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FEDEX CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(IN MILLIONS)

ASSETS
August 31,
2006 May 31,
(Unaudited) 2006
CURRENT ASSETS
Cash and Cash EQUIVAIENES ...ttt es $ 2690 $ 1937
Receivables, lessallowances of $138 and $144 ... 3,624 3,516
Spare parts, supplies and fuel, less allowances of $152 and $150 320 308
DEferred INCOME LAXES .......oiveririirieeeeierieese ettt st eae e ens 536 539
Prepaid eXpenses and OthEr ..o 172 164
TOLA CUMENE BSSELS ..ottt ettt 7,342 6,464
PROPERTY AND EQUIPMENT, AT COST .....coitriirerieiniesieese s seenes 24,724 24,074
Less accumulated depreciation and amortiZation .............ccoeevereereneeenenesereenieneas 13,609 13,304
Net property and EQUIPIMENE...........cccoireirereere et 11,115 10,770
OTHER LONG-TERM ASSETS
€707 L1 1 | SO 2,825 2,825
Prepaid PENSION COSE ......cviiueieieieeeee ettt bbb i e e b e b sae e enas 1,351 1,349
Intangible and Other 8SSELS.........coii i s 1,245 1,282
Total other [ONG-terM @SSELS.......covciiieccce e 5421 5,456

$ 23878 $ 22,690

The accompanying notes are an integral part of these condensed consolidated financial statements.



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

LIABILITIESAND STOCKHOLDERS INVESTMENT

August 31,
2006 May 31,
(Unaudited) 2006

CURRENT LIABILITIES

Current portion of 1oNg-term debt..........ccceiiieiiiiicee s $ 1130 $ 850
Accrued salaries and employee benefitS........ccoeveveiie i 1,025 1,325
ACCOUNES PAYADIE. ..ottt saeereens 1,875 1,908
ACCIUEH EXPENSES ....veveteiecteee et e e ste e s te e te s e s e e e testeseestesaeete s s eseesessesbesrestesaeeseeneensn 1,593 1,390
Total current lIabiltIES. ......ccvereee e 5,623 5,473
LONG-TERM DEBT, LESS CURRENT PORTION ......cccciiirinieirenieresie e 2,090 1,592
OTHER LONG-TERM LIABILITIES
DEfETEd INCOMELAXES .....ecceeecetee ettt st s rbe e sare e sabe e snreesaeas 1,369 1,367
Pension, postretirement healthcare and other benefit obligations...........ccccoeevireenee. 953 944
SElf-INSUFANCE BCCTUBIS .....oveie ettt et see e s 715 692
Deferred 1€ase ObDligatioNS ..........ccoieriire e e e 660 658
Deferred gains, principally related to aircraft transactions...........ccoceeeeeeeierenenc e 365 373
(0 107= T o 1L (=SS 82 80
Total other long-term lHabiliti€S .........cocvieiiceeecee e e 4,144 4114

COMMITMENTS AND CONTINGENCIES
COMMON STOCKHOLDERS INVESTMENT
Common stock, $0.10 par value; 800 million shares authorized; 307 million shares

issued as of August 31, 2006 and 306 million shares issued as of May 31, 2006...... 31 31
Additional paid-in Capital ........ccccviereeiecrerer s 1,500 1,438
RELAINE QBIMINGS. ... ecveeeeieie ettt ettt et sre et e e e neeneenseseesrenes 10,516 10,068
Accumulated other CoOmpPreneNSIVE 10SS.........coirveiiirieeree e (24) (24)
Treasury StOCK, @ COSE ......veueriirierisiesieseeteeee ettt er e e ee et e sre e eneeneenean (2) (2)

Total common stockholders INVESEMENLE ..........occeireiee e 12,021 11,511

$ 23878 $ 22,690

The accompanying notes are an integral part of these condensed consolidated financial statements.



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

Three Months Ended

August 31,
2006 2005
REVENUES ...ttt sttt sttt sttt sae et saeneetesaesentesaenens $ 8,545 $ 7,707
OPERATING EXPENSES:
Salaries and employee DENEFitS. ... ..o 3,285 3,062
Purchased tranSpOrtation...........ccceceieeeeeerese e e e e srenas 896 771
Rentals and 1anding FEES ..o 570 665
Depreciation and amortiZatioN...........ccoceveieeerieeieeiesese e se e e st eneas 399 370
FUBT . e b e bbb bbb 941 728
MaiNteNaNCe aNd FEPAITS ... .cvevverrererresrereeeeeeseeseseesresressesseseeseeseessessesaessesseesenseeneen 515 468
(0107 SO 1,155 1,059
7,761 7,123
OPERATING INCOME......cciiiiitiieieisiees ettt se e nsens 784 584
OTHER INCOME (EXPENSE):
INEEIESE, MEL ...ttt b e s b e s bt s ae e e e e e e sbesbenae s 9 (24)
OLNEE, NEL ...ttt et a bbbttt bbb es e s bbb s s s e sttt bnas (5) (11)
(19 (35)
INCOME BEFORE INCOME TAXES.......coi ittt 770 549
PROVISION FOR INCOME TAXES.......cooo ittt sttt e 295 210
NET INCOME.......citiiiiierieesie ettt sttt sttt saeneebesaesesbeseesenbeseenens $ 475 $ 339
EARNINGS PER COMMON SHARE:
BASIC ettt bbbttt e b et $ 155 $ 112
D111 =" OSSR $ 153 $ 110
DIVIDENDS DECLARED PER COMMON SHARE........cccoiiireiieeee e $ 0.09 $ 0.08

The accompanying notes are an integral part of these condensed consolidated financial statements.



FEDEX CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)
(IN MILLIONS)

Three Months Ended

August 31,
2006 2005
Operating Activities:
NEL INCOME. ... vttt ettt sttt bbb bbb se s e s b bbb ae s ae e s s s b bababetas $ 475 $ 339
Adjustments to reconcile net income to cash provided by operating activities:
Depreciation and amorti ZatiON...........cceeiereiesenieeeeseeses e e e e see e e e sneas 399 368
Provision for uncollectible @CCOUNLS..........cccovveireieine s 29 29
L ease acCoUNtiNg ChargB.......ccveieiereeese sttt sttt e e snesaesresnens - 79
Deferred income taxes and other NoNcash iteMS..........ccvveeceevere s 13 (3D
Changes in operating assets and liabilities:
RECEIVAIDIES ...t nnen (138) (©)]
OthEr CUITENE @SSELS........eeueiveeeierte ettt sttt st (13) 7
Accounts payable and other operating liabilities ..........cccvvereirinennirce (85) (82
(@1 0= PR 1 = OO RRR (15) 77
Net cash provided by operating aCtiVities..........ccoooeiiiinireiee e 665 783
Investing Activities:
Capital EXPENAITUIES .......eeieiiieeeerieeeeee e bbb b b e (699) (671)
Proceeds from asset diSPOSITIONS ........ccviecieieeieeeses e st enea 1
Net cash used iN INVESLING ACHIVITIES.......ccecieeeie e (694) (670)
Financing Activities:
Proceeds from debt ISSUANCE.........cocciriirirere e 999 -
Principal payments 0N debt..........ccvceeierereres e (221) (95)
Proceeds from StOCK 1SSUBNCES........coueieirieeeirieeeie sttt eene 18
Excess tax benefit on the exercise of StOCK OptioNS..........cooeeviveeinenencrecie 6 -
DIVIAENdS PAI......c.eiveieeiiieeeie et s (28) (249)
(@1 0= A2 = (4) -
Net cash provided by (used in) finanNCiNg aCtiVIties. ........cccoerererieririeee e 782 (101)
Net increase in cash and cash eQUIVAIENES .........occieiiiinene e 753 12
Cash and cash equivalents at beginning of Period..........c.ccocieiriiiiienere e 1,937 1,039
Cash and cash equivalents at end of PEriod..........ccceeeeieveiieiesie e $ 2,690 $ 1,051

The accompanying notes are an integral part of these condensed consolidated financial statements.



FEDEX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

(1) Generd

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES. Theseinterim financial statements of FedEx
Corporation ("FedEx") have been prepared in accordance with accounting principles generally accepted in the
United States for interim financial information, the instructions to Quarterly Report on Form 10-Q and Rule 10-01
of Regulation S-X, and should be read in conjunction with our Annual Report on Form 10-K, as amended, for the
year ended May 31, 2006 ("Annual Report™). Accordingly, significant accounting policies and other disclosures
normally provided have been omitted since such items are disclosed therein.

In the opinion of management, the accompanying unaudited condensed consolidated financia statements reflect all
adjustments (including normal recurring adjustments) necessary to present fairly our financial position as of August
31, 2006 and the results of our operations and cash flows for the three-month periods ended August 31, 2006 and
2005. Operating results for the three-month period ended August 31, 2006 are not necessarily indicative of the
results that may be expected for the year ending May 31, 2007.

Except as otherwise specified, referencesto yearsindicate our fiscal year ending May 31, 2007 or ended May 31 of
the year referenced and comparisons are to the corresponding period of the prior year.

Certain prior period amounts have been reclassified to conform to the current period's presentation.

EMPLOYEES UNDER COLLECTIVE BARGAINING ARRANGEMENTS. The pilots of FedEx Express, which
represent a small number of FedEx Express total employees, are employed under a collective bargaining agreement
that became amendable on May 31, 2004. In August 2006, FedEx Express and the pilots union reached a tentative
agreement on a new labor contract. The proposed new contract includes signing bonuses and other compensation
that would result in acharge in the period of ratification of approximately $145 million. Contract ratification is
expected during the second quarter of 2007 but cannot be assured. If ratified, the new four-year contract will become
amendable in 2010.

DIVIDENDS DECLARED PER COMMON SHARE. On August 18, 2006, our Board of Directors declared a
dividend of $0.09 per share of common stock. The dividend will be paid on October 2, 2006 to stockholders of
record as of the close of business on September 11, 2006. Each quarterly dividend payment is subject to review and
approval by our Board of Directors, and we evaluate our dividend payment amount on an annual basis at the end of
each fiscal year.

BUSINESS ACQUISITIONS. On September 3, 2006, we acquired the less-than-truckload ("LTL") operations of
Watkins Motor Lines ("Watkins"), aprivately held company, and certain affiliates for approximately $780 millionin
cash. Watkinsis aleading provider of long-haul LTL services. Watkinsis being rebranded as FedEx National LTL
and will be included in the FedEx Freight segment commencing in the second quarter of 2007.

On January 24, 2006, FedEx Express entered into an agreement with Tianjin Datian W. Group Co., Ltd. ("DTW
Group") to acquire DTW Group's 50% share of the FedEx-DTW International Priority express joint venture
("FedEx-DTW") and DTW Group's domestic express network in Chinafor approximately $400 million in cash. This
acquisition will convert our joint venture with DTW Group, formed in 1999 and currently accounted for under the
equity method, into awholly-owned subsidiary and increase our presence in Chinain theinternational and domestic
express businesses. The acquisition is expected to be completed during 2007, subject to customary closing
conditions. The financial results of this transaction will be included in the FedEx Express segment from the date of
acquisition.

LEASE ADJUSTMENT. Our results for the first quarter of 2006 included a noncash charge of $79 million ($49
million after tax or $0.16 per diluted share), which represented the impact on prior years to adjust the accounting for
certain facility leases, predominantly at FedEx Express. The charge related primarily to rent escalations in on-airport
facility leases that were not being recognized appropriately.



FEDEX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(UNAUDITED)

NEW ACCOUNTING PRONOUNCEMENTS. The Financial Accounting Standards Board ("FASB") issued FASB
Interpretation No. ("FIN") 48, "Accounting for Uncertainty in Income Taxes," in July 2006. The new ruleswill be
effective for FedEx in 2008. We are evaluating this interpretation, but do not presently anticipate its adoption will

have a material impact on our financia statements.

(2) Stock Compensation

On June 1, 2006 we adopted the provisions of Statement of Financial Accounting Standards ("SFAS") 123R,
"Share-Based Payment," which requires recognition of compensation expense for stock-based awards using afair
value method. SFAS 123R isarevision of SFAS 123, "Accounting for Stock-Based Compensation” and supersedes
Accounting Principles Board Opinion No. ("APB") 25, "Accounting for Stock Issued to Employees." Prior to the
adoption of SFAS 123R, we applied APB 25 and its related interpretations to measure compensation expense for
stock-based compensation plans. As aresult, no compensation expense was recorded for stock options, as the
exercise price was equal to the market price of our common stock at the date of grant.

We adopted SFAS 123R using the modified prospective method, which resulted in prospective recognition of
compensation expense for all outstanding unvested share-based payments to employees based on the fair value on
the original grant date. Under this method of adoption, our financial statement amounts for the prior period
presented have not been restated.

Our total share-based compensation expense was $31 million for the three months ended August 31, 2006. The
impact of adopting SFAS 123R was approximately $22 million ($16 million, net of tax) or $0.05 per basic and
diluted share, which is not material to earnings or cash flows for the quarter. A comparable amount would have been
recognized in the first quarter of 2006 had these accounting rules been applied.

