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PART . FI NANCI AL | NFORVATI ON

ltem 1. Financial Statenents

FEDEX CORPORATI ON
CONDENSED CONSOLI DATED BALANCE SHEETS
(IN M LLI ONS)

ASSETS
Novenber 30,
2001 May 31
(Unaudi t ed) 2001
Current Assets:
Cash and cash equivalents........................... $ 248 $ 121
Recei vabl es, | ess allowances of $104 and $96........ 2,521 2,506
Spare parts, supplies and fuel...................... 255 269
Deferred income taxes............. .. 529 488
Prepai d expenses and other.......................... 97 117
Total current assets........... ... ... 3, 650 3,501
Property and Equiprment, at Cost........................ 17,082 16, 412
Less accunul at ed depreciation and anortization...... 8, 756 8,312
Net property and equipment....................... 8, 326 8,100
O her Assets:
Goodwi Il .. 1, 027 1, 052
O her. . 688 739
Total other assets............ . . ... . . ... .. .. 1,715 1,791

$13, 691 $13, 392

See acconpanyi ng Notes to Condensed Consol i dated Fi nancial Statenents.



FEDEX CORPORATI ON
CONDENSED CONSOLI DATED BALANCE SHEETS
(I'N M LLIONS, EXCEPT SHARES AND PER SHARE AMOUNTS)

LI ABILITIES AND STOCKHOLDERS' | NVESTMENT

Novenmber 30,
2001 May 31
(Unaudi t ed) 2001
Current Liabilities:
Current portion of long-termdebt................... $ 200 $ 221
Accrued sal aries and enpl oyee benefits.............. 658 700
Accounts payable...... ... .. ... 1,171 1, 256
AcCrued exXPenSeS. . .. ..t 1,112 1,073
Total current liabilities........................ 3,141 3, 250
Long- Term Debt, Less Current Portion................... 1, 896 1, 900
Deferred Income TaXxes. ... ... ... 520 508
Oher Liabilities. .. ... ... . . . . . 1, 881 1,834
Conmi t ments and Contingencies (Note 7)
Common St ockhol ders' | nvest nment:
Conmon stock, $.10 par val ue;
800, 000, 000 shares authorized, 298,573, 387
I SSUEd. . ... e 30 30
Additional paid-in capital.......................... 1,121 1,120
Retained earnings ............ .. .. 5,204 4,880
Treasury stock, at cost; deferred conpensation
and other ... ... . .. (37) (74)
Accunul at ed ot her conprehensive inconme.............. (65) (56)
Tot al common st ockhol ders' investnment............ 6, 253 5, 900

$13, 691 $13, 392

See acconpanyi ng Notes to Condensed Consol i dated Fi nancial Statenents.
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FEDEX CORPORATI ON

CONDENSED CONSOLI DATED STATEMENTS OF | NCOVE

( UNAUDI TED)

(I'N M LLIONS, EXCEPT PER SHARE AMOUNTS)

Revenues. .. ...... ... .. ... . . . . ..

Oper ati ng expenses:
Sal ari es and enpl oyee benefits
Purchased transportation......
Rental s and | anding fees......
Depreci ation and anorti zati on.
Fuel ... ... .. .
Mai nt enance and repairs.......
Airline stabilization
conpensation................
Oher... ... ... ..

Operating income.................
Ot her inconme (expense):

Interest, net.................
OGher, net....................

I ncone before incone taxes.......
Provi sion for incone taxes.......

I ncomre before cumnul ative effect
of change in accounting

principle.....................
Curul ative effect of change in
accounting for goodw ||, net

of tax benefit of $10 ......

Net income.......................

Basi ¢ earni ngs per conmon share
I ncome before cunul ative
ef fect of change in
accounting principle
Cumul ative effect of change
in accounting for goodwil|
Basi ¢ earni ngs per conmon share

Di | uted earni ngs per conmon share:

I ncome before cunul ative
ef fect of change in
accounting principle
Cumul ative effect of change
in accounting for goodwil|
Di | ut ed earni ngs per conmon share

Three Mont hs Ended

Si x Mont hs Ended

See acconpanyi ng Notes to Condensed Consoli dated Fi nancia

- 5

St at enment s.

November Novenber
2001 2000 2001 2000
$5, 135 $4, 895 $10, 172 $9, 674
2,231 2,000 4,467 3,995
464 439 909 874
472 407 904 798
342 310 678 612
283 313 573 563
292 278 604 588
(116) - (116) -
734 803 1,485 1, 588
4,702 4,550 9, 504 9, 018
433 345 668 656
(36) (35) (72) (68)
(2) 5 (1) 1
_ (38 _ (80) _ (73 __(67)
395 315 595 589
150 121 226 227
245 194 369 362
- - (15) -
$ 245 $ 194 $ 354 $ 362
$ .82 $ .68 $ 1.24 $ 1.27
- - (.05) -
$ .82 $ .68 1.19 1.27
$ .81 $ .67 $ 1.22 $ 1.25
- - (.05) -
$ .81 $ .67 1.17 1.25




FEDEX CORPORATI ON
CONDENSED CONSOL| DATED STATEMENTS OF CASH FLOWS
( UNAUDI TED)
(I'N M LLI ONS)

Si x Mont hs Ended

Novenber 30,
2001 2000
Net Cash Provided by Operating Activities.............. $1, 064 $ 835

I nvesting Activities:
Purchases of property and equipnent................. (937) (819)
Proceeds from di sposition of property
and equi pnent:

Sal e-1 easeback transaction....................... - 80

Rei mbursenments of aircraft deposits.............. 1 -

O her dispositions............. . ..., 23 20

O her, nNet. .. ... .. (2) (16)
Net cash used in investing activities.................. (915) (735)

Fi nanci ng Activities:

Proceeds fromdebt issuances........................ - 478
Principal payments on debt.......................... (25) -
Proceeds from stock issuances....................... 28 9
Purchase of treasury stock.......................... (25) -
Net cash (used in) provided by financing activities.... (22) 487
Net increase in cash and cash equivalents.............. 127 587
Cash and cash equival ents at begi nning of period....... 121 68
Cash and cash equivalents at end of period............. $ 248 $ 655

See acconpanyi ng Notes to Condensed Consol i dated Fi nancial Statenents.



FEDEX CORPORATI ON
NOTES TO CONDENSED CONSOLI DATED FI NANCI AL STATEMENTS
( UNAUDI TED)

(1) Summuary of Significant Accounting Policies

These interim financial statements of FedEx Corporation (“FedEx”) have been
prepared in accordance with generally accepted accounting principles for interim
financial information and the instructions to Quarterly Report on Form 10-Q and
Rul e 10-01 of Regulation S X, and should be read in conjunction with our Annua
Report on Form 10-K for the year ended May 31, 2001. Accordi ngly, significant
accounting policies and other disclosures nornally provided have been omtted
since such itens are disclosed therein

In the opinion of nanagenent, the acconmpanying unaudited condensed
consolidated financial statenents reflect all adjustnents necessary to present
fairly our consolidated financial position as of Novenmber 30, 2001 and the
consolidated results of our operations and cash flows for the three- and six-
mont h peri ods ended Novenmber 30, 2001 and 2000. Operating results for the three-
and six-nmonth periods ended Novenber 30, 2001 are not necessarily indicative of
the results that may be expected for the year ending May 31, 2002.

In 2001, we changed the actuarial valuation neasurenment date for our
principal pension plans from May 31 to February 28 to conformto the neasurenent
date used for our postretirenent health care plans and to facilitate our planning
and budgeting process. Additionally, we adopted a calculated value nmethod for
determining the fair value of plan assets, which is a nmethod nore consistent with
the long-term nature of pension accounting. These changes had no material inpact
on reported net periodic pension cost, either cunulatively at June 1, 2001 or on
a pro forma basis for any of the prior three fiscal years. These changes reduced
total 2002 pension cost by approximately $32 mllion. However, our pension cost
is mterially affected by the discount rate used to neasure pension obligations
and the level of plan assets available to fund those obligations at the
measurenment date. Due to a |ower discount rate and a reduction in the value of
pl an assets at the neasurenent date for 2002 pension expense (February 28, 2001),
our total net pension cost for 2002 is expected to increase by approxi mtely $90-
100 mllion. It is reasonably possible that an increase of a simlar nagnitude
may al so occur in 2003. Managenment reviews the assunptions used to neasure
pensi on costs (including the discount rate and the expected |long-term rate of
return on pension assets) on an annual basis. Econom c and narket conditions at
the nmeasurenment date may inpact these assunptions fromyear to year

We are self-insured up to certain levels for workers’ conpensation, enployee
health care and vehicle liabilities. Accruals are based on the actuarially
estimted undiscounted cost of clainms, which includes clains incurred-but-not-
reported.

