately 16% of our totalraftdleet under capital or operating leases adayj 31, 2006. In addition, supplemental
aircraft are leased by us under agreements thatglgnprovide for cancellation upon 30 days nati©er leased facilities include national,
regional and metropolitan sorting facilities andanamistrative buildings.

The components of property and equipment recorddérucapital leases were as follows (in millions):

2006 2005
Aircraft $ 114 $ 232
Package handling and ground support equipt 167 167
Vehicles 34 36
Other, principally facilities 166 167
481 602
Less accumulated amortization 331 329
$ 150 $ 273
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Rent expense under operating leases was as followrsllions):

For years ended May 31

2006 2005 2004
Minimum rentals $ 191¢ $ 1,79 $ 1,56C
Contingent rentals 245 235 143

$ 2,164 $ 2,026 $ 1,708

Contingent rentals are based on equipment usage.
A summary of future minimum lease payments undpitableases at May 31, 2006 is as follows (in imilk):

2007 $ 24
2008 100
2009 12
2010 96
2011 8
Thereafter 144

384
Less amount representing interest 74
Present value of net minimum lease payments $ 310

A summary of future minimum lease payments undeicancelable operating leases (principally aircratgil locations and facilities) with i
initial or remaining term in excess of one yeakaty 31, 2006 is as follows (in millions):

Aircraft and Related Facilities and

Equipment Other Total
2007 $ 632 $ 1,04C $ 1,672
2008 586 892 1,47€
2009 555 735 1,29C
2010 544 576 1,12C
2011 526 458 984
Thereafter 3,934 2,84¢€ 6,78C

$ 6,777 $ 6,547 $ 13,32¢

The weighted-average remaining lease term of atang leases outstanding at May 31, 2006 wasoappately six years. While certain of
our lease agreements contain covenants goverrengstn of the leased assets or require us to nracestain levels of insurance, none of our
lease agreements include material financial covsrnamimitations.

FedEx Express makes payments under certain levégagrating leases that are sufficient to pay paland interest on certain passeugt
certificates. The pass-through certificates aredivetct obligations of, or guaranteed by, FedEkeldEx Express.
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During the first quarter of 2006, a one-time, naicaharge of $79 million ($49 million after tax$0.16 per diluted share) was recorded,
which represented the impact on prior years tosadhe accounting for certain facility leases, prachantly at FedEx Express. The charge
related primarily to rent escalations in on-airffadility leases. Because the amounts involved wetematerial to our financial statements in
any individual prior period or to 2006 results, veeorded the cumulative adjustment in the firstrtigrawhich increased operating expenses
by $79 million.

NOTE 9: PREFERRED STOCK

Our Certificate of Incorporation authorizes the Bbaf Directors, at its discretion, to issue upt000,000 shares of preferred stock. The ¢
is issuable in series, which may vary as to cerigints and preferences, and has no par valuef Mag 31, 2006, none of these shares had
been issued.

NOTE 10: STOCK COMPENSATION PLANS

STOCK OPTION PLANS.Under the provisions of our stock incentive plaaes; employees and non-employee directors may beega
options to purchase shares of common stock ata pot less than its fair market value at the datgant. Options granted have a maximum
term of 10 years. Vesting requirements are detexchat the discretion of the Compensation Commdfemur Board of Directors. Option-
vesting periods range from one to four years, @&jiproximately 90% of stock option grants vestinglsly over four years. At May 31, 2006,
there were 7,998,267 shares available for futuaetgrunder these plans.

The weighted-average fair value of these grantsutzed using the Black-Scholes valuation methoden the assumptions indicated below,
was $25.78 per option in 2006, $20.37 per optiokdO5 and $18.02 per option in 2004.

The key assumptions for the Black-Scholes valuatiethod include the expected life of the optiongcktprice volatility, risk-free interest
rate, dividend yield, forfeiture rate and exergisiee. Many of these assumptions are judgmentahigtdy sensitive. Following is a table of
the key weighted-average assumptions used in ttienogaluation calculations for the options granirethe three years ended May 31, and a
discussion of our methodology for developing eaicthe assumptions used in the valuation model:

2006 2005 2004
Expected lives 5 year: 4 year: 4 year:
Expected volatility 25% 27% 32%
Risk-free interest rat 3.794% 3.55%% 2.11&%
Dividend yield 0.322%% 0.321%% 0.3102%

Expected Lives This is the period of time over which the optaranted are expected to remain outstanding. Ginesptions granted ha
a maximum term of 10 years. We examine actual stption exercises to determine the expected lifth@foptions. An increase in the
expected term will increase compensation expense.

Expected Volatility Actual changes in the market value of our starekused to calculate the volatility assumption. d&leulate daily marki
value changes from the date of grant over a pagigequal to the
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expected life of the options to determine volatilAn increase in the expected volatility will ieerse compensation expense.

Risk-Free Interest Rate. This is the U.S. Treasury Strip rate postedhatdate of grant having a term equal to the exgdifteof the option.
An increase in the risk-free interest rate willregse compensation expense.

Dividend Yield This is the annual rate of dividends per shaer the exercise price of the option. An increasthe dividend yield will
decrease compensation expense.

Forfeiture Rate This is the estimated percentage of optionstgchthat are expected to be forfeited or cancetdédrb becoming fully
vested. This percentage is derived from histogsglerience. An increase in the forfeiture rate daél€rease compensation expense. Our
forfeiture rate is approximately 8%.

