All In A Day’s Work




When Federal Express began operations,
we had one service (Priority Overnight),
one delivery time (next business day by
noon) and served one country (the United
States). Today our reach is global, and our
service is unsurpassed in the express pack-
age industry. » In our 21st year, it was time
for our identity to reflect our core values of
speed, precision, accessibility and innova-
tion. Beginning in fiscal 1995, we embraced
the name our customers had dubbed us,
making FedEx®the new symbol of our
worldwide presence. Easy for customers to
recognize and pronounce in any language,
FedEx crystallizes our identity in global
markets, setting the stage for a bold, new

vision for the 21st century.

Federal Express Corporation offers a wide range of exptess set-
vices for the time-definite transportation of documents, packages
and freight throughout the world, using an extensive fleet of

aircraft and vehicles and leading-edge information technologies.
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Today, as competition has grown within our industry, we require
a more distinct signature—a name that sets us apart just as our
services do. Our updated FedEx identity—clear, decisive, con-
temporary—strategically positions us as the global express trans-
portation company for businesses around the world. = The
strong, crisp FedEx name shows the world we're innovative and
responsive to change. Embedded in the design 1s an arrow, con-
veying the ideas of speed and forward movement.— This highly
recognizable look lets us leverage the equity of the FedEx name
worldwide and eliminates the confusion we experienced abroad

with the word “federal.”” Qutside the United States, we found it

could be misperceived as signifying a link with the federal gov-

ernment. —~ Investing in our image 1s no different than investing
in a computer system, facility, aircraft or advertising. As with all
investments, we expect a return on this one. A consistent, user-
friendly identity increases the likelihood that our worldwide
customers will continue to think of us first when they think of
express delivery. = The design requires less decal coverage on
trucks and uses paint more efficiently on planes. And we plan to
introduce the new identity gradually on our air and ground fleet,
updating it during routine maintenance. New FedEx packaging
will be phased in only as we deplete existing supplies.— Our
founding name, Federal Express, remains our corporate name.
But now, our customers can say “send it Fedex” whenever they

need dependable, time-certain package delivery worldwide.




Fedéral Express




Time 15 critical. = Global business transactions are executed daily.
Technology accelerates the pace of production. The customer needs
the order now. » Those are the principles on which Federal Express
was built. Twenty-one years ago, FedEx was the first to reach the mar-
ket with time-sensitive express package delivery services. We still set
the standards in the shipping industry for reliability, innovative tech-
nology, logistics management and customer satisfaction. We consis-
tently maintain service levels no competitor has matched. » Not only
were we the first in the business, but we remain the best. We continue
to enhance our network, our equipment and our services to stay ahead.
We consistently work to compress time, putting our customers in touch
with their end users faster. » We buy time for our customers, helping
them to be competitive nationally and internationally—whether they
are sending pharmaceuticals from Zurich to Albuquerque, selling Paris
fashions in Tokyo, installing Cincinnati-made jet engines at a plant

in Seattle or delivering Silicon Valley computers to Melbourne. Every

24 hours, these packages and two million more pass through our hubs,

meeting time-certain commitments that keep the world economy
ticking. = We beat the clock to ship virtually anything, virtually any-
where, with simply the best service available. For over 100,000

Federal Express employees around the world, it’s all in a day’s work.




Entrepreneurs Y \

with a new idea can l \
profit from FedExX’s
experienced worldwide
network. A California "~
business wanted

door-to-door delivery

shipped to customers
around the wol
FedEx delivered.




FedEx’s professional
handling and time-
certain delivery provides
an effective solution
for suppliers of
wide-ranging perishables
from Alaskan king
crabs to king cakes from
New Orleans.

Consumers enjoy the

solution too.




FedEx can reduce
the hassle of getting to
the slopes. Among the
2 million packages
shipped every night are
skis being shipped
ahead to resorts, so
they’re ready when their

owners arrive.



{
understand the
eed for your plans
and blueprints to
‘arrive on time and
ready for your
imporiant presenta-
tion.To do this, we

provide a wide range

of packaging
materials, like the
FedEx Tube, so

you can rest easy
overnight.