For the three months ended August 31, 2005, stock option compensation expense, pro forma net income and basic
and diluted earnings per common share, if determined under SFAS 123 at fair value using the Black-Scholes
method, would have been as follows (in millions, except for per share amounts):

NELINCOME, 8BS TEPOIMEM .......cuectiieeieete ittt ettt sttt se e st e e e te st e e ebesbe e e sesbe e ebesaeneese st eneesesteneateseenestenseneaes $ 339
Add: Stock compensation included in reported net inCome, NEL Of taX........cccverieiererrirere e Q
Deduct: Total stock-based employee compensation expense determined under fair value based method for
all awards, Net Of taX DENEFIT.........ooi e ee e 11
Pro fOrMANEL INCOME ........eiiiiieie ettt sttt bt b et e st e e e b e besaeebesaeemee e e nbenbeseesbesaesaeas $ 327
Earnings per common share:
B F S ToR= ] = o0 (= o S $ 112
L E ST ol oo (] 1 1 H S $ 1.08
DTN (0 [ SN = oo (= o S $ 1.10
T U0 [ oo N (0] 2= $ 1.06

We use the Black-Scholes option pricing model to calculate the fair value of stock options. We recognize stock-
based compensation expense on a straight-line basis over the requisite service period of the award in the "Salaries
and employee benefits" caption of our income statement. The intrinsic value of options exercised during the first
quarter of 2007 was $33 million.

For unvested stock options and restricted stock awards granted prior to June 1, 2006, the terms of these awards
provide for continued vesting subsequent to the employee's retirement. Compensation expense associated with these
awards is recognized on a straight-line basis over the shorter of the remaining service or vesting period. This
provision was removed from all stock option awards granted subsequent to May 31, 2006.

Asof August 31, 2006, there was $192 million of total unrecognized compensation cost, net of estimated forfeitures,
related to unvested share-based compensation arrangements. This compensation expense is expected to be
recognized on a straight-line basis over the remaining wei ghted-average vesting period of approximately four years.



FEDEX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(UNAUDITED)

The key terms of the stock options and restricted stock granted under our incentive stock plans are set forth in our
Annua Report. At August 31, 2006, there were 6,408,749 shares available for future grants under these plans.

Following is atable of the key weighted-average assumptions used in the valuation calculations under both SFAS
123R and SFAS 123 for the options granted during the periods presented. See our Annual Report for a discussion of
our methodology for developing each of the assumptions used in the valuation model:

Three Months Ended

August 31,
2006 2005
EXPECLEA TIVES......eiee et ne e b S5years 5years
EXPECLEA VOIALTTITY ...ttt bt s 22% 25%
RISK-TIrEE INLEIESE FALE......ccvee ittt s e e s s bb e e sbe e s s ba e e sbee e sres 4.99% 3.68%
[TV (< a0 YT Ko P 0.299% 0.323%
[0 g L (SN = (= 8% 8%

The following table summarizes information about stock option and restricted stock activity for the three months
ended August 31, 2006:

Stock Options Outstanding Restricted Stock
Weighted-
average
Shares exercise price Fair Value Shares Fair Value

Outstanding at

June 1, 2006.......... 17,099,526 $ 60.82 $ 307,436,781 583,106 $ 44,941,947
Granted........ccuen.e... 1,644,965 110.33 52,775,290 161,857 17,843,307
Exercised................ (565,074) 53.57 (9,174,511) (241,266) (16,631,329)
Forfeited ................. (57,080) 76.97 (1,242,232) (1,099) (95,294)
Outstanding at

August 31, 2006.... 18,122,337 65.53 $ 349,795,328 502,598 $ 46,058,631

The options granted in the three months ended August 31, 2006 are primarily related to our principal annual stock
option grant in June 2006. The weighted-average Black-Scholes value of these grants under the assumptions
indicated above was $32.08 per option.

The following table summarizes information about vested and nonvested stock options as of June 1, 2006 and
August 31, 2006:

June 1, 2006 August 31, 2006
Shares Fair Value Shares Fair Value
A =S (< o [ 9,665,894 $ 144,823,786 11,778,653 $ 189,087,443
NONVESLED......oeeeveeireecee e 7,433,632 162,612,995 6,343,684 160,707,885
TOAl oo 17,099526 $ 307,436,781 18,122,337 $ 349,795,328

During the three months ended August 31, 2006, 2,677,833 stock options vested with afair value of $53 million.

Total equity compensation shares outstanding or available for grant at August 31, 2006 represented 7.8% of the total
outstanding common and equity compensation shares and equity compensation shares available for grant.



FEDEX CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(UNAUDITED)

The following table summarizes information regarding stock options outstanding as of August 31, 2006:

Options Outstanding

Options Exercisable

Weighted- Weighted- Weighted-
Average Average Aggregate Average Aggregate
Range of Number Remaining Exercise Intrinsic Number Exercise Intrinsic
Exercise Prices Outstanding Contractual Life Price Value Exercisable Price Value
$15.34 - 22.16.. 62,874 1.7 years $ 16.85 62,874 $ 16.85
23.81 - 35.69.. 1,632,761 1.5years 30.17 1,632,761 30.17
35.89 - 53.77.. 5,181,650 4.9 years 44.69 5,172,150 44.68
55.94 - 83.73.. 6,212,200 6.6 years 66.68 4,123,294 64.80
84.57 -117.59.. 5,032,852 9.1years 97.62 787,674 90.07
$15.34 - 117.59.. 18,122,337 6.3 years $ 6553 $ 636,184,069 11,778,753 $ 52.60 $ 565,755,727

(3) Comprehensive Income

The following table provides a reconciliation of net income reported in our financial statements to comprehensive

income (in millions):

Three Months Ended August 31,

NEE TNCOMIE....c. ettt e e e e e e s e ar e e s sbe e e s seabe e s seaeeessanes

Other comprehensive income:

Foreign currency translation adjustments, net of deferred taxes of
BLIN 2005 ...t
COMPreNENSIVE INCOMIE ......oiviiiiie ettt

(4) Einancing Arrangements

2006 2005
$ 475 $ 339
= 95
$ 475 $ 344

From time to time, we finance certain operating and investing activities, including acquisitions, through borrowings
under our $1.0 billion revolving credit facility or the issuance of commercial paper. The revolving credit agreement
contains certain covenants and restrictions, none of which are expected to significantly affect our operations or
ability to pay dividends. Our commercial paper program is backed by unused commitments under the revolving
credit facility and borrowings under the program reduce the amount available under the credit facility. At August 31,
2006, no commercia paper borrowings were outstanding and the entire amount under the credit facility was

available.

On August 2, 2006, we filed an updated shelf registration statement with the SEC. The new registration statement
does not limit the amount of any future offering. By using this shelf registration statement, we may sell, in one or
more future offerings, any combination of our unsecured debt securities and common stock.

On August 8, 2006, under the new shelf registration statement, we issued $1 billion of senior unsecured debt,
comprised of floating rate notes totaling $500 million due in August 2007 and fixed rate notes totaling $500 million
due in August 2009. The floating rate notes bear interest at the three-month London Interbank Offered Rate
("LIBOR") plus 0.08%, reset on aquarterly basis. At August 31, 2006, the floating interest rate was 5.58%. The
fixed rate notes bear interest at an annual rate of 5.5%, payable semi-annually. We are using the net proceeds for
working capital and general corporate purposes, including the funding of acquisitions.

-10-



FEDEX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(UNAUDITED)

(5) Computation of Earnings Per Share

The calculation of basic and diluted earnings per common share for the three-month periods ended August 31 was as
follows (in millions, except per share amounts):

2006  _2005
NS g Tolo T ST $ 475 $ 339
Wei ghted-average shares of common Stock OUtStaNAING........cceverererenieeereere e 306 303
Common equivalent shares:
Assumed exercise of outstanding dilUtive OPLIONS.............cccviireriieeeee e 17 17
L ess shares repurchased from proceeds of assumed exercise of Options........c.cooeevvereecenenenenen. (13 (12
Weighted-average common and common equivalent shares outstanding ............ccoceveeeeereeeieeieenennn. 310 308
BasiC €arnings PEr COMMON SNAE ........ccoueeirieriertestesteseeaeereeseeseeseesbesaesse s e e aeeeeseesbesaesbesaeeseeneeseansees 1.55 112
Diluted earnings Per COMIMON SNEIE .......c.cii it eteeere et see ettt be e e e e seeseesbesaesbesaesseeseeneaneenes 1.53 1.10

We have excluded from the calculation of diluted earnings per share approximately 1.7 million antidilutive options

for the three months ended August 31, 2006 and approximately 3.2 million antidilutive options for the three months
ended August 31, 2005, as the exercise price of these options was greater than the average market price of common
stock for the period.

(6) Employee Benefit Plans

We sponsor defined benefit pension plans covering a mgjority of our employees. The largest plan covers certain
U.S. employees age 21 and over, with at least one year of service. Certain of our subsidiaries also offer medical,
dental and vision coverageto eligible U.S. retirees and their eligible dependents. Net periodic benefit cost of the
pension and postretirement healthcare plans for the three-month periods ended August 31 was as follows (in
millions):

Postretirement

Pension Plans Healthcare Plans

2006 2005 2006 2005

SEIVICE COSL....vvveecteeteeeetesteeete sttt st e eteseeeeteseeaesteseeneas $ 132 $ 119 $ 8 $ 10
INEEIESE COSL....eeiveeeiee et 177 161 7 8
Expected return on plan assets.........cooeevevenenenenesieenn (232) (203) - -
Recognized actuarial 10Sses/(gaing) ......c.cccoveveerereenieneenn 34 26 (D) -
Amortization of prior Service Cost........couvvererieeneeieeneenn. 3 3 — —
$ 114 $ 106 $ 14 $ 18

We made tax-deductible voluntary contributionsto our qualified U.S. domestic pension plans of $100 million during
the first quarter of 2007, and made no contributions during the first quarter of 2006. On September 1, 2006, we
made additional tax-deductible voluntary contributions to our qualified U.S. domestic pension plans of $382 million.
On September 1, 2005, we made tax-deductible voluntary contributions totaling $456 million to our qualified U.S.
domestic pension plans.

(7) Business Segment Information

We provide a broad portfolio of transportation, e-commerce and business services through companies operating
independently, competing collectively and managed collaboratively under the respected FedEx brand. Our
operations are primarily represented by Federal Express Corporation ("FedEx Express'), the world's largest express
transportation company; FedEx Ground Package System, Inc. ("FedEx Ground"), aleading provider of small-
package ground delivery services, FedEx Freight Corporation ("FedEx Freight"), aleading U.S. provider of LTL
freight services; and FedEx Kinko's Office and Print Services, Inc. ("FedEx Kinko's"), aleading provider of
document solutions and business services. These businesses form the core of our reportable segments. Management
evaluates segment financial performance based on operating income.

-11-



FEDEX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(UNAUDITED)

FedEx Corporate Services, Inc. ("FedEx Services') provides customer-facing sales, marketing and information
technology support, primarily for FedEx Express and FedEx Ground. The costs for these functions are allocated
based on metrics such as relative revenues or estimated services provided. We also allocate costs for administrative
functions provided between operating companies and certain other costs such as costs associated with services
received for general corporate oversight, including executive officers and certain legal and finance functions. We
believe these allocations approximate the cost of providing these functions.

Effective June 1, 2006, we moved the credit, collections and customer service functions with responsibility for
FedEx Express and FedEx Ground customer information from FedEx Express into a newly formed subsidiary of
FedEx Services named FedEx Customer Information Services, Inc. ("FCIS"). Also, effective June 1, 2006, we
moved FedEx Supply Chain Services, Inc., the results of which were previously reported in the FedEx Ground
segment, into anew subsidiary of FedEx Services named FedEx Global Supply Chain Services, Inc. The costs of
providing these customer service functions and the net operating costs of FedEx Global Supply Chain Services are
allocated back to the FedEx Express and FedEx Ground segments. Prior year amounts have not been reclassified to
conform to the current year segment presentation as the financial results of all segments are materially comparable.

In addition, certain FedEx operating companies provide transportation and related services for other FedEx
companies outside their reportable segment. Billings for such services are based on negotiated rates, which we
believe approximate fair value, and are reflected as revenues of the billing segment. FedEx Kinko's segment
revenues include package acceptance revenue, which represents the fee received by FedEx Kinko's from FedEx
Express and FedEx Ground for accepting and handling packages at FedEx Kinko's locations on behalf of these
operating companies. Package acceptance revenue does not include the external revenue associated with the actual
shipments. All shipment revenues are reflected in the segment performing the transportation services. Intersegment
revenues and expenses are eliminated in the consolidated results but are not separately identified in the following
segment information as the amounts are not material.

Asof August 31, 2006, our reportable segmentsincluded the following businesses:

FedEx Express Segment FedEx Express (express transportation)
FedEx Trade Networks (global trade services)

FedEx Ground Segment FedEx Ground (small-package ground delivery)
FedEx SmartPost (small-parcel consolidator)

FedEx Freight Segment FedEx Freight (regional LTL freight transportation)
FedEx Custom Ciritical (time-critical transportation)
Caribbean Transportation Services (airfreight forwarding)

FedEx Kinko's Segment FedEx Kinko's (document solutions and business services)
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FEDEX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(UNAUDITED)

The following table provides a reconciliation of reportable segment revenues and operating income to our
consolidated financia statement totals (in millions):

Three Months Ended

August 31,
2006 2005
Revenue
FEdEX EXPress SEQMENT .....c.cciivciiieriere ettt st st st estesae et snene st nns $ 5,640 $ 5122
FEAEX Ground SEOMENT ......eoeeieeeie ettt e e e seesee e seeseesneeneas 1,417 1,219
FEdEX Fraight SEOMENL ......c..ceiiieeiieereei sttt s ere 1,013 892
FEdEX KIiNKO'S SEOMENT .....c.eiuiiiiitirieeete sttt s 504 517
Other and &liMiNLIONS..........coiiieie e e s neens (29 (43)
$ 8,545 $ 7,707
Operating Income
FEAEX EXPress SEOMENt B ... ene s $ 467 $ 285
FEAEX Ground SEgMENT ......ccvcieecieiesees ettt e e st st re e s re e esaeaesneteseens 157 148
FEdEX Freight SEgMENt .......ccocieieesese ettt sn 150 135
FEAEX KiNKO'S SEGMENL ......eoueeieeee st eeeee e et e e neeneas 10 16

Other and EliMINGEIONS........ccicvieieie e se e sab e e sreeesreas

@ FedEx Express segment results for the three months ended August 31, 2005 include a $75 million noncash
charge to adjust the accounting for certain facility leases.

