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FEDEX CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(IN MILLIONS)

ASSETS
August 31,
2007 May 31,
(Unaudited) _ 2007
CURRENT ASSETS
Cash and Cash EQUIVAIENTS ..........c.coviviiiiiieiiicei e $ 1112 $ 1,569
Receivables, less allowances of $142 and $136 ........cccccervrvreriiiniininescese s 3,959 3,942
Spare parts, supplies and fuel, less allowances of $158 and $156..........c.ccccvverveiviererennan. 342 338
DETFErred INCOME TAXES ...vivveiiiiirieiisteie sttt sttt sttt n et bentenes 533 536
Prepaid eXPenses aNd OtNE.........cuivciiiee et sreene s 282 244
TOLAl CUITENE ASSELS ...ttt sttt sttt 6,228 6,629
PROPERTY AND EQUIPMENT, AT COST ..ottt 27,700 27,090
Less accumulated depreciation and amortization ..o 14,757 14,454
Net property and EQUIPMENT........c.oii ittt sb e 12,943 12,636
OTHER LONG-TERM ASSETS
L7010 0 11| TSRS 3,502 3,497
INtANGible AN OThEE ASSEES.....cveiiiiiiie st sresre 1,233 1,238
Total Other IONG-tErM SSELS.......ivieeieeiere e srenrs 4,735 4,735

$ 23906 $ 24,000

The accompanying notes are an integral part of these condensed consolidated financial statements.
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FEDEX CORPORATION
CONDENSED CONSOLIDATED BALANCE SHEETS
(IN MILLIONS, EXCEPT SHARE DATA)

LIABILITIES AND STOCKHOLDERS’ INVESTMENT

August 31,
2007 May 31,
(Unaudited) _ 2007

CURRENT LIABILITIES

Current portion of 1oNg-term debt............cccciiiiiiiiiiiii s $ 134 $ 639
Accrued salaries and employee BENETItS ......c.coeiiiiiiii s 959 1,354
ACCOUNES PAYADIE ... sttt e et e e rens 2,018 2,016
ACCTUEH BXPEINSES. .. vevveviiteateareesiessestestestestesseasseeesetessessesteaseaseasseseessestestestesseesseseensensessens 1,584 1,419
Total current HabilitieS........cooveiiiieic s 4,695 5,428
LONG-TERM DEBT, LESS CURRENT PORTION ......cccovsiiiieiiesiee e 2,007 2,007
OTHER LONG-TERM LIABILITIES
Deferred INCOME tAXES ... .ocviiterieeiieieie ettt sttt sttt ee b e b be st ere e e e e 918 897
Pension, postretirement healthcare and other benefit obligations............c.cccocoviiiiininnnn 1,119 1,164
SEIf-INSUFANCE BCCIUALS .....ovitiiieiieece ettt bbb bbb en 788 759
Deferred 16ase ODHGALIONS .........cocoiiiiiiiiiiic e 656 655
Deferred gains, principally related to aircraft transactions ...........ccccceveveieniisiesecveescnnenns 336 343
OthEr HADIIITIES ....veveiieiee ettt bt 166 91
Total other long-term labilities .......ccvcoveviiiii s 3,983 3,909

COMMITMENTS AND CONTINGENCIES

COMMON STOCKHOLDERS’ INVESTMENT
Common stock, $0.10 par value; 800 million shares authorized; 309 million shares

issued as of August 31, 2007 and 308 million shares issued as of May 31, 2007............ 31 31
Additional paid-in CAPILAL..........coiiiiiiie e 1,761 1,689
R e L T=To =T T T[T TS 12,433 11,970
Accumulated other cOMpPrenenSIVe 10SS........ccviiviieieiiic i (1,000) (1,030)
Treasury StOCK, Gt COSt......viiiiiiie sttt st e te e e e et e eeseens (4 (4)

Total common stockholders” INVESIMENT .........ccccoiiiiiiiiiii e 13,221 12,656

$ 23906 $ 24,000

The accompanying notes are an integral part of these condensed consolidated financial statements.
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FEDEX CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(UNAUDITED)
(IN MILLIONS, EXCEPT PER SHARE AMOUNTS)

Three Months Ended

August 31,
2007 2006
REVENUES ..ottt ettt bttt be st et et e e $ 9,199 $ 8,545
OPERATING EXPENSES:
Salaries and employee DENETItS ... 3,483 3,285
Purchased tranSPOrtAtiON............ccviieieiiiie sttt e e et e besresresneeneas 1,025 896
Rentals and [anding fEES .......oivi i e 593 570
Depreciation and amortization............cceeeierieiieiesiese e e 473 399
1= OSSO PRSPPSO 964 941
MainteNaNCe aNd FEPAITS .......ecvveeereierese e e e e e e et esr e resresre e e e e eaeseesaesrenneas 544 515
131 SO SUR 1,303 1,155
8,385 7,761
OPERATING INCOME ..ottt sttt sttt sttt st sa e b 814 784
OTHER INCOME (EXPENSE):
g1 PR T OSSPSR (25) 9
(@1 1=] PR 4T OSSOSO PRSP (2) (5)
(27) (14)
INCOME BEFORE INCOME TAXES......cciiitit ittt 787 770
PROVISION FOR INCOME TAXES......cccot ittt 293 295
NET INCOME.......oiiiiiiteiei ettt ettt e b bbb et b s et e b seste b e ne et s e $ 494 $ 475
EARNINGS PER COMMON SHARE:
BASIC ..eivieiee et e et e b et aae e be e be e be et e ate e ra e reenreereaneas $ 160 $ 155
D1 U] T USROS $ 158 $ 153
DIVIDENDS DECLARED PER COMMON SHARE........cccooiiiiiireesenese e $ 010 $ 009

The accompanying notes are an integral part of these condensed consolidated financial statements.
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FEDEX CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

(IN MILLIONS)

Three Months Ended

August 31,
2007 2006
Operating Activities:
NEE INCOME......ocvititetctcice ettt bbbt e se ettt bbbt et b s s s s bt baee $ 494 $ 475
Adjustments to reconcile net income to cash provided by operating activities:
Depreciation and amOortiZatioN ........cc.ccccveieeieieiese e 473 399
Provision for uncollectible aCCOUNTS ..........ccviiiiiiiii e 33 29
Stock-based COMPENSALION........ccucieiecie e re st eneas 29 31
Deferred income taxes and other NONCash ItEMS.........c.ccveverevere v 32 (12)
Changes in operating assets and liabilities:
RECEIVADIES ... e (35) (138)
OLNET CUITENT BSSELS....evitiieitirteiiitest ettt bbbttt (32) (13)
Accounts payable and other operating lHabilities ..........c.coocooviiiiniiin (166) (85)
(01 1= 0 0 T=] SRS (25) (21)
Cash provided by 0perating aCtiVIties...........ccoueiiiiiiiirere e 803 665
Investing Activities:
Capital EXPENAITUIES ......cveveiecie sttt e s e et e e e et e e sresbesaeereanes (766) (699)
Proceeds from asset dispositions and OtEr ............ccccveveieie s (5) 5
Cash used iN INVEStING ACHIVITIES ....vviviieiesis e (771) (694)
Financing Activities:
Principal payments 0N debl...........ccooiiiiiiiii s (507) (221)
Proceeds from debt ISSUANCE.........cveviriere et ene s — 999
Proceeds from SEOCK ISSUANCES........eiuerieeuieiiieite sttt ettt bbbt e b b sne s 40 30
Excess tax benefit on the exercise of StOCK OPtiONS ..., 9 6
DIVIABNAS PAIH ...ttt bbbttt e et et see b b ene s (31) (28)
(@1 1=] PR 4T OSSPSR — 4)
Cash (used in) provided by financing aCtiVities.........cccceveveiiiiiiie s (489) 782
Net (decrease) increase in cash and cash equivalents.........cccccovvvvieriein e (457) 753
Cash and cash equivalents at beginning of Period........c.cccccv v 1,569 1,937
Cash and cash equivalents at end of PEriod ...........cccvereiieniinei e $ 1112 $ 2,690

The accompanying notes are an integral part of these condensed consolidated financial statements.
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FEDEX CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

(1) General

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES. These interim 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 for the year ended May
31, 2007 (“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 financial statements reflect all
adjustments (including normal recurring adjustments) necessary to present fairly our financial position as of August
31, 2007 and the results of our operations and cash flows for the three-month periods ended August 31, 2007 and
2006. Operating results for the three-month period ended August 31, 2007 are not necessarily indicative of the
results that may be expected for the year ending May 31, 2008.

Except as otherwise specified, references to years indicate our fiscal year ending May 31, 2008 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.

NEW ACCOUNTING PRONOUNCEMENTS. New accounting rules and disclosure requirements can significantly
impact the comparability of our financial statements. We believe the following new accounting pronouncement is
relevant to the readers of our financial statements.

On June 1, 2007, we adopted Financial Accounting Standards Board (“FASB”) Interpretation No. (“FIN™) 48,
“Accounting for Uncertainty in Income Taxes.” This interpretation establishes new standards for the financial
statement recognition, measurement and disclosure of uncertain tax positions taken or expected to be taken in
income tax returns.

The cumulative effect of adopting FIN 48 was immaterial. Upon adoption, our liability for income taxes under FIN
48 was $72 million, and the balance of accrued interest and penalties was $26 million. The liability recorded
includes $57 million associated with positions that if favorably resolved would provide a benefit to our effective tax
rate. We classify interest related to income tax liabilities as interest expense, and if applicable, penalties are
recognized as a component of income tax expense. These income tax liabilities and accrued interest and penalties
are presented as noncurrent liabilities because payment of cash is not anticipated within one year of the balance
sheet date. These noncurrent income tax liabilities are recorded in the caption “Other liabilities” in our condensed
consolidated balance sheets.

We file income tax returns in the U.S. and various foreign jurisdictions. We are no longer subject to U.S. federal
income tax examination for years through 2003 except for specific U.S. federal income tax positions that are in
various stages of appeal. No resolution date can be reasonably estimated at this time for these appeals.

It is difficult to predict the ultimate outcome or the timing of resolution for tax positions under FIN 48. Changes may
result from the conclusion of ongoing audits or appeals in state, local, federal and foreign tax jurisdictions, or from
the resolution of various competent authority proceedings between the U.S. and foreign tax authorities. Our liability
for tax positions under FIN 48 includes no matters that are individually material to us. It is reasonably possible that
the amount of the benefit with respect to certain of our unrecognized tax positions will increase or decrease within
the next 12 months, but an estimate of the range of the reasonably possible outcomes cannot be made. However, we
do not expect that the resolution of any of our tax positions under FIN 48 will be material.



DIVIDENDS DECLARED PER COMMON SHARE. On August 17, 2007, our Board of Directors declared a
dividend of $0.10 per share of common stock. The dividend will be paid on October 1, 2007 to stockholders of
record as of the close of business on September 10, 2007. 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.

(2) Stock-Based Compensation

We have two types of equity-based compensation: stock options and restricted stock. The key terms of the stock
option and restricted stock awards granted under our incentive stock plans are set forth in our Annual Report.

We use the Black-Scholes option pricing model to calculate the fair value of stock options. The value of restricted
stock awards is based on the price of the stock on the grant date. 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 condensed consolidated income statement.

Our total stock-based compensation expense was $29 million for the three months ended August 31, 2007 and $31
million for the three months ended August 31, 2006.

During the first quarter of 2008 we made stock option grants of 2.4 million shares, primarily in connection with our
principal annual stock option grant. We granted options to purchase 1.6 million shares during the first quarter of
2007.