The following table summarizes information about stock option plans for the years ended May 31:

2006 2005 2004

Weighted- Weighted- Weighted-

Average Average Average

Exercise Exercise Exercise

Shares Price Shares Price Shares Price

Outstanding at beginning of year 17,359,38. $ 51.9¢ 17,349,300 $ 46.3¢ 17,315,111 $ 38.8¢
Granted 3,324,13! 90.82 2,718,65: 76.21 3,937,62¢ 64.9¢€
Exercised (3,345,82) 43.32 (2,540,329 39.14 (3,724,60Y) 31.0¢
Forfeited (238,164) 79.2E (168,257) 63.27 (178,837) 46.71

Outstanding at end of year 17,099,52 60.82 17,359,38. 51.9€ 17,349,30 46.3¢
Exercisable at end of year 9,657,41( 47.7¢ 9,660,33: 42.34 8,747,52: 38.2¢

The following table summarizes information abowic&toptions outstanding at May 31, 2006:

Options Outstanding Options Exercisable

Weighted- Weighted- Weighted-
Average Average Average
Number Remaining Exercise Number Exercise

Range of Exercise Price Qutstanding Contractual Life Price Exercisable Price
$15.34 - 22.16 96,67¢ 1.4 year $ 17.7C 96,67¢ $ 17.7C
23.81- 35.69 1,671,12¢ 1.8 year: 30.14 1,671,12! 30.14
35.89- 53.77 5,450,65( 5.2 year 44.81 4,820,31¢ 43.6E
55.94- 83.73 6,428,01¢ 6.9 year 66.67 2,911,44: 63.4z
84.57 - 117.52 3,453,05¢ 9.0 year: 91.2¢ 157,85( 91.5¢
15.34 - 117.52 17,099,521 6.2 year $ 60.82Z 9,657,41( $ 47.7¢

Total equity compensation shares outstanding dtadla for grant represented approximately 8.1%lay 31, 2006 and 6.8% at May 31,
2005, of the total common and equity compensatiamnes outstanding and equity compensation shaegéislle for grant.

RESTRICTED STOCK PLAN Under the terms of our restricted stock plans,eshaf common stock are awarded to key employeés. Al
restrictions on the shares expire ratably oveuaje@ar period. Shares are valued at the markee jati the date of award. Compensation
related to these plans is recorded as a reductiooromon stockholders’ investment and is amortizeelxpense over the explicit service
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period. Annual compensation cost for the restristedk plans was approximately $29 million for 20886 million for 2005 and $25 million
for 2004.

The following table summarizes information abowstrieted stock awards for the years ended May 31:

2006 2005 2004
Weighted- Weighted- Weighted-
Average Average Average
Shares Fair Value Shares Fair Value Shares Fair Value
Awarded 233,93¢ $ 90.1z 218,27 $ 80.24 282,42 $ 67.11
Forfeited 13,791 78.4z 21,35¢ 55.41 10,00c 43.41

At May 31, 2006, there were 1,076,617 shares adailfmr future awards under these plans.

NOTE 11: COMPUTATION OF EARNINGS PER SHARE

The calculation of basic earnings per common shadediluted earnings per common share for the yaaded May 31 was as follows (in
millions, except per share amounts):

2006 2005 2004
Net income $ 1,806 $ 1,44 $ 838
Weighted-average shares of common stock outstanding 304 301 299
Common equivalent share
Assumed exercise of outstanding dilutive opti 19 18 19
Less shares repurchased from proceeds of assuraszisexof options (13) (12) (14)
Weighted-average common and common equivalent sloatstanding 310 307 304
Basic earnings per common share $ 594 $ 481 $ 2.8C
Diluted earnings per common share $ 583 $ 472 $ 2.76
NOTE 12: INCOME TAXES
The components of the provision for income taxeste years ended May 31 were as follows (in nmikip
2006 2005 2004
Current provisior
Domestic:
Federa $ 719 $634 $ 371
State and loce 79 65 54
Foreign 132 103 85

930 802 510

Deferred provision (benefi

Domestic:
Federa 151 67 (22)
State and loce 13 (4) (7)
Foreign 1) 1) —

163 62 (29)
$ 1,09 $864 $481
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A reconciliation of the statutory federal incomg tate to the effective income tax rate for thergemded May 31 was as follows:

2006 2005 2004
Statutory U.S. income tax rate 35.0% 35.0% 35.C%
Increase resulting fron
State and local income taxes, net of federal be 2.1 1.7 2.3
Other, net 0.6 0.7 (0.8)
Effective tax rate 37.71% 37.4% 36.5%

The 37.4% effective tax rate in 2005 was favoraflgacted by the reduction of a valuation allowaaodoreign tax credits arising from
certain of our international operations as a resfulhe passage of the American Jobs Creation A2004 ($12 million tax benefit or $0.04

per diluted share) and by a lower effective stakerate. The 36.5% effective tax rate in 2004 vea®ifably impacted by a reduction of
accruals relating to the tax treatment of jet eagiraintenance costs, stronger than anticipatethatienal results and the results of tax audits

during 2004.

In 2004, we received a favorable ruling regardimg tax treatment of jet engine maintenance costighmvas affirmed by the appellate court
in February of 2005, and became final in May of 200hen the period for appeal lapsed. As a reseltegognized a one-time benefit of $26
million, net of tax, or $0.08 per diluted share®D4. These adjustments affected both net intesgminse ($30 million pretax) and income

expense ($7 million).
The significant components of deferred tax assaddiabilities as of May 31 were as follows (in hahs):

2006 2005

Deferred Deferred Deferred Deferred

Tax Assets Tax Liabilities Tax Assets Tax Liabilities
Property, equipment, leases and intangibles $ 329 $ 1,55¢ $ 301 $ 1,50€
Employee benefit 413 648 397 453
Selfinsurance accrua 339 — 311 —
Other 360 78 319 77
Net operating loss/credit carryforwar 64 — 54 —
Valuation allowance (48) — (42) —

$ 1,457 $ 2,28F $ 1,34C $ 2,03€

The net deferred tax liabilities as of May 31 haeen classified in the balance sheets as follawsn{lions):

2006 2005
Current deferred tax asset $ 539 $ 510
Nor-current deferred tax liability (1,367) (1,20€6)

$  (828) $  (696)
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The valuation allowance primarily represents amsueserved for operating loss and tax credit carwdrds, which expire over varying
periods starting in 2007. As a result of this atiteofactors, we believe that a substantial portibtihese deferred tax assets may not be
realized.