(8) Commitments

Asof August 31, 2006, our purchase commitments for the remainder of 2007 and annually thereafter under various
contracts were as follows (in millions):

Aircraft-
Aircraft _Related® Other@ Total
A0 T (=11 g To = o) ISR $ 149 $ 101 $ 753 $ 1,003
2008.... . et e e e etb e e eerae e e abaeeeabreeeenes 431 113 217 761
20009 .. e a et e e eera e e e abaeeeabreeeenes 480 61 159 700
2000 et a e e e eba e e e erreeeeanes 659 67 104 830
20 1 USSR UU SRRSOt 460 66 70 596
LD A= (== L= ST RS S 157 8 218 383

@ Primarily aircraft modifications.
@ Primarily vehicles, facilities, computers, printing and other equipment and advertising and promotions contracts.

The amounts reflected in the table above for purchase commitments represent non-cancel able agreements to
purchase goods or services. Commitments to purchase aircraft in passenger configuration do not include the
attendant costs to modify these aircraft for cargo transport unless we have entered into non-cancelable commitments
to modify such aircraft. Open purchase orders that are cancelable are not considered unconditional purchase
obligations for financial reporting purposes and are not included in the table above.
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FEDEX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(UNAUDITED)

FedEx Expressis committed to purchase certain aircraft. Deposits and progress payments of $63 million have been
made toward these purchases and other planned aircraft-related transactions. In addition, we have committed to
modify our DC10 aircraft for passenger-to-freighter and two-man cockpit configurations. Future payments related to
these activities are included in the table above. Aircraft and aircraft-related contracts are subject to price escalations.
The following table isa summary of our aircraft purchase commitments as of August 31, 2006 with the year of
expected delivery by type:

A300 _A380 Total

2007 (FEMEAINGEL) ...veveneetereeie ettt sttt sttt et se bt b et be b st bt s b et eb e b et eb e s b et e b e st et s b e see st ebees 4 - 4
2008ttt b h bR R e R R e h e R e Rt SR e R R et b e e Rt bt e be b e ae e 9 - 9
2009 ...ttt bt bRt E b A b e R A b et AR e R e A b e e e R R e R e e R b e Rt sE b e Rt e be Rt e ebe e bebe e 4 2 6
20 1 O TSSOSOV ST PP SURTTROTPN - 4 4
L0 1 OSSOSOV P PTORPOURUURTOTPPN - 3 3
LI === L= SRRSO = 1 1
LI = TSSO SE USRS PETTSRUUTRPTPRN 17 10 27

A summary of future minimum lease payments under capital leases at August 31, 2006 is as follows (in millions):

P00 (=107 1o (= o) S $ 17
00 S 100
0 TR PRSTRS 12
0 X O TSSOSO 97
0 X I SO 8
Bl 4 1= 5 0 OSSP 144

378
L eSS amount rePreSENtiNg INEEIESE ........coeieeieeieriesie sttt sttt et bt sb e ae e e e e e e besbesbesbesaesaeeneeneeseenbesaesaeas 70
Present value of net Minimum [€8SE PAYMENLES........ccceiiiiieiecicree e ae e e sre s resreeseeseestesresrens $ 308

A summary of future minimum lease payments under non-cancelable operating leases with an initial or remaining
term in excess of one year at August 31, 2006 is as follows (in millions):

Aircraft and Related Facilities and
Equipment Other Total
2007 (remMaINAEN) .....cevvererrireereseeeesreee e nenes $ 495 $ 802 $ 1,297
2008 ettt e e e aere s 586 935 1,521
2009 ...t e e aaes 555 775 1,330
120 O TR 544 606 1,150
120 TR 526 486 1,012
R (SL= = ST 3,934 2,962 6,896
$ 6,640 $ 6,566 $ 13,206

While certain of our lease agreements contain covenants governing the use of the leased assets or require us to
maintain certain levels of insurance, none of our lease agreements include material financial covenants or
limitations.

FedEx Express makes payments under certain leveraged operating leases that are sufficient to pay principal and
interest on certain pass-through certificates. The pass-through certificates are not direct obligations of, or guaranteed
by, FedEx or FedEx Express.

(9) Contingencies

Wage-and-Hour. We are a defendant in a number of lawsuits filed in federal or California state courts containing
various class-action allegations under federal or California wage-and-hour laws. The plaintiffsin these lawsuits are
employees of FedEx operating companies who allege, among other things, that they were forced to work "off the
clock" and were not provided work breaks or other benefits. The plaintiffs generally seek unspecified monetary
damages, injunctive relief, or both.
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FEDEX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(UNAUDITED)

To date, one of these wage-and-hour cases, Foster v. FedEx Express, has been certified asa class action. The
plaintiffsin Foster represent a class of hourly FedEx Express employeesin Californiafrom October 14, 1998 to
present. The plaintiffs allege that hourly employees are routinely required to work "off the clock" and are not paid
for this additional work. The court issued aruling in December 2004 granting class certification on all issues. In
February 2006, the parties reached a settlement that received final approval from the court on September 18, 2006.
FedEx Express denies liability in this matter, but entered into the settlement to avoid the cost and uncertainty of
further litigation. The amount of the settlement was fully accrued at the end of the third quarter of 2006 and is not
material to FedEx.

With respect to the other wage-and-hour cases, we have denied any liability and intend to vigorously defend
ourselves. Given the nature and preliminary status of these other wage-and-hour claims, we cannot yet determine the
amount or areasonable range of potential loss in these other matters, if any.

Race Discrimination. On September 28, 2005, a California federal district court granted class certification in
Satchell v. FedEx Express, alawsuit alleging discrimination by FedEx Express in the Western region of the United
States against certain current and former minority employeesin pay and promotion. The district court's ruling on
class certification is not a decision on the merits of the plaintiffs claim and does not address whether we will be held
liable. Trial is currently scheduled for February 2007. We have denied any liability and intend to vigorously defend
ourselvesin this case. Given the nature and preliminary status of the claim, we cannot yet determine the amount or a
reasonable range of potential lossin this matter, if any. It is reasonably possible, however, that we could incur a
material loss as this case develops.

On May 24, 2006, ajury ruled against FedEx Ground in Issa & Rizkallah v. FedEx Ground, a California state court
lawsuit brought in July 2001 by two independent contractors who allege, among other things, that a FedEx Ground
manager harassed and discriminated against them based upon their national origin. The jury awarded the two
plaintiffs atotal of $60 million (which includes $50 million of punitive damages), plus attorney's fees and other
litigation expenses. On September 5, 2006, the trial court reduced the total damage award to approximately $12
million (which includes over $10 million of punitive damages), plus attorney's fees and other litigation expensesin
an amount to be determined later. If the plaintiffs do not consent to the reduction of damages by October 5, 2006,
FedEx Ground will be entitled to anew trial on the issue of damages. Based on the court's ruling, we no longer
believe that it is reasonably possible we could incur a material 1oss on this matter.

Independent Contractor. FedEx Ground is involved in numerous purported class-action lawsuits and other
proceedings that claim that the company's owner-operators should be treated as employees, rather than independent
contractors. These matters include Estrada v. FedEx Ground, a class action involving single work area contractors
that wasfiled in California state court. Although the trial court has granted some of the plaintiffs claimsfor relief in
Estrada ($18 million, inclusive of attorney's fees, plus equitable relief), we expect to prevail on appeal. Adverse
determinations in these matters could, among other things, entitle certain of our contractors to the reimbursement of
certain expenses and to the benefit of wage-and-hour laws and result in employment and withholding tax liability for
FedEx Ground. On August 10, 2005, the Judicial Panel on Multi-District Litigation granted our motion to transfer
and consolidate the majority of the class-action lawsuits for administration of the pre-trial proceedings by asingle
federal court - the U.S. District Court for the Northern District of Indiana. We strongly believe that FedEx Ground's
owner-operators are properly classified as independent contractors and that we will prevail in these proceedings.
Given the nature and preliminary status of these claims, we cannot yet determine the amount or a reasonable range
of potential loss in these matters, if any.

FedEx Ground is also involved in several lawsuits, including two purported class actions, that claim that the drivers
of the company's independent contractors were jointly employed by the contractor and FedEx Ground. We strongly
believe that FedEx Ground is not an employer of these drivers and that we will prevail in these proceedings. Given
the nature and preliminary status of these claims, we cannot yet determine the amount or a reasonabl e range of
potential loss in these matters, if any.
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FEDEX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(UNAUDITED)

Other. FedEx and its subsidiaries are subject to other legal proceedings that arise in the ordinary course of their
business. In the opinion of management, the aggregate liability, if any, with respect to these other actions will not
materially adversely affect our financial position, results of operations or cash flows.

(10) Supplemental Cash Flow Information

Three Months Ended

August 31,
2006 2005
(In millions)
Cash payments for:
Interest (net of CapitaliZEd INTEIESL)........ccuereveeiieeeee ettt $ 37 $ 4
INCOME TAXES ...ttt ettt sae bt b e e e et e sb e e sb e et e e e e sae e saeesaeeneeans 125 27

(11) Condensed Consolidating Financial Statements

On August 2, 2006, we released certain subsidiary guarantors from their respective guarantees of our public debt. As
aresult, we are required to present condensed consolidating financia information in order for the subsidiary
guarantors (other than FedEx Express) to continue to be exempt from reporting under the Securities Exchange Act
of 1934.

The guarantor subsidiaries, which are wholly-owned by FedEx, guarantee approximately $2.2 billion of our debt.
The guarantees are full and unconditional and joint and several. Our guarantor subsidiaries were not determined
using geographic, service line or other similar criteria, and as aresult, the "Guarantor" and "Non-Guarantor"
columns each include portions of our domestic and international operations. Accordingly, this basis of presentation
is not intended to present our financial condition, results of operations or cash flows for any purpose other than to
comply with the specific requirements for subsidiary guarantor reporting.
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Condensed consolidating financial statements for our guarantor subsidiaries and non-guarantor subsidiaries are
presented in the following tables (in millions):

CONDENSED CONSOLIDATING BALANCE SHEETS
August 31, 2006

Guarantor Non-guarantor

Parent _Subsidiaries Subsidiaries Eliminations  _Consolidated
ASSETS
CURRENT ASSETS
Cashand cashequivalents... $ 2360 $ 150 $ 180 $ - $ 2,690
Receivables, less allowances - 2,945 700 (2D 3,624
Spare parts, fuel, supplies,
prepaid expenses and
other, less allowances......... 6 436 50 - 492
Deferred income taxes......... - 519 17 - 536
Total current assets.......... 2,366 4,050 947 (21) 7,342
PROPERTY AND
EQUIPMENT, AT COST...... 22 23,047 1,655 - 24,724
Less accumulated
depreciation and
amortization..........ceevrenne. 12 12,689 908 - 13,609
Net property and
equipment .......coceeeeeeene 10 10,358 747 - 11,115
INTERCOMPANY
RECEIVABLE........ccccoveunee. - 454 1,497 (1,951) -
GOODWILL...ccocctreririeine - 2,675 150 - 2,825
PREPAID PENSION COST.... 1,313 19 19 - 1,351
INVESTMENT IN
SUBSIDIARIES.................... 12,775 2,148 - (14,923) -
OTHER ASSETS......ccccvevnee. 78 516 684 (33) 1,245
$ 16542 $ 20,220 $ 4,044 $ (16,928) $ 23,878
LIABILITIESAND
STOCKHOLDERS
INVESTMENT
CURRENT LIABILITIES
Current portion of long-term
debt ..o $ 1000 $ 130 $ - $ - $ 1,130
Accrued salaries and
employee benefits.............. 26 872 127 - 1,025
Accounts payable................. 35 1,564 297 (21) 1,875
Accrued expenses................ 40 1424 129 - 1,593
Total current liabilities..... 1,101 3,990 553 (21) 5,623
LONG-TERM DEBT, LESS
CURRENT PORTION........... 1,248 842 - - 2,090
INTERCOMPANY
PAYABLE......cocoovirerriens 1,951 - - (1,951) -
OTHER LIABILITIES
Deferred income taxes......... - 1,144 258 (33) 1,369
Other ligbilities........cccouu... 228 2471 76 - 2,775
Total other long-term
liabilities ...cceeveerinene 228 3,615 334 (33) 4,144
STOCKHOLDERS
INVESTMENT.......ccevvrnne. 12,014 11,773 3,157 (14,923) 12,021
$ 16542 $ 20,220 $ 4,044 $ (16,928) $ 23,878
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CONDENSED CONSOLIDATING BALANCE SHEETS