See our Annual Report for a discussion of our methodology for developing each of the assumptions used in the
valuation model. The fair value of our stock option grants, as determined by the Black-Scholes valuation model, was
$31.21 during the first quarter of 2008 and $32.08 during the first quarter of 2007, using the following assumptions:

Three Months Ended

August 31,
2007 2006
EXPECIEA TIVES. ...ttt bbbt bbb 5 years 5 years
EXPECted VOIALHITY .......cvieeeiieiicicc e 19% 22%
RISK-TrE INTEIEST FALE. ..o 5.03% 4.99%
LAV To =TT I =] o S 0.322% 0.299%

(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,
2007 2006
INEE INCOME. ..ttt ettt ettt $ 494 $ 475
Other comprehensive income:

Foreign currency translation adjustment, net of deferred taxes of $1 in 2007.................... 16 —
Amortization of unrealized pension actuarial gains/losses, net of deferred taxes of $8 in

2007 ettt A bR £ e R R e R bt E R b bRttt et reehene e 14 —

COMPrENENSIVE INCOME ....oviieiiiteieeeee ettt bttt ettt $ 524 475

(4) Einancing Arrangements

We have a shelf registration statement filed with the Securities and Exchange Commission (“SEC”) that allows us to
sell, in one or more future offerings, any combination of our unsecured debt securities and common stock. In August
2006, we issued $1 billion of senior unsecured debt under our shelf registration statement, comprised of floating-rate
notes totaling $500 million and fixed-rate notes totaling $500 million. The $500 million in floating-rate notes were
repaid in August 2007. The fixed-rate notes bear interest at an annual rate of 5.5%, payable semi-annually, and are
due in August 2009. The net proceeds were used for working capital and general corporate purposes, including the
funding of several acquisitions during 2007.



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,

2007, no commercial paper borrowings were outstanding and the entire amount under the credit facility was

available.

(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):

2007 2006

INEBT INCOME. ...ttt nn Rt r et r e n s 494 475
Weighted-average shares of common Stock oUSTaNdINgG .........ccceoviireniiiiniee e 308 306
Common equivalent shares:

Assumed exercise of outstanding dilutive OPLIONS ..o 16 17

Less shares repurchased from proceeds of assumed exercise of Options..........ccocevervreeiicienene. (12) (13)
Weighted-average common and common equivalent shares outstanding ...........ccccceoeevvieniicniennens 312
Basic earnings pPer COMIMON SNAKE ...........ciiiiiiiiiiee ettt et e e e b e b e 1.60 1.55
Diluted earnings Per COMMON SNAIE ..........uciveierieiiiie et e e et e e sre st sresre e e e e e e e e besresrenrs $ 1.58 1.53

We have excluded from the calculation of diluted earnings per share approximately 2.7 million antidilutive options
for the three months ended August 31, 2007, and approximately 1.7 million antidilutive options for the three months
ended August 31, 2006, as the exercise price of these options was greater than the average market price of common

stock for the period.

(6) Retirement Plans

We sponsor programs that provide retirement benefits to most of our employees. These programs include defined
benefit pension plans, defined contribution plans and retiree healthcare plans. Key terms of our retirement plans are

provided in our Annual Report. Our retirement plans costs for the three-month periods ended August 3
follows (in millions):

1 were as

2007 2006
U.S. domestic and international PeNSION PIANS ..........ccoviiieiieeieiece e $ 85 % 114
U.S. domestic and international defined contribution plans ............ccocvvvveiieccicscc e 38 40
Retiree NalthCare PIANS.........cooiii ettt 16 14
139 $ 168
Net periodic benefit cost of the pension and postretirement healthcare plans for the three-month periods ended
August 31 was composed of the following (in millions):
Postretirement
Pension Plans Healthcare Plans
2007 2006 2007 2006
SEIVICE COST..vvuiiiiriieteierisiee e te ettt esenens $ 129 $ 132 $ 9 $ 8
INEEIESE COSE....cuviiiitiitieeee e 180 177 8 7
Expected return on plan assetS.........cevvrerererinrieseeieeneneseseseanens (246) (232) — —
Amortization of prior service cost and other ..........ccoceoevveiiinenns 22 37 1) _
$ 85 $ 114 $ 16 $ 14

We made tax-deductible voluntary contributions to our qualified U.S. domestic pension plans of $110

million during

the first quarter of 2008 and $100 million during the first quarter of 2007. We expect to make tax-deductible



voluntary contributions to our qualified U.S. domestic pension plans for the remainder of 2008 at levels consistent
with 2007.

(7) Business Segment Information

We provide a broad portfolio of transportation, e-commerce and business services through companies competing
collectively, operating independently and managed collaboratively under the respected FedEx brand. Our major
service lines include Federal Express Corporation (“FedEx Express™), the world’s largest express transportation
company; FedEx Ground Package System, Inc. (“FedEx Ground”), a leading provider of small-package ground
delivery services; and FedEx Freight Corporation, a leading U.S. provider of LTL freight services. FedEx Services
provides customer-facing sales, marketing and information technology support, as well as retail access for customers
through FedEx Kinko’s, primarily for the benefit of FedEx Express and FedEx Ground. These businesses form the
core of our reportable segments.

Our reportable segments include 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 LTL Group:
FedEx Freight (regional LTL freight transportation)
FedEx National (long-haul LTL freight transportation)
FedEx Custom Critical (time-critical transportation)
Caribbean Transportation Services (airfreight forwarding)

FedEx Services Segment FedEx Services (sales, marketing and information technology functions)
FedEx Kinko’s (document and business services and package acceptance)
FedEx Customer Information Services (“FCIS”) (customer service, billing and
collections)
FedEx Global Supply Chain Services (logistics services)

The FedEx Services segment includes FedEx Services, which is responsible for our sales, marketing and information
technology functions, FCIS, which is responsible for customer service, billings and collections for FedEx Express
and FedEx Ground, and FedEx Global Supply Chain Services, which provides a range of logistics services to our
customers.

During the first quarter of 2008, we revised our reportable segments as a result of an internal reorganization of
FedEx Kinko’s. As a result, FedEx Kinko’s is now a part of the FedEx Services segment. FedEx Services and FedEx
Kinko’s have missions that are uniquely aligned. FedEx Kinko’s provides retail access to our customers for our
package transportation businesses and an array of document and business services. FedEx Services provides access
to customers, through digital channels such as fedex.com. Under FedEx Services, FedEx Kinko’s will benefit from
the full range of resources and expertise of FedEx Services to continue to enhance the customer experience, provide
greater, more convenient access to the portfolio of services at FedEx and increase revenues through our retail
network. As part of this reorganization, we will be pursuing synergies in sales, marketing, information technology
and administrative areas. Also we are re-evaluating priorities for FedEx Kinko’s, including the rate of expansion for
new locations. With this reorganization, the FedEx Services segment is now a reportable segment. Prior year
amounts have been revised to conform to the current year segment presentation.

FedEx Kinko’s will continue to be treated as a reporting unit for purposes of goodwill and tradename impairment
testing. A material change in our strategy for FedEx Kinko’s could trigger the need to perform an impairment test on
these assets in advance of our regularly scheduled annual tests in the fourth quarter.

The costs of providing the sales, marketing and information technology functions of FedEx Services and the
customer service functions of FCIS, together with the net operating costs of FedEx Global Supply Chain Services
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and FedEx Kinko’s, are allocated primarily to the FedEx Express and FedEx Ground segments based on metrics
such as relative revenues or estimated services provided. We believe these allocations approximate the net cost of
providing these functions.

The operating expenses line item “Intercompany charges” on the accompanying unaudited financial summaries of
our transportation segments includes the allocations from the FedEx Services segment to the respective
transportation 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 general corporate oversight, including executive officers and certain legal and finance functions.
Management evaluates segment financial performance based on operating income.

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. These rates are adjusted from time to time based on
market conditions. Such intersegment revenues and expenses are eliminated in the consolidated results and are not
separately identified in the following segment information, as the amounts are not material.

The following table provides a reconciliation of reportable segment revenues, depreciation and amortization, and
operating income to our condensed consolidated statements of income totals for the three months ended August 31
(in millions). The table also provides a reconciliation of segment assets to our condensed consolidated balance
sheets totals as of August 31, 2007 and May 31, 2007 (in millions).

FedEx  FedEx FedEx FedEx

Express Ground Freight Services Otherand Consolidated

Segment Segment Segment ® Segment ®  Eliminations Total
Revenues
2007 ..o $ 5889 % 1618 $ 1,233 $ 525 $ (66) $ 9199
2006 ......ceeeieieeesee s 5,640 1,417 1,013 527 (52) 8,545
Depreciation and amortization
2007 ..o $ 230 $ 73 $ 57 $ 112 $ 1 $ 473
2006 .....ceciieiieieee s 205 61 31 102 — 399
Operating income
2007 ..o $ 519 $ 190 $ 105 $ — $ — $ 814
2006 ......cciiiiieeiieee e 475 159 150 — — 784
Segment assets
August 31, 2007......ccveivrrrrenrnrierennn, $ 16,276 $ 4,114 $ 3,192 $ 5,294 $ (4970) $ 23,906
May 31, 2007 ......cccvreernrrereeririeiennnas 15,650 3,937 3,150 5,384 (4,121) 24,000

W Includes the operations of FedEx National LTL, which was acquired in the second quarter of 2007.

@ The FedEx Services segment was formed during the first quarter of 2008 and includes the operations of FedEx
Kinko’s and FedEx Global Supply Chain Services. Net operating costs have been allocated to our
transportation segments as described above.

The following table provides a reconciliation of reportable segment capital expenditures to consolidated totals for
the three months ended August 31 (in millions):

FedEx FedEx FedEx FedEx

Express Ground Freight Services Consolidated

Segment Segment Segment Segment Other Total
2007 .ot $448 $ 132 $74 $ 112 $ — $ 766
2006 ... s 394 134 86 85 — 699
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The following table presents revenue by service type and geographic information for the three months ended August

31 (in millions):

REVENUE BY SERVICE TYPE

2007 2006
FedEx Express segment:
Package:
U.S. OVEMIGNE DOX ...vvviviviiiiiiiciec ettt bbbt bbb erens $ 1615 $ 1,654
U.S. OVErNIgNt ENVEIOPE.......iieiiiciieiee e e 512 511
U.S. EFEITEA ... vttt ee 711 705
Total U.S. domestic package reVENUE ........cc.cveiveieieiieseeeeie et e 2,838 2,870
International Priority (IP).......cccii it 1,820 1,665
International dOMESEIC M...........c..ovviveeeeeceeees s 156 52
Total PACKAJE FEVENUE ......cveveieceeceeeee ettt e e sttt snesre e e sne e e s 4,814 4,587
Freight:
U S, ittt h et b e a Rt et r e bttt et enen 593 607
International Priority freight ..o 292 248
International irfreight ..o 94 104
Total freight FEVENUE ..o e e 979 959
ONET @) 96 94
Total FEAEX EXPress SEQMENT........cuiiiieiirieriesieeeeeeee et sre e e 5,889 5,640
FEAEX Ground SEgMENT .....cc.eciviiiie ettt sttt st et sresreere e e e e e snenees 1,618 1,417
FEdEX Freight SEgMENt ) ...t 1,233 1,013
FEAEX SErVICES SEOIMENT ... ...iiiiieie et sie sttt st neere e e e nnees 525 527
Other and ENMINALIONS ......cviiiiiiiieiree et (66) (52)
$ 9199 $ 8545
GEOGRAPHICAL INFORMATION @
Revenues:
U S, bbb E e bbbt b ettt ettt b bttt $ 6,693 $ 6,346
INEEINALIONAL ... b bbbt e e 2,506 2,199
$ 9199 $ 8545
The following table presents noncurrent assets as of August 31, 2007 and May 31, 2007 (in millions):
August 31, May 31,
2007 2007
Noncurrent assets:
U S, et b bbbt bbbt ettt b et ettt e bt ee $14,572  $ 14,191
INEEINALIONAL ... .ot b et nee s 3,106 3,180
$17,678 $ 17,371

@ International domestic revenues includes our international domestic express operations in the United Kingdom,

Canada, India and China.
@ Other revenues includes FedEx Trade Networks.