NOTE 13: EMPLOYEE BENEFIT PLANS

PENSION PLANS We sponsor defined benefit pension plans cogeximajority of our employees. The largest planecsvertain U.S.
employees age 21 and over, with at least one Yesareice. Eligible employees as of May 31, 2003engiven the opportunity to make a one-
time election to accrue future pension benefitseurither a cash balance formula which we calRbgable Pension Account or a traditional
pension benefit formula. Benefits provided undertiaditional formula are based on average earrdandsyears of service. Under the Porti
Pension Account, the retirement benefit is expiessea dollar amount in a notional account thatvgraith annual credits based on pay, age
and years of credited service, and interest omdtienal account balance. In either case, emplosetamed all benefits previously accrued
under the traditional pension benefit formula aodtimue to receive the benefit of future salaryéases on benefits accrued as of May 31,
2003. Eligible employees hired after May 31, 2068rae benefits exclusively under the Portable Rendccount.

Plan funding is actuarially determined and is scibje certain tax law limitations. Internationalffided benefit pension plans provide benefits
primarily based on final earnings and years ofiserand are funded in accordance with local lavesinoome tax regulations. Substantially
all plan assets are actively managed.

The weighted-average asset allocations for ourgmwipension plan at February 28 were as follows:

2006 2005

Actual Target Actual Target

Domestic equities 54% 53% 53% 53%
International equitie 20 17 20 17
Private equities 3 5 2 5
Total equities 77 75 75 75
Long duration fixed income securiti 14 15 15 15
Other fixed income securities 9 10 10 10

100% 100% 100% 100%

The investment strategy for pension plan assetsuslize a diversified mix of global public andiyate equity portfolios, together with pub
and private fixed income portfolios, to earn a kiagn investment return that meets our pension pldigations. Active management
strategies are utilized within the plan in an dfforrealize investment returns in excess of maridites.

Our pension cost is materially affected by the @istt rate used to measure pension obligationdettet of plan assets available to fund those
obligations and the expected long-term rate ofrnetun plan assets.

We use a measurement date of February 28 for asigeand postretirement healthcare plans. Manageraeiews the assumptions used to
measure pension costs on an annual basis. Ecoamahimarket conditions at the measurement date intipege assumptions from year to
year and it is reasonably possible that materiahghs in pension cost may be experienced in toesfiAdditional information about our
pension plan can be found in the Critical Accounfitstimates section of Management'’s Discussionfaralysis.
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Actuarial gains or losses are generated to thenettat actual results differ from those assumdueks€ actuarial gains and losses are amo
over the remaining average service lives of ouva@mployees if they exceed a corridor amounhéaggregate.

Establishing the expected future rate of investmetutrn on our pension assets is a judgmental matemnagement considers the following
factors in determining this assumption:

 the duration of our pension plan liabilities, whitives the investment strategy we can employ withpension plan assets;

 the types of investment classes in which we ingastpension plan assets and the expected competunth ive can reasonably expect
those investment classes to earn over the nexb11B-year time period (or such other time pertoat ftnay be appropriate); and

» the investment returns we can reasonably expeadive investment management program to achieegdass of the returns we could
expect if investments were made strictly in indefetts.

We review the expected long-term rate of returmomnnual basis and revise it as appropriate. Alsgeriodically commission detailed
asset/liability studies performed by third-partpfgssional investment advisors and actuaries tigtassin this evaluation. These studies
project our estimated future pension payments aatliate the efficiency of the allocation of our piem plan assets into various investment
categories. These studies also generate probasdjtisted expected future returns on those asHetsstudy performed for 2004 supported
the reasonableness of our 9.10% return assumpgiech for 2004 based on our liability duration andkaaconditions at the time we set this
assumption (in 2004). The results of this studyeweaffirmed for 2005 and 2006 by our third-pamyfessional investment advisors and
actuaries.

POSTRETIREMENT HEALTHCARE PLAI Certain of our subsidiaries offer medical, deatad vision coverage to eligible U.S. retirees
and their eligible dependents. U.S. employees @avby the principal plan become eligible for theeaefits at age 55 and older, if they have
permanent, continuous service of at least 10 yafées attainment of age 45 if hired prior to Jayukr1988, or at least 20 years after
attainment of age 35 if hired on or after January9B8. Postretirement healthcare benefits areethpp150% of the 1993 per capita proje
employer cost which has been reached and, therd¢fmse benefits are not subject to additionalréuinflation.
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The following table provides a reconciliation oétbhanges in the pension and postretirement headtiptans’ benefit obligations and fair
value of assets over the two-year period ended 31a®006 and a statement of the funded status Blawpf31, 2006 and 2005 (in millions):

Postretirement

Pension Plans Healthcare Plans
2006 2005 2006 2005

Accumulated Benefit Obligation (“ABO”) $ 10,09 $ 8,93:

Changes in Projected Benefit Obligation“ PBO")

Projected benefit obligation at the beginning ceiry $ 10,40 $ 8,68: $ 537 $ 49¢
Service cos 473 417 42 37
Interest cos 64z 57¢ 32 32
Actuarial loss (gain 85¢ 907 (109 —
Benefits paic (22¢) (299 (39) (36)
Amendments, benefit enhancements and other 7 9 12 8

Projected benefit obligation at the end of year $ 12,15 $ 10,400 $ 47t $ 537

Change in Plan Asset:

Fair value of plan assets at beginning of \ $ 8,82¢ $ 7,78 $ — $ —
Actual return on plan asse 1,03¢ 74€ — —
Company contribution 497 48¢ 27 28
Benefits paic (228) (199 (39) (36)
Other 6 2 12 8

Fair value of plan assets at end of year $ 10,13( $ 882 $ — $ —

Funded Status of the Plans $ (202) $ (1,57 $ (475 $ (539)
Unrecognized actuarial loss (ga 3,02¢ 2,50(C (110 (€D}
Unamortized prior service cost and ot 96 104 2 4
Unrecognized transition amount (3 (4) — —

Prepaid (accrued) benefit cost $ 1,09 $ 1,028 $ (585 $ (539

Amount Recognized in the Balance Sheet at May 3
Prepaid benefit co: $ 1,34¢ $ 1272 $ — $ —
Accrued benefit liability (259 (247) (589) (539
Minimum pension liability (122) (63) — —
Accumulated other comprehensive incc® 112 52 — —
Intangible asset 10 11 — —