We adopted Staterment of Financial Accounting Standards No. (“SFAS") 133,
“Accounting for Derivative Instruments and Hedging Activities,” as anmended by
SFAS 137 and SFAS 138, on June 1, 2001. SFAS 133 requires an entity to recognize
all derivatives as either assets or liabilities in the balance sheet and to
measure those instrunents at fair val ue. Prior to our adoption of SFAS 133, we
accounted for our jet fuel hedging contracts under SFAS 80, “Accounting for
Futures Contracts.” Under SFAS 80, no asset or liability for the hedges was
recorded and the incone statenment effect was recognized in fuel expense upon
settlenent of the contract. In the past, we had jet fuel hedging contracts that
woul d have qualified under SFAS 133 as cash flow hedges. However, during 2001
all outstanding jet fuel hedging contracts were effectively closed by entering
into offsetting contracts. The net value of those contracts of $15 mllion ($9
mllion net of tax) was previously recognized as a deferred charge in the May 31
2001 bal ance sheet. Effective June 1, 2001, under the SFAS 133 transition rules,
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the deferred charge was reclassified to be included as a component of accunul at ed
ot her conprehensive incone. This charge will be recognized in income in 2002 as
the related fuel is purchased. W recognized $3 million ($2 nmillion net of tax)
of this anmpunt in the second quarter of 2002 as an increase to fuel expense and
$8 million ($5 million net of tax) in the first half of 2002 (also see Note 3).

The Energing |Issues Task Force (“EITF") issued EITF 01-10 in Septenber 2001
to establish accounting for the inpact of the terrorist attacks of Septenber 11,
2001. Under EITF 01-10, federal assistance provided to air carriers in the form
of direct conmpensation from the U S. governnent under the Air Transportation
Safety and System Stabilization Act (the “Act”) should be recognized when the
related |osses are incurred and conpensation under the Act is probable. Any
conpensati on recogni zed under the Act is to be classified as part of inconme from
continuing operations in the inconme statenent. We have classified all incone
recogni zed under this program ($116 mllion in the second quarter of 2002, of
which $101 mllion was received as of Novenber 30, 2001) as a reduction of
operating expenses under the caption “Airline stabilization conmpensation.”
Addi tional compensation under the Act for the period after Novenber 30, 2001 may
be received. However, such amounts, if any, are not expected to be material.
Qur principal subsidiary, Federal Express Corporation (“FedEx Express”), had a
small facility in the World Trade Center, where we lost an inmmaterial amunt of
| easehol d inprovenents and equipnent. Qur operating |ease paynents on the
facility have been suspended.

In June 2001, the Financial Accounting Standards Board (“FASB’) issued SFAS
143, *“Accounting for Asset Retirement Obligations,” effective for fiscal years
begi nning after June 15, 2002. This statenent addresses the diverse accounting
practices for obligations associated with the retirenent of tangible long-Ilived

assets and the associated asset retirenent costs. W do not expect this
statement to have any material effect on our financial position or results of
operations, however, we are still in the process of conpleting our evaluation of

this statenent.

In Cctober 2001, the FASB issued SFAS 144, *“Accounting for the Inpairnent or
Di sposal of Long-Lived Assets,” effective for fiscal years beginning after
Decenber 15, 2001. SFAS 144 supersedes SFAS 121, “Accounting for the Inpairnent
of Long-Lived Assets and for Long-Lived Assets to Be Disposed OF,” and provides a
singl e accounting nodel for the disposal of long-lived assets from continuing and
di sconti nued operations. Under this statenent all assets to be disposed of nust
be stated at the lower of fair value or carrying value and depreciation will no
| onger be recognized. The adoption of this statenent is not anticipated to have
a material effect on our financial position or results of operations.

Certain prior period amunts have been reclassified to conform to the
current year’'s presentation.

(2) Business Conbi nations, Goodwill and Other |ntangi ble Assets

In June 2001, the FASB conpleted SFAS 141, “Business Conbinations,” which
requires all business conbinations initiated after June 30, 2001 to be accounted
for under the purchase nethod. SFAS 141 also sets forth guidelines for applying
the purchase nethod of accounting in the determnation of intangible assets,
including goodwill acquired in a business conbination, and expands financi al
di scl osures concerning business conbinations consummated after June 30, 2001.
The application of SFAS 141 did not affect any of our previously reported anounts
i ncluded in goodwi || or other intangible assets.

Ef fective June 1, 2001, we adopted SFAS 142, “Goodwill and O her Intangible

Assets,” which establishes new accounting and reporting requirenents for goodw ||
and ot her intangi ble assets. Under SFAS 142, all goodwill anortization ceased
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effective June 1, 2001 (second quarter 2002 goodwi Il anortization otherw se would
have been $9 mllion, and $18 mllion year-to-date) and material anpunts of
recorded goodwi Il attributable to each of our reporting units were tested for
i mpai rment by conparing the fair value of each reporting unit with its carrying
val ue. Fair value was determined using a discounted cash flow mnethodol ogy.
These inpairment tests are required to be performed at adoption of SFAS 142 and
at least annually thereafter. On an ongoing basis (absent any inpairnent
i ndicators), we expect to performour inpairnent tests during our fourth quarter,
in connection with our annual budgeting process.

Based on our initial inmpairment tests, we recognized an adjustnent of $25
mllion ($15 million or $.05 per share, net of tax) in the first quarter of 2002
to reduce the carrying value of goodwill at a subsidiary of one of our non-
reportabl e operating segnents to its inplied fair value. The adj ustnent was
requi red because economc conditions at the tinme of testing (including declining
vol unes and hi gher fuel costs) reduced the estinmated future expected performance
for this operating unit. Under SFAS 142, the inpairnment adjustnment recognized at
adoption of the new rules was reflected as a cunulative effect of accounting
change in our first quarter 2002 inconme statenent. | mpai rment adj ustnents
recogni zed after adoption, if any, generally are required to be recognized as
operati ng expenses.

The carrying amount of goodwill attributable to each reportable operating
segnment with goodwi || bal ances and changes therein follows (in mllions):
May 31, | mpai r ment Novenber 30,
2001 Adj ust nent 2001
FedEx Express $ 357 $ - $ 357
FedEx Frei ght 595 - 595
O her 100 (25) 75
$ 1,052 $ (25) $ 1 027
In connection with adopting SFAS 142, we also reassessed the useful lives
and the classification of our identifiable intangible assets and deternined that
they continue to be appropriate. The conponents of our anortized intangible
assets follow (in mllions):
Novenber 30, 2001 May 31, 2001
G oss Carrying Accunul ated G oss Carrying Accumul ated
Armount Arorti zation Armount Anmorti zation
Contract based $ 73 $ (30) $ 73 $ (27)
Technol ogy based and
ot her 63 (26) 63 (22)
Tot al $ 136 $ (56) $ 136 $ (49)



Anmortization expense for intangible assets during the second quarter of 2002
was $3.5 million ($7 nmillion year-to-date). Estimated anortization expense for
t he remai nder of 2002 and the five succeeding fiscal years follows (in mllions):

Esti mat ed
Anortization

Expense
2002 (remai nder) $7
2003 12
2004 8
2005 8
2006 8
2007 8

Actual results of operations for the three- and six-month periods ended
November 30, 2001 and pro forma results of operations for the three- and six-
month periods ended Novenber 30, 2000 had we applied the nonanortization
provisions of SFAS 142 in those periods follow (in mllions, except per share
anmount s) :

Three Months Ended Six Months Ended

November 30, ~  November 30,
2001 2000 2001 2000
Reported net incone $ 245 $ 194 $ 354 $ 362
Add: Goodwi | |
anortization, net of
t ax - 3 - 6
Adj ust ed net incone $ 245 $ 197 $ 354 $ 368
Basi ¢ earni ngs per share
Reported net inconme $ .82 $ .68 $1.19 $ 1.27
Goodwi I | anortization - .01 - .02
Adj ust ed net incone $ .82 $ .69 $1.19 $ 1. .29
Di | ut ed earni ngs per
share
Reported net incone $ .81 $ .67 $1.17 $ 1.25
Goodwi I | anortization - .01 - .02
Adj ust ed net incone $ .81 $ .68 $1.17 $ 1. 27