@ Includes the results of FedEx National LTL, which was acquired in the second quarter of 2007.

(¥ International revenue includes shipments that either originate in or are destined to locations outside the United

States. Noncurrent assets include property and equipment, goodwill and other long-term assets. Flight
equipment is allocated between geographic areas based on usage.
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(8) Commitments

As of August 31, 2007, our purchase commitments for the remainder of 2008 and annually thereafter under various
contracts were as follows (in millions):

Aircraft-

Aircraft Related ™ Other ® Total
2008 (FEMAINTEN) ....vveverireriririririeieieeeee et seees $ 325 $ 122 $ 572 $ 1,019
200 T TTTTRTRTPRTTRTT 810 143 201 1,154
2O O TR TTSTTTRTPRTTRTT 907 135 104 1,146
20 1 TR 665 11 62 738
20 1R 30 — 57 87
B8 LCT =T T SRS RRT — — 164 164

@ Primarily aircraft modifications.
@ primarily vehicles, facilities, and advertising and promotions contracts.

The amounts reflected in the table above for purchase commitments represent non-cancelable 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.

Deposits and progress payments of $95 million have been made toward aircraft purchases, options to purchase
additional aircraft and other planned aircraft-related transactions. In addition, we have committed to modify our
DC10 aircraft for 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 is a summary
of the number and type of aircraft we are committed to purchase as of August 31, 2007, with the year of expected
delivery:

A300 B757 B777F Total

2008 (FEBMAINTET) ...ttt ettt e bbbt b et e bt e e e e see b e sbe bt ereenes 6 7 — 13
2009 ..ttt bbb £ R bR bR e R bR R bbbt b bttt b b s 3 14 — 17
2000 ettt bR R R R Rt E bt bt ren s — 4 6 10
201 e bR E R R Rt bt r bt n s — 5 9 14
2002 .t b et - 3 = 3
10 S 9 33 15 57

A summary of future minimum lease payments under capital leases at August 31, 2007 is as follows (in millions):

2008 (FEIMAINTET) ...ttt ettt ettt b bt e e b s e bt et e e b e b e e bt e st e e e b e b e e bk e st et et e s e e bt et ne et es e e b beneneee $ 97
2009 ...ttt et et L e e te Lo e te Lot Ee b et Ee Lo At Reeh e Rt Re b e Rt e Re et e ReeRe e b e Rt e Eeeb et e Re e b et e tenbe e erenrenrene 13
2000 ..ttt ettt Lo b et h et oAt e b b et bR oA e b e Re et e R eR e eb b e e b et e A e ebeRe e et e R et e b eRe et e bt et b enenrerens 97
200 ettt b ettt LYt hete e b b et bR oA e eLeRe et e R oA e e Lt e e b e R e A e e b eRe s et e Re e e b e Re e et te s rene it rns 8
2002 et h et LYot h et e e b b et bR e AL Re et e R eA e e bR e e b et e A e e b e R e e et e Re b e b e Re s rete et bene e rns 8
LI LLC] (Ui (=] OO OSSOSO 137

360
Less amount repreSENtING INTEIEST ........ciieiicieieeie et s et e e s re st e be st e s teeaeese e e et e sbesbesteeaeeree e entees 53
Present value of net minimum 1€8SE PAYMENTS .......ecveieriere e se et se e e e r et nesrenre e $ 307
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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, 2007 is as follows (in millions):

Aircraft and
Related Facilities and

Equipment Other Total
2008 (FEMAINTET) ...ceveveeeieieeee ettt ae st ee e $ 471 $ 86 $ 1,327
2200 555 991 1,546
220 O 544 813 1,357
220 526 664 1,190
20002 et e r et r et eraeaaas 504 554 1,058
B B T CE: 1 SRR 3,430 3,472 6,902

$ 6,030 $ 7,350 $ 13,380

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 of wage-and-hour violations. The plaintiffs in these lawsuits allege, among other
things, that they were forced to work “off the clock,” were not paid overtime or were not provided work breaks or
other benefits. The plaintiffs generally seek unspecified monetary damages, injunctive relief, or both. In August
2007, we won summary judgment regarding one such lawsuit against FedEx Kinko’s. In September 2007, we
tentatively agreed to settle two such lawsuits against FedEx Ground for an immaterial amount. We have denied any
liability and intend to vigorously defend ourselves in the other wage-and-hour lawsuits. Given the nature and status
of the claims in these other lawsuits, we cannot yet determine the amount or a reasonable range of potential loss, if
any.

Independent Contractor. Estrada v. FedEx Ground is a class action involving single work area contractors in
California. In August 2007, the California appellate court affirmed the trial court’s ruling in Estrada that a limited
number of California single work area contractors (most of whom have not contracted with FedEx Ground since
2001) should be reimbursed as employees for some of their operating expenses. The appellate court remanded the
case to the trial court for reconsideration of the amount of such reimbursable expenses. We will petition the
California supreme court for a review of the appellate court decision. We do not expect to incur a material loss in the
Estrada matter.

FedEx Ground is involved in numerous other purported class-action lawsuits and administrative proceedings that
claim that the company’s owner-operators should be treated as employees, rather than independent contractors. Most
of the purported class actions have been consolidated for administration of the pre-trial proceedings by a single
federal court, the U.S. District Court for the Northern District of Indiana. With the exception of recently filed cases
that have been or will be transferred to the multi-district litigation, discovery and class certification briefing are now
complete, and we are awaiting a hearing date from the court. 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. 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 status of the claims, we cannot yet determine the amount or a reasonable range of
potential loss, if any, in these matters.
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Antitrust — FedEx Freight Fuel Surcharge. In late July 2007, a purported antitrust class action lawsuit was filed in
California federal court, naming FedEx Corporation (particularly FedEx Freight Corporation and its LTL freight
subsidiaries) and several other major LTL freight carriers as defendants. The lawsuit alleges that the defendants
conspired to fix fuel surcharge rates in violation of federal antitrust laws and seeks injunctive relief, treble damages
and attorneys’ fees. Since the filing of the original case, similar cases have been filed against us and other LTL
freight carriers, each with the same allegation of conspiracy to fix fuel surcharge rates. We believe that this
allegation has no merit and intend to vigorously defend ourselves. Given the nature and status of the claims, we
cannot yet determine the amount or a reasonable range of potential loss, if any, in these matters.

Other. FedEXx 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,
2007 2006
(In millions)
Cash payments for:
Interest (net of capitalized INTEFEST) ........coviiiii e e $ 51 $ 35
INCOIME TAXES ...ttt ar e 91 125

(11) Condensed Consolidating Financial Statements

We are required to present condensed consolidating financial information in order for the subsidiary guarantors
(other than FedEx Express) of our public debt 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 $1.2 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 a result, 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, 2007

Guarantor  Non-guarantor
Parent  Subsidiaries _ Subsidiaries  Eliminations Consolidated

ASSETS
CURRENT ASSETS
Cash and cash equivalents......................... $ 762 $ 141 $ 209 $ — $ 1112
Receivables, less allowances ..................... 2 3,083 922 (48) 3,959
Spare parts, fuel, supplies, prepaid
expenses and other, less allowances ........ 6 538 80 — 624
Deferred incCOme taxesS........ccvvvvrererereenan. — 502 31 — 533
Total current assets ........ccoeveevevververvennenn 770 4,264 1,242 (48) 6,228
PROPERTY AND EQUIPMENT, AT
COST it 22 25,225 2,453 — 27,700
Less accumulated depreciation and
amOrtization .......cooeevvevieeneiese e 14 13,666 1,077 — 14,757
Net property and equipment................... 8 11,559 1,376 — 12,943
INTERCOMPANY RECEIVABLE.............. — 864 689 (1,553) —
GOODWILL.....coieiiieiciese s — 2,667 835 — 3,502
INVESTMENT IN SUBSIDIARIES............. 15,099 3,339 — (18,438) —
OTHER ASSETS ...ciiiiiiie e 668 456 746 (637) 1,233

$ 16545 $ 23,149 $ 4,888 $ (20,676) $ 23,906

LIABILITIES AND STOCKHOLDERS’

INVESTMENT
CURRENT LIABILITIES
Current portion of long-term debt.............. $ 46 $ 85 $ 3 $ —  $ 14
Accrued salaries and employee benefits .... 35 772 152 — 959
Accounts payable ... 36 1,563 462 (43) 2,018
ACCIUEd BXPENSES. ....cververreareeireieeeneesiesnens 20 1,383 186 (5) 1,584
Total current liabilities.............cccccvennee. 137 3,803 803 (48) 4,695
LONG-TERM DEBT, LESS CURRENT
PORTION. ..ottt 1,248 757 2 — 2,007
INTERCOMPANY PAYABLE .........ccccene. 1,553 — — (1,553) —
OTHER LIABILITIES
Deferred income taxes..........cocooeevvreiennas — 1,271 284 (637) 918
Other liabilities .......c.ccooeeiviriircee, 390 2,557 118 — 3,065
Total other long-term liabilities ............. 390 3,828 402 (637) 3,983
STOCKHOLDERS’ INVESTMENT. ............ 13,217 14,761 3,681 (18,438) 13,221
$ 16,545 $ 23,149 4,888 $ (20,676) $ 23,906
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CONDENSED CONSOLIDATING BALANCE SHEETS

May 31, 2007
Guarantor  Non-Guarantor
Parent  Subsidiaries _ Subsidiaries  Eliminations Consolidated
ASSETS
CURRENT ASSETS
Cash and cash equivalents........................ $ 1212 $ 124 $ 233 $ — $ 1,569
Receivables, less allowances .................... — 3,083 894 (35) 3,942
Spare parts, fuel, supplies, prepaid
expenses and other, less allowances ....... 7 500 75 — 582
Deferred incCOme taxes......cccvvvvevrereeennnen — 505 31 — 536
Total current assets .........covvveveserienncas 1,219 4,212 1,233 (35) 6,629
PROPERTY AND EQUIPMENT, AT
COST ittt 22 24,681 2,387 — 27,090
Less accumulated depreciation and
amortization .........ccoceveveeeierene e 14 13,422 1,018 — 14,454
Net property and equipment.................. 8 11,259 1,369 — 12,636
INTERCOMPANY RECEIVABLE............. — 870 593 (1,463) —
GOODWILL....vovviiisiieieieeec e — 2,667 830 — 3,497
INVESTMENT IN SUBSIDIARIES............ 14,588 3,340 — (17,928) —
OTHER ASSETS ..o 670 457 755 (644) 1,238
$ 16,485 $ 22,805 $ 4,780 $ (20,070) $ 24,000
LIABILITIES AND STOCKHOLDERS’
INVESTMENT
CURRENT LIABILITIES
Current portion of long-term debt............. 551 $ 85 $ 3 $ — $ 639
Accrued salaries and employee benefits ... 60 1,079 215 — 1,354
Accounts payable ..., 37 1,563 448 (32) 2,016
AcCCrued EXPENSES.....cc.erereeieeerieniesienienes 36 1,197 189 (3) 1,419
Total current liabilities..........ccccccceeenee 684 3,924 855 (35) 5,428
LONG-TERM DEBT, LESS CURRENT
PORTION ..ottt 1,248 757 2 — 2,007
INTERCOMPANY PAYABLE.................... 1,463 — — (1,463) —
OTHER LIABILITIES
Deferred income taxes........cccvvvvrevrenrnnnn — 1,262 279 (644) 897
Other liabilities .........ccovvvvereiiicice 451 2,445 116 — 3,012
Total other long-term liabilities ............ 451 3,707 395 (644) 3,909
STOCKHOLDERS’ INVESTMENT ........... 12,639 14,417 3,528 (17,928) 12,656
$ 16,485 $ 22,805 $ 4,780 $ (20,070) $ 24,000
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CONDENSED CONSOLIDATING STATEMENTS OF INCOME