Prepaid (accrued) benefit cost $ 1,09¢ $ 1,028 $ (583 $ (539

@ The minimum pension liability component of Accunteld Other Comprehensive Income is shown in theeBtamt of Changes in Stockholders’ Investment and
Comprehensive Income, net of deferred taxes.
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Our pension plans included the following componentsiay 31, 2006 and 2005 (in millions):

U.S. Plans International
Qualified Nonqualified Plans Total
2006 2005 2006 2005 2006 2005 2006 2005
ABO $ 9591 $ 853 $ 23¢ $ 16€ $ 26C $ 23: $ 10,09 $ 8,93t
PBO $ 1156¢ $ 9937 $ 271  $ 181 $ ICHRCII 28: $ 12,15¢ $ 10,40:
Fair Value of Plan Assets 9,96¢ 8,69¢ — — 161 127 10,13( 8,82¢
Funded Status $ (1,600 $ (1,23) $ (27) $ (181 $ (152) $ (156) $ (2,02 $ (1,579
Unrecognized actuarial lo: 2,85¢ 2,41¢ 10¢ 27 58 58 3,02¢ 2,50(
Unamortized prior service
cost 77 86 14 14 5 4 96 104
Unrecognized transition
amount (4) (5) — — 1 1 (3) (4

Prepaid (accrued) benefitcost $ 1,332 $ 1,257 $ (14§ $ (140 $ (88) $ (92) $ 1,09 $ 1,02t

The PBO is the actuarial present value of benaftttbutable to employee service rendered to diatdyding the effects of estimated future
pay increases. The ABO also reflects the actupredent value of benefits attributable to emplaere@ice rendered to date, but does not
include the effects of estimated future pay inoesa3 herefore, the ABO as compared to plan assets indication of the assets currently
available to fund vested and nonvested benefitsiadahrough May 31.

The measure of whether a pension plan is undertufatdinancial accounting purposes is based oonaparison of the ABO to the fair value
of plan assets and amounts accrued for such benefite balance sheets. Although not legally negijiwve made $456 million in tax-
deductible voluntary contributions to our qualifigdS. pension plans in 2006 compared to totaldedtuictible voluntary contributions of $4
million in 2005. Currently, we do not expect anytdutions for 2007 will be legally required. Hower, we currently expect to make tax-
deductible voluntary contributions in 2007 at lesvapproximating those in 2006.

We have certain nonqualified defined benefit pemgilans that are not funded because such fundmgd®s no current tax deduction and
would be deemed current compensation to plan [gaatits. Primarily related to those plans and ceiitaternational plans, we have ABOs

aggregating approximately $499 million at May 3208 and $399 million at May 31, 2005, with assét$1®1 million at May 31, 2006 and
$127 million at May 31, 2005. Plans with this fuddstatus resulted in the recognition of a minimwmgon liability in our balance sheets.
This minimum liability was $122 million at May 32006 and $63 million at May 31, 2005.
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Net periodic benefit cost for the three years erldag 31 was as follows (in millions

Postretirement

Pension Plans Healthcare Plans

2006 2005 2004 2006 2005 2004

Service cost $ 473 $ 417 $ 376 $42 $37 $35
Interest cos 642 579 490 32 32 25
Expected return on plan ass (811) (707) 597y — — —
Recognized actuarial loss 110 60 62 — — —
Amortization of transition obligatio Q) — — — — —
Amortization of prior service cost 12 12 2 1 1 =
$ 425 $ 361 $ 343 $73 $68 $60

Increases in pension costs from the prior yeapenearily the result of changes in discount rate.

Weightedaverage actuarial assumptions for our primary pl&hs, which comprise substantially all of our paigd benefit obligations, are
follows:

Postretirement

Pension Plans Healthcare Plans
2006 2005 2004 2006 2005 2004
Discount rate 5912% 6.28:% 6.78% 6.08% 6.16% 6.57%
Rate of increase in future compensation le 3.4€ 3.15 3.15 — — —
Expected lon-term rate of return on asst 9.1C 9.1C 9.1C — — —

Benefit payments, which reflect expected futureviser are expected to be paid as follows for treryending May 31 (in millions):

Postretirement

Pension Plans Healthcare Plans
2007 $ 289 $ 30
2008 295 30
2009 342 32
2010 348 33
2011 390 34
2012z-2016 2,75¢ 196

These estimates are based on assumptions about éwtents. Actual benefit payments may vary sigaiftly from these estimates.

Future medical benefit costs are estimated to as@rat an annual rate of 12% during 2007, decigésian annual growth rate of 5% in 2019
and thereafter. Future dental benefit costs ammatdd to increase at an annual rate of 6.5% d@0fly, decreasing to an annual growth rate
of 5% in 2013 and thereafter. A 1% change in tlzesrial trend rates would not have a significantactpn the accumulated postretirement
benefit obligation at May 31, 2006 or 2006 benefipense because the level of these benefits idapp

DEFINED CONTRIBUTION PLAN¢ Profit sharing and other defined contributioar are in place covering a majority of U.S. emeésy
The majority of U.S. employees are covered undéfld(dlans to
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which we provide discretionary matching contribngdased on employee contributions. In additiomesemployees are covered under p
sharing plans which provide for discretionary cimitions, as determined annually by those businais. Expense under these plans was
$104 million in 2006, $97 million in 2005 and $8%Ifan in 2004.

NOTE 14: BUSINESS SEGMENT INFORMATION

Our operations for the periods presented are pilyna@presented by FedEx Express, FedEx GroundEk&deight and FedEx Kinke: Thes
businesses form the core of our reportable segm@iiter business units in the FedEx portfolio aadEx Trade Networks, FedEx SmartPost,
FedEx Supply Chain Services, FedEx Custom Cridoal Caribbean Transportation Services. Managenvahiaes segment financial
performance based on operating income.