(3) Conprehensive | ncone

The following table provides a reconciliation of net incone reported in our
consolidated financial statenents to conprehensive incone (in mllions):

Three Mont hs
Ended Novenber 30,

2001 2000
NEet 1 NCOME. ... . e e $245 $194
Ot her conprehensi ve incone:
Unrealized | oss on avail able-for-sale
securities, net of deferred tax benefit of $2.... - (4)
Foreign currency translation adjustments,
net of deferred tax benefit of $2 and $2......... (10) (13)
Adj ustnent for jet fuel hedging contract
charges recogni zed in incone during period,
net of deferred taxes of $1...................... 2 -
Conprehensive income ................ ... 237 177
Si x Mont hs
Ended Novenber 30,
2001 2000
NEt I NCOMB. . ittt et ettt et $354 $362
Ot her conprehensi ve incone:
Unrealized | oss on avail able-for-sale
securities, net of deferred tax benefit of $1.... - (1)
Foreign currency translation adjustnents,
net of deferred tax benefit of $0 and $4......... (5) (14)

Recl assification of deferred jet fuel hedging
charge upon adoption of SFAS 133, net of
deferred tax benefit of $6....................... (9) -

Adj ustnent for jet fuel hedging contract
charges recogni zed in income during period,
net of deferred taxes of $3......................

‘ ul
]

Conprehensive inNnCome. . ............o ... 345 347

(4) Financing Arrangenents

On Septenmber 28, 2001, we entered into two new revolving credit agreements
totaling $1 billion. These two agreenents replace the revolving credit agreenent
executed in January 1998. The new facilities consist of a $750 mllion five-year
facility maturing in Septenber 2006 and a $250 m|lion 364-day facility, which is
renewabl e annually through Septenber 2006. In the event that banks hol ding at
| east one-third of the outstanding conmitnents decline to renew the 364-day
facility on any anniversary date through Septenber 2005, we nay convert any

borrowi ngs outstanding thereunder into one-year term |oans. Interest rates on
borrowi ngs under these agreenents are generally determ ned by maturities sel ected
and prevailing market conditions. Qur commercial paper program is backed by

unused commitnments under these agreenments and reduces the anount avail abl e under
t hese agreenents. At November 30, 2001, no conmercial paper was outstanding and
the entire $1 billion under the revolving credit agreenents was available for
future borrow ngs.
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(5) Conputation of Earnings Per Share

The cal cul ation of basic and diluted earnings per share for the three- and
si x-nmonth periods ended Novenber 30, 2001 and 2000 was as follows (in mllions,
except per share anounts):

Three Mont hs Ended Si x Mont hs Ended
Novenber 30, Novenber 30,
2001 2000 2001 2000
Net inconme applicable to common
stockholders ................... 245 194 $ 354 $ 362
Wei ght ed- aver age shares of conmon
stock outstanding.............. 298 285 298 285
Basi ¢ earnings per share......... $. 82 $. 68 1.19 1.27

Wei ght ed- aver age shares of common

stock outstanding.............. 298 28
Common equi val ent shares:

Assuned exerci se of outstanding

al
N
©
oo
N
oo
al

dilutive options.............. 17 15 16 15

Less shares repurchased from

proceeds of assunmed exercise

of options.................... (13) (10) (12) (10)
Wei ght ed- aver age common and

comon equi val ent shares....... 302 290 302 290
Di | uted earnings per share....... $.81 $. 67 1.17 1.25

(6) Business Segnent Information

W are a premer global provider of transportation, e-conmerce and supply
chai n managenent services, whose operations are primarily represented by FedEx
Express, the world s |argest express transportation conpany; FedEx Ground Package
System Inc. (“FedEx Ground”), North Anmerica s second |argest provider of snall-
package ground delivery service, and FedEx Freight System Inc. (“FedEx
Freight”), a leading provider of regional |ess-than-truckload (“LTL”) freight
services formed in the third quarter of 2001. FedEx Freight includes Anmerican
Frei ghtways, Inc., a multi-regional LTL carrier, and Viking Freight, Inc., an LTL

carrier operating principally in the western United States. These operating
conpani es conprise our reportable segnents. Included within “Qther” are the
operations of FedEx Custom Critical, Inc., a critical-shipnent carrier; FedEx

Trade Networks, Inc., whose subsidiaries form a global trade services conpany;
and FedEx Corporate Services, Inc. (“FedEx Services”), a provider of supply chain
management services and sales, marketing and information technology (“IT")
support for our global brands. O her also includes the operations of Viking
Freight, Inc. through Novenmber 30, 2000 and certain unallocated corporate itens.

The formation of FedEx Services, effective June 1, 2000, represented the
i mpl enentation of a business strategy wherein the sales, marketing and IT
functions of our FedEx Express and FedEx Ground reportabl e segnents were conbi ned
to form a shared services operation that supports the package busi nesses of both
of these segnents. Prior to the formation of FedEx Services, each business had
its own self-contained sales, marketing and IT functions. The costs for those
activities are now al l ocated based on netrics such as relative size of operations
and estimated services provided. These allocations materially approximte the
cost of providing these functions.
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The followi ng table provides a reconciliation of reportable segnent revenues
and operating income to our consolidated financial statement totals (in
mllions):

Three Mont hs Ended Si x Mont hs Ended
Novenber 30, Novenber 30,
2001 2000 2001 2000
Revenue
FedEx Express ............... $3, 814 $3, 981 $ 7,552 $7, 897
FedEx Ground ................ 677 582 1,301 1,125
FedEx Freight ............... 487 - 998 -
Oher ... .. 157 332 321 652
$5,135 $4, 895 $ 10,172 $9.674
Operating incone
FedEx Express............... $ 309 $ 271 $ 430 $ 528
FedEx Ground ................ 80 57 140 100
FedEx Freight ............... 47 - 98 -
Oher ... . . (3) 17 - 28
$ 433 $ 345 $ 668 $ 656

(7) Comnmmitnents and Contingencies

As of Novenber 30, 2001, our purchase comm tments for the remai nder of 2002
and annually thereafter for each of the next five years under various contracts
were as follows (in mllions):

Aircraft-

Aircraft Rel at ed(V Ot her (2 Tot al
2002 (renai nder) $135 $403 $191 $729
2003 217 427 31 675
2004 54 362 11 427
2005 96 442 9 547
2006 76 403 8 487
2007 - 195 8 203

(U Primarily aircraft nodifications, rotables, spare parts and spare engines.
(2 Primarily vehicles, facilities, conmputers and other equipnent.

FedEx Express is commtted to purchase two DCl0Os, four MD1lls, seven A300s,
seven A310s and 75 Ayres ALM 200s to be delivered through 2007. Deposits and
progress paynents of $8 nmillion have been nade toward these purchases and other
pl anned aircraft transactions. Because Ayres Corporation filed for Chapter 11
bankruptcy protection in Novenber 2000 and its assets were subsequently
foreclosed on by its senior |ender, we believe it is unlikely that any of the ALM
200 aircraft will be delivered to FedEx Express. Accordingly, all deposits and
other capitalized costs related to the Ayres commitnent were expensed in 2001.
The purchase conmitnent anounts related to these aircraft are $35 mllion, $96
mllion and $76 nmillion in 2004, 2005 and 2006, respectively, and are included in
the above table. Total conmitnents for years 2003 and thereafter have been
reduced by approximately $825 mllion due to the cancellation of certain
contractual obligations to acquire 19 M1 aircraft from an affiliate of
SAi rGroup, which filed for protection fromcreditors under Swi ss | aw.

FedEx Express is party to a put option agreenment with an airline whereby
eight DC10 aircraft, along with additional aircraft engines and equi pment, nmmy be
put to FedEx Express through Decenber 31, 2003.
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In January 2001, FedEx Express entered into a menorandum of understanding to
acquire 10 A380 aircraft from Airbus Industrie. The acquisition of these
aircraft is subject to the execution of a definitive purchase agreement, which is
currently under negotiation. No ampunts for these aircraft are included in the
t abl e above.