Three Months Ended August 31, 2007

Guarantor Non-guarantor
Parent Subsidiaries _ Subsidiaries Eliminations Consolidated

REVENUES ..o, $ — $ 7,646 $ 1,649 $ (96) $ 9,199
OPERATING EXPENSES:

Salaries and employee benefits..................... 33 2,856 594 — 3,483

Purchased transportation.............cc.ccoeevenuene. — 746 298 (19) 1,025

Rentals and landing fees..........ccoccevvvvvnennnne. 1 519 74 1) 593

Depreciation and amortization...................... — 399 74 473

FUuel ..o — 896 68 — 964

Maintenance and repairs ..... — 506 38 — 544

Intercompany charges, net.........ccccceeevvennnnne. (53) (18) 71 — —

OLNET ..t 19 1,100 260 (76) 1,303

— 7,004 1,477 (96) 8,385

OPERATING INCOME.........ccccocenviniiiinienns — 642 172 — 814
OTHER INCOME (EXPENSE):

Equity in earnings of subsidiaries................. 494 74 — (568) —

INterest, Nt .....vcveeeee e 9 (13) 3) — (25)

Intercompany charges, Net........c.ccccvevvvreene 12 (13) 1 — —

Other, Net ... (3) 1 — — (2)
INCOME BEFORE INCOME TAXES............ 494 691 170 (568) 787

Provision for income taxes .......ccccoevververenen. — 245 48 — 293
NET INCOME.......cccoviiieiieiee e $ 494 $ 446 $ 122 3 (568) $ 494

CONDENSED CONSOLIDATING STATEMENTS OF INCOME
Three Months Ended August 31, 2006
Guarantor Non-guarantor
Parent Subsidiaries _ Subsidiaries Eliminations Consolidated

REVENUES ..o, $ — ¢ 7,468 $ 1,162 $ (85) $ 8,545
OPERATING EXPENSES:

Salaries and employee benefits..................... 27 2,870 388 — 3,285

Purchased transportation............c.ccccoeeveennen. — 729 174 (7 896

Rentals and landing fees..........ccocoovniiennne. — 514 56 — 570

Depreciation and amortization...................... — 362 37 — 399

FUBL ..o — 904 37 — 941

Maintenance and repairs ...........c.ccocverevrnenn — 497 18 — 515

Intercompany charges, net..........ccccccevenene. (50) (31) 81 — —

OtNEN .t 23 1,037 173 (78) 1,155

— 6,882 964 (85) 7,761

OPERATING INCOME.........cccooovreiniieiinienas — 586 198 — 784
OTHER INCOME (EXPENSE):

Equity in earnings of subsidiaries................. 475 114 — (589) —

INtErest, NBL ....ocveeee e 1 (10) — — 9

Intercompany charges, net.........cccocoeevvvrenne. 1 9) 8 — —

Other, NEL....veece e (2) (1) (2) — (5)
INCOME BEFORE INCOME TAXES............ 475 680 204 (589) 770

Provision for income taxes .........cc.ccoeeveeuenne. — 237 58 — 295
NET INCOME.......cccovviiieiseiee e $ 475 § 443 $ 146 $ (589) $ 475
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CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
Three Months Ended August 31, 2007

Guarantor  Non-guarantor
Parent  Subsidiaries _ Subsidiaries  Eliminations Consolidated

CASH PROVIDED BY OPERATING

ACTIVITIES ...t $ 123 $ 637 $ 43 $ — $ 803
INVESTING ACTIVITIES
Capital expenditures ..........ccooeeeereeereiienennenns — (699) (67) — (766)
Proceeds from asset dispositions and other .. — (7) 2 — (5)
CASH USED IN INVESTING ACTIVITIES.. — (706) (65) — (771)
FINANCING ACTIVITIES
Net transfers (to) from Parent...................... (86) 87 Q) — —
Principal payments on debt.............ccccocevnenee. (505) Q) (D) — (507)
Proceeds from stock issuances...................... 40 — — — 40
Excess tax benefit on the exercise of stock
o] 01410 ] 1 9 — — — 9
Dividends paid........ccccocvervinineineneeee (31) — — — (31)
CASH (USED IN) PROVIDED BY
FINANCING ACTIVITIES ..o (573) 86 (2) — (489)

CASH AND CASH EQUIVALENTS..............
Net (decrease) increase in cash and cash

EQUIVAIENTS ... (450) 17 (24) — (457)
Cash and cash equivalents at beginning of

0121 [0 Lo 1,212 124 233 — 1,569
Cash and cash equivalents at end of period...... $ 762 $ 141 $ 209 $ — $ 1,112

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 ..........ccooeeeereeereienennenns — (655) (44) — (699)
Proceeds from asset dispositions and other .. — 1 4 5

CASH USED IN INVESTING ACTIVITIES.. — (654) (40) — (694)
FINANCING ACTIVITIES
Net transfers (to) from Parent....................... (245) 237 8 — —
Proceeds from debt issuance.............cc.cccuc.... 999 — — — 999
Principal payments on debt.............ccccocevnee. (200) (21) — — (221)
Proceeds from stock issuances...................... 30 — — — 30
Excess tax benefit on the exercise of stock
o] 011 T0] 1 6 — — — 6
Dividends paid.........ccccvevivveiveiiencienenesens (28) — — — (28)
Other, NEL....vvecee e (4) — — — (4)
CASH PROVIDED BY FINANCING
ACTIVITIES ..ot 558 216 8 — 782
CASH AND CASH EQUIVALENTS
Net increase in cash and cash equivalents ........ 681 36 36 — 753
Cash and cash equivalents at beginning of
01211 [0 Lo 1,679 114 144 — 1,937

Cash and cash equivalents at end of period...... $ 2360 $ 150 $ 180 3 — $ 2,690
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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, 2007, and the
related condensed consolidated statements of income and cash flows for the three-month periods ended August 31,
2007 and 2006. 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 a whole. 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, 2007, 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 9, 2007, 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, 2007, is fairly stated, in all material respects, in relation to the
consolidated balance sheet from which it has been derived.

/sl Ernst & Young LLP

Memphis, Tennessee
September 19, 2007
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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 on Form 10-K for the year
ended May 31, 2007 (“Annual Report”). Our Annual Report includes additional information about our significant
accounting policies, practices and the transactions that underlie our financial results, as well as our detailed
discussion of the most significant risks and uncertainties associated with our financial and operating results.

We provide a broad portfolio of transportation, e-commerce and business services through companies competing
collectively, operating independently and managed collaboratively under the respected FedEx brand. Our major
service lines include Federal Express Corporation (“FedEx Express”), the world’s largest express transportation
company; FedEx Ground Package System, Inc. (“FedEx Ground”), a leading provider of small-package ground
delivery services; and FedEx Freight Corporation, a leading U.S. provider of less-than-truckload (“LTL”) freight
services. The FedEx Services segment provides customer-facing sales, marketing and information technology
support, as well as retail access for customers through FedEx Kinko’s Office and Print Services, Inc. (“FedEx
Kinko’s”), primarily for the benefit of FedEx Express and FedEx Ground. 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:
 the overall customer demand for our various services;

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

 the mix of services purchased by our customers;

 the prices we obtain for our services, primarily measured by yield (average price per shipment or pound or
average price per hundredweight for FedEx Freight LTL Group shipments);

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

 the timing and amount of fluctuations in fuel prices and our ability to recover incremental fuel costs through our
fuel surcharges.

Except as otherwise specified, references to years indicate our fiscal year ending May 31, 2008 or ended May 31 of

the year referenced and comparisons are to the corresponding period of the prior year. References to our
transportation segments include, 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 (dollars in millions, except per share amounts) for the three months ended August 31:

Percent

2007 2006 Change

REVENUES. ...ttt ettt sttt b et a et s b bt rere e $ 9,199 $ 8545 8

(@] oI LT o T ToTo] 1SS 814 784 4
OPErating MAIGIN.......ccveiverireieeeeeee e se e e se e e e e st sresreere e e eseeseeneeseesrennes 8.8% 9.2% (40) bp

N AT o] o TS $ 494 § 475 4

Diluted earnings Per SNAIE ...........coveiiiiiiie s $ 158 ¢$ 153 3

The following table shows changes in revenues and operating income by reportable segment for the three months
ended August 31, 2007 compared to 2006 (in millions):

Revenues Operating Income

Dollar Percent Dollar  Percent
Change Change Change _Change

FEedEX EXPress SEGMENT.......cccciiviiiiieiireiee ettt snns $ 249 4 $ 44 9
FEdEX Ground SEgMENT .......cccveieeririese et sne s 201 14 31 19
FedEX Freight Segment ) .........o.ivoeeeeeeeeeeeeeeee e 220 22 (45) (30)
FedEX SErviCes SEgMENT.......ccciriiiirieiiiriesese st (2) NM — —
Other and ElIMINALIONS........cociiiiieiie e (14) NM — NM

$ 654 8 $ 30 4

@ FedEx Freight segment results for 2008 include the results of FedEx National LTL, which was acquired in the
second quarter of 2007.

The following graphs for FedEx Express, FedEx Ground and the FedEx Freight LTL Group show selected volume
statistics (in thousands) for the five most recent quarters:

Average Daily Paclkage Volune Average Daily LTL Shipments

FedFx Fxpress and FedEx Ground FedEx Freight LTL Group
3.800 - 100 4
3,600 30733 s

3,329 a0 &1
3400 { 3234 a0 .
3,200 v

20

5242 1
i~ P aan -0

2,800 1 2928 [

2,600 : : : : | a0 . . . . |
QL2007 Q22007 Q32007 Q42007 Q1 2004 OL2007 Q22007 Q32007 G4 2007 Q1 2008
—+—FedEx Express  —8—FedEx Ground —=—FedEx Freight LTL Group
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The following graphs for FedEx Express, FedEx Ground and the FedEx Freight LTL Group show selected yield
statistics for the five most recent quarters:

FedEx Express FedEx Ground *’
Revenue per Package - Yield Revenue per Package - Yield
$3000 - £9.00 -
#8004 $T43 $7.41
$25.00 712 3704 $7.26
$21.83 #2180 42131 ._‘_‘_._—____,..-—-—-'"_._'_.
20,79 i
A $2070 ¥ ' X $7.00
$2000 - y )
$E.00
$15.00 T . T T ) £5.00 T T T T :
Giz007 Q22007 Q32007 G4 ROOT Q12008 c 2007 Q22007 Q32007 Q42007 G 2003
==fp==TFedEx Express —8— FedE:x Ground
FedEx Freight LTL Group
LTL Revenue per Hundredweight - Yield
$24.00 -
2200 4
$13.29
$2000 - $1873  $leEs PO
#17.40
$12.00 -
Fle00 -
$14.00 T T T T \

CH2007 Q22007 Q22007 Q42007 O12002

—dr—FedEx Freight LTL Group

@ package statistics do not include the operations of FedEx SmartPost.

Overall results for the first quarter of 2008 were restrained by the continued softening economic environment in the
U.S., which is limiting the demand for our U.S. domestic package and LTL freight services, and reduced
profitability at the FedEx Freight segment due to operating losses at FedEx National LTL. Strong growth at FedEx
Ground, partially offset by higher legal costs, and growth in international shipments at FedEx Express favorably
impacted our quarterly results. Lower variable incentive compensation and reduced retirement plans costs partially
mitigated the impact of the softening U.S. economy on overall results.