As of May 31, 2006, our reportable segments indutte following businesses:

FedEx Express Segmer FedEx Expres
FedEx Trade Network

FedEx Ground Segmeni FedEx Groun
FedEx SmartPo:
FedEx Supply Chain Servic

FedEx Freight Segment FedEx Freigh
FedEx Custom Critice
Caribbean Transportation Servic

FedEx Kinko's Segment FedEx Kinkcs

FedEx Services provides customer-facing sales, etiackand information technology support, primafdy FedEx Express and FedEx
Ground. The costs for these activities and ced#tier costs such as corporate management feesdétaservices received for general
corporate oversight, including executive officensl @ertain legal and finance functions, are alleddtased on metrics such as relative
revenues or estimated services provided. We betrege allocations approximate the cost of progdiese functions.

In addition, certain FedEx operating companies jpl@wansportation and related services for otleelEx companies outside their reportable
segment. Billings for such services are based gotreted rates, which we believe approximate falug, and are reflected as revenues of the
billing segment. FedEx Kinko’s segment revenuekuihe package acceptance revenue, which repre$entse received by FedEx Kinko's
from FedEx Express and FedEx Ground for acceptighandling packages at FedEx Kinko’s locationdemalf of these operating
companies. Package acceptance revenue does naidrtble external revenue associated with the ashients. All shipment revenues are
reflected in the segment performing the transpioratervices. Intersegment revenues and expensediminated in the consolidated results
but are not separately identified in the followsggment information as the amounts are not material
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The following table provides a reconciliation opogtable segment revenues, depreciation and aratotiz operating income (loss) and
segment assets to consolidated financial statetotats for the years ended or as of May 31 (inioni):

FedEx FedEx FedEx FedEx

Express Ground Freight Kinko's Other and Consolidated

Segment Segmeni Segmeni Segmeni® Eliminations @ Total
Revenue:!
2006 $ 21,44¢ $ 530€ $ 3,64t $ 2,08¢ $ (191 $ 32,29¢
2005 19,48t 4,68C 3,217 2,06€ (85) 29,36:
2004 17,497 3,91C 2,68¢ 521 93 24,71C
Depreciation and amortizatic
2006 $ 805 $ 224 $ 120 $ 148 $ 253 $ 1,55C
2005 798 176 102 138 248 1,462
2004 810 154 92 33 286 1,37¢
Operating incom:
2006® $ 1,767 $ 705 $ 485 % 57 $ — $ 3,014
2005® 1,414 604 354 100 Q) 2,471
20046 629 522 244 39 6 1,44C
Segment asse®
2006 $ 14,67 $ 3,37€ $ 2,245 $ 2,941 $ (547) $ 22,69(
2005 13,13C 2,77€ 2,047 2,987 (536) 20,40¢
2004 12,44z 2,24¢ 1,924 2,903 (384) 19,13¢

@ Includes the operations of FedEx Kinko’s from tbenfation of the FedEx Kinko’s segment on MarchQ4£

@Includes the results of operations of FedEx KinKadsn February 12, 2004 (date of acquisition) tlylodrebruary 29, 2004 (approximately $100 milliomefenue and $6
million of operating income).

®Includes a $79 million one-time, noncash chargadjast the accounting for certain facility leasg&85 million at FedEx Express).
@Includes $48 million related to the Airline Stabdtion Act charge.
®)Includes business realignment costs of $428 millioine FedEx Express segment, $1 million in theEeGround segment and $6 million in Other and Eiations.

©) Segment assets include intercompany receivables.

The following table provides a reconciliation opogtable segment capital expenditures to consal@dtals for the years ended May 31 (in
millions):

FedEx FedEx FedEx FedEx
Express Ground Freight Kinko's Consolidated
Segment Segment Segment Segment Other Total
2006 $ 1,40¢ $ 487 $ 274 $ 94 $ 255 $ 2,51¢
2005 1,19t 456 217 152 216 2,23€
2004 592 314 130 36 199 1,271
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The following table presents revenue by service gpd geographic information for the years endegbarf May 31 (in millions):

REVENUE BY SERVICE TYPE

2006 2005 2004
FedEx Express segme
Package
U.S. overnight bo: $ 6422 $ 5966 $ 5,55¢
U.S. overnight envelog 1,974 1,79¢ 1,70C
U.S. deferred 2,858 2,79¢ 2,592
Total domestic package revenue 11,24¢ 10,56¢ 9,85C
International Priority 6,97¢ 6,134 5,131
Total package revenue 18,22¢ 16,70C 14,981
Freight:
u.s. 2,21¢ 1,854 1,60¢
International 434 381 393
Total freight revenue 2,652 2,23 2,00z
Other 566 550 514
Total FedEx Express segment 21,44¢ 19,48t 17,491
FedEx Ground segme 5,30€ 4,68C 3,91C
FedEx Freight segme 3,64t 3,217 2,68¢
FedEx Kink¢s segmen® 2,08¢ 2,06€ 521
Other and Elimination® (191) (85) 93

$ 32,29¢ $ 29,36 $ 24,71C

GEOGRAPHICAL INFORMATION @

Revenues
u.S. $ 24,172 $ 22,14¢ $ 18,64:
International 8,122 7,217 6,067

$ 32,29¢ $ 29,36 $ 24,71C

Noncurrent asset

u.S. $ 13,80¢ $ 13,02C $ 12,64«
International 2,422 2,115 1,52C
$ 16,22¢ $ 15,13t $ 14,16/

@ Includes the operations of FedEx Kinko's frima formation of the FedEx Kinko’s segment on Matc¢ 2004.
@ Includes the results of operations of FedEx KinKoden February 12, 2004 (date of acquisition) tlylodrebruary 29, 2004 (approximately $100 milliorefenue).

®  International revenue includes shipments that eithiginate in or are destined to locations outsfdeUnited States. Noncurrent assets include pipped equipment,
goodwill and other long-term assets. Flight equiptne allocated between geographic areas basedageu
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NOTE 15: SUPPLEMENTAL CASH FLOW INFORMATION
Cash paid for interest expense and income taxdbdoyears ended May 31 was as follows (in milljons
2006 2005 2004

Interest (net of capitalized interest) $145 $162 $151
Income taxe: 880 824 364

FedEx Express amended two leases in 2004 for My&dagt, which required FedEx Express to record®fdllion in 2004 in both fixed
assets and long-term liabilities.