A class action lawsuit is pending in Federal District Court in San Diego
California against FedEx Express generally alleging that custoners who had |ate
deliveries during the 1997 Teamsters strike at United Parcel Service were
entitled to a full refund of shipping charges pursuant to our noney-back
guarantee, regardless of whether they gave tinely notice of their claim The
court has ruled for FedEx Express on all but the first eight days of the UPS
strike. The plaintiffs’ clains relating to those eight days are still pending
The court has certified the class and notices were sent to the class nenbers in
early Novenber 2001. Certain nenbers of the class had until Decenber 28, 2001 to
decline to participate in the case, while other nmenbers have until January 18,
2002 to opt out.

Another class action lawsuit is pending in Illinois state court against
FedEx Express generally alleging that FedEx Express inposed a fuel surcharge in a
manner that is not consistent with the terns and conditions of its contracts with
custoners. The court has certified the class and notices will be sent to class
menbers during the first quarter of cal endar 2002.

We believe that the clainms in both of these cases are without nmerit. We
have denied any liability with respect to these clains and intend to vigorously
defend ourselves in these cases. Gven the nature and status of these clainms, an
estimate of potential loss, if any, cannot be made and no amounts have been
reserved for these contingencies.

FedEx and its subsidiaries are subject to other |egal proceedings that arise
in the ordinary course of their business. In the opinion of managenment, the
aggregate liability, if any, wth respect to these other actions wll not
materially adversely affect FedEx's financial position or results of operations.

(8) Supplenmental Cash Fl ow | nfornation

Si x Mont hs Ended

Novenber 30,
2001 2000
(I'n m1lions)
Cash paynents for
Interest (net of capitalized interest) $ 74 $ 72
I ncone taxes 203 345
Non- cash investing and financing activities:
Fair val ue of assets acquired under
exchange agreenents 17 2

Non- cash investing activities reflect the contractual acquisition of aircraft,
spare parts and other equi pment in exchange for engine noise reduction kits.



(9) O her Events
FEDEX EXPRESS ASSET | MPAI RVENTS

During the fourth quarter of 2001, asset inpairnents at FedEx Express
related to aircraft were recorded in the amount of $102 million. All values were
based on estimated fair market values. None of the inpaired assets were being
depreciated at the tine of the inpairment charge because none of the assets were
available for their intended use. The inpaired assets related to the MD10
program are held for disposal and we expect to conplete the disposal in 2002. At
Novenmber 30, 2001, no changes to our original estimates for the disposal values
of these assets have been made.

FEDEX SUPPLY CHAI N SERVI CES RESTRUCTURI NG

On April 24, 2001, FedEx Supply Chain Services, Inc., a subsidiary of FedEx

Services, comitted to a plan to reorganize part of its unprofitable,
nonstrategi c |ogistics business and reduce overhead. Total 2001 costs of $22
mllion were incurred in connection with this plan ($12 mllion of which were
accrued at My 31, 2001). The reorganization will be conpleted in 2002.

Activity in the restructuring accrual through Novenmber 30, 2001 follows (in
mllions):

Sever ance
Contract and
Settl enment Separation O her
Costs Cost s Cost s Tot al
Bal ance at May 31, 2001 $ 5 $ 4 $ 3 $ 12
Less: First quarter paynents nade (D (2) (1) (4)
Second quarter paynments nade (1) - - (1)
Bal ance at Novenber 30, 2001 $ 3 $ 2 $ 2 $ 7

(10) Subsequent Events

BOND REFUNDI NG

Subsequent to the end of the second quarter, the Menphis-Shel by County
Airport Authority (the “Authority”) issued $88 million of its Special Facilities
Revenue Refunding Bonds, Series 2001. These bonds were issued at par, bear
interest at an annual rate of 5.0% and will nmature on Septenber 1, 2009. FedEx
Express has guaranteed repaynent of the bonds and is obligated under an operating
| ease agreement with the Authority to pay rentals equal to the principal and
interest on the bonds. The proceeds of the bonds will be used, along with other
funds, to refund, on January 23, 2002, $93 million of 7.875% Special Facilities
Revenue Bonds issued by the Authority in 1984,



REVI EW OF CONDENSED CONSOLI DATED FI NANCI AL STATEMENTS
BY | NDEPENDENT PUBLI C ACCOUNTANTS

Arthur Andersen LLP, independent public accountants, has performed a review
of the condensed consol i dated bal ance sheet of FedEx as of November 30, 2001, and
the related condensed consolidated statements of income for the three- and six-
nonth periods ended Novenber 30, 2001 and 2000, and the condensed consolidated
statements of cash flows for the six-month periods ended Novenber 30, 2001 and
2000, included herein, as indicated in their report thereon included on page 17.



REPORT OF | NDEPENDENT PUBLI C ACCOUNTANTS

To the Stockhol ders of FedEx Corporation

We have reviewed the acconpanying condensed consolidated bal ance sheet of
FedEx Corporation (a Del aware corporation) and subsidiaries as of Novenber 30,
2001, and the rel ated condensed consolidated statenents of income for the three-
and six-nonth periods ended Novenmber 30, 2001 and 2000, and the condensed
consol idated statements of cash flows for the six-nonth periods ended Novenber
30, 2001 and 2000. These financial statenments are the responsibility of the
Conpany' s managenent .

We conducted our review in accordance w th standards established by the
American Institute of Certified Public Accountants. A review of interim
financial information consists principally of applying analytical procedures to
financial data and meking inquiries of persons responsible for financial and
accounting matters. It is substantially less in scope than an audit conducted in
accordance with generally accepted auditing standards, the objective of which is
the expression of an opinion regarding the financial statenents taken as a whole.
Accordingly, we do not express such an opinion

Based on our review, we are not aware of any material nodifications that
should be made to the financial statements referred to above for them to be in
conformty with accounting principles generally accepted in the United States.

We have previously audited, in accordance with generally accepted auditing
standards, the consolidated bal ance sheet of FedEx Corporation as of May 31, 2001
(not presented herein), and, in our report dated June 27, 2001, we expressed an
unqual i fied opinion on that statenment. |In our opinion, the information set forth
in the acconpanying condensed consolidated bal ance sheet as of My 31, 2001, is
fairly stated, in all material respects, in relation to the consolidated bal ance
sheet fromwhich it has been derived.

/s/ Arthur Andersen LLP

Art hur Andersen LLP

Menmphi s, Tennessee
Decenber 18, 2001



Item 2. Managenent’s Discussion and Analysis of Results of Operations and
Fi nanci al Condition

GENERAL

The follow ng managenment’s di scussion and anal ysis describes the principal
factors affecting the results of operations, liquidity and capital resources of
FedEx Corporation (also referred to herein as “FedEx"). Thi s discussion should

be read in conjunction with the acconpanying unaudited condensed consolidated
financial statements and the related notes thereto, which include additional
i nformati on about our accounting policies, practices and the transactions that
underlie our financial results.

Except as otherwi se indicated, references to years neans our fiscal year
endi ng May 31, 2002 or ended May 31 of the year referenced.

RESULTS OF OPERATI ONS

Consol i dated Results

Dollars in mllions, except per share anounts
Three and six nmonths ended November 30:

Three Mont hs Ended Percent Si x Months Ended Percent
2001 2000 Change 2001 2000 Change
Revenues $5, 135 $4, 895 + 5 $10, 172 $9, 674 + 5
Operating incone 433 345 +26 668 656 + 2
I ncone before cunul ative effect
of change in accounting
for goodwi || 245 194 +26 369 362 + 2
Net incone 245 194 +26 354 362 -2

Di |l uted earni ngs per common share
before cumul ative effect of
change in accounting

for goodwil | $ 0.81 $ 0.67 +21 $1.22 $1.25 -2

Di | uted earnings per coomon share $ 0.81 $ 0.67 +21 $1.17 $1.25 - 6
Second quarter earnings increased over the prior year, in spite of the
continued effects of a weak econony. Earnings were favorably affected by
i ncremental revenue under our agreenent with the U S. Postal Service, |ower

provi sions for variable conpensation, |ower net fuel costs and the results of our
FedEx Ground Package System Inc. (“FedEx Ground”) and FedEx Frei ght System Inc.
(“FedEx Freight”) segnents.