May 31, 2006
Guarantor Non-guarantor
Parent _Subsidiaries Subsidiaries Eliminations _ _Consolidated
ASSETS
CURRENT ASSETS
Cashand cashequivalents... $ 1679 $ 114 $ 144 $ - $ 1,937
Receivables, less allowances - 2,864 681 (29 3,516
Spare parts, fuel, supplies,
prepaid expenses and
other, less allowances......... 7 423 42 - 472
Deferred income taxes......... - 522 17 - 539
Tota current assets........... 1,686 3,923 884 (29) 6,464
PROPERTY AND
EQUIPMENT, AT COST...... 22 22,430 1,622 - 24,074
Less accumulated
depreciation and
amortization.........cc.ceeeene.. 12 12,410 882 - 13,304
Net property and
equipment ......ccocveeeeeenn 10 10,020 740 - 10,770
INTERCOMPANY
RECEIVABLE........ccccoveunee. - 680 1,399 (2,079 -
GOODWILL...ccevreerrrieenne - 2,675 150 - 2,825
PREPAID PENSION COST.... 1,310 18 21 - 1,349
INVESTMENT IN
SUBSIDIARIES..........ccco..... 12,301 2,093 - (14,394) -
OTHER ASSETS......ccccvvvenee 69 571 675 (33) 1,282
$ 15376 $ 19,980 $ 3,869 $ (16,535) $ 22,690
LIABILITIESAND
STOCKHOLDERS
INVESTMENT
CURRENT LIABILITIES
Current portion of long-term
debt..oiiee $ 700 $ 150 $ - $ - $ 850
Accrued salaries and
employee benefits.............. 50 1,107 168 - 1,325
Accounts payable................. 33 1,594 310 (29) 1,908
Accrued expenses................ 37 1,221 132 - 1,390
Total current liabilities..... 820 4,072 610 (29 5,473
LONG-TERM DEBT, LESS
CURRENT PORTION........... 749 843 - - 1,592
INTERCOMPANY
PAYABLE......ccccovireiiene 2,079 - - (2,079) -
OTHER LIABILITIES
Deferred income taxes......... - 1,143 257 (33) 1,367
Other lighilities........cccoveee. 226 2447 74 - 2,747
Total other long-term
liabilities ..cccvvveeririnne 226 3,590 331 (33) 4,114
STOCKHOLDERS
INVESTMENT.....ccooeirinnnn 11,502 11,475 2,928 (14,394) 11511
$ 15376 $ 19,980 3,869 $ (16,535) $ 22,690
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CONDENSED CONSOLIDATING STATEMENTS OF INCOME
Three Months Ended August 31, 2006

Guarantor Non-guarantor
Parent _Subsidiaries Subsidiaries Eliminations Consolidated

REVENUES ... $§ - ~ $ 7468 $ 1,162 $ (85) $ 8545
OPERATING EXPENSES:

BENEfitS.....ccevvvireiriiee 27 2,870 388 - 3,285
Purchased transportation........ - 729 174 @) 896
Rentals and landing fees........ - 514 56 - 570
Depreciation and

amortization........c.cceeevriennn - 362 37 - 399
FUEL o - 904 37 - 941
Maintenance and repairs........ - 497 18 - 515
Intercompany charges, net ..... (50) (31) 81 - -
Other ..o 23 1,037 173 (78) 1,155

— 6,882 964 (85) 7,761
OPERATING INCOME............ - 586 198 - 784
OTHER INCOME
(EXPENSE):
Equity in earnings of

subsidiaries......cooceveeeniennnn. 475 125 - (600) -
Interest, Net .......ccoceeveveenee, 1 (10) - - 9
Intercompany charges, net..... 1 9 8 - -
Other, NEt .....ocveverereeceeee e, (2) (1) 2 - (5

INCOME BEFORE INCOME
TAXES....coiiieereeeee 475 691 204 (600) 770
Provision for income taxes.... - 237 58 — 295
NET INCOME........cccoevvevrrenenn. $ 475 $ 454 $ 146 $ (600) $ 475
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CONDENSED CONSOLIDATING STATEMENTS OF INCOME
Three Months Ended August 31, 2005

REVENUES.........ccoooiiiin,
OPERATING EXPENSES:

Purchased transportation........
Rentals and landing fees........
Depreciation and
amortization........c.cceeevriennn
FUEL o
Maintenance and repairs........
Intercompany charges, net......
Other ..o

OPERATING INCOME............
OTHER INCOME
(EXPENSE):
Equity in earnings of
subsidiaries.......coceeveeeeenens
Interest, Net ........ccoveevveeennenne
Intercompany charges, net.....
Other, Net......coovevevrereeeen
INCOME BEFORE INCOME

Provision for income taxes.....
NET INCOME.......ccocovvveeeennn.
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Guarantor Non-guarantor

Parent _Subsidiaries Subsidiaries Eliminations Consolidated
$ - $ 6,773 $ 1,014 $ (80) $ 7,707
17 2,701 344 - 3,062
- 625 150 4 771
1 610 54 - 665
1 333 36 - 370
- 700 28 - 728
- 452 16 - 468
(36) (32 68 - -
17 953 165 (76) 1,059
- 6,342 861 (80) 7,123
- 431 153 - 584
339 80 - (419) -
(16) (8) - - (24)
20 (23) 3 — -
(4) 3 (4 — (11
339 477 152 (419) 549
- 168 42 - 210
$ 339 $ 309 $ 110 $ (419 $ 339



CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
Three Months Ended August 31, 2006

Guarantor Non-guarantor

Parent _Subsidiaries Subsidiaries Eliminations _Consolidated
CASH PROVIDED BY
OPERATING ACTIVITIES... $ 123 $ 474 $ 68 $- $ 665
INVESTING ACTIVITIES
Capital expenditures............. - (655) (44) - (699)
Proceeds from asset
dispositions........cccceeeveenenne. - 1 4 — 5
CASH USED IN INVESTING
ACTIVITIES.. FINANCING
ACTIVITIES - (654) (40) - (694)
Net transfers (to) from
2 (0| (245) 237 8 - -
Proceeds from debt issuance. 999 - - - 999
Principal payments on debt... (200) (21) - - (221)
Proceeds from stock
ISSUANCES......oeeeeveeecrreeereeee, 30 - - - 30
Excess tax benefit on the
exercise of stock options..... 6 - - - 6
Dividends paid..........cccc........ (28) - - - (28)
Other, NEt...ccveeveeceeeseee, (4) - - = 4
CASH PROVIDED BY
FINANCING ACTIVITIES... 558 216 8 = 782
CASH AND CASH
EQUIVALENTS
Net increase in cash and cash
equivalents.........cccooeveenenenens 681 36 36 - 753
Cash and cash equivalents at
beginning of period................. 1,679 114 144 _ = 1937
Cash and cash equivalents at
end of period..........ceeevveniennne $ 2,360 $ 150 $ 180 $ - $ 2,690
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CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
Three Months Ended August 31, 2005

CASH PROVIDED BY
OPERATING ACTIVITIES....
INVESTING ACTIVITIES
Capital expenditures..............
Proceeds from asset
dispositions........c.ccoceeerennene
CASH USED IN INVESTING
ACTIVITIES.....coeovvireirienns
FINANCING ACTIVITIES
Net transfers (to) from Parent
Principal payments on debt....
Proceeds from stock

Dividends paid........c.ccccecunnee.
CASH (USED IN) PROVIDED
BY FINANCING
ACTIVITIES.....cooeeeeer.
CASH AND CASH
EQUIVALENTS
Net (decrease) increase in cash
and cash equivalents................
Cash and cash equivalents at
beginning of period..................
Cash and cash equivalents at
end of period.........cccovreeerennnn

Guarantor Non-guarantor

Parent _Subsidiaries Subsidiaries Eliminations _Consolidated
$ 241 $ 493 $ 49 $ - $ 783
)] (619) (50) - (671)

— 1 - - 1

2 (618) (50) - (670)
(183) 201 (18) - -
- (95) - - (95

18 - - - 18
(24) - _ - = _ (2
(189) 106 _ (18 - _ (101
50 (29) (29) - 12
742 151 _ 146 = _ 1039
$ 792 $ 132 $ 127 $ - 1,051
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REPORT OF INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders FedEx Corporation

We have reviewed the condensed consolidated balance sheet of FedEx Corporation as of August 31, 2006, and the
related condensed consolidated statements of income and cash flows for the three-month periods ended August 31,
2006 and 2005. These financial statements are the responsibility of the Company's management.

We conducted our review in accordance with the standards of the Public Company Accounting Oversight Board
(United States). A review of interim financial information consists principally of applying analytical procedures and
making inquiries of persons responsible for financial and accounting matters. It is substantially less in scope than an
audit conducted in accordance with the standards of the Public Company Accounting Oversight Board, the objective
of which is the expression of an opinion regarding the financial statements taken as awhole. Accordingly, we do not
express such an opinion.

Based on our review, we are not aware of any material modifications that should be made to the condensed
consolidated financial statements referred to above for them to be in conformity with U.S. generally accepted
accounting principles.

We have previously audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheet of FedEx Corporation as of May 31, 2006, and the related
consolidated statements of income, changes in stockholders' investment and comprehensive income, and cash flows
for the year then ended not presented herein, and in our report dated July 11, 2006 (except Note 22, as to which the
dateis August 2, 2006), we expressed an unqualified opinion on those consolidated financial statements. In our
opinion, the information set forth in the accompanying condensed consolidated balance sheet as of May 31, 2006, is
fairly stated, in all material respects, in relation to the consolidated balance sheet from which it has been derived.

/s Ernst & Young LLP

Memphis, Tennessee
September 20, 2006
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Item 2. Management's Discussion and Analysis of Results of Operations and Financial Condition

GENERAL

The following Management's Discussion and Analysis of Results of Operations and Financial Condition describes
the principal factors affecting the results of operations, liquidity, capital resources, contractual cash obligations and
critical accounting estimates of FedEx. This discussion should be read in conjunction with the accompanying
quarterly unaudited condensed consolidated financial statements and our Annual Report for the year ended May 31,
2006. Our Annual Report includes additional information about our significant accounting policies, practices and the
transactions that underlie our financial results, aswell as our detailed discussion of the most significant risks and
uncertainties to which our financial and operating results are subject.

FedEx provides a broad portfolio of transportation, e-commerce and business services through companies operating
independently, competing collectively and managed collaboratively under the respected FedEx brand. These
operating companies are primarily represented by FedEx Express, the world's largest express transportation
company; FedEx Ground, aleading provider of small-package ground delivery services; FedEx Freight, aleading
U.S. provider of lessthan truckload ("LTL") freight services; and FedEx Kinko's, aleading provider of document
solutions and business services. These companies form the core of our reportable segments. See "Reportable
Segments” for further discussion.

The key indicators necessary to understand our operating results include:
» theoveral customer demand for our various services,

» thevolumes of transportation and business services provided through our networks, primarily measured
by our average daily volume and shipment weight;

» themix of services purchased by our customers;
e thepriceswe obtain for our services, primarily measured by average price per shipment (yield);

e our ability to manage our cost structure for capital expenditures and operating expenses and to match our cost
structure to shifting volume levels; and

» thetiming and amount of fluctuationsin fuel prices and our ability to recover incremental fuel costs through our
fuel surcharges.

Except as otherwise specified, referencesto yearsindicate our fiscal year ending May 31, 2007 or ended May 31 of

the year referenced and comparisons are to the corresponding period of the prior year. References to our
transportation segments mean, collectively, our FedEx Express, FedEx Ground and FedEx Freight segments.
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RESULTS OF OPERATIONS
CONSOLIDATED RESULTS

The following table compares revenues, operating income, operating margin, net income and diluted earnings per
share (dollarsin millions, except per share amounts) for the three months ended August 31:

Percent

2006 20052 Change
REVENUES.........eecee ettt ettt e e srae s be s e reeenree s $ 8545 $ 7,707 11
OPErating INCOMIE ..ottt ettt sttt e b e e e e beseesbesaesbe s e e e e eesreeas 784 584 34
(@ oTC = 1 aTo [ 17= (|1 1SS 9.2% 7.6%  160bp
NEEINCOME. ...ttt ettt b b e bbb bbb e anan s $ 475 $ 339 40
Diluted €arNINGS PEN SNAME......c.iiveeeieceeeete ettt $ 153 $ 110 39

@ Operating expenses for the three months ended August 31, 2005 include a $79 million ($49 million, net of tax,
or $0.16 per diluted share) charge to adjust the accounting for certain facility leases, predominantly at FedEx
Express, which reduced operating margin by 103 basis points.

The following table shows changes in revenues and operating income by reportable segment for the three months
ended August 31, 2006 compared to 2005 (in millions):

Revenues Operating Income
Dollar Percent Dollar Percent
Change Change Change Change
FedEx Expresssegment @ ..........ooovvvevreeeeeennn. $ 518 10 $ 182 64
FedEx Ground segment ..........cccovveeveeeereeninsenseennes 198 16 9 6
FedEx Freight segment.........cccceeeeeveevenieveseneeene 121 14 15 11
FedEx Kinko's Segment ..........ccoveveeerienenenieneniennne (13) (3) (6) (38
Other and Eliminations..........c.cocoeveeeeveieieveeee s 14 NM - NM
$ 838 11 $ 200 34

@ FedEx Express operating expenses for the three months ended August 31, 2005 include a $75 million charge to
adjust the accounting for certain facility leases.