NOTE 16: GUARANTEES AND INDEMNIFICATIONS

We account for guarantees and indemnificationg€goadance with FIN 45, “Guarantor’s Accounting dadidclosure Requirements for
Guarantees, Including Indirect Guarantees of Irefiiess of Others,” which requires the recognitioch @measurement of certain guarantees
and indemnifications.

With the exception of residual value guaranteeseitain operating leases, a maximum obligatiorersegally not specified in our guarantees
and indemnifications. As a result, the overall maxin potential amount of the obligation under sughrgntees and indemnifications cannot
be reasonably estimated. Historically, we havebeein required to make significant payments undegoarantee or indemnification
obligations and no amounts have been recognizedrifinancial statements for the underlying failueaof these obligations.

We have guarantees under certain operating leasesjnting to $34 million as of May 31, 2006, foe ttesidual values of vehicles and
facilities at the end of the respective operateask periods. Under these leases, if the fair mhasahage of the leased asset at the end of the
lease term is less than an agreed-upon value éarein the related operating lease agreementyilfde responsible to the lessor for the
amount of such deficiency. Based upon our expectdhiat none of these leased assets will haveaduedsalue at the end of the lease term
that is materially less than the value specifiethmrelated operating lease agreement, we doafievk it is probable that we will be required
to fund any amounts under the terms of these gteeanrangements. Accordingly, no accruals have eEsognized for these guarantees.

In conjunction with certain transactions, primatife lease, sale or purchase of operating asssesvices in the ordinary course of business,
we sometimes provide routine indemnifications (eegvironmental, fuel, tax and software infringemgthe terms of which range in duration
and are often not limited. The fair market valugt@fse indemnifications is not believed to be digait.

FedEx’s publicly held debt (approximately $1.4ibifl) is guaranteed by our subsidiaries. The guaesnare full and unconditional, joint and
several, and any subsidiaries that are not guarsaate minor as defined by Securities and Exch&@uagemission (“SEC"yegulations. FedE:
as the parent company issuer of this debt, hasdependent assets or operations. There are ndicagmirestrictions on our ability or the
ability of any guarantor to obtain funds from itdsidiaries by such means as a dividend or loalps&uent to May 31, 2006, through a
consent solicitation process, we have obtainedliiigy to amend one of our public debt indentuxeallow us at any time to cause the rel
and discharge of certain subsidiary guarantors fiogir respective guarantees.

Special facility revenue bonds have been issuetkeain municipalities primarily to finance the aition and construction of various
airport facilities and equipment. These facilitvesre leased to us and are accounted for as eglp@atleases or operating leases. FedEx
Express has unconditionally
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guaranteed $755 million in principal of these bofwlith total future principal and interest paymeot@pproximately $1.2 billion as of
May 31, 2006) through these leases. Of the $75%omibond principal guaranteed, $204 million wasliled in capital lease obligations in
our balance sheet at May 31, 2006. The remainiad $&illion has been accounted for as operatingekeas

NOTE 17: VARIABLE INTEREST ENTITIES

FedEx Express entered into a lease in July 200tWomMD11 aircraft. These assets were held by arsép entity, which was established to
lease these aircraft to FedEx Express and is owpéddependent third parties who provide finandimpugh debt and equity participation.
The original cost of the assets under the leaseappoximately $150 million.

FIN 46 required us to consolidate the separatéyahiat owns the two MD11 aircraft. Since the gntias created before February 1, 2003
measured the assets and liabilities at their aagrgimounts (the amounts at which they would haea bbecorded in the consolidated financial
statements if FIN 46 had been effective at theptioa of the lease). As a result of this consolmgtthe accompanying May 31, 2006 bala
sheet includes an additional $115 million of fixastets and $118 million of long-term debt. The &y2005 balance sheet includes an
additional $120 million of fixed assets and $12%ion of long-term debt. In March 2006, FedEx Express providedication to the lessor «
our intent to purchase these aircraft in March 2007

NOTE 18: COMMITMENTS

Annual purchase commitments under various contectsf May 31, 2006 were as follows (in millions):

Aircraft -
Aircraft Related® Other @ Total
2007 $179 $ 205 $ 798 $ 1,182
2008 431 113 130 674
2009 459 61 93 613
2010 659 67 65 791
2011 460 66 56 582
Thereafte 157 8 218 383

@ Primarily aircraft modifications.

@ Primarily vehicles, facilities, computers, printingd other equipment and advertising and promotionsracts.

The amounts reflected in the table above for pusel@mmmitments represent noncancelable agreenoemiisdhase goods or

services. Commitments to purchase aircraft in pagseconfiguration do not include the attendantsts modify these aircraft for cargo
transport unless we have entered into non-caneetadshmitments to modify such aircraft. Open purehaslers that are cancelable are not
considered unconditional purchase obligationsifarfcial reporting purposes.
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FedEx Express is committed to purchase certaimadir®eposits and progress payments of $64 miliame been made toward these
purchases and other planned aircraft-related tctinss. In addition, we have committed to modify &C10 aircraft for passenger-to-
freighter and two-man cockpit configurations. Fetpayments related to these activities are inclidé¢lde table above. Aircraft and aircraft-
related contracts are subject to price escalatibims following table is a summary of our aircrafirghase commitments as of May 31, 2006
with the year of expected delivery by type:

A300 A310 A380 Total
2007 5 il = 6
2008 10 — — 10
2009 2= 2 4
2010 — — 4 4
2011 = = 3 3
Thereafter - = 1 1
Total ir 1 10 28

NOTE 19: CONTINGENCIES

Wage-and-Hour. We are a defendant in a number of lawsuits fileféderal or California state courts containing was class-action
allegations under federal or California wage-andfHaws. The plaintiffs in these lawsuits are empks of FedEx operating companies who
allege, among other things, that they were foroaddrk “off the clock” and were not provided workelaks or other benefits. The plaintiffs
generally seek unspecified monetary damages, itipgcelief, or both.