Revenue for both the second quarter and first half ended Novenber 30, 2001
i ncreased 5% over the prior year periods. This growh during the second quarter
and first half of 2002 reflects strong revenue growh at FedEx Ground as well as
the addition of American Freightways, Inc. (“American Freightways”) in the third
quarter of 2001. I ncreasing popularity of the FedEx Hone Delivery service and
core business growmh helped FedEx Ground realize double-digit revenue growh
during the second quarter and first half of 2002.

The growth from FedEx G ound and the addition of Anerican Frei ghtways nore

than offset a decline in revenue at Federal Express Corporation (“FedEx
Express”), which was attributable to the terrorist attacks of Septenber 11 as
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wel | as the econonmc slowdown. Overall volunme levels continued to decrease at
FedEx Express during the second quarter of 2002, as weakness in the U S. and
gl obal economies, particularly in the mnufacturing and high-tech sectors,
reduced demand for our higher-priced express services.

An increase in operating incone at FedEx Express and FedEx G ound, along
with the contribution of FedEx Freight, resulted in a 26% increase in operating
income in the second quarter of 2002 year-over-year. For the first half of 2002,
an increase in operating income of 40% at FedEx Ground and the contribution of
FedEx Freight was offset by a 19% decline in operating i ncome at FedEx Express.

Net income for the first half of 2002 reflects the cumnulative effect of an
accounting change recorded in the first quarter of 2002. Thi s change resulted
from adoption of the Financial Accounting Standards Board’ s new rules for the
treatment of goodwi ||l and other intangible assets (see Note 2 to the acconpanying
financial statenments). Adoption of these new rules resulted in the first quarter
recognition of a $25 mllion ($15 mllion net of tax or $.05 per share)

i mpai rment charge to our recorded goodwl|. Results for the second quarter and
first half of 2002 also reflect the cessation of $9 mllion and $18 mllion,
respectively, of goodwi |l anortization fromoperating expenses, as required under

t he new accounting rules.
O her I ncome and Expense and | ncome Taxes

Net interest expense increased 3% and 6% respectively, for the second
quarter and first half of 2002 due to additional debt incurred for the Anerican
Frei ghtways acquisition, partially offset by reduced comrerci al paper borrow ngs.
Qur effective tax rate for the second quarter and first half of 2002 was 38%
conpared to 38.5%in the conparable prior year periods and 37% for all of 2001

Terrorist Attacks of Septenber 11

Second quarter operations were significantly affected by the terrorist
attacks on Septenber 11, 2001. Al  domestic FedEx Express aircraft were
mandatorily grounded on Septenber 11 and 12, and flight operations resumed on the
eveni ng of Septenber 13, 2001. During the period our aircraft were grounded,
both donmestic and international priority (“IP") shipnents were inpacted, wth
donestic average daily express volunes declining alnost 50% from prior year
| evel s. We executed contingency plans and transported all donestic shipnents
during this period through ground-based trucking operations. The execution of
these contingency plans proceeded snoothly and we resuned air operations within
hours of receiving clearance from the Federal Aviation Adm nistration. Whi | e
busi ness | evels at FedEx Ground and FedEx Freight were not materially affected,
total volunes at FedEx Express declined substantially.

In the aftermath of the terrorist attacks of Septenber 11, the U S. Congress
passed the Air Transportation Safety and System Stabilization Act (the “Act”), a
$15 billion energency econom c assistance package to nitigate the dramatic
financial |osses experienced by the nation's air carriers. The Act provides for
$5 billion to be used to conpensate air carriers for direct |osses incurred,
beginning on Septenber 11, as a result of the nationwi de grounding of al
aircraft. The Act also provides for additional conmpensation for |osses incurred
t hrough Decenber 31, 2001.

In the second quarter of 2002, FedEx Express recognized $116 mllion ($101

mllion of which was received as of Novenber 30, 2001) of conpensation fromthe
Act for losses incurred as a result of the mandatory grounding of our aircraft
and for increnmental |osses incurred since Septenber 11. In addition to the $15
mllion we accrued in the second quarter, we my receive additional
rei mbursenents for increnmental |osses incurred through Decenber 31, 2001
However, such ampunts, if any, are not expected to be material. Conpensati on

under the Act was only recognized for direct and increnmental |osses incurred and



we believe our net income in the second quarter of 2002 would have been at | east
the $245 mllion reported had the tragic events of Septenber 11 not occurred
All ampbunts recognized are reflected as a reduction of operating expense under
the caption “Airline stabilization conpensation.”

Al t hough increased security requirenents for air cargo carriers have been
put in place and further nmeasures may be forthcoming, as of yet we have no
estimate of what inpact any such nmeasures may have on our results of operations

or financial position. Furthernmore, we are not certain how the events of
Septenber 11 or any subsequent terrorist activities will ultimtely inpact the
U S. and global economies in general, and the air transportation industry in
particul ar, and what effects these events will have on our costs or on the denmand

for our services.
Qut | ook

Qur third quarter volume outlook for FedEx Express is for U S domestic
average daily package volume to be 5% below | ast year’s third quarter and for IP

shipments to be down about 2% In the fourth quarter, our FedEx Express U. S
donestic average daily package volune is expected to be about flat year-over-
year. At FedEx Ground, third quarter volume is expected to grow about 16%

Substantially |l ower fuel surcharge revenue during the second half is not expected
to be fully offset by | ower fuel costs.

We will continue to manage capital spending based on current and anticipated
vol une | evels, reduce discretionary expenses and defer non-essential hiring. W
beli eve our FedEx G ound and FedEx Freight businesses will continue to grow and
we wll realize continued benefits from cost control neasures. Vhile we
anticipate the remai nder of 2002 to reflect extended econom ¢ weakness, we expect
to generate profits and positive cash flows while we invest strategically for the
future. Key initiatives to support long-termrevenue growh incl ude:

e Continued positive inmpact fromthe airport-to-airport transportation of
Priority, Express and First-Class mail for the U S. Postal Service, and,
ultimately, we expect nationw de placenment of 10,000 or nore FedEx Drop
Boxes outside U. S. Post O fices.

* An average 3.5% price increase at FedEx Express and FedEx G ound, to
take effect January 7, 2002.

e Extension of the FedEx Online Express Savings Program which provides a
10% discount off list rates for many express services to qualified
shi ppers when shi pping through fedex.com

» Expansion of the FedEx Home Delivery network, which reached 80% of the
U. S. population in Septenber 2001. The FedEx Home Delivery network will
be further expanded to cover 90% of the U S. population in February
2002.

e Long-term growth of the FedEx Freight unit, which provides high quality
regi onal freight services.

Mai nt enance costs during the second half of 2002 are expected to be higher

due to scheduled maintenance activities. W  wll continue to nmanage
di scretionary spendi ng based on current volunes. |Incentive conpensation prograns
have been sharply reduced for nopst enployees, including senior nmanagenent.

However, pension and health care costs continue to rise due to |ower discount
rates, rising nmedical costs and declining returns on our pension investnents.
Due to declining interest rates and a reduction in the value of plan assets at
t he measurenent date for 2002 pension expense (February 28, 2001), our total net
pension cost for 2002 is expected to increase by approximately $90-$100 nillion.
Al t hough pension costs could continue to increase in 2003 by a simlar anount,
our retirement progranms are well funded with assets nore than sufficient to neet
our current obligations. Also, see Note 1 of the acconpanying financia
statenents.
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REPORTABLE SEGVENTS

The line item“lInterconmpany charges” on the acconpanying financial sunmaries
of our reportable segments represents an allocation primarily of costs such as
corporate managenment and internal audit fees for FedEx Freight, and salaries,
wages and benefits, depreciation and other costs for the sales, narketing and
i nformati on technology (“1T”) functions for FedEx Express and FedEx G ound.

The formation of FedEx Services, dfective June 1, 2000, represented the
i mpl enmentation of a business strategy wherein the sales, marketing and IT
functions of our FedEx Express and FedEx Ground reportabl e segnents were conbi ned
to form a shared services operation that supports the package busi nesses of both
of these segnents. Prior to the formation of FedEx Services, each business had

its own self-contained sales, marketing and |IT functions. The costs for these
activities are now all ocated based on nmetrics such as relative size of operations
and estimted services provided. These allocations materially approxi mte the

cost of providing these functions.