The following table shows selected operating statistics (in thousands, except yield amounts) for the three months
ended August 31:

Percent
2006 2005 Change

Average daily package volume (ADV):

FEAEX EXPIESS.....ccveicteiieeete sttt sttt sttt st se et sttt sttt eete st et s te e esenaens 3,194 3,233 Q)
FEAEX GIOUNG.......ceiveieeieiieiecte et te ettt sttt e et st seetesae e tesaeneesenans 2,926 _ 2,586 13
TOA ADV .ottt ettt n et nr s 6,120 _ 5,819 5

Average daily LTL shipments:

= 0| o (= T o) SRS 70 65 8
Revenue per package (yield):

FOAEX EXPIESS.....iitiietesieieete ettt sttt st st s st st sttt be st $ 23.04 $ 20.80 11

FEAEX GIOUNG......coviieeneeierieneetesieeetesie st ste st see ettt sae st saenestesaeseebeseeenseseenensens 7.13 6.92 3
LTL yield (revenue per hundredweight):

= 0 1= Yo o) S ST $ 1790 $ 16.55 8

Revenue growth for the first quarter of 2007 was primarily attributable to yield improvement across all of our
transportation segments, volume growth at FedEx Ground and FedEx Freight and package volume growth in our
International Priority ("IP") services at FedEx Express. Yield improvements were principally due to higher fuel
surcharges and rate increases. Volume increases at FedEx Ground resulted from increases in both commercial
business and FedEx Home Délivery service, which helped mitigate the impact of domestic volume declines at
FedEx Express. Shipment volumes grew 8% at FedEx Freight in the first quarter of 2007, while IP package volumes
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at FedEx Express grew 6% for the quarter. Revenues at FedEx Kinko's decreased during the first quarter of 2007
primarily due to a continued competitive environment for copy services.

Operating income increased in the first quarter of 2007 primarily due to revenue growth and improved margins at
FedEx Express and was slightly offset by reduced operating income at FedEx Kinko's. Effective cost controls and
revenue management actions contributed to increased operating margin at FedEx Expressin the first quarter of

2007. FedEx Express operating income in the first quarter of 2006 included a $75 million charge described below.

While fuel costs increased approximately 30% during the first quarter of 2007, fuel surcharges were sufficient to
mitigate the effect of higher fuel costs on our operating results based on a static analysis of the year-over-year
changesin fuel prices compared to changesin fuel surcharges. Though fluctuationsin fuel surcharge rates can be
significant from period to period, fuel surcharges represent one of the many individual components of our pricing
structure that impact our overall revenue and yield. Additional components include the mix of services purchased,
the base price and other extra service charges we obtain for these services and the level of pricing discounts offered.
In order to provide information about the impact of fuel surcharges on the trend in revenue and yield growth, we
have included the comparative fuel surcharge rates in effect for the first quarter of 2007 and 2006 in the following
discussions of each of our transportation segments.

Our results for the first quarter of 2006 included a noncash charge of $79 million ($49 million after tax or $0.16 per
diluted share), which represented the impact on prior years to adjust the accounting for certain facility leases,
predominantly at FedEx Express. The charge related primarily to rent escalations in on-airport facility |eases that
were not being recognized appropriately.

Net interest expense decreased during the first quarter of 2007 primarily due to scheduled debt payments and
increased interest income from higher cash balances and an increase in interest rates.

Our effective tax rate was 38.3% for both the first quarter of 2007 and 2006. We expect the effective tax rate to be
38.0% to 38.5% for the remainder of 2007. The actual rate will depend on a number of factors, including the amount
and source of operating income.

Business Acquisitions

On September 3, 2006, we acquired the LTL operations of Watkins Motor Lines ("Watkins"), aprivately held
company, and certain affiliates for approximately $780 million in cash. Watkinsis aleading provider of long-haul
LTL services. Watkinsis being rebranded as FedEx National LTL and will be included in the FedEx Freight
segment commencing in the second quarter of 2007.

In January 2006, FedEx Express entered into an agreement with Tianjin Datian W. Group Co., Ltd. ("DTW Group™)
to acquire DTW Group's 50% share of the FedEx-DTW International Priority expressjoint venture ("FedEx-DTW")
and DTW Group's domestic express network in Chinafor approximately $400 million in cash. This acquisition will
convert our joint venture with DTW Group, formed in 1999 and currently accounted for under the equity method,
into awholly-owned subsidiary and increase our presence in Chinain the international and domestic express
businesses. The acquisition is expected to be completed during 2007, subject to customary closing conditions. The
financial results of this transaction will be included in the FedEx Express segment from the date of acquisition.

Outlook

While our growth rate is expected to moderate in comparison to our strong growth in 2006, we expect revenue and
earnings improvement across al transportation segmentsin 2007. Our outlook is based on solid global economic
growth, with the U.S. economy growing at a moderate, sustainable rate. We anticipate revenue growth in our high-
margin services, productivity improvements and continued focus on yield management.

We anticipate growth in total U.S. domestic package volumes and yields, as well as continued growth in FedEx

Express | P shipments and yields. We also anticipate year-over-year increases in volumes and yields at FedEx
Freight as that segment continues to expand its LTL network and service offerings.
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FedEx Kinko's will focus on key strategies related to adding new locations, improving customer service and
increasing investments in employee development and training, which we expect to result in decreased profitability in
the short-term. In the first quarter of 2007, FedEx Kinko's announced the model for new centers, which will be
approximately one-third the size of atraditional center and will include enhanced pack-and-ship stations and a
doubling of the number of office products offered. FedEx Kinko's plans to open approximately 200 new centers
across the United States during 2007, which will bring the total number of domestic centers to over 1,500.

We expect to continue to make investments to expand our networks and broaden our service offerings, in part
through the integration and expansion of FedEx National LTL and our investments overseas. We anticipate that our
new FedEx National LTL business will extend our leadership position in the heavy freight sector and provide new
growth opportunities for our LTL operations in 2007 and beyond.

On September 25, 2006, we announced a $2.6 billion multi-year program to acquire and modify approximately 90
Boeing 757-200 aircraft to replace our narrow body fleet of Boeing 727-200 aircraft. We expect to bring the new
aircraft into service during the eight-year period between calendar years 2008 and 2016 contingent upon
identification and purchase of suitable 757 aircraft. The impact to 2007 of this program has been reflected in our
expected 2007 capital expenditures of approximately $3 billion.

All of our transportation businesses operate in a competitive pricing environment, exacerbated by continuing high
fue prices. While our fuel surcharges have been sufficient to offset increased fuel prices, we cannot predict the
impact on the overall economy if fuel costs significantly fluctuate from current levels. Volatility in fuel costs may
also impact quarterly earnings because adjustments to our fuel surcharges lag changesin actual fuel prices paid.
Therefore, the trailing impact of adjustments to FedEx Express and FedEx Ground fuel surcharges can significantly
affect earningsin the short-term.

The pilots of FedEx Express, which represent a small number of FedEx Express total employees, are employed
under a collective bargaining agreement that became amendable on May 31, 2004. In August 2006, FedEx Express
and the pilots' union reached a tentative agreement on anew labor contract. The proposed new contract includes
signing bonuses and other compensation that would result in a charge in the period of ratification of approximately
$145 million. Contract ratification is expected during the second quarter of 2007 but cannot be assured. If ratified,
the new four-year contract will become amendablein 2010.

In July 2006, FedEx Express entered into a new seven-year transportation agreement with the United States Postal
Service ("USPS") under which FedEx Expresswill continue to provide domestic air transportation servicesto the
USPS, including for its First Class, Priority and Express Mail. The agreement is expected to generate more than $8
billion in revenue for FedEx Express over its term, which begins on September 25, 2006, and ends on September 30,
2013. The agreement will replace the existing seven-year transportation agreement between FedEx Express and the
USPS.

See "Forward-Looking Statements" for adiscussion of potential risks and uncertainties that could materially affect
our future performance.

NEW ACCOUNTING PRONOUNCEMENTS

On June 1, 2006 we adopted the provisions of Statement of Financial Accounting Standards ("SFAS") 123R,
"Share-Based Payment," which requires recognition of compensation expense for stock-based awards using a fair
value method. We adopted SFAS 123R using the modified prospective method, which resulted in prospective
recognition of compensation expense for al outstanding unvested share-based payments to employees based on the
fair value on the original grant date. Under this method of adoption, our financial statement amounts for the prior
period presented have not been restated. The adoption of SFAS 123R reduced earnings for the first quarter of 2007
by $0.05 per diluted share. For additional information on the impact of the adoption of SFAS 123R, refer to Note 2
in the accompanying unaudited condensed consolidated financial statements.

The FASB issued FASB Interpretation No. ("FIN") 48, "Accounting for Uncertainty in Income Taxes," in July 2006.

The new rules will be effective for FedEx in 2008. We are evaluating this interpretation, but do not presently
anticipate its adoption will have a material impact on our financial statements.
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REPORTABLE SEGMENTS

FedEx Express, FedEx Ground, FedEx Freight and FedEx Kinko's form the core of our reportable segments. As of
August 31, 2006, our reportable segments included the following businesses:

FedEx Express Segment FedEx Express (expresstransportation)
FedEx Trade Networks (global trade services)

FedEx Ground Segment FedEx Ground (small-package ground delivery)
FedEx SmartPost (small-parcel consolidator)

FedEx Freight Segment FedEx Freight (regional LTL freight transportation)
FedEx Custom Ciritical (time-critical transportation)
Caribbean Transportation Services (airfreight forwarding)

FedEx Kinko's Segment FedEx Kinko's (document solutions and business services)

FedEx Services provides customer-facing sales, marketing and information technology support, primarily for FedEx
Express and FedEx Ground. The costs for these activities are all ocated based on metrics such as relative revenues or
estimated services provided. We believe these all ocations approximate the cost of providing these functions.

The operating expenses line item "Intercompany charges’ on the accompanying unaudited financial summaries of
our reportable segments includes the all ocations from FedEx Services to the respective segments. The
"Intercompany charges" caption also includes allocations for administrative services provided between operating
companies and certain other costs such as corporate management fees related to services received for genera
corporate oversight, including executive officers and certain legal and finance functions. Management evaluates
segment financial performance based on operating income.

Effective June 1, 2006, we moved the credit, collections and customer service functions with responsibility for
FedEx Express and FedEx Ground customer information from FedEx Express into a new subsidiary of FedEx
Services named FedEx Customer Information Services, Inc. ("FCIS"). Also, effective June 1, 2006, we moved
FedEx Supply Chain Services, Inc., the results of which were previously reported in the FedEx Ground segment,
into anew subsidiary of FedEx Services named FedEx Global Supply Chain Services, Inc. The costs of providing
these customer service functions and the net operating costs of FedEx Global Supply Chain Services are allocated
back to the FedEx Express and FedEx Ground segments. Prior year amounts have not been reclassified to conform
to the current year segment presentation as the financial results are materially comparable.

In addition, certain FedEx operating companies provide transportation and related services for other FedEx
companies outside their reportable segment. Billings for such services are based on negotiated rates, which we
believe approximate fair value, and are reflected as revenues of the billing segment. FedEx Kinko's segment
revenues include package acceptance revenue, which represents the fee received by FedEx Kinko's from FedEx
Express and FedEx Ground for accepting and handling packages at FedEx Kinko's locations on behalf of these
operating companies. Package acceptance revenue does not include the external revenue associated with the actual
shipments. All shipment revenues are reflected in the segment performing the transportation services. Such
intersegment revenues and expenses are eliminated in the consolidated results but are not separately identified in the
following segment information as the amounts are not material.
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FEDEX EXPRESS SEGMENT

The following table compares revenues, operating expenses, operating income and operating margin (dollarsin
millions) for the three-month periods ended August 31:

Percent
2006 2005 Change
Revenues:
Package:
U.S. OVEMNIGNE DOX vttt $ 1654 $ 1,560 6
U.S. overnight enVEIOPE........coi i 511 489 4
U.S. QEFEITEH ...t 705 687 3
Total U.S. domestic package rEVENUE..........cceeueeeeeeeeeieeriesieseese e e 2,870 2,736 5
International Priority (IP).......ccccieiiiice e 1914 1634 17
Total PaCKAgE FEVENUE.........ccveieereeeieseeeeeeeeeeesee e e e see e sne e 4,784 4,370 9
Freight:
uU.S. 607 505 20
INEEINELIONEL .....ceieeeieiet e 104 105 @
Total freight FEVENUE.........coiee e 711 610 17
ONEN e 145 142 2
TOtAl FEVENUES. .....coeiieeeiiiieieie ettt sttt st sttt ans 5,640 5,122 10
Operating expenses:
Salaries and employee benefits..........cooeieririeiene e 2,002 1,971 2
Purchased transportation...........ccccoeceveeeseseceeseese s 263 241 9
Rentals and 1anding fEES ..o 398 483 (18)
Depreciation and amortiZation...........ccceeeeievecenieeieesesesie e s 205 193 6
FUEL <. e e e e e 798 628 27
Maintenance and FEPAITS........ccverererererere e eeereese st ae e e nes 398 361 10
[NtErcOMPANY CRargES.......oiiriereeeeeeeree et ee e e e nne s 510 358 42
@1 SRRSO 599 602
Total operating eXpenses @..........coueveeeeveeeeeeeeeeeeeeeeeeeeeseesseessees s 5,173 4,837 7
OPEratiNng INCOIME ......oveiiiiieeieriee ettt ettt b e b e s $ 467 $ 285 64
OPErating MAIGIN....c.oiueieeeieee ettt e et e be e be e s e s e e e e nbeseeas 8.3% 5.6% 270bp