To date, one of these wage-and-hour cdsester v. FedEx Expres$as been certified as a class action. The pisinti Fosterrepresent a
class of hourly FedEx Express employees in Califoftom October 14, 1998 to present. The plaintifege that hourly employees are
routinely required to work “off the clock” and amet paid for this additional work. The court isswetduling in December 2004 granting class
certification on all issues. In February 2006, plaeties reached a settlement that has been preliityimpproved by the court. FedEx Express
continues to deny liability, but entered into tle¢tiement to avoid the cost and uncertainty ofifairtitigation. The amount of the proposed
settlement was fully accrued at the end of thalthirarter of 2006 and is not material to FedEXx.

With respect to the other wage-and-hour cases,awve Henied any liability and intend to vigorousefehd ourselves. Given the nature and
preliminary status of these other wage-and-houmslawe cannot yet determine the amount or a reddemange of potential loss in these
other matters, if any.

Race Discrimination On September 28, 2005, a California federal distatirt granted class certification $atchell v. FedEx Expresa
lawsuit alleging discrimination by FedEx Expresshia Western region of the United States againsaioecurrent and former minority
employees in pay and promotion. The district cauntlling on class certification is not a decisiantbe merits of the plaintiffelaim and doe
not address whether we will be held liable. Trgaturrently scheduled for February 2007. We havéedeany liability and intend to
vigorously defend ourselves in this case. Givemtdieire and preliminary status of the claim, wencdiyet determine the amount or a
reasonable range of potential loss in this maiftany. It is reasonably possible, however, thatomeld incur a material loss as this case
develops.

On May 24, 2006, a jury ruled against FedEx Groundsa & Rizkallah v. FedEx Groundh California state court lawsuit brought in
July 2001 by two independent contractors who allegeong other things,
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that a FedEx Ground manager harassed and disctadiagainst them based upon their national orije. jury awarded the two plaintiffs a
total of $60 million (which includes $50 million glnitive damages), plus attorney’s fees and ditigation expenses in an amount to be
determined later. We intend to vigorously conthstjtiry verdict, including the amount of the dansgeard. We cannot yet determine the
amount or a range of probable loss, if any, in théter. It is reasonably possible, however, thatauld incur a material loss.

Independent Contracto FedEx Ground is involved in numerous purportedszkdion lawsuits and other proceedings that cthahthe
company’s owner-operators should be treated asoym@e$, rather than independent contractors. Thasiens includdstrada v. FedEx
Ground, a class action involving single work area corttyeccthat is pending in California state court.haltigh the trial court has granted
some of the plaintiffs’ claims for relief in Est@d$18 million, inclusive of attorney’s fees, plkrguitable relief), we expect to prevail on
appeal. Adverse determinations in these matterslcamong other things, entitle certain of our caators to the reimbursement of certain
expenses and to the benefit of wage-and-hour ladsesult in employment and withholding tax liatyiior FedEx Ground. On August 10,
2005, the Judicial Panel on Multi-District Litigati granted our motion to transfer and consolidaentajority of the class-action lawsuits for
administration of the pre-trial proceedings byragkt federal court—the U.S. District Court for fierthern District of Indiana.

We strongly believe that FedEx Ground’s owner-ofmessare properly classified as independent cotdra@nd that we will prevail in these
proceedings. Given the nature and preliminary stafuhese claims, we cannot yet determine the atmmua reasonable range of potential
loss in these matters, if any.

Other. FedEx and its subsidiaries are subject to othexd legceedings that arise in the ordinary courseif business. In the opinion of
management, the aggregate liability, if any, wihpect to these other actions will not materialyeasely affect our financial position, rest
of operations or cash flows.

NOTE 20: RELATED PARTY TRANSACTIONS

In November 1999, FedEx entered into a multi-yeanimg rights agreement with the National Footbathgue Washington Redskins
professional football team. Under this agreemeadBx has certain marketing rights, including tlgtito name the Redskins’ stadium
“FedExField.” In August 2003, Frederick W. Smitth&rman, President and Chief Executive Officer eflEx, personally acquired an
approximate 10% ownership interest in the Washimgredskins and joined its board of directors.

A member of our Board of Directors, J.R. Hyde, dihd his wife together own approximately 13% of HEB)L.P. (‘HOOPS"), the owner of
the NBA Memphis Grizzlies professional basketbadimh. Mr. Hyde, through one of his companies, atbé general partner of the minority
limited partner of HOOPS. During 2002, FedEx erdén¢o a $90 million naming rights agreement witB®IPS that will be amortized to
expense over the term of the agreement, which ex|oir2024. Under this agreement, FedEx has certaiketing rights, including the right
to name the Grizzlies’ arena “FedEx Forum.” Purst@m separate 2gear agreement with HOOPS, the City of Memphis &helby County
FedEx has agreed to pay $2.5 million a year fob#iance of the term if HOOPS terminates its Iéaséhe arena after 17 years. FedEx also
purchased $2 million of municipal bonds issuedh®/Memphis and Shelby County Sports Authority,gteceeds of which were used to
finance a portion of the construction costs ofdhena.
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FEDEX CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

NOTE 21: SUMMARY OF QUARTERLY OPERATING RESULTS (UN AUDITED)

First Second Third Fourth
(in millions, except per share amounts Quarter @ Quarter @ Quarter Quarter
2006
Revenue: $ 7,707 $ 8,09C $ 8,005 $ 8,494
Operating incom: 584 790 713 927
Net income 339 471 428 568
Basic earnings per common sh® 1.12 1.55 1.41 1.86
Diluted earnings per common shi 1.1C 1.53 1.38 1.82
2005
Revenue: $ 697t $ 7334 $ 733¢ $ 7,71t
Operating incom: 579 600 552 740
Net income 330 354 317 448
Basic earnings per common sh® 1.1C 1.18 1.05 1.48
Diluted earnings per common shi 1.08 1.15 1.03 1.4€

@) Results for the first quarter of 2006 include a #7fion ($49 million, net of tax, or $0.16 per bhasnd diluted share) one-time, noncash chargejtesathe accounting for
certain facility leases as described in Note 8.