Revenue growth for the first quarter of 2008 was primarily attributable to strong volume growth at FedEx Ground
and continued growth in FedEx Express International Priority (“IP”) volumes. FedEx Freight segment revenue
growth was due to the inclusion of FedEx National LTL, which was acquired in the second quarter of 2007. Growth
at FedEx Ground and in our IP volumes offset slight declines in U.S. domestic package volumes and the impact of
weaker volumes in our LTL freight businesses as a result of the soft U.S. economy.

Operating income increased marginally in the first quarter of 2008, as revenue growth was largely offset by planned
spending on initiatives associated with improving customer service and productivity. Lower operating income at the
FedEx Freight segment due to operating losses at FedEx National LTL from integration activities and soft volumes,
and our reduction of the fuel surcharge on LTL freight shipments negatively impacted operating income in the first
quarter of 2008. Improved operating margins at FedEx Ground and FedEx Express were more than offset by
reduced profitability at FedEx Freight, causing consolidated margins to decline for the quarter.
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While fuel expense increased approximately 2% during the first quarter of 2008, fuel surcharges were not sufficient
to mitigate the effect of higher fuel costs on our operating results based on a static analysis of the year-over-year
changes in fuel prices compared to changes in fuel surcharges. Though fluctuations in 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 2008 and 2007 in the following
discussions of each of our transportation segments. During the first quarter of 2008, we announced a reduction of
our LTL fuel surcharges by 25% effective July 23, 2007 to assist customers, who are facing both a challenging
economy and high fuel prices.

Net interest expense increased during the first quarter of 2008 primarily due to increased legal costs, higher debt
balances and decreased interest income from lower cash balances.

Our effective tax rate was 37.2% for the first quarter of 2008 and 38.3% for the first quarter of 2007. The 2008 tax
rate was lower than the 2007 rate primarily due to a favorable tax audit adjustment and to increased international
earnings permanently reinvested in our global network outside the United States. We expect the effective tax rate to
be between 37.5% and 38.0% for the remainder of 2008. The actual rate will depend on a number of factors,
including the amount and source of operating income.

Outlook

We expect our revenue growth rates to moderate from 2007 across all segments for the remainder of 2008, as the
continued softness of the U.S. economy is expected to restrain demand for U.S. domestic package and LTL freight
services. Earnings growth for the remainder of 2008 is expected to be driven by revenue growth, primarily from IP
services at FedEx Express and increased volumes at FedEx Ground, as well as cost containment initiatives. We
expect that the LTL fuel surcharge reduction will have a negative impact on revenue and earnings for the remainder
of 2008; however, this change is expected to strengthen us competitively and drive incremental volumes over the
long-term. We continue to expect our earnings in 2008 to be below our long-term goal of 10% to 15% annual
earnings growth due to the softening U.S. economy and planned investments in our businesses; however, we remain
optimistic about the long-term prospects for all of our business segments.

We expect to continue to make significant investments to expand our global networks and broaden our service
offerings, in part through the integration and expansion of FedEx National LTL and our international investments.
Our planned investments for 2008 are focused on support for long-term volume growth, such as additional or
expanded facilities and new aircraft, improvements in service levels, and improvements to productivity, including
updates and enhancements to our technology capabilities.

All of our businesses operate in a competitive pricing environment, exacerbated by continuing volatile fuel prices.
Historically, our fuel surcharges have generally been sufficient to offset incremental fuel costs; however, volatility
in fuel costs may impact earnings because adjustments to our fuel surcharges lag changes in actual fuel prices paid.
Therefore, the trailing impact of adjustments to our fuel surcharges can significantly affect our earnings in the short-
term.

See “Forward-Looking Statements” for a discussion of potential risks and uncertainties that could materially affect
our future performance.
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NEW ACCOUNTING PRONOUNCEMENTS

New accounting rules and disclosure requirements can significantly impact the comparability of our financial
statements. We believe the following new accounting pronouncement is relevant to the readers of our financial
statements.

On June 1, 2007, we adopted Financial Accounting Standards Board (“FASB”) Interpretation No. (“FIN™) 48,
“Accounting for Uncertainty in Income Taxes.” This interpretation establishes new standards for the financial
statement recognition, measurement and disclosure of uncertain tax positions taken or expected to be taken in
income tax returns. The cumulative effect of adopting FIN 48 was immaterial. For additional information on the
impact of adoption of FIN 48, refer to Note 1 to the accompanying unaudited condensed consolidated financial
statements.

REPORTABLE SEGMENTS

FedEx Express, FedEx Ground and FedEx Freight represent our major service lines and, along with FedEx Services,
form the core of our reportable segments. Our reportable segments include 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 LTL Group:
FedEx Freight (regional LTL freight transportation)
FedEx National LTL (long-haul LTL freight transportation)
FedEx Custom Critical (time-critical transportation)
Caribbean Transportation Services (airfreight forwarding)

FedEx Services Segment FedEx Services (sales, marketing and information technology functions)
FedEx Kinko’s (document and business services and package acceptance)
FedEx Customer Information Services (“FCIS™) (customer service, billing and
collections)
FedEx Global Supply Chain Services (logistics services)

FEDEX SERVICES SEGMENT

The FedEx Services segment includes FedEx Services, which is responsible for our sales, marketing and information
technology functions, FCIS, which is responsible for customer service, billings and collections for FedEx Express
and FedEx Ground, and FedEx Global Supply Chain Services, which provides a range of logistics services to our
customers.

During the first quarter of 2008, we revised our reportable segments as a result of an internal reorganization of
FedEx Kinko’s. As a result, FedEx Kinko’s is now part of the FedEx Services segment. FedEx Services and FedEx
Kinko’s have missions that are uniquely aligned. FedEx Kinko’s provides retail access to our customers for our
package transportation businesses and an array of document and business services. FedEX Services provides access
to customers, through digital channels such as fedex.com. Under FedEx Services, FedEx Kinko’s will benefit from
the full range of resources and expertise of FedEx Services to continue to enhance the customer experience, provide
greater, more convenient access to the portfolio of services at FedEx, and increase revenues through our retail
network. As part of this reorganization, we will be pursuing synergies in sales, marketing, information technology
and administrative areas. Also, we are re-evaluating priorities for FedEx Kinko’s, including the rate of expansion for
new locations. With this reorganization, the FedEx Services segment is now a reportable segment. Prior year
amounts have been revised to conform to the current year segment presentation.
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FedEx Kinko’s will continue to be treated as a reporting unit for purposes of goodwill and tradename impairment
testing. A material change in our strategy for FedEx Kinko’s could trigger the need to perform an impairment test on
these assets in advance of our regularly scheduled annual tests in the fourth quarter.

The costs of providing the sales, marketing, and information technology functions of FedEx Services and the
customer service functions of FCIS, together with the net operating costs of FedEx Global Supply Chain Services
and FedEx Kinko’s, are allocated primarily to the FedEx Express and FedEx Ground segments based on metrics
such as relative revenues or estimated services provided. We believe these allocations approximate the net cost of
providing these functions.

FedEx Services segment revenues, which reflect the operations of FedEx Kinko’s and FedEx Global Supply Chain
Services, were flat year over year. Copy product revenues declined at FedEx Kinko’s, more than offsetting higher
package acceptance fees and revenue generated from new locations. Capital expenditures for the FedEx Services
segment are primarily associated with information technology investments and store expansion activities at FedEx
Kinko’s. FedEx Kinko’s continues to invest in a multi-year plan to open new locations, improve core services and
enhance its integrated digital document service network, supporting the company’s objective of being the back
office for local businesses and the remote office for traveling professionals. FedEx Kinko’s opened 90 new centers
during the first quarter of 2008.

The operating expenses line item “Intercompany charges” on the accompanying unaudited financial summaries of
our transportation segments includes the allocations from the FedEx Services segment to the respective
transportation 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 general corporate oversight, including executive officers and certain legal and finance functions.
Management evaluates segment financial performance based on operating income.

OTHER INTERSEGMENT TRANSACTIONS

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. These rates are adjusted from time to time based on
market conditions. Such intersegment revenues and expenses are eliminated in the consolidated results and 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 (dollars in

millions) for the three-month periods ended August 31:

Revenues:
Package:

U.S. OVErMIgNT DOX ..o
U.S. overnight eNVEIOPE........cvcv e
U.S. AEFEITEA ...

Total U.S. domestic package reVENUE..........ccccverereneseceeieeniese e
International Priority (IP).......cccocviiiiiiieiiceecce e
International domeStic M.............coovorveevereereceeeeee e,

International airfreight ...
Total freight FEVENUE.......cee it

OB @ e
TOtAl FEVENUES ...

Operating expenses:

Salaries and employee benefitS.........ccovvviiiiiiieicc e
Purchased tranSpOrtation..........c.ccveveieriererese s
Rentals and 1anding fE8S ......vevviiiiri e
Depreciation and amortization..........c.cceeveeereiienesie s
FUBL ettt nas
Maintenance and FEPAITS .........cvverveiririeirereesie e
INtErCOMPANY CRAIGES ......vevveeiiirieiiieic e
(@] 117 USROS
Total Operating EXPENSES ......ccerirerieiereeie et

OPEratiNg INCOME .....couviiiriiiiesie ettt bttt b bbbt e e e sae e

OPErating MAIGIN....ccccveiviiiieiieeeieee e ste e ste e e e e st e besresresre e e e e e sresbesresrenes

Percent
2007 2006 Change
1615 $ 1,654 2
512 511 —
711 705 1
2,838 2,870 Q)
1,820 1,665 9
156 52 NM
4814 4,587 5
593 607 2
292 248 18
94 104 (10)
979 959 2
96 94 2
5,889 5,640 4
2,060 2,002 3
280 263 6
411 398 3
230 205 12
800 798 —
402 398 1
515 502 3
672 599 12
5,370 5,165 4
519 $ 475 9
8.8% 8.4% 40 bp

@ International domestic revenues include our international domestic express operations in the United Kingdom,

Canada, India and China.
@ Other revenues includes FedEx Trade Networks.
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The following table compares selected statistics (in thousands, except yield amounts) for the three-month periods
ended August 31:

Percent
2007 2006  Change

Package Statistics ®
Average daily package volume (ADV):

U.S. OVEIMIGNT DOX . 1,139 1,166 2
U.S. OVErMIght ENVEIOPE.......ccviiicececc e 699 703 Q)
U.S. GEFEITEA ...t sbe e 863 855 1
Total U.S. dOmMEeStIC ADV ......ocviicieiie ettt sttt sne 2,701 2,724 Q)
P et bbbt ee e 496 466 6
INternational dOMESHIC @ ..........oveeveeeeeeeeee e eee et e et e et 279 44 NM
TOMAI ADV ..ottt 3,476 3,234 7
Revenue per package (yield):
U.S. OVEMIGNE DOX ...t $ 2183 % 2183 —
U.S. OVErNIght BNVEIOPE.. ..ot e 11.26 11.19 1
U.S. GEFEITEA ...t sttt sb e re b 12.67 12.69 —
U.S. dOMESLIC COMPOSITE ....vveeieiieiiestieieeee et e 16.17 16.21 —
P ettt R ettt bt b e 56.42 54.97 3
International dOMESHIC @...........o.vveieeieeeeese s 859 1833 NM
Composite package Yield ..........ccoeveiiiiiiieir e 21.31 21.83 2
Freight Statistics
Average daily freight pounds:
L0 OSSP SSOPRPRSRPRIN 8,843 9,374 (6)
International priority freight ... 2,025 1,775 14
International airfreight ... 1,752 1,899 (8)
Total average daily freight poUNdS...........ccoiiiiniiii 12,620 _ 13,048 (3)
Revenue per pound (yield):
L OO RSSTPRSPRTPRSN $ 103%$ 1.00 3
International priority freight ... 2.22 2.16 3
International airfreight .........ccovicie e 0.83 0.84 Q)
Composite freight Yield ..o 1.19 1.13 5

@ package and freight statistics include only the operations of FedEx Express.