@ Other revenuesincludes FedEx Trade Networks.
@) Operating expenses for the three months ended August 31, 2005 include a $75 million charge, primarily

recorded in rentals and landing fees, to adjust the accounting for certain facility leases, which reduced operating
margin by 146 basis points.
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The following table compares selected statistics (in thousands, except yield amounts) for the three-month periods
ended August 31:

Percent
2006 2005 _ _Change
Package Statistics @
Average daily package volume (ADV):
WIS 0177 g4 1o 0188 10 ) TR 1,166 1,180 Q)
U.S. overnight @nVEIOPE........ooiiiereee e 703 711 (@D}
U.S. DEFEITEH ..ot naenes 855 897 (5)
Total U.S. dOMESLIC ADV ..ot 2,724 2,788 (2
TSP 470 445 6
QLI AN B YR 3,194 3,233 (1)
Revenue per package (yield):
U.S. OVENIGOE DOX ...cvieceicicecicesees ettt $ 21833% 2034 7
U.S. overnight @NVEIOPE........ooiieecececeeere e 11.19 10.57 6
U.S. DEFEITEH ...t s 12.69 11.78 8
U.S. dOmMEStiC COMPOSITE. .....cveuerrireeiiriirieiriesieesi sttt 16.21 15.10 7
RO 62.58 56.54 11
Composite Package Yield ........ccooereriiiere e e 23.04 20.80 11
Freight Statistics ¥
Average daily freight pounds: U.S. 9,374 8,885 6
INEEINBEIONEL ......cveceiceciee e st s re e e eesr e besaenreas 1,899 2,039 @)
Total average daily freight pounds...........cccccvveievenie s 11,273 _ 10,924 3
Revenue per pound (yield):
uU.s. $ 100%$ 088 14
INEENELONE .....cveietiieeete et 0.84 0.79 6

Composite freight Yield.......ccoeeceeeriece e 0.97 0.86 13
@ package and freight statisticsinclude only the operations of FedEx Express.
FedEx Express Segment Revenues

FedEx Express segment revenues increased in the first quarter of 2007, principally due to higher IP revenues
(particularly in U.S. outbound, Asia and Europe) and higher U.S. domestic package and freight revenues. During the
first quarter of 2007, IP revenues grew 17% on yield growth of 11% and a 6% increase in volume. U.S. domestic
package revenues grew 5% in the first quarter of 2007 due to ayield increase of 7%, partially offset by a 2%
decrease in volume. Freight revenues grew in the first quarter based principally on stronger domestic yield and
volumes.

IPyield increased during the first quarter of 2007 primarily due to higher fuel surcharges, increasesin international
average weight per package, higher rate per pound and favorable exchange rate impacts. U.S. domestic composite
yield increases were due to higher fuel surcharges and an increase in the average rate per pound. We continue to
manage our U.S. domestic revenue to improve the profitability of these services. U.S. freight yield increased due to
higher fuel surcharges and an increase in the average rate per pound.

Asiaexperienced solid average daily volume growth during the first quarter of 2007, while outbound shipments
from the United States and Europe also increased. | P and international freight capacity has increased significantly as
aresult of our two around-the-world flights which we added in late 2005 and early 2006. This additional capacity
resulted in higher 1P volume. U.S. volumes decreased primarily due to revenue management actions that began last
year.
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Fuel surchargesincreased in the first quarter of 2007 due to higher jet fuel prices. Our fuel surchargeisindexed to
the spot price for jet fuel. Using thisindex, the U.S. domestic and outbound fuel surcharge and the international fuel
surcharges ranged as follows for the three month periods ended August 31:

2006 2005

U.S. Domestic and Outbound Fuel Surcharge:

0 TSR 16.00% 10.50%

[ o o TR 16.00 12.50

WEIGNEEO-GVEIAOE ...ttt b et e bbb e b et eae e e e b e nbeseeneas 16.00 11.48
International Fuel Surcharges:

L OW 1ttt ettt ettt A e Rt R et Rt R et R e R et eR e R et R e R et e R e e R et e s e Re e R e eenennn 12.50 10.00

[ [T o TSP 16.00 12.50

Yo g1 = = Y o L= SRS 14.63 10.93

FedEx Express Segment Operating Income

During the first quarter of 2007, our operating income grew as a result of revenue growth and improved operating
margin. Continued volume growth in IP services contributed to solid yield improvements. Operating margin
improvement during the first quarter of 2007 was primarily due to higher yields, combined with cost containment
and the inclusion in the first quarter of 2006 of a $75 million charge to adjust the accounting for certain facility
leases.

Fuel costs were higher during the first quarter of 2007 due to an increase in the average price per gallon of jet fuel,
while gallons consumed increased slightly. However, fuel surcharges substantially mitigated the impact of higher jet
fuel prices. The decrease in rentals and landing fees is primarily attributable to the one-time adjustment for leasesin
2006 described above. Intercompany charges increased primarily due to alocations as a result of moving the FCIS
organization from FedEx Express to FedEx Servicesin 2007. The costs associated with the FCIS organization in
2006 were of a comparable amount but were reported in individual operating expense captions. Prior year amounts
have not been reclassified to conform to the current year presentation as financial results are materially comparable.

FEDEX GROUND SEGMENT
The following table compares revenues, operating expenses, operating income and operating margin (dollarsin

millions) and selected package statistics (in thousands, except yield amounts) for the three month periods ended
August 31:

Percent
2006 2005 Change
REVENUEBS........ouieeeeeerietiie e tee st see e st ee s te e sessene s e se e seesenesente e seesenesensenesensanesens $ 1417 $ 1,219 16
Operating expenses.
Salaries and employee DENEFItS........ccooi e 241 221 9
Purchased tranSpOrtatioN............coureirireererie e 553 466 19
RENAIS ....cvcviiictcetetee ettt s bbbt bbbt en et 36 31 16
Depreciation and amortiZatiON............coeveeerererieieee e 61 50 22
FUBL ottt bbbttt r e rns 31 18 72
MaiNtenanCe and FEPAITS.........coueruerereriereeee ettt se e bbb e e enes 31 29 7
INtErCOMPANY CRAIgES......ccveiieciecie ettt et e e sreneas 136 120 13
L 1 1= TR 171 136 26
Total OPErating EXPENSES.....ccuiirieeeeeeereestestestestesreste s e eaesaestestesresresreeresseeneenes 1,260 1,071 18
OPEratiNg INCOIME .....ooecviiieieti sttt st st st et e e ebesbeseetesre e etesreneerens $ 157 $ 148 6
(@ 0c = (1 aTo 1 117= (o1 o 1SS 11.1% 12.1% (100)bp
Average daily package voluMe M ..o 2,926 2,586 13
Revenue per package (Yield) @ ..o $ 713 $ 692 3

@ package statistics include only the operations of FedEx Ground.
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FedEx Ground Segment Revenues

Revenues increased during the first quarter of 2007 principally due to volume and yield growth. Average daily
volumes at FedEx Ground rose 13%, due to increased commercial business and the continued growth of our FedEx
Home Délivery service. Yield improvement during the first quarter of 2007 was primarily due to the impact of the
general rateincrease, increased fuel surcharges and higher extra service revenue (primarily on our residential and
signature services). Thisincrease was partially offset by higher customer discounts and alower average weight and
zone per package.

The FedEx Ground fuel surcharge is based on arounded average of the national U.S. on-highway average prices for
agallon of diesel fuel, as published by the Department of Energy. Our fuel surcharge ranged as follows for the three
month periods ended August 31:

2006 _2005
O ettt R R AR R Rt R et e Rt ner e ns 4.25% 2.50%
[ [T o TSP STTPPRTTTRT 475 275
WEIGNEEO-QVENAO......c.eceeeeeee ettt bbbt b bbbt bbb et b et b b e 458  2.67

FedEx Ground Segment Operating Income

FedEx Ground segment operating income increased 6% during the first quarter of 2007, resulting principally from
revenue growth and yield improvement. Salaries and employee benefits, as well as other operating costs, increased
in the first quarter of 2007 largely dueto increases in staffing and facilities to support volume growth. Depreciation
expense in the first quarter of 2007 increased due to higher spending on material handling and scanning equipment
and facilities associated with our multi-year capacity expansion. In the first quarter of 2007, purchased
transportation increased 19% due to higher fuel surcharges from third-party transportation providers, including our
independent contractors. Increased fuel costsin the first quarter of 2007 were mostly offset by fuel surcharges. Other
operating expenses increased 26% primarily due to increased legal costs, including settlements and reserves, which
also negatively impacted operating margin.

Effective June 1, 2006, we moved FedEx Supply Chain Services, Inc., the results of which were previously reported
in the FedEx Ground segment, into a new subsidiary of FedEx Services named FedEx Global Supply Chain
Services, Inc. The net operating costs of this entity are allocated to FedEx Express and FedEx Ground. Prior year
amounts have not been reclassified to conform to the current year segment presentation as financial results are
materially comparable.
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FEDEX FREIGHT SEGMENT

The following table shows revenues, operating expenses, operating income and operating margin (dollarsin
millions) and selected statistics for the three month periods ended August 31:

Percent

2006 2005 Change
REVENUES.......ceeeeeeteeteeee ettt ettt st e e st e st e st e be et e tebesensbesresbessesseeneesena $ 1013 $ 892 14

Operating expenses:

Salaries and employee DENEfits.........cooieieiiiiiceee e 484 439 10
Purchased transpOrtation...........ccoeie e s 83 72 15
Rentals and 1anding fEES........ccvii e s 23 24 4
Depreciation and amortiZation...........ccceveienerieceeseere e 31 30 3
FUBL e e 112 82 37
MaiNtenanCe and FEPAITS......ccuevuerrerereeeeeeereerese e e sreseeseeeeseeseeseesresresresseeneenes 32 28 14
INtErCOMPANY CRAIgES. .....eiviceecteeecerees ettt er e ne e e saesrenns 14 9 56
L1 7= SRR S 84 73 15
TOtal OPErating EXPENSES......covereeeerrerieierte sttt sre s bt se b e seebeseeeerens 863 757 14
OPEratiNg INCOIME ......oueiiiieieete sttt sttt b e st b e b bt et see e ebesee e b $ 150 $ 135 11

OPEratiNg MAIGIN....civeietereeiete ettt sttt sttt se et st se et be e ne b 14.8% 15.1%  (30)bp
Average daily LTL shipments (in thousands)...........cccouerereneneneneneeieese e 70 65 8
Weight per LTL shipment (IDS) .....c.coveeiirieiininieeririeesesiee e 1,130 1,132 -
LTL yield (revenue per hundredwWeight).........ccccceeeeeeeieiererereeeeieee e $ 1790 $ 1655 8

FedEx Freight Segment Revenues

FedEx Freight segment revenues increased 14% during the first quarter due to growth in LTL yield and average
daily shipments. LTL yield grew during the first quarter of 2007, reflecting incremental fuel surcharges resulting
from higher fuel prices and higher rates. Increased customer demand for our regional and interregional LTL services
contributed to the increase in average daily LTL shipments.

Theindexed LTL fuel surcharge is based on the average of the national U.S. on-highway average prices for agallon
of diesel fuel, as published by the Department of Energy. The indexed LTL fuel surcharge ranged as follows for the
three-month periods ended August 31:

2006 2005
[0 TP T PSPPSRSO 195% 12.5%
[ 1o PSPPSR 212 168
WEIGNLEO-QVENBOE. ... e ceeie ettt sttt a e e et ese e st e s besaesreeneeseeeensenseneeneennenrens 204 145

FedEx Freight Segment Operating Income

FedEx Freight segment operating income increased 11% during the first quarter of 2007 primarily dueto LTL
revenue growth. Operating margin declined slightly in the first quarter of 2007 due to the impact of higher
purchased transportation and other operating costs. Salaries and employee benefits increased in the first quarter of
2007 from increased staffing to support volume growth. Purchased transportation costs increased in the first quarter
of 2007 primarily as aresult of volume growth, aswell as an increase in the cost of purchased transportation. Fuel
costsincreased in the first quarter of 2007 due to higher fuel prices; however, our fuel surcharges more than offset
the effect of these higher costs.
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FEDEX KINKO'S SEGMENT

The following table shows revenues, operating expenses, operating income and operating margin (dollarsin
millions) for the three-month periods ended August 31:

Percent
2006 2005 _ _Change
REVENUES.......cveit ettt sttt ettt bttt s ettt bt e b e s e e ee e e e s $ 504 $ 517 (3)
Operating expenses:
Salaries and employee DENEFitS.........cooeierieiiie e 191 186 3
L 1= RS 94 102 (8)
Depreciation and amortiZation...........cccceceieeiererenie e eeesee e e 34 36 (6)
MaiNteNanNCe and FEPAITS......cc.eceiueerereeeeieesres e e te e ere e e e e tesresresresresre s e eseeeeseentenes 15 18 an
Intercompany charges.. Other operating expenses: 11 4 NM
Supplies, including paper and tONEY ..........cccvvevererecere e e 65 67 3
(@ 1 SO SS 84 88 (5)
Total OPErating EXPENSES. .....veiveieerreeeereetereesese e sre e eseeseessesseseesresresreseeseeneens 494 501 (0]
OPEratiNG INCOIME ..ottt ettt et b e et e et sbe et sbe e b $ 10 $ 16 (38
OPEFAiNG MAIGIN .. .cteeeteiteiete ettt st ettt st et sb e ettt se bt sbe e bt b e b b 2.0% 31% (110)bp

FedEx Kinko's Segment Revenues

Revenues decreased during the first quarter of 2007 due to declinesin copy product revenues. These declines more
than offset the growth in package acceptance and retail office product revenues. The declinesin copy product
revenues are due to decreased demand and a continued competitive pricing environment. In the first quarter of 2007,
FedEx Kinko's announced the details of a multi-year network expansion plan, including the model for new centers,
which will be approximately one-third the size of atraditional center and will include enhanced pack-and-ship
stations and a doubling of the number of retail office products offered. This multi-year expansion of the FedEx
Kinko's network is akey strategy relating to FedEx Kinko's future revenue growth.