@ Results for the second quarter of 2005 includerfi#ion ($31 million, net of tax, or $0.10 per basind diluted share) related to the Airline Stahilion Act charge described
in Note 1, as well as an $11 million ($0.04 peribasd diluted share) benefit from an income taustchent described in Note 12.

@) The sum of the quarterly earnings per share magqeal annual amounts due to differences in thghted-average number of shares outstanding dunagesspective
periods.
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Consent of Ernst & Young LLP, Independent Registétablic Accounting Firm

Certification of Principal Executive Officer Pursudo Rules 13a-14(a) and 15d-14(a) under the
Securities Exchange Act of 1934, as Adopted PutdwaBection 302 of the Sarbanes-Oxley Act of
2002.

Certification of Principal Financial Officer Pursitdo Rules 13a-14(a) and 15d-14(a) under the
Securities Exchange Act of 1934, as Adopted PutsisaBection 302 of the Sarbanes-Oxley Act of
2002.

Certification of Principal Executive Officer Pursudo 18 U.S.C. Section 1350, as Adopted
Pursuant to Section 906 of the Sarb-Oxley Act of 2002

Certification of Principal Financial Officer Pursitao 18 U.S.C. Section 1350, as Adopted
Pursuant to Section 906 of the Sarb-Oxley Act of 2002




Exhibit 23
Consent of Independent Registered Public Accountingirm
We consent to the incorporation by reference inRbgistration Statements (Form S-8 Nos. 33-55033;(8443, 333-45037, 333-71065,

333-34934, 333-55266, 333-100572, 333-111399, 233H18, 333-130619, and Form S-3 No. 333-86342edEx Corporation and in the

related Prospectuses of our report dated Julydd6,2wvith respect to the consolidated financiaestents of FedEx Corporation included in
this Form 10-K/A.

/s/ ERNST & YOUNG LLF

Memphis, Tennessee
August 2, 2006




EXHIBIT 31.1

CERTIFICATION PURSUANT TO
RULES 13a-14(a) AND 15d-14(a) UNDER THE SECURITIERCHANGE ACT OF 1934,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANEB(LEY ACT OF 2002

I, Frederick W. Smith, certify that:

1.
2.

| have reviewed this annual report on Form 10-KiA&AedEx Corporation (the “registrant”);

Based on my knowledge, this report does not com@ajnuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtadisg with respect to the per
covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining discie controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &dave:

(a) Designed such disclosure controls and proceduresused such disclosure controls and proceduies designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsbsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pneszh

(b) Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataace with generally accepted accounting principles

(c) Evaluated the effectiveness of the registrant’sld&ire controls and procedures and presentedsimgport our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such
evaluation; and

(d) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the registrant’s
most recent fiscal quarter that has materiallyciéf@, or is reasonably likely to materially affetbie registrant’s internal control
over financial reporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of directf@spersons performing the equivalent
functions):

(&) All significant deficiencies and material weaknesgethe design or operation of internal contradiofinancial reporting which a
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refiwancial information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a signifioéain the registrant’s
internal control over financial reporting.

Date: August 2, 200

/ s/ FREDERICK W. SMITF
Frederick W. Smitt
Chairman, President ai
Chief Executive Office




EXHIBIT 31.2

CERTIFICATION PURSUANT TO
RULES 13a-14(a) AND 15d-14(a) UNDER THE SECURITIERCHANGE ACT OF 1934,
AS ADOPTED PURSUANT TO SECTION 302 OF THE SARBANEB(LEY ACT OF 2002

I, Alan B. Graf, Jr., certify that:

1.
2.

| have reviewed this annual report on Form 10-KiA&AedEx Corporation (the “registrant”);

Based on my knowledge, this report does not com@ajnuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtadisg with respect to the per
covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining discie controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &dave:

(@)

(b)

(©

(d)

Designed such disclosure controls and proceduresused such disclosure controls and procedures tlesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsbsidiaries, is made known to
us by others within those entities, particularlyidg the period in which this report is being pneszh

Designed such internal control over financial réipgr, or caused such internal control over finah@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataace with generally accepted accounting principles

Evaluated the effectiveness of the registrant’sldiire controls and procedures and presentedsimgport our conclusions
about the effectiveness of the disclosure conantprocedures, as of the end of the period coumyeldis report based on such
evaluation; and

Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the registrant’s
most recent fiscal quarter that has materiallyciéf@, or is reasonably likely to materially affettie registrant’s internal control
over financial reporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiotexhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(@)

(b)

All significant deficiencies and material weaknessethe design or operation of internal contra¢iofinancial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize abrt financial information; and

Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registrant’s
internal control over financial reporting.

Date: August 2, 200

/s/ ALAN B. GRAF, JR.
Alan B. Graf, Jr

Executive Vice President ai
Chief Financial Officel




EXHIBIT 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of FedEx Cagtion (“FedEx”) on Form 10-K/A for the period emti®lay 31, 2006 as filed with the
Securities and Exchange Commission on the date@h@he “Report”), |, Frederick W. Smith, certifgursuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanesy@ydt of 2002, that:

(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh 1934; and

(2) The information contained in the Report fairly mmets, in all material respects, the financial ctodiand results of operations of
FedEx.

Date: August 2, 200

/s/ FREDERICK W. SMITF
Frederick W. Smitt
Chairman, President ai
Chief Executive Office




EXHIBIT 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of FedEx Cagtion (“FedEx”) on Form 10-K/A for the period emti®lay 31, 2006 as filed with the
Securities and Exchange Commission on the date@h@he “Report”), I, Alan B. Graf, Jr., certifyupsuant to 18 U.S.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanesy@ydt of 2002, that:

(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeoh 1934; and
(2) The information contained in the Report fairly gets, in all material respects, the financial ctadiand results of operations
FedEx.
Date: August 2, 200

/s/ ALAN B. GRAF, JR.
Alan B. Graf, Jr

Executive Vice President ai
Chief Financial Officel