@ International domestic statistics include our international domestic express operations in the United Kingdom,
Canada, India and China.

FedEx Express Segment Revenues

FedEx Express segment revenues increased 4% in the first quarter of 2008 primarily due to solid growth in IP
revenue, partially offset by decreases in U.S. domestic package revenues driven by the continued softening U.S.
economic environment. IP revenues grew 9%, on volume growth of 6% and yield improvement of 3%, with
continued growth in Asia, U.S. outbound and Europe. Significant increases in international domestic revenues were
driven by companies acquired in the second half of 2007 (primarily in the United Kingdom). Freight revenues grew
2% in the first quarter based principally on stronger international priority freight volumes.

IP volume growth during the first quarter of 2008 was primarily due to increased demand in Asia, resulting from
continued expansion of our services in Asian markets, as well as increases in the U.S. outbound and European
markets. U.S. domestic package volumes decreased 1% during the first quarter of 2008 primarily due to the impact
of the continued soft U.S. economy.

IP yield increased during the first quarter of 2008 primarily due to favorable exchange rates, increases in
international average weight per package and changes in region mix, which were partially offset by lower fuel
surcharges. International domestic yield decreased during the first quarter of 2008 primarily as a result of lower-
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yielding services at the companies acquired in the second half of 2007. Freight yield increased 5% due to changes in
service mix and an increase in the average rate per pound.

Our fuel surcharge is indexed to the spot price for jet fuel. Using this index, the U.S. domestic and outbound fuel
surcharge and the international fuel surcharges ranged as follows for the three month periods ended August 31:

2007 2006

U.S. Domestic and Outbound Fuel Surcharge:

I RSP ORUPRPRTN 13.50% 16.00%

[ [T ] o OO PSUSE PSPPSR 14.00 16.00

R AV =TT ) o B A=Y Vo [P 13.67 16.00
International Fuel Surcharges:

OV et R R R R bR R Rt Rt n e nn e nnenrers 12.00 12.50

[ 1T ] o OO PPEPSTEPRPRPRPRITIN 15.50 16.00

WEIGNTEA-BVEIAGE ...ttt bbbt b et 14.00 14.63

FedEx Express Segment Operating Income

During the first quarter of 2008, our operating income and operating margin improved as a result of revenue growth
and cost containment, including reduced retirement plans costs and lower variable incentive compensation.
Continued volume growth in IP services contributed to increased operating income, despite the softening U.S.
economy and its impact on U.S. domestic package revenues. Continued investment in domestic express services in
China, however, negatively impacted results in the first quarter of 2008.

Operating expense growth was constrained and lower than revenue growth in most categories, as cost controls were
in effect at FedEx Express and FedEx Services throughout the quarter. Purchased transportation costs increased 6%
in the first quarter of 2008 primarily due to the inclusion of our 2007 acquisitions and IP volume growth, which
required a higher utilization of contract pickup and delivery services and an increase in the cost of purchased
transportation. These increases were partially offset by the elimination of payments for pickup and delivery services
to our China joint venture due to its acquisition in the second half of 2007. Depreciation expense increased 12% in
the first quarter of 2008 primarily due to aircraft purchases and our 2007 acquisitions. Other operating expenses
increased 12% during the first quarter of 2008 principally due to the inclusion of our 2007 acquisitions and the
elimination of prior year net profits from our China joint venture due to its acquisition. Although fuel costs remained
fairly constant during the first quarter of 2008, fuel surcharges did not offset the effect of fuel costs on our year-
over-year operating results due to the timing lag that exists between when we purchase fuel and when our fuel
surcharges are adjusted, based on a static analysis of the year-over-year changes in fuel prices compared to changes
in fuel surcharges.

FEDEX GROUND SEGMENT

The following table compares revenues, operating expenses, operating income and operating margin (dollars in
millions) and selected package statistics (in thousands, except yield amounts) for the three month periods ended
August 31:

Percent

2007 2006  Change
REVENUES. ..ottt ettt ettt e st b et s e e nsene e nenrenenes $ 1618 $ 1,417 14

Operating expenses:

Salaries and employee DENEfitS.........ccovriiiniii e 260 241 8
Purchased tranSPOItatioN. ..........cooeiiiriiirerer s 620 553 12
RENEAIS ...ttt 43 36 19
Depreciation and amortization ............cccooeieiiienininee e 73 61 20
FUBL .ottt 34 31 10
MainteNaNCe aNd FEPAINS ........eovrveriiriiiierie ettt sbe e sne s 34 31 10
INtErCOMPANY ChAIGES ... .cveieie et sttt e e snens 159 134 19
(@11 SRS 205 171 20
Total OPErating EXPENSES.......ueivieieeierieriesiesreste e sre e e e e saesre e sresre e areereeseere s 1,428 1,258 14
L@ a L=l VLo T3 Tot o 1TSS $ 190 $ 159 19
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Percent
2007 2006  Change

@] 0TI 1T a0 0= 1o SR PRR 11.7% 11.2% 50 bp
Average daily package volume
FEAEX GrOUNG.......coviiiviei ettt ettt sare e sare e snre e 3,211 2,926 10
FEAEX SMAIMPOSE......oiiiiiiicieiese et 535 516 4
Revenue per package (yield)
FEAEX GIOUNG......covitiiiiiiiteiieeste ettt sttt sb et sb et b e ete e $ 741 $ 7.3 4
FEAEX SMAIPOSE.......coeiveteeecictiecietee ettt ettt sttt ess sttt et ne e e $ 201 $ 175 15

FedEx Ground Segment Revenues

Revenues increased 14% during the first quarter of 2008 principally due to continued strong volume and yield
growth. Average daily volumes at FedEx Ground rose 10% due to market share gains in our commercial business
and the continued growth of our FedEx Home Delivery service. Yield improvement during the first quarter of 2008
was primarily due to the impact of general rate increases, higher extra service revenue (primarily through our
residential, large package and additional handling surcharges) and dimensional rating. This increase was partially
offset by higher customer discounts and a lower average weight and zone per package.

FedEx SmartPost picks up and delivers shipments from customers and delivers them to various points within the
United States Postal Service (“USPS”) network for final delivery. FedEx SmartPost revenue and yield represent the
amount collected from customers net of postage paid to the USPS. Volumes and yields at FedEx SmartPost
increased in 2008 due to increased market share.

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

2007 2006
[0 TSSOSO U TP UTOTPRTPRPRPRTON 450% 4.25%
[ 1T o SO ST PT TP URTOTUTRRPRRTN 450 475
V=TT g1 T BN = Vo OO URURPRUPP 450 458

FedEx Ground Segment Operating Income

FedEx Ground segment operating income increased 19% during the first quarter of 2008, resulting principally from
revenue growth, improved productivity and effective cost controls. Depreciation expense increased 20% and rent
expense increased 19% in the first quarter of 2008 due to higher spending on material handling equipment and
facilities associated with our multi-year capacity expansion plan. While fuel costs increased 10% during the first
quarter of 2008, our fuel surcharge was sufficient to offset the effect of higher fuel costs on our operating results,
based on a static analysis of the year-over-year changes in fuel prices compared to changes in the fuel surcharge.
Intercompany charges increased 19% during the first quarter of 2008 primarily due to increased sales and marketing
and customer service charges. Other operating expenses increased 20% during the first quarter of 2008, primarily
due to higher legal costs.

New Independent Contractor Programs

As part of its ongoing effort to strengthen its independent contractor network, FedEx Ground is investing in a new
nationwide program which provides greater incentives to certain of its 15,000 contractors who choose to grow their
businesses by adding routes. Also, in response to current regulatory and legal uncertainty in California, FedEx
Ground is offering special incentives to encourage California-based single-route contractors to transform their
operations into multiple-route businesses or sell their routes to others. Current multiple-route business owners in
California are being offered additional incentives to grow their businesses by acquiring available routes. The costs of
the nationwide and California programs are not expected to be material.
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FEDEX FREIGHT SEGMENT

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

Percent
2007 2006 _Change
REVENUES. ......cviiiiietete ettt ettt sttt r et sttt bbbt et ebe e s s st b bbb beberenis $ 1,233 $ 1,013 22
Operating expenses:
Salaries and employee DENEFitS...... ..o 595 484 23
Purchased tranSpOrtation..........c.ccccieiuereieiese et 130 83 57
Rentals and 1anding fEES .......c.coviviii i 28 23 22
Depreciation and amortization..........cccceoeviieienesie s 57 31 84
FUBL et 130 112 16
MaintenanCe and FEPAITS ........civeiverieireieeee e se e se et e e et sre e e e eeeseees 47 32 47
INtErCOMPANY ChAIGES ... vvveiee et enees 21 14 50
(@13 1] SRS SRRTSPR 120 84 43
Total OPErating EXPENSES. ........cviirieieie ettt 1,128 863 31
OPErating iNCOME ....cuiiiiiicieetercce ettt bbbt en e $ 105 $ 150 (30)
OPEIrAtiNg MAGIN . ..c.eiuiiiertiiteite ettt sttt be bbb e bt e e e e aeseesbesbesneas 8.5% 14.8% (630) bp
Average daily LTL shipments (in thousands)...........ccccevvivveienenieniesnsiese e 79 70 13
Weight per LTL shipment (I0S) .....ccooiiiiiii e 1,131 1,130 —
LTL yield (revenue per hundredweight)..........ccccovveiiiiceie s $ 1939 $ 17.90 8

@ Includes the results of FedEx National LTL, which was acquired in the second quarter of 2007.
FedEx Freight Segment Revenues

FedEx Freight segment revenues increased 22% during the first quarter of 2008 as a result of the inclusion of the
results of FedEx National LTL. The inclusion of FedEx National LTL led to an increase in average daily LTL
shipments of 13% and contributed significantly to the LTL yield increase of 8%. Average daily LTL shipments
excluding FedEx National LTL declined slightly in the first quarter of 2008, as demand for services in the entire
LTL sector has been restrained by the slowing U.S. economy. LTL yield grew during the first quarter of 2008,
reflecting higher yields from longer-haul FedEx National LTL shipments; however, the year-over-year growth rate
was negatively impacted by the fuel surcharge reduction described below.

Effective July 23, 2007, FedEx Freight reduced its standard regional LTL fuel surcharge by 25% and FedEx
National LTL reduced its standard LTL fuel surcharge to levels commensurate with FedEx Freight. We made these
changes to assist our customers, who are facing a challenging economy and high fuel prices. The indexed LTL fuel
surcharge is based on the average of the national U.S. on-highway average prices for a gallon 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:

2007 2006
0TRSOOSOV TE U PTTURPTOR 145% 19.5%
HIGN bbb bbb £ b b £ b bt bbb bRt b et e b 19.7 212
V=TT g1 T B\ =T = Vo OSSR PRURPRO 17.1 20.4

FedEx Freight Segment Operating Income

FedEx Freight segment operating income decreased 30% in the first quarter of 2008, reflecting operating losses at
FedEx National LTL and slower year-over-year growth in regional LTL yield, including the impact of the fuel
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surcharge reduction described above. Operating losses at FedEx National LTL continue to be driven by softening
volumes due to the slower U.S. economy.