FedEx Kinko's Segment Operating Income

Operating income decreased $6 million in the first quarter of 2007 due mainly to the decrease in copy product
revenues. Operating income was also negatively impacted by higher health insurance costs and increased costs
associated with employee training and development programs, as well as other administrative expenses associated
with enhancing service, adding 31 new centers and expansion planning activitiesto add atotal of approximately 200
new centers during 2007. Rental s decreased due to reduced equipment rentals as a result of lower copy volumes and
favorable lease renegotiations.



FINANCIAL CONDITION
LIQUIDITY
Cash and cash equivalents totaled $2.690 billion at August 31, 2006, compared to $1.937 billion at May 31, 2006.

The following table provides a summary of our cash flows for the three month periods ended August 31 (in
millions):

2006 2005
Operating activities:

N INCOME. ...ttt ettt sttt b b e e bt bbb et et e b e se e s e s et bt eb et et et et esens s s s s naes $ 475 $ 339

Noncash charges and CrEAITS.........cccvviiiiiiecieeee ettt e e e e e enas 441 445

Changesin operating assets and [iabilitieS.........cccveeevereiie i e (251) D
Net cash provided by Operating aCtiViti€S.........ccviieieiiiie s e 665 783
Investing activities:

Capital expenditures and other investing aCtiVities..........cccvvvevereceereere e (694) _ (670)
Net cash uSed iN INVESLING GCHIVITIES......cvieeeeerere e s srenre e (694) _ (670)
Financing activities:

Proceeds from dEDE ISSUBNCES .......ccviieiieeeiere ettt et s snesreneas 999 -

PrinCipal paymMents ON AEDL.........ccoiiiireieeee ettt s b e e b e s ebe e (221) (95)

DAY T (= g0 S o 7= Lo F PSSP (28) (24)

Proceeds from SEOCK 1SSUBNCES. ... ....ciuiitirierieriieieee ettt st bbb b se e e e e b e s 30 18

(10T ST RURSSPORR 2 -
Net cash provided by (used in) finaNCING CLIVITIES. .......cccoeviiie e 782 (101)

Net increase in cash and Cash @QUIVAIENES.........cccce i $ 753§ 12

Cash Provided by Operating Activities. Cash flows from operating activities decreased by $118 millionin the first
guarter of 2007 as increased earnings were more than offset by an increase in receivables due to revenue growth and
contributions to our principal U.S. domestic pension plans. We made tax-deductible voluntary contributions to our
principal U.S. domestic pension plans of $100 million in the first quarter of 2007. On September 1, 2006, we made
additional tax-deductible voluntary contributions to our quaified U.S. domestic pension plans of $382 million. On
September 1, 2005, we made tax-deductible voluntary contributions totaling $456 million to our qualified U.S.
domestic pension plans.

Cash Used for Investing Activities. Capital expenditures during the first quarter of 2007 were 4% higher than the
prior year period largely due to planned expenditures for FedEx Ground's comprehensive network expansion. See
"Capital Resources' below for further discussion.

Debt Financing Activities. On August 2, 2006, we filed an updated shelf registration statement with the SEC. The
new registration statement does not limit the amount of any future offering. By using this shelf registration
statement, we may sell, in one or more future offerings, any combination of our unsecured debt securities and
common stock.

On August 8, 2006, under the new shelf registration statement, we issued $1 billion of senior unsecured debt,
comprised of floating rate notes totaling $500 million due in August 2007, and fixed rate notes totaling $500 million
due in August 2009. The floating rate notes bear interest at the three-month London Interbank Offered Rate
("LIBOR") plus 0.08%, reset on a quarterly basis. As of August 31, 2006, the floating interest rate was 5.58%. The
fixed rate notes bear interest at an annual rate of 5.5%, payable semi-annually. We are using the net proceeds for
working capital and general corporate purposes, including the funding of acquisitions.

During the first quarter of 2007, $200 million of senior unsecured debt and $18 million of medium term notes
matured and were repaid.

A $1.0 hillion revolving credit agreement is available to finance our operations and other cash flow needs and to
provide support for the issuance of commercial paper. Our revolving credit agreement contains a financial covenant,
which requires us to maintain aleverage ratio of adjusted debt (long-term debt, including the current portion of such
debt, plus six times rentals and landing fees) to capital (adjusted debt plus total common stockholders' investment)
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that does not exceed 0.7 to 1.0. Our leverage ratio of adjusted debt to capital was 0.6 at August 31, 2006. We are in
compliance with thisand al other restrictive covenants of our revolving credit agreement and do not expect the
covenants to affect our operations. As of August 31, 2006, no commercia paper was outstanding and the entire $1.0
billion under the revolving credit facility was available for future borrowings.

Dividends. We paid $28 million of dividendsin the first quarter of 2007 and $24 million in the first quarter of 2006.
On August 18, 2006, our Board of Directors declared a dividend of $0.09 per share of common stock. The dividend
is payable on October 2, 2006, to stockholders of record as of the close of business on September 11, 2006.

Other Liquidity Information. We believe that our existing cash and cash equivalents, cash flow from operations, our
commercia paper program, revolving bank credit facility and shelf registration statement will adequately meet our
working capital and investing activities needs for the foreseeable future and finance our pending acquisitions. In the
future, other forms of secured financing may be used to obtain capital assets if we determine that they best suit our
needs. We have been successful in obtaining investment capital, both domestic and international, although the
marketplace for such capital can become restricted depending on avariety of economic factors. We believe the
capital resources available to us provide flexibility to access the most efficient markets for financing capital
acquisitions, including aircraft, and are adequate for our future capital needs.

We have a senior unsecured debt credit rating from Standard & Poor's of BBB and a commercial paper rating of A-
2. Moody's Investors Service has assigned us a senior unsecured debt credit rating of Baa2 and a commercial paper
rating of P-2. Moody's characterizes our ratings outlook as "stable," while Standard & Poor's characterizes our
ratings outlook as "positive." If our credit ratings drop, our interest expense may increase. If our commercial paper
ratings drop below current levels, we may have difficulty utilizing the commercia paper market. If our senior
unsecured debt ratings drop below investment grade, our access to financing may become more limited.

CAPITAL RESOURCES

Our operations are capital intensive, characterized by significant investmentsin aircraft, vehicles, technology,
package handling facilities and sort equipment. The amount and timing of capital additions depend on various
factors, including pre-existing contractual commitments, anticipated volume growth, domestic and international
economic conditions, new or enhanced services, geographical expansion of services, competition, availability of
satisfactory financing and actions of regulatory authorities.

The following table compares capital expenditures by asset category and reportable segment for the three-month
periods ended August 31 (in millions):

Dollar  Percent
2006 2005 Change Change

Aircraft and related eqQUIPMENT .........ccceiiirieireeere e $302% 276 $ 26 9
Facilities and SOrt @QUIPMENT.......cooirriieree e 101 92 9 10
Information and technology iNVESIMENLS..........cceireerineneere s 86 91 5) 5)
RV 1T =TSSR 163 176 (13) (7
Other EQUIPMENT ...ttt e sb e 47 36 11 31

Total capital EXPENdItUrES.........cccoii i 699 $ 671 $ 28 4
FEAEX EXPress SEOMENL.......ccccvivevererererereeie it seseseeae et tesesese e s s s ssssbesesesessssnnns $394%$388 $ 6 2
FEdEX Ground SEgMENL .......ccoeeieieeeeeeecee e ste et s e seeee e st st sresre e eneenes 134 116 18 16
FEdEX Freight SEgMENt.......ccco i 86 82 4 5
FEdEX KiNKO'S SEJMENL .....cciveiiiciiiieeteeeceee sttt se e st ne e e 24 14 10 71
Other, principally FEOEX SEIVICES.......coovevcveeeeeeieeeeeetetecee et 61 71 (10) (24)

Total capital eXPENdItUrES.........cccccvverere e $699%671 $ 28 4

Capital expenditures during the first quarter of 2007 were higher than the prior year period primarily due to
investments in the FedEx Ground network to support volume growth. We expect capital expenditures of
approximately $3.0 billion for 2007, compared to $2.5 billion in 2006. Much of the anticipated increase in 2007 is
due to facility expansions at FedEx Express, vehicle expenditures at FedEx Ground to support network expansions
and replacement needs and the addition of new locations at FedEx Kinkao's based on their new center model. We also
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plan to continue investing in productivity-enhancing technologies and the multi-year capacity expansion of the
FedEx Ground network.

Because of substantial lead times associated with the manufacture or modification of aircraft, we must generally
plan our aircraft orders or modifications three to eight years in advance. While we a so pursue market opportunities
to purchase aircraft when they become available, we must make commitments regarding our airlift requirements
years before aircraft are actually needed. We are closely managing our capital spending based on current and
anticipated volume levels.

CONTRACTUAL CASH OBLIGATIONS

The following table sets forth a summary of our contractual cash obligations as of August 31, 2006. Certain of these
contractual obligations are reflected in our balance sheet, while others are disclosed as future obligations under
accounting principles generally accepted in the United States. Except for the current portion of long-term debt and
capital lease obligations, this table does not include amounts already recorded on our balance sheet as current
liahilities at August 31, 2006. Accordingly, this table is not meant to represent aforecast of our total cash
expenditures for any of the periods presented.

Payments Due by Fiscal Year
(in millions)

There-
2007(1) _ 2008 2009 2010 2011 after Total

Amounts reflected in Balance Sheet:
Long-termdebt .......ccooovvveceiieineeeceenn, $ 625 3% 500% 5008 499% 2493 539 % 2912
Capital lease obligations @® 17 100 12 97 8 144 378
Other cash obligations not reflected in
Balance Sheet:
Unconditional purchase

obligations® ..o 1,003 761 700 830 596 383 4,273
Interest on long-term debt.........ccceveeennee 125 118 110 79 65 1,599 2,096
Operating leases @ ........c..cooeoevveeeereere, 1,297 _ 1521 1330 _ 1150 _ 1,012 _ 6,896 _ 13,206

TOEl e $ 3067 $ 3000%$ 2652 $ 2655 $ 1,930 $ 9561 $ 22,865

@) Cash obligations for the remainder of 2007.
@ Capital lease obligations represent principal and interest payments.
) See Note 8 to the accompanying unaudited consolidated financial statements.

We have certain contingent liabilities that are not accrued in our balance sheet in accordance with accounting
principles generally accepted in the United States. These contingent liabilities are not included in the table above.

Amounts Reflected in Balance Sheet

We have certain financial instruments representing potential commitments, not reflected in the table above, that
were incurred in the normal course of business to support our operations, including surety bonds and standby letters
of credit. These instruments are generally required under certain U.S. self-insurance programs and are also used in
the normal course of international operations. While the notional amounts of these instruments are material, there
are no additional contingent liabilities associated with them because the underlying liabilities are already reflected in
our balance sheet.

We have other long-term liabilities reflected in our balance sheet, including deferred income taxes, non-qualified
pension and postretirement healthcare liabilities and other self-insurance accruals. The payment obligations
associated with these liabilities are not reflected in the table above due to the absence of scheduled maturities.
Therefore, the timing of these payments cannot be determined, except for amounts estimated to be payable within
twelve months that are included in current liabilities.
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Other Cash Obligations Not Reflected in Balance Sheet

The amounts reflected in the table above for purchase commitments represent non-cancel able agreements to
purchase goods or services. Such contracts include those for certain purchases of aircraft, aircraft modifications,
vehicles, facilities, computers, printing and other equipment and advertising and promotions contracts. In addition,
we have committed to modify our DC10 aircraft for passenger-to-freighter and two-man cockpit configurations,
which is reflected in the table above. Commitments to purchase aircraft in passenger configuration do not include
the attendant costs to modify these aircraft for cargo transport unless we have entered into a non-cancelable
commitment to modify such aircraft. Open purchase orders that are cancelable are not considered unconditional
purchase obligations for financial reporting purposes and are not included in the table above. Such purchase orders
often represent authorizations to purchase rather than binding agreements.

The amounts reflected in the table above for interest on long-term debt represent future interest payments due on our
long-term debt, which are primarily fixed rate.

The amounts reflected in the table above for operating leases represent future minimum lease payments under non-
cancelable operating leases (principally aircraft and facilities) with an initial or remaining term in excess of one year
at August 31, 2006. In the past, we financed a significant portion of our aircraft needs (and certain other equipment
needs) using operating leases (atype of "off-balance sheet financing"). At the time that the decision to lease was
made, we determined that these operating leases would provide economic benefits favorable to ownership with
respect to market values, liquidity or after-tax cash flows.