FEDEX EXPRESS

The following table conpares revenues, operating expenses and operating
i ncome (dollars in mllions) and selected statistics (in thousands, except yield
anounts) for the three- and six-nonth periods ended Novenber 30:

Three Months Ended Percent Six Months Ended Per cent

2001 2000 Change 2001 2000 Change
Revenues:
Package:
U.S. overnight box! $1,299 $1, 484 -12 $2,671  $2, 964 -10
U.S. overnight envel ope? 420 456 - 8 885 928 -5
U S. deferred 573 634 -10 1, 157 1, 252 - 8
Total donestic package revenue 2,292 2,574 -11 4,713 5,144 - 8
International Priority (IP) 953 1, 023 -7 1, 908 2, 007 -5
Total package revenue 3,245 3,597 -10 6, 621 7,151 -7
Frei ght:
u. S 363 177 +105 536 339 +58
I nternational 99 102 -3 196 217 -10
Total freight revenue 462 279 +66 732 556 +32
O her 107 105 + 2 199 190 + 5
Total revenues $3,814 3$3,981 - 4 $7,552  $7.897 - 4
Oper ati ng Expenses:
Sal ari es and enpl oyee benefits $1,588 $1,582 - $3,176 $3,178 -
Pur chased transportation 143 147 -3 286 297 - 4
Rental s and | andi ng fees 401 354 +13 769 698 +10
Depreci ation and anortization 199 201 -1 398 398 -
Fuel 258 300 -14 522 541 - 4
Mai nt enance and repairs 230 238 -3 477 506 - 6
Airline stabilization conmpensation (116) - n/ a (116) - n/ a
I nt er conpany char ges 322 346 -7 656 673 - 3
Q her 480 542 -11 954 1,078 -12
Total operating expenses 3, 505 3,710 - 6 7,122 7, 369 - 3
Operating incone $ 309 $ 271 +14 $ 430 $ 528 -19
Package:
Aver age daily packages:
U S. overni ght box 1, 141 1, 292 -12 1,153 1, 273 -9
U.S. overnight envel ope 676 757 -11 699 757 - 8
U S. deferred 845 924 -9 829 900 - 8
Total domestic packages 2,662 2,973 -10 2,681 2,930 -9
IP 338 359 - 6 336 348 -3
Total packages 3, 000 3,332 -10 3,017 3,278 - 8
Revenue per package (yield):
U.S. overnight box $18.06 $18.23 -1 $18. 09 $18. 19 -1
U.S. overnight envel ope 9. 87 9.56 + 3 9.90 9. 58 + 3
U S. deferred 10. 77 10. 88 -1 10. 90 10. 87 -
Donestic conposite 13. 67 13. 74 -1 13.73 13. 71 -
IP 44. 77 45. 27 1 44. 33 45. 04 -2
Conposite 17. 17 17. 13 - 17.14 17.04 +1
Frei ght:
Aver age daily pounds:
u. S 8, 547 4,749 +80 6, 416 4, 556 + 41
| nt ernati onal 2, 089 2,234 - 6 2,098 2,273 - 8
Total freight 10, 636 6, 983 +52 8,514 6, 829 + 25
Revenue per pound (yield):
u. S $ .67 $ .59 +14 $ .65 $ .58 + 12
I nt er nati onal .75 .73 + 3 .73 .75 -3
Conposite . 69 .63 +10 . 67 .64 + 5

1 The U. S. Overnight Box category includes packages exceeding 8 ounces in weight.
2 The U.S. Overnight Envel ope category includes envel opes wei ghing 8 ounces or |ess.




FedEx Express Revenues

Total package revenue at FedEx Express decreased 10% and 7% year-over-year
in the second quarter and first half of 2002, respectively, principally due to
declines in domestic package volunes resulting from the terrorist attacks of
Septenber 11, as well as the econonic sl owdown. Total package yield remained
relatively flat, while weight per package decreased 7% in the second quarter and
first half of 2002. Ef fective yield managenent allowed yields to renmin stable
despite declining package weight and a slight reduction in fuel surcharge
revenue.

Second quarter revenues were significantly affected by the terrorist attacks
on Septenber 11, 2001. All donmestic FedEx Express aircraft were mandatorily
grounded on Septenber 11 and 12 and flight operations resuned on the evening of
Septenber 13, 2001. We experienced significant costs and |ost revenues related
to shutting down and then restarting our airline. During the period our aircraft
were grounded, both domestic and |IP shipnments were inpacted. Total vol unes at
FedEx Express continue to be below |l evel s experienced prior to Septenber 11.

| P package revenue decreased 7% and 5% year-over-year in the second quarter
and first half of 2002, respectively. These declines were nostly seen in U'S
out bound shi pnents, which decreased 13% and 10% for the second quarter and first
hal f of 2002, respectively.

Total freight revenue for the second quarter and first half of 2002
i ncreased 66% and 32% respectively, due to inproved domestic freight volune and
yield, partially offset by a decline in international freight volune. Second
quarter and first half results for 2002 reflect better than expected freight
pounds fromthe U S. Postal Service.

On Decenber 13, 2001, we signed an addendum to our transportation agreenent
with the U S. Postal Service, effective for a 10-nonth period begi nning January
1, 2002, which will allow us to carry increnental pounds of nmil at higher
commtted volunmes than required under the original agreenent. These increnenta
volumes are at a nore favorable rate to the U S. Postal Service.

FedEx Express Operating |ncome

Operating income at FedEx Express for the second quarter of 2002 increased
14% from the prior year period. The inprovenent in operating incone in the
second quarter of 2002 is largely due to | ower variable conpensation expense and
decreased nmi ntenance and fuel expenses. Al so, FedEx Express recognized $16.5
mllion of operating income from the resolution of a state sales tax matter in
the second quarter of 2002, which is reflected as a reduction of other operating
expenses.

For the first half of 2002, operating incone decreased 19% principally due
to negative revenue growth on a largely fixed cost structure.

In the second quarter of 2002, FedEx Express recognized $116 nillion of
conpensation under the Act ($101 nillion of which was received as of Novenber 30,
2001) for losses incurred as a result of the mandatory grounding of our aircraft
and for increnental |osses incurred since Septenber 11.

Fuel price played a significant role in the inprovenent in FedEx Express’s
operating incone. VWhile fuel usage was up due to incremental freight pounds
transported under the U S. Postal Service agreenent, average price per gallon of
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aircraft fuel decreased 20% and 6% in the second quarter and first half of 2002,
respectively. On Novenber 5, 2001, we |owered our fuel surcharge to 3% based on
a new index for calculating fuel surcharges on U S. domestic and U S. outbound
shi pments. This surcharge will be subject to adjustnent nonthly using a rounded
average of the U S. Gulf Coast spot price for a gallon of kerosene-type jet fuel
as published nmonthly by the U S. Departnent of Energy. This nethod nore closely
links the surcharge to market prices for jet fuel

Rental s and | anding fees were up 13% and 10% in the second quarter and first
hal f of 2002, respectively, due to an increase in aircraft usage as a result of
incremental U.S. donestic freight vol une.

Lower variable compensation was another mgjor contributor to inproved
operati ng expenses year-over-year. VWil e pension and medical costs were higher
in the second quarter and first half of 2002, variable conpensation costs
(including incentive conpensation and profit sharing) were down substantially in
the second quarter and first half of 2002 due to a reduction in these progranmns.
Management continues to exercise cost controls over discretionary spending.

The conmmencenent of our U S, Postal Service agreenments went snoothly and
contractual reinbursement received fromthe U S. Postal Service was sufficient to
of fset network expansion «costs incurred during the first half of 2002
principally in increased salaries. U S. Postal Service reinbursenents are
reflected as a credit to other operating expenses, which is predom nantly the
reason other operating expenses are down by 11% and 12% for the second quarter
and first half of 2002, respectively.