Along with incremental costs from FedEx National LTL (including amortization of acquired intangible assets),
depreciation expense increased due to equipment purchases to support on-going replacement requirements and long-
term volume growth. Purchased transportation increased due to the inclusion of FedEx National LTL, which uses a
higher proportion of these services, and higher rates paid to our third-party transportation providers. Maintenance
and repairs includes costs associated with the rebranding of FedEx National LTL, which is expected to be completed
during 2008. Management is focused on aligning costs with volume levels.

FINANCIAL CONDITION
LIQUIDITY
Cash and cash equivalents totaled $1.112 billion at August 31, 2007, compared to $1.569 billion at May 31, 2007.

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

2007 _ 2006
Operating activities:

NEE INCOMIE......ocvititetititie ettt bbb bbb se et sttt bbbttt es e e s s bbbt ebebebeberesenas $ 494 $ 475

NONCash Charges aNd CrEAIES .......ccueiieiiieite ettt be bbb e 567 447

Changes in operating assets and labilities..........ccccoviiiiiiiicieicc e (258) _ (257)
Cash provided by 0perating aCtiVItIES..........cciviiiiiiieiieie et 803 665
Investing activities:

Capital expenditures and other iNVesting aCtiVIties..........cccovvvvriviieieieeere e (771) _ (694)
Cash used IN INVESTING ACHIVITIES ......cveriee e r et re e ens (771) _ (694)
Financing activities:

Proceeds from debt ISSUANCES .......ccveruirieriie sttt st n e neeees — 999

Principal payments 0N GEDT..... ..ot et (507)  (221)

DIVIABNAS PAIH ...ttt bbbt b et b e b e bbb et ene e e neas (31) (28)

Proceeds from StOCK ISSUANCES.........ccueriiierierieste ettt sttt et se bbbt sbesbe e e 40 30

(@1 1] SRS RSTPRR 9 2
Cash (used in) provided by finanNCING ACtIVILIES.........ccccveiviiiiieicce e (489) 782

Net (decrease) increase in cash and cash eqUIVAIENTS ..........c.ccveveiiricrie v $ (457) $ 753

Cash Provided by Operating Activities. The $138 million increase in cash flows from operating activities in the first
quarter of 2008 was largely attributable to year-over-year reductions in variable incentive compensation payments.
We made tax-deductible voluntary contributions to our principal U.S. domestic pension plans of $110 million in the
first quarter of 2008 and $100 million during the first quarter of 2007. We expect to make tax-deductible voluntary
contributions to our qualified U.S. domestic pension plans for the remainder of 2008 at levels consistent with 2007.

Cash Used for Investing Activities. Capital expenditures during the first quarter of 2008 were 10% higher than the
prior year period largely due to planned expenditures for facility expansion at FedEx Express. See “Capital
Resources” below for further discussion.

Debt Financing Activities. We have a shelf registration statement filed with the Securities and Exchange
Commission (“SEC”) that allows us to sell, in one or more future offerings, any combination of our unsecured debt
securities and common stock. In August 2006, we issued $1 billion of senior unsecured debt under our shelf
registration statement, comprised of floating-rate notes totaling $500 million and fixed-rate notes totaling $500
million. The $500 million in floating-rate notes were repaid in August 2007. The fixed-rate notes bear interest at an
annual rate of 5.5%, payable semi-annually, and are due in August 2009. The net proceeds were used for working
capital and general corporate purposes, including the funding of several acquisitions during 2007.
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A $1.0 billion 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 a leverage 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)
that does not exceed 0.7 to 1.0. Our leverage ratio of adjusted debt to capital was 0.6 at August 31, 2007. We are in
compliance with this and all other restrictive covenants of our revolving credit agreement and do not expect the
covenants to affect our operations. As of August 31, 2007, no commercial paper was outstanding and the entire $1.0
billion under the revolving credit facility was available for future borrowings.

Dividends. We paid $31 million of dividends in the first quarter of 2008 and $28 million in the first quarter of 2007.
On August 17, 2007, our Board of Directors declared a dividend of $0.10 per share of common stock. The dividend
is payable on October 1, 2007, to stockholders of record as of the close of business on September 10, 2007.

Other Liquidity Information. We believe that our existing cash and cash equivalents, cash flow from operations, our
commercial paper program, revolving bank credit facility and shelf registration statement with the SEC are adequate
to meet our current and foreseeable future working capital and capital expenditure needs. In addition, other forms of
secured financing may be used to obtain capital assets if we determine that they best suit our needs for the
foreseeable future. We have been successful in obtaining investment capital, both domestic and international,
although the marketplace for such capital can become restricted depending on a variety 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 commercial 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 investments in 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, 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
2007 2006 Change Change

Aircraft and related EQUIPMENT ..........ccccceiiiiiiieiii e $ 287 $ 302 $ (15 (5)
Facilities and SOrt QUIPMENT ..........oiiiiiiiie e 158 101 57 56
Information and technology INVESTMENLS...........ccovevieiiniie i 90 86 4 5
VERNICIES ...t 164 163 1 1
(@] (o[- =0 (U] o] 1T | SRS 67 47 20 43

Total capital EXPENTItUIES .........c.cviviiriiciccce e $ 766 $ 699 $ 67 10
FEAEX EXPreSS SEUMENT.......curveririiiiririreeeeeeeeiereresesesesesesesessssssssssesesesesesessssssesessses $ 448 $ 394 $ 54 14
FEdEX Ground SEIMENT .......cviirieeitireeiistereeest ettt 132 134 2) @
FedEX Freight SEQMENT.....c.oiiirieiiiieest e 74 86 12) (14
FEdEX SErVICES SEOMENT.......iiiiiiiiieieie ettt e 112 85 27 32

Total capital EXPENAITUIES .......cooviiiieie e e 766 $ 699 $ 67 10
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Capital expenditures during the first quarter of 2008 were higher than the prior year period primarily due to
increased spending at FedEx Express for facility expansion and increased spending at FedEx Services associated
with the addition of new locations at FedEx Kinko’s. We expect capital expenditures of approximately $3.5 billion
for 2008, compared to $2.9 billion in 2007; however, we are reviewing the timing of our capital expenditures which
could result in lower spending for the year. Much of the anticipated increase in 2008 is on spending to support long-
term volume growth, such as additional or expanded facilities and new aircraft. We also plan to continue to invest in
our technology capabilities to improve productivity and service levels.

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 also 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, 2007. 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
liabilities at August 31, 2007. Accordingly, this table is not meant to represent a forecast of our total cash
expenditures for any of the periods presented.

Payments Due by Fiscal Year
(in millions)

There-
2008 2009 2010 2011 2012 _ after Total

Amounts reflected in Balance Sheet:
Long-term debt .........cccoeveveveriiciiicceie, $ 16$ 530% 499 % 250 % —$ 539% 1,834
Capital lease obligations @ © 97 13 97 8 8 137 360

Other cash obligations not reflected in
Balance Sheet:

Unconditional purchase obligations ©.......... 1,019 1,154 1,146 738 87 164 4,308
Interest on long-term debt............cccocevvnene. 77 112 79 65 47 1,553 1,933
Operating 16ases @..........c.cccocvvvvrvversrrnnnnn. 1327 _ 1546 _ 1357 1190 _ 1,058 _ 6902 _ 13,380

TOtAl e $ 2536 $ 3,355 $ 3,178 $ 2,251 $ 1,200 $ 9,295 $ 21,815

@ Cash obligations for the remainder of 2008.
@ 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. The underlying liabilities insured by these instruments are reflected in
our balance sheets, where applicable. Therefore, no additional liability is reflected for the surety bonds and letters of
credit themselves.

-34-



We have other long-term liabilities reflected in our balance sheet, including deferred income taxes, obligations or
interest for tax positions under FIN 48 (as described in Note 1), qualified and 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.

Other Cash Obligations Not Reflected in Balance Sheet

The amounts reflected in the table above for purchase commitments represent non-cancelable 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, 2007. In the past, we financed a significant portion of our aircraft needs (and certain other equipment
needs) using operating leases (a type 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 financial 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 financial statements of a large, global
corporation. However, even under optimal circumstances, estimates routinely require adjustment based on changing
circumstances and new or better information.

As discussed in our Annual Report, during the first quarter of 2008, we updated our critical accounting estimates by
adding “Contingencies” and removing “Revenue Recognition.” As discussed in Note 1 to the accompanying
unaudited condensed consolidated financial statements and previously in this MD&A, we adopted new accounting
rules for income taxes under FIN 48 in 2008. The cumulative effect of adopting FIN 48 was immaterial; however,
FIN 48 substantially increases the sensitivities of the estimation process used in the accounting for and reporting of
tax contingencies. In addition, as discussed in Note 9 to our unaudited condensed consolidated financial statements,
we are involved in various legal proceedings that require complex and judgmental decisions regarding reserves and
disclosures. Based on these factors we added the “Contingencies” category to our critical accounting estimates in the
first quarter of 2008.

Information regarding our critical accounting estimates can be found in our Annual Report, including Note 1 to the
financial statements therein. Management has discussed the development and selection of these critical accounting
estimates with the Audit Committee of our Board of Directors and with our independent registered public
accounting firm.
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CONTINGENCIES
Tax Contingencies

We are subject to income and operating tax rules of the U.S., and its states and municipalities, and of the foreign
jurisdictions in which we operate. Significant judgment is required in determining income tax provisions as well as
deferred tax asset and liability balances and the evaluation of tax positions due to the complexity of these rules and
their interaction with one another. We account for income taxes under SFAS 109, Accounting for Income Taxes, by
recording both current taxes payable and deferred tax assets and liabilities. Our provision for income taxes is based
on domestic and international statutory income tax rates in the jurisdictions in which we operate.

We account for operating taxes based on multi-state and local taxing jurisdiction rules in those areas in which we
operate. Provisions for operating taxes are estimated based upon these rules, asset acquisitions and disposals,
historical spend and other variables. These provisions are consistently evaluated for reasonableness against
compliance and risk factors.

Tax contingencies arise from uncertainty in the application of tax rules throughout the many jurisdictions in which
we operate. These tax contingencies are impacted by several factors, including tax audits, appeals, litigation,
changes in tax laws and other rules, and changes in our business, among other things, in the various federal, state,
local and foreign tax jurisdictions in which we operate. We regularly assess the potential impact of these factors for
the current and prior years to determine the adequacy of our tax provisions. We continually evaluate the likelihood
and amount of potential adjustments and adjust our tax positions, including the current and deferred tax liabilities in
the period in which the facts that give rise to a revision become known. In addition, management considers the
advice of third parties in making conclusions regarding tax consequences.

Effective June 1, 2007, we began to measure and record income tax contingency accruals in accordance with FIN
48. The cumulative effect of adopting FIN 48 was immaterial. Upon adoption, our liability for tax positions under
FIN 48 was $72 million. We previously accounted for such contingencies using the provisions of Statement of
Financial Accounting Standards No. 5, “Accounting for Contingencies” (“SFAS 5”). Under FIN 48, we recognize
tax benefits only for income tax positions that are more likely than not to be sustained upon examination by tax
authorities. The amount recognized is measured as the largest amount of benefit that is greater than 50 percent likely
to be realized upon settlement with the taxing authority. Unrecognized tax benefits are tax benefits claimed in our
tax returns that do not meet these recognition and/or the measurement standards. We classify interest related to
income tax liabilities as interest expense and, if applicable, penalties are recognized as a component of income tax
expense.

We measure and record operating tax contingency accruals in accordance with SFAS 5. SFAS 5 requires an accrual
of estimated loss from a contingency, such as a legal proceeding or claim, when it is probable that a loss will be
incurred and the amount of the loss can be reasonably estimated.