In accordance with accounting principles generally accepted in the United States, our operating leases are not
recorded in our balance sheet. Credit rating agencies routinely use information concerning minimum lease payments
required for our operating leases to calculate our debt capacity.

CRITICAL ACCOUNTING ESTIMATES

The preparation of financia statements in accordance with accounting principles generally accepted in the United
States requires management to make significant judgments and estimates to develop amounts reflected and disclosed
in the financial statements. In many cases, there are alternative policies or estimation techniques that could be used.
We maintain a thorough process to review the application of our accounting policies and to evaluate the
appropriateness of the many estimates that are required to prepare the financia statements of alarge, global
corporation. However, even under optimal circumstances, estimates routinely require adjustment based on changing
circumstances and new or better information.

Information regarding our "Critical Accounting Estimates" can be found in our Annual Report. The four critical
accounting policies that we believe are either the most judgmental, or involve the selection or application of
alternative accounting policies, and are material to our financial statements are those relating to pension cost, self-
insurance accruals, long-lived assets and revenue recognition. Management has discussed the development and
selection of these critical accounting policies and estimates with the Audit Committee of our Board of Directors and
with our independent registered public accounting firm. In addition, Note 1 to the financia statementsin our Annua
Report contains a summary of our significant accounting policies.

FORWARD-LOOKING STATEMENTS

Certain statementsin this report, including (but not limited to) those contained in "Outlook," "Liquidity," " Capital
Resources" and "Contractual Cash Obligations,” are "forward-looking" statements within the meaning of the Private
Securities Litigation Reform Act of 1995 with respect to our financial condition, results of operations, cash flows,
plans, objectives, future performance and business. Forward-looking statements include those preceded by, followed
by or that include the words "may," "could,” "would," "should,” "believes," "expects," "anticipates,” "plans,"
"estimates," "targets,”" "projects," "intends' or similar expressions. These forward-looking statements involve risks
and uncertainties. Actual results may differ materially from those contemplated (expressed or implied) by such
forward-looking statements, because of, among other things, potential risks and uncertainties, such as:

e economic conditions in the global markets in which we operate;
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the impact of any international conflicts or terrorist activities on the United States and global economiesin
general, the transportation industry or usin particular, and what effects these events will have on our costs or
the demand for our services,

damage to our reputation or loss of brand equity;

disruptions to the Internet or our technology infrastructure, including those impacting our computer systems and
Web site;

the price and availability of jet and diesel fuel;

the impact of intense competition on our ability to maintain or increase our prices (including our fuel surcharge
in response to rising fuel costs) or to maintain or grow our market share;

our ability to manage our cost structure for capital expenditures and operating expenses, and match it to shifting
and future customer volume levels,

our ability to effectively operate, integrate, leverage and grow acquired businesses, including FedEx Kinko's,
and to continue to support the value we allocate to these acquired businesses, including their goodwill;

any impacts on our businesses resulting from new domestic or international government regulation, including
regulatory actions affecting global aviation rights, increased air cargo and other security requirements, and tax,
accounting, labor or environmental rules;

changesin foreign currency exchange rates, especially in the Japanese yen, Taiwan dollar, Canadian dollar and
euro, which can affect our sales levels and foreign currency sales prices,

our ability to defend against challengesto the status of FedEx Ground's owner-operators as independent
contractors, rather than employees;

any liability resulting from and the costs of defending against class-action litigation, such as wage-and-hour and
race discrimination claims, and any other legal proceedings;

the outcome of voting by the pilots of FedEx Express to ratify the tentative four-year collective bargaining
agreement reached in August 2006;

our ability to maintain good relationships with our employees and prevent attempts by labor organizations to
organize groups of our employees, which could significantly increase our operating costs;

a shortage of qualified labor and our ability to mitigate this shortage through recruiting and retention efforts and
productivity gains;

increasing costs and the volatility of costs for employee benefits, especially pension and healthcare benefits;

significant changes in the volumes of shipments transported through our networks, customer demand for our
various services or the prices we obtain for our services,

market acceptance of our new service and growth initiatives;

the impact of technology developments on our operations and on demand for our services (for example, the
impact that low-cost home copiers and printers are having on demand for FedEx Kinko's copy services);

adverse weather conditions or natural disasters, such as earthquakes and hurricanes, which can damage our
property, disrupt our operations, increase fuel costs and adversely affect shipment levels;
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» widespread outbreak of an illness, such as avian influenza (bird flu), severe acute respiratory syndrome (SARS)
or any other communicable disease, or any other public health crisis;

» availability of financing on terms acceptable to us and our ability to maintain our current credit ratings,
especialy given the capital intensity of our operations; and

« other risks and uncertainties you can find in our press releases and SEC filings, including the risk factors
identified under the heading "Risk Factors' in "Management's Discussion and Analysis of Results of Operations
and Financial Condition" in our Annual Report, as updated by our quarterly reports on Form 10-Q.

As aresult of these and other factors, no assurance can be given asto our future results and achievements.
Accordingly, aforward-looking statement is neither a prediction nor a guarantee of future events or circumstances
and those future events or circumstances may hot occur. Y ou should not place undue reliance on forward-looking
statements, which speak only as of the date on which they are made. We undertake no obligation to update or alter
any forward-looking statements, whether as aresult of new information, future events or otherwise.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

At August 31, 2006, we had approximately $500 million of outstanding floating-rate senior unsecured debt issued in
August 2006 for working capital and general corporate purposes, including the funding of acquisitions. We have not
employed interest rate hedging to mitigate the risks with respect to these borrowings. A hypothetical 10% increase
in the interest rate on our outstanding floating-rate borrowings would not have a material effect on our results of
operations. As of August 31, 2006, there had been no other material changesin our market risk sensitive instruments
and positions since the disclosure in our Annual Report. While we are aglobal provider of transportation, e-
commerce and business services, the substantial majority of our transactions are denominated in U.S. dollars. The
distribution of our foreign currency denominated transactions is such that foreign currency declines in some areas of
the world are often offset by foreign currency gainsin other areas of the world. The principal foreign currency
exchange rate risks to which we are exposed are in the Japanese yen, Taiwan dollar, Canadian dollar and euro.
Foreign currency fluctuations during the three-month period ended August 31, 2006 did not have a material effect
on our results of operations.

We have market risk for changesin the price of jet and diesel fuel; however, thisrisk islargely mitigated by our fuel
surcharges. However, our fuel surcharges have alag that exists before they are adjusted for changesin fuel prices
and fuel prices can fluctuate within certain ranges before resulting in a change in our fuel surcharges. Therefore, our
operating income may be affected should the spot price of fuel suddenly change by a significant amount or change
by amounts that do not result in a change in our fuel surcharges.

Item 4. Controls and Procedures

The management of FedEXx, with the participation of our principal executive and financia officers, has evaluated the
effectiveness of our disclosure controls and procedures in ensuring that the information required to be disclosed in
our filings under the Securities Exchange Act of 1934, as amended, is recorded, processed, summarized and reported
within the time periods specified in the Securities and Exchange Commission's rules and forms, including ensuring
that such information is accumulated and communicated to FedEx management as appropriate to allow timely
decisions regarding required disclosure. Based on such evaluation, our principal executive and financial officers
have concluded that such disclosure controls and procedures were effective as of August 31, 2006 (the end of the
period covered by this Quarterly Report on Form 10-Q).

During our fiscal quarter ended August 31, 2006, no change occurred in our internal control over financia reporting
that has materially affected, or isreasonably likely to materially affect, our internal control over financial reporting.
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PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

For a description of all material pending legal proceedings, see Note 9 of the accompanying consolidated financial
Statements.

Item 1A. Risk Factors

On August 26, 2006, FedEx Express and the union that represents the pilots of FedEx Express reached a tentative
agreement on a new four-year collective bargaining agreement. The new agreement is subject to ratification by the
pilots. Otherwise, there have been no material changes from the risk factors disclosed in our Annual Report (under
the heading "Risk Factors" in "Management's Discussion and Analysis of Results of Operations and Financia
Condition™) in response to Part I, Item 1A of Form 10-K.

Item 4. Submission of Matters to a Vote of Security Holders

At the FedEx Corporation annual meeting of stockholders held on September 25, 2006, FedEx's stockhol ders took
the following actions:

The stockholders elected fourteen directors, each for aone-year term. The tabulation of votes with respect to each
nominee for director was as follows:

Nominee For Withheld

Frederick W. SMIth...... ettt sttt ba e s sbe s s sbesebee e 277,393,999 5,857,411
N TS I =T S o F= T 254,669,693 28,581,717
N E o [0S AN =0 o N 279,289,785 3,961,625
o) o AN o (Y= 0 [ o o 1 279,306,801 3,944,609
S0 To [ I T o TR 276,072,238 7,179,172
J KENNEIN GIBSS......eceeeeeeeeeeee ettt e e e e e et e et e s et e e ere e s et eeeaeesereeeareesanes 278,063,467 5,187,943
L T o T == SRS 277,321,385 5,930,025
B B 1oL 1 USSR 276,490,900 6,760,510
Shirley A. JACKSON .....eiiiiiciice e ettt st 277,804,310 5,447,100
SEEVEN R, LOTANGEN ...veuieiiiieieie ettt sttt sttt st sttt sa e st se e st e nesbenens 280,134,422 3,116,988
(O g T= L= I\ =0 = 1 280,079,815 3,171,595
JOSHUALL. SMITN c.ceeceee e ssre e saeas 277,439,719 5,811,691
[z TU ST AT = 1 O 278,810,864 4,440,546
LS (S ST AT 113 o o 250,759,295 32,492,115

The stockholders approved the adoption of amendments to FedEx's Amended and Restated Certificate of
Incorporation, as amended, and Restated Bylaws to eliminate all supermajority voting requirements by avote of
275,652,470 for and 1,689,235 against. There were 5,909,705 abstentions. The Board of Directors has restated
FedEx's Amended and Restated Certificate of Incorporation, as amended, and Restated Bylaws to reflect the smple
majority vote amendments. The resulting Second Amended and Restated Certificate of Incorporation has been
executed, acknowledged, filed and recorded in accordance with the Delaware General Corporation Law and is
attached to this Report as Exhibit 3.1. The resulting Amended and Restated Bylaws are attached to this Report as
Exhibit 3.2.

The Audit Committee's designation of Ernst & Young LLP as FedEx's independent registered public accounting
firm for the fiscal year ending May 31, 2007 was ratified by the stockholders. The tabulation of votes on this matter
was as follows:

279,620,062 votes for

1,791,986 votes against

1,839,362 abstentions

There were no broker non-votes for thisitem.
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A stockholder proposal requesting that the Board of Directors report on the scientific and economic analyses
relevant to FedEx's environmental policy concerning greenhouse gases was not approved by stockholders. The
tabulation of votes on this matter was as follows:

11,866,241 votes for
201,298,753 votes against
36,949,949 abstentions
33,136,467 broker non-votes

A stockholder proposal requesting that the Board of Directors take the necessary steps to amend FedEXx's governance
documents to provide that each director nominee be elected by the affirmative vote of amajority of votes cast at an
annual meeting of stockholders was not approved by stockholders. The tabulation of votes on this matter was as
follows:

111,420,718 votes for
132,447,517 votes against
6,246,708 abstentions
33,136,467 broker non-votes
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Item 6. Exhibits

Exhibit
Number
31

3.2

101

10.2

121

151

311

31.2

321

32.2

Description of Exhibit
Second Amended and Restated Certificate of Incorporation of FedEx Corporation.

Amended and Restated Bylaws of FedEx Corporation.

Seventh Addendum dated July 31, 2006 to the Transportation Agreement dated January 10, 2001,
as amended, between the United States Postal Service and Federal Express Corporation.
Confidential treatment has been requested for confidential commercia and financial information,
pursuant to Rule 24b-2 under the Securities Exchange Act of 1934, as amended.

Transportation Agreement dated July 31, 2006 between the United States Postal Service and
Federal Express Corporation. Confidential treatment has been requested for confidential
commercial and financial information, pursuant to Rule 24b-2 under the Securities Exchange Act
of 1934, as amended.

Computation of Ratio of Earnings to Fixed Charges.

Letter re: Unaudited Interim Financial Statements.

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

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

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

Certification of Principal Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
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Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

FEDEX CORPORATION

Date: September 25, 2006 /s JOHN L. MERINO
JOHN L. MERINO
CORPORATE VICE PRESIDENT
PRINCIPAL ACCOUNTING OFFICER
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Description of Exhibit
Second Amended and Restated Certificate of Incorporation of FedEx Corporation.

Amended and Restated Bylaws of FedEx Corporation.

Seventh Addendum dated July 31, 2006 to the Transportation Agreement dated January 10, 2001,
as amended, between the United States Postal Service and Federal Express Corporation.
Confidential treatment has been requested for confidential commercia and financial information,
pursuant to Rule 24b-2 under the Securities Exchange Act of 1934, as amended.

Transportation Agreement dated July 31, 2006 between the United States Postal Service and
Federal Express Corporation. Confidential treatment has been requested for confidential
commercial and financial information, pursuant to Rule 24b-2 under the Securities Exchange Act
of 1934, as amended.

Computation of Ratio of Earnings to Fixed Charges.

Letter re: Unaudited Interim Financial Statements.

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

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

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

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