FEDEX GROUND

The following table conpares revenues, operating expenses and operating
income (dollars in nmllions) and selected package statistics (in thousands,
except yield amunts) for the three- and six-nonth periods ended Novenber 30:

Three Months Ended Percent Si x_Mont hs Ended Per cent

2001 2000 Change 2001 2000 Change
Revenues $677 $582 +16 $1, 301 $1, 125 +16

Oper ati ng Expenses:

Sal ari es and enpl oyee benefits 133 117 +14 258 225 +15
Pur chased transportation 260 227 +15 500 444 +13
Rent al s 21 18 +17 37 32 +16
Depreci ation and anorti zation 33 27 +22 63 52 +21
Fuel 1 1 - 3 2 +50
Mai nt enance and repairs 18 15 +20 36 31 +16
I nt er conpany char ges 58 56 + 4 117 109 + 7
Q her 73 64 +14 147 130 +13
Total operating expenses 597 525 +14 1,161 1, 025 +13
Qper ating i ncone $ 80 $ 57 +40 $ 140 $ 100 +40
Aver age daily packages 1, 826 1, 648 +11 1, 697 1, 547 +10
Revenue per package (yield) $ 598 $5.69 +5 $ 6.04 $ 5.68 + 6




FedEx Ground Revenues

Revenues for FedEx Ground, for both the second quarter and first half of
2002, increased 16% from the conparable prior year periods due to increases in
vol unes and vyield. FedEx Hone Delivery contributed alnost half of the new
i ncremental revenue at FedEx Ground during the second quarter. We have added
facilities and our expansion efforts are on track to achieve alnost 100% U. S.
coverage of our FedEx Hone Delivery service by Septenber 2002. The increase in
average daily packages of 11% and 10% in the second quarter and first half of
2002, respectively, represents positive volume growmh in the Overnight G ound, US

Ground 2+days and FedEx Honme Delivery nmarkets. Qur sales and marketing
activities have been effective in attracting new small- and nmediumsized
custoners that generate higher yielding package revenues. I ncremental revenues

for FedEx G ound residential deliveries and the February 2001 rate increase
further contributed to the yield inprovenent.

FedEx Ground Operating | ncone

FedEx Ground’ s operating inconme for both the second quarter and first half
of 2002 increased 40% primarily due to package vol une growth, higher yields and
effective cost nanagenent. Productivity enhancenments in both enployee and
contractor |abor were also major contributors to the inproved results this year.
I ncreased depreciation, rental and other property-related expenses, due to new
facility openi ngs and expansions, as well as increased investments in information
systems, partially offset the gains from inproved productivity and increased
revenues.

On Decenber 14, 2001, we announced that we are |owering our fuel surcharge
to 0.75 percent effective January 7, 2002. We al so announced that, beginning
February 4, 2002, we will use an indexed nethod to calculate the fuel surcharge
based on a rounded average of the national U S. on-highway average price for a
gallon of diesel fuel as published nonthly by the U S. Department of Energy.
This method nore closely links the fuel surcharge to prevailing market prices for
di esel fuel.

FedEx Honme Delivery expanded its geographic reach from 70% to 80% of the
U.S. population when it opened 63 additional |ocations in |late Septenmber 2001.
FedEx Ground co-located 56 of the new FedEx Home Delivery terminals with existing
FedEx Ground facilities to optim ze the network. Revenues and volunes for this
service are expected to continue to grow as the network is expanded and the
servi ce becones available in additional markets.



FEDEX FREI GHT

The foll owi ng table shows revenues, operating expenses and operating incone

(in mllions) and selected statistics for the three- and six-nmonth periods ended
Novenber 30:
Three Months Ended Si x Mont hs Ended
2001 2001
Revenues $487 $998
Oper ati ng Expenses:
Sal ari es and enpl oyee benefits 289 587
Pur chased transportation 14 30
Rent al s 16 32
Depreci ation and anorti zation 22 42
Fuel 19 39
Mai nt enance and repairs 22 45
I nt er conpany char ges 2 4
Q her 56 121
Total operating expenses 440 900
Operating incone $ 47 $ 098
Shi pnent s per day 56, 284 56, 839
Wi ght per shiprent (I bs) 1,112 1, 116
Revenue per hundredwei ght $12. 55 $12. 38

FedEx Freight has experienced |ower than expected volumes and revenues due
to the econom ¢ slowdown. Revenues were also inpacted by a decrease in the fue
sur char ge. Both Anerican Freightways and Viking Freight, Inc. (“Viking")
i mpl enented general rate increases of 5.9% on August 6, 2001. FedEx Freight has
shown strong margins thus far in 2002 despite the tough econom c environment
Yi el d managenent, enhanced productivity and cost control neasures continue to be
maj or focus areas for FedEx Freight in order to mninmze the effects of a soft
econony.

OTHER OPERATI ONS

Ot her operations include FedEx Custom Critical, Inc. (“Custom Critical”), a
critical-shipment carrier; FedEx Trade Networks, Inc., whose subsidiaries form a
gl obal trade services conpany; FedEx Services, a provider of supply chain
managenment services and sales, nmarketing and information technol ogy support for
our global brands; and certain unallocated corporate itens. The operating
results of Viking prior to Decenber 1, 2000 are also included in this category.

Revenues from ot her operations were $157 million (down 53% and $321 mllion
(down 51% during the second quarter and first half of 2002, respectively. This
decrease is largely because current year results for other operations no |onger
reflect Viking' s revenues. The other significant factor in the decrease in
revenues is |lower revenues at Custom Critical, which are down for both the second
quarter and first half of 2002 by 31% conpared to the prior year periods. The
demand for services provided by this operating subsidiary (critical shipments) is
highly elastic and tied to key econonmic indicators, principally in the autonotive
i ndustry, where vol unmes have continued to decline since the beginning of cal endar
2001.

Operating | oss fromother operations was $3 nillion in the second quarter of
2002, a decline of 118% fromthe prior year. The absence of Viking from current
year results, the timng of the allocation of certain corporate charges and
reduced results at Custom Critical are the principal reasons for the decrease.



FI NANCI AL CONDI TI ON
Liquidity

Cash and cash equivalents totaled $248 nmillion at Novenber 30, 2001 conpared
to $121 million at May 31, 2001. Cash flows from operating activities for the
first half of 2002 totaled $1,064 nmillion conpared to $835 nmillion for the prior
year period, reflecting aggressive working capital managemnent. Cash flow from
operations during the first half of 2002 exceeded our cash used in investing
activities of $915 nmillion, creating free cash flow of $149 nmillion for the six-
nmont h peri od.

We currently have $1.0 billion in revolving credit facilities that are
generally used to finance tenporary operating cash requirements and to provide
support for the issuance of commercial paper. These revolving credit facilities,
consisting of a $750 mllion five-year facility and a $250 mllion 364-day
facility, were entered into on Septenmber 28, 2001 and replaced our prior
revolving credit facility. As of Novenber 30, 2001, we had no commercial paper
outstanding and the entire credit facilities were available. For nore
information regarding these credit facilities, see Note 4 of the acconpanying
financial statements.

During the second quarter of 2002, we purchased 550,000 shares under our
share repurchase programto provi de shares for stock incentive prograns.

We believe that cash flow from operations, our commercial paper program and
the credit facilities nmentioned above will adequately provide for our working
capital needs for the foreseeable future.

The following cash-based neasure is presented for our investors as an
additional neans of evaluating our financial condition because we incur
signi ficant noncash charges, including depreciation and anortization, related to
the material capital assets utilized in our business. This measure should not be
considered as a superior alternative to net incone, operating incone, cash from
operations, or to any other operating or liquidity performnce neasure as defined
by accounting principles generally accepted in the United States. The follow ng
tabl e conpares EBITDA (earnings before goodw Il accounting changes, interest,
taxes, depreciation and anortization) for the three- and six-nmonth periods ended
Novenber 30 (in mllions):

Three Mont hs Per cen Si x Mont hs Ended Per cent
Ended t
2001 2000 Change 2001 2000 Change
EBI TDA $ 773 $ 660 +17 $1, 346 $1, 270 + 6

Capital Resources

As nentioned previously, our operations are capital intensive, characterized
by significant investnents in aircraft, vehicles, conmputer and tel econmuni cati ons
equi pnent, package-handling facilities and sort equipnment. The anmount and tim ng
of capital additions depend on various factors, including pre-existing
contractual commtnents, anticipated volume growh, donestic and international
econonmic conditions, new or enhanced services, geographical expansion of
services, conpetition, availability of satisfactory financing and actions of
regul atory authorities.