Other Contingencies

Because of the complex environment in which we operate, we are subject to legal proceedings and claims that arise
in the ordinary course of business. These include general business matters as well as employment-related matters.
Our material pending legal contingencies are described in Note 9 to our unaudited condensed consolidated financial
statements. In the opinion of management, the aggregate liability, if any, of individual matters or groups of matters
not specifically described in Note 9 is not expected to be material to our financial position, results of operations or
cash flows. We account for non-income tax contingencies in accordance with SFAS 5. SFAS 5 requires an accrual
of estimated loss from a contingency, such as a legal proceeding or claim, when it is probable that a loss will be
incurred and the amount of the loss can be reasonably estimated. SFAS 5 requires disclosure of a loss contingency
matter when, in management’s judgment, a material loss is reasonably possible or probable of occurring.

Our legal department maintains thorough processes to identify, evaluate and monitor the status of litigation matters
as they arise and develop. Management has regular litigation and contingency reviews, including updates from
internal and external counsel, to assess the need for accounting recognition of a loss or disclosure of these
contingencies. In determining whether a loss should be accrued or a loss contingency disclosed, we evaluate, among
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other factors, the degree of probability of an unfavorable outcome or settlement and the ability to make a reasonable
estimate of the amount of loss. Events may arise that were not anticipated and the outcome of a contingency may
result in a loss to us that differs from our previously estimated liability. These factors could result in a material
difference between estimated and actual operating results.

FORWARD-LOOKING STATEMENTS

Certain statements in 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:

I3

» economic conditions in the global markets in which we operate;

» the impact of any international conflicts or terrorist activities on the United States and global economies in
general, the transportation industry or us in 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, which can adversely affect shipment levels;

» 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 surcharges
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;

e 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;

« changes in foreign currency exchange rates, especially in the euro, Chinese yuan, Canadian dollar, British pound
and Japanese yen, which can affect our sales levels and foreign currency sales prices;

» our ability to defend against challenges to 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;

» 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;

» ashortage 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;
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 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;

» 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;

» widespread outbreak of an illness 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,
especially given the capital intensity of our operations and the current volatility of credit markets; 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 a result of these and other factors, no assurance can be given as to our future results and achievements.
Accordingly, a forward-looking statement is neither a prediction nor a guarantee of future events or circumstances
and those future events or circumstances may not occur. You 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 a result of new information, future events or otherwise.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

During the first quarter of 2008, we repaid our $500 million of outstanding floating-rate senior unsecured debt, as
described in Note 4 to the accompanying condensed consolidated financial statements. As of August 31, 2007, there
had been no other material changes in our market risk sensitive instruments and positions since the disclosure in our
Annual Report. While we are a global 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
gains in other areas of the world. The principal foreign currency exchange rate risks to which we are exposed are in
the euro, Chinese yuan, Canadian dollar, British pound and Japanese yen. Foreign currency fluctuations during the
three-month period ended August 31, 2007 did not have a material effect on our results of operations.

While we have market risk for changes in the price of jet and diesel fuel, this risk is largely mitigated by our fuel
surcharges. However, our fuel surcharges have a lag that exists before they are adjusted for changes in 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 FedEX, with the participation of our principal executive and financial 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, 2007 (the end of the
period covered by this Quarterly Report on Form 10-Q).

During our fiscal quarter ended August 31, 2007, no change occurred in our internal control over financial reporting
that has materially affected, or is reasonably 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

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 Financial Condition™) in response
to Part I, Item IA of Form 10-K.

Item 6. Exhibits

Exhibit

Number Description of Exhibit

10.1 Amendment dated June 20, 2007 and Amendment dated July 31, 2007, each amending the
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.

12.1 Computation of Ratio of Earnings to Fixed Charges.

15.1 Letter re: Unaudited Interim Financial Statements.

31.1 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.

31.2 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.

321 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.

32.2 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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SIGNATURE

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 21, 2007 /s/ JOHN L. MERINO
JOHN L. MERINO
CORPORATE VICE PRESIDENT
PRINCIPAL ACCOUNTING OFFICER
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EXHIBIT INDEX

Exhibit

Number Description of Exhibit

10.1 Amendment dated June 20, 2007 and Amendment dated July 31, 2007, each amending the
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.

12.1 Computation of Ratio of Earnings to Fixed Charges.

15.1 Letter re: Unaudited Interim Financial Statements.

31.1 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.

31.2 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.

321 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.

32.2 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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Exhibit 10.1
AMENDMENT
_THIS AMENDMENT (“Amendment”) dated the 20th day of June, 2007, and effective May 28, 2007, (the
“Effective Date™) amends the Transportation Agreement dated as of July 31, 2006 (the “Agreement”) between The
United States Postal Service (“USPS”) and Federal Express Corporation (“FedEx™).

Preamble

WHEREAS, USPS and FedEx entered into the Agreement in order to provide for the transportation and delivery
of the Products (as such term is defined in the Agreement);

WHEREAS, the parties amended the Agreement by means of that certain Amendment dated November 30,
2006. The parties now desire to further amend certain provisions of the Agreement as set out in this Amendment;

NOW, THEREFORE, in consideration of the mutual covenants and agreements contained in this Amendment,
the parties agree as follows:

1. On the Effective Date, the parties delete Exhibit B-1 attached to the Agreement and substitute in its place
Exhibit B-1 attached to this Amendment.

2. All capitalized terms not otherwise defined in this Amendment shall have the meanings set forth in the
Agreement.

3. Except as amended by this Amendment, the terms and conditions of the Agreement shall remain in full force
and effect and are ratified and confirmed in all respects.

IN WITNESS WHEREOF, the parties have signed this Amendment in duplicate, one for each of the Parties, as
of June 20, 2007.

THE UNITED STATES POSTAL SERVICE
By: /s/ LESLIE A. GRIFFITH

Title: Air Transportation CMC,
US Postal Service Supply Management

FEDERAL EXPRESS CORPORATION

By: /s/ PAUL J. HERRON
Title: VP, Postal Transportation Management




ATTACHMENT 1 TO EXHIBIT B
TRUCKING LOCATIONS
Effective May 28, 2007, the Trucking Locations are as follows:
[*]

The list of Trucking Locations may be amended during the term of the Agreement by mutual agreement of the
parties.

* Blank spaces contained confidential information which has been filed separately with the Securities and
Exchange Commission pursuant to Rule 24b-2 under the Securities Exchange Act of 1934, as amended.



VIA OVERNIGHT DELIVERY
July 31, 2007

United States Postal Service

475 L’Enfant Plaza S.W.

Room 4900

Washington, D.C. 20260-6210

Attention: Manager, Transportation Portfolio

RE: Transportation Agreement dated July 31, 2006 (the “Transportation Agreement”)
between the United States Postal Service (the “USPS™) and Federal Express Corporation (“FedEXx”)
Schedule Periods of July 2007 and August 2007

Dear Sir or Madam:

If the USPS fails to meet the Minimum Guaranteed VVolume for either of the July 2007 or August 2007 Schedule
Periods (the deficiency for each Schedule Period referred to as the “Deficiency Amount”), the parties [ * ].

If the USPS meets or exceeds the Minimum Guaranteed VVolume for either or both of the July 2007 or August 2007
Schedule Periods, [ * ].

By signing this letter, the USPS and FedEx agree to this amendment of the Transportation Agreement. All
capitalized terms have the meanings set out in the Transportation Agreement.

Please sign both counterparts of this letter, retain one for the USPS’ records, and return the other fully executed
counterpart to:

* Blank spaces contained confidential information which has been filed separately with the Securities and
Exchange Commission pursuant to Rule 24b-2 under the Securities Exchange Act of 1934, as amended.



Myla Williams

Federal Express Corporation
3620 Hacks Cross Road
Building B, 3" Floor
Memphis, Tennessee 38125
(901) 434-8362

If you should have any questions, please call Ron Stevens at (901) 434-8954 or Myla Williams at (901) 434-8362.
Thank you.

Sincerely,

FEDERAL EXPRESS CORPORATION

/sl PAUL HERRON

Paul Herron

Vice President

Postal Transportation Management

AGREED TO AND ACCEPTED this 1* day of August, 2007.
THE UNITED STATES POSTAL SERVICE

By: /s/ LESLIE A. GRIFFITH

Its:  Air Transportation CMC, US Postal Service Supply Management
The “USPS”

cc. Karren Vance



EXHIBIT 12.1

FEDEX CORPORATION
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
(UNAUDITED)
(IN MILLIONS, EXCEPT RATIOS)

Three Months Ended
August 31, Year Ended May 31,
2007 2006 2007 2006 2005 2004 2003

Earnings:
Income before income taxes..........c.ccceevevnes $ 787 $ 770 $ 3215 $ 2,899 $ 2,313 $ 1,319 $ 1,338
Add back:
Interest expense, net of capitalized interest .. 41 31 136 142 160 136 124
Amortization of debt issuance costs.............. 1 1 6 5 6 7 4
Portion of rent expense representative of
interest factor ........ccocveveveveieic s 194 200 766 842 800 712 713
Earnings as adjusted ..........ccocooeeneiiiennicnen $ 1023 $ 1,002 $ 4123 $ 3888 $ 3,279 $ 2174 $ 2,179
Fixed Charges:
Interest expense, net of capitalized interest.. $ 41 $ 31 $ 136$ 142 3% 160 $ 136 $ 124
Capitalized interest ..........cccoeveieieieicnennns 10 10 34 33 22 11 16
Amortization of debt issuance costs.............. 1 1 6 5 6 7 4
Portion of rent expense representative of
interest factor .........ccoevvveveivenevee 194 200 766 842 800 712 713

$ 246 $ 242 $ 942 $ 1022 $ 988 $§ 866 $ 857

Ratio of Earnings to Fixed Charges.................. 4.2 4.1 4.4 3.8 3.3 2.5 2.5




EXHIBIT 15.1

The Board of Directors and Stockholders
FedEx Corporation

We are aware of the incorporation by reference in the Registration Statements (Form S-8 Nos. 33-55055, 333-
03443, 333-45037, 333-71065, 333-34934, 333-55266, 333-100572, 333-111399, 333-121418, 333-130619 and
Form S-3 No. 333-136253) of FedEx Corporation and in the related Prospectuses, of our report dated September 19,
2007, relating to the unaudited condensed consolidated interim financial statements of FedEx Corporation that are
included in its Form 10-Q for the quarter ended August 31, 2007.

/s/ Ernst & Young LLP

Memphis, Tennessee
September 21, 2007



EXHIBIT 31.1

CERTIFICATION 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

I, Frederick W. Smith, certify that:
1. I have reviewed this quarterly report on Form 10-Q of FedEx Corporation (the “registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

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

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(@) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: September 21, 2007

/sl Frederick W. Smith
Frederick W. Smith
Chairman, President and
Chief Executive Officer




EXHIBIT 31.2

CERTIFICATION 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

I, Alan B. Graf, Jr., certify that:
1. I have reviewed this quarterly report on Form 10-Q of FedEx Corporation (the “registrant”);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

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

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(@) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: September 21, 2007

/s/ Alan B. Graf, Jr.

Alan B. Graf, Jr.

Executive Vice President and
Chief Financial Officer




EXHIBIT 32.1

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

In connection with the Quarterly Report of FedEx Corporation (“FedEx™) on Form 10-Q for the period ended
August 31, 2007 as filed with the Securities and Exchange Commission on the date hereof (the “Report™), I,
Frederick W. Smith, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

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

Date: September 21, 2007

/sl Frederick W. Smith
Frederick W. Smith
Chairman, President and
Chief Executive Officer




EXHIBIT 32.2

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

In connection with the Quarterly Report of FedEx Corporation (“FedEx™) on Form 10-Q for the period ended
August 31, 2007 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Alan B.
Graf, Jr., certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and
results of operations of FedEX.

Date: September 21, 2007

s/ Alan B. Graf, Jr.

Alan B. Graf, Jr.

Executive Vice President and
Chief Financial Officer