The following table conpares capital expenditures for the three- and six-
nont hs ended Novenber 30 (in mllions):

Three Mont hs Ended Si x_Mont hs Ended

2001 2000 2001 2000
Aircraft and rel ated equi pnent $181 $207 $402 $286
Facilities and sort equi prent 88 83 182 172

I nformati on and technol ogy

equi prrent 73 101 141 181
O her equi prent _ 95 __ 88 212 180
Total capital expenditures $437 $479 $937 $819

We have historically financed a significant anount of our aircraft and
certain other equipnent needs using long-term operating |eases. The
deternmination to |ease versus buy equiprment is a financing decision, and both
formse of financing are considered when evaluating the resources commtted for

capital. The ampunt that we woul d have expended to purchase these assets had we
not chosen to obtain their use through operating |leases is considered equival ent
capital and is included in our internal capital budget. We had no equival ent

capital expenditures during the first half of 2002 or 2001

The decrease in the second quarter of 2002 in capital spending year-over-
year reflects managenent’s cost reduction strategy. The increase in capita
spendi ng, during the first half of 2002, fromthe prior year period is due to the
addition of Anerican Freightways and to scheduled deliveries of aircraft that
were planned and conmitted to well before the economc downturn. W will
continue to nmmnage capital spending based on current and anticipated volune
| evel s where possible and defer or limt conmmitnments where economically feasible
to do so. We expect capital spending for all of 2002 to be less than 2001
capital expenditures. However, we plan to continue to nake strategic capita
i nvestments, particularly in informtion technology and ground network expansion
in support of our long-termgrowth goals.

For information on our purchase commtnents, see Note 7 of the acconpanying
financial statements.

We believe the capital resources available to us provide flexibility to
access the nost efficient markets for financing capital acquisitions, including
aircraft, and are adequate for our future capital needs.

Euro Currency Conversion

Since the beginning of the European Union’s transition to the euro on
January 1, 1999, our subsidiaries have been prepared to quote rates to customers,
generate billings and accept paynents, in both euro and |egacy currencies. The
| egacy currencies renmained |egal tender through Decenber 31, 2001. We believe
that the introduction of the euro, any price transparency brought about by its

introduction and the phasing out of the legacy currencies wll not have a
mat eri al inpact on our consolidated financial position, results of operations or
cash fl ows. Costs associated with the euro project are being expensed as

i ncurred and are being funded entirely by internal cash flows.



Certain statenents contained in this Report are “forward-1ooking statenents”
within the nmeaning of the Private Securities Litigation Reform Act of 1995, such
as statenents relating to nmanagenment’'s views with respect to future events and
financial performance. Such forward-Iooking statenents are subject to risks,
uncertainties and other factors, which could cause actual results to differ
materially fromhistorical experience or fromfuture results expressed or inplied
by such forward-I|ooking statenents. Potential risks and uncertainties include,
but are not linited to, any inmpacts on our business resulting fromthe terrorist
attacks that occurred on Septenber 11, 2001, as well as general econonic and
conpetitive conditions in the markets where we operate, the tim ng and anpunts of
conpensation we nmay be entitled to receive under the Air Transportation Safety
and System Stabilization Act, increases in fuel costs and the ability to mtigate
the effects of such increases through fuel surcharges and hedging activities,
mat chi ng capacity to volune |levels and other uncertainties detailed fromtinme to
time in our Securities and Exchange Commi ssion filings and press rel eases.



Item 3. Quantitative and Qualitative Di scl osures About Market Ri sk

As of MNovenber 30, 2001, there had been no material changes in our market
risk sensitive instrunents and positions since the disclosure in our Annual
Report on Form 10-K for the year ended May 31, 2001. VWile we are a gl obal
provi der of transportation services, the substantial majority of our transactions
are denominated in U'S. dollars. The distribution of our foreign currency
denom nated transactions is such that currency declines in sone areas of the
world are often offset by foreign currency gains of equal magnitude in other
areas of the world. The principal foreign currency exchange rate risks to which
we are exposed are in the euro, British pound sterling, Canadian dollar and
Japanese yen. However, foreign currency fluctuations during the second quarter of
2002 did not have a material effect on the results of operations for the period.



PART 1. OTHER | NFORMATI ON

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

At the 2001 annual nmeeting of stockholders held on Septenber 24, 2001
FedEx's stockholders elected five class Ill directors to serve for a three-year
term expiring at the 2004 annual neeting. The tabulation of votes with respect
to each nominee for office was as foll ows:

Nomi nee For W t hhel d
Judith L. Estrin 257,212,705 2,403, 117
Philip G eer 257,171, 050 2,444,772
J.R Hyde, 111 257,118, 590 2,497, 232
Shirley A Jackson 257, 166, 840 2,448,982
Frederick W Smith 245, 100, 194 14,515, 628

The Board of Directors’ designation of Arthur Andersen LLP as independent
auditors for the fiscal year ending May 31, 2002 was ratified by the stockhol ders
by a vote of 256,955,620 for and 1,530,718 against. There were 1,129, 484
abstenti ons.

A stockhol der proposal to urge the FedEx Board of Directors to take the

necessary steps to nom nate at |east two candidates for each open Board position
was withdrawn by its proponent prior to the annual neeting.

Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits.

Exhi bi t
Number Descri ption of Exhibit

12.1 Comput ation of Ratio of Earnings to Fixed Charges.

15.1 Letter re: Unaudited Interim Financial Statenents.

(b) Reports on Form 8-K

During the quarter ended Novenber 30, 2001, the Registrant filed two Current
Reports on Form 8-K The Septenmber 24, 2001 report disclosed the
aut hori zation of the repurchase of up to 5 mllion shares of compn stock
The COctober 17, 2001 report disclosed the inplenmentation of an indexed fue
surcharge at FedEx Express.



SI GNATURE

Pursuant to the requirenments of the Securities Exchange Act of 1934, the
Regi strant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.

FEDEX CORPORATI ON

Dat e: January 14, 2002 /s/ JAMES S. HUDSON
JAMES S. HUDSON
CORPORATE VI CE PRESI DENT
STRATEG C FI NANCI AL PLANNI NG & CONTROL
( PRI NCI PAL ACCOUNTI NG COFFI CER)




EXHI BI T | NDEX

Exhi bi t
Nunber Descri ption of Exhibit

12.1 Comput ation of Ratio of Earnings to Fixed Charges.

15.1 Letter re: Unaudited Interim Financial Statenents.



EXH BIT 12. 1

FEDEX CORPORATI ON
COVPUTATI ON OF RATI O OF EARNI NGS TO FI XED CHARGES
( UNAUDI TED)
(IN M LLIONS, EXCEPT RATI OS)

Si x Mont hs
Ended
Novenber 30, Year Ended May 31
2001 2000 2001 2000 1999 1998 1997
Ear ni ngs:
I ncomre before incone
t axes $ 595 $ 589 $ 928 $1,138 $1,061 $ 900 $ 426
Add back
I nt erest expense, net
of capitalized
i nt erest 74 73 155 121 111 136 111
Anortization of debt
i ssuance costs - 1 2 1 9 1 1
Portion of rent
expense
representative of
i nterest factor 358 301 667 625 571 508 440
Ear ni ngs as adj usted $1.027 $ 964 $1,752 $1,885 $1,752 $1.545 $ 978
Fi xed Charges:
I nt erest expense, net
of capitalized
i nterest $ 74 $ 73 $ 155 $ 121 $ 111 $ 136 $ 110
Capitalized interest 17 12 27 35 39 33 46
Anortization of debt
i ssuance costs - 1 2 1 9 1 1
Portion of rent
expense
representative of
i nterest factor 358 301 667 625 571 508 440

$ 449 $ 387 $ 851 $ 782 $ 730 $ 678 $ 597

Rati o of Earnings to
Fi xed Charges

N
W
N
&
N
H
N
IN
N
IN
N
[
H
o



EXH BIT 15.1

Decenmber 18, 2001

FedEx Cor poration
942 Sout h Shady G ove Road
Menphi s, Tennessee 38120

W are aware that FedEx Corporation will be incorporating by reference in its
previously filed Registration Statements No. 2-95720, 33-20138, 33-38041, 33-
55055, 333-03443, 333-45037, 333-71065, 333-74701, 333-34934 and 333-55266 its
Report on Form 10-Q for the quarter ended Novenber 30, 2001, which includes our
report dated Decenmber 18, 2001 covering the wunaudited interim financia

i nformati on contained therein. Pursuant to Regulation C of the Securities Act of
1933, that report is not considered a part of these registration statenents
prepared or certified by our Firmor a report prepared or certified by our firm
within the meaning of Sections 7 and 11 of the Act. It should be noted that we
have not perforned any procedures subsequent to December 18, 2001

Very truly yours,

/s/ Arthur Andersen LLP

Art hur Andersen LLP