Just because it's bl_ﬁ

doesn't mean it can’t
be fast. FedEx
‘]nternational Priority
‘Distribution Service
allows a multi-
ﬁeéﬁ_ﬁation shipment
o clear customs
‘a single air waybill.

ighis saves aur
customers time, money

‘and headaches.




The Peregrine Fund

turned to FedEx
for special handling when
12 of the 76 remaining
California condors
needed to be relocated.
Who else could be
entrusted with the future
of an endangered

species?



Speed is a distinct
competitive advantage
in business, and
no one knows it better
than the micro-
processor industry.
That explains why leading
chip manufacturers
rely on FedEx’s global
service, every day, to
carry out their

just-in-time deliveries.




Your “Golden Package”

can be shipped

on a pallet, in a plain

brown box or in
one of our specially
designed FedEx boxes.
If necessary, we'll
custom engineer
packaging to meet a

customer’s needs.




The fax machine
has not replaced the
need to ship
documents. Nightly,
over half a million
FedEx overnight
letters pass through
our hubs on their

way to meet next-

business-day delivery

commitments,

around the world.




With FedEXx,
products spend less
time in the pipeline.

That means retailers can

forecast trends

and manufacture closer

to the time of sale,
for a well-tailored

bottom line.



FedEx delivers more
than 14 million
pounds of documents,
packages and freight
each day, but we
never forget the impor-
tance of each individual
delivery. That's why

when the rest of your

life depends upon it, only
FedEx will do.




For both routine
medical needs and
life-or-death
situations, pharmaceuti-
cal companies
and hospitals rely on
the package tracking
and proof-of-delivery

capabilities of FedEx.

Each package is

scanned an average of
6 times from pickup

to delivery.




The CPU comes
from Manila,
the printer from Texas,

the keyboard from

California. All converge

at the customer’s
door on the same day,
thanks to the
innovative product-
merge services
of FedEx.




Whether we are
shipping fine porcelain
china or durable com-
pressor parts,
FedEx always recog-
nizes that our
customers are entrusting

us with their most

precious cargo.




Couriers, like
Peter Ng, represent
more than 100,000

FedEx employees
worldwide whose only
goal is 100 percent
customer satisfaction—
at pickup, delivery,
and everywhere in

between.
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Financial Highlights

Years ended May 31

In thousands, except per share amounts and Other Operating Data
OPERATING RESULTS

Revenues

Operating income

Income before income taxes

Income before cumulative effect of
change in accounting principle

Net income

Earnings per share:
Before cumulative effect of change
in accounting principle
Earnings per share
Average shares outstanding

FINANCIAL POSITION

Property and equipment, net

Total assets

Long-term debt

Common stockholders’ investment

OTHER OPERATING DATA~*

Express package:
Awerage daily package volume
Average pounds per package
Average revenue per pound
Average revenue per package

Alrfreight:
Average daily pounds
Average revenue per pound

Operating weekdays
Aircraft fleet
Vehicle fleet

Average number of employees (based on a
standard full-ome workweek)

1994

$8,479,456

530,632

378,462

204,370
204,370

3.65
$ 3.65
56,012

$3,449,093
5,992,498
1,632,202
1,924,705

1,925,105
6.0

$ 2.48
$ 14.95

1,844,270
$ 1.06

257
458
30,900

88,502

Federal Express Corporation and Subsidiaries

1993

$7,808,043
377,173
203,576

109,809
53,866

2.01
$ 98
54,719

$3,476,268
5,793,064
1,882,279
1,671,381

1,710,561
5.8

$ 2.60
$ 15.17

2,050,033
$ 1.09

255
461
28,100

34,104

9 Change

+ 9
+ 41
+ 86

+ 86
+279

+ 82
+272
+ 2

+

15

+
W2

|
DN o

#Beginuing in 1994, U.S. domestic express airfreight is reported as package volume in express package operating data rather than as pounds in
airfreight operating data. Data for 1993 has been restated to conform to this presentation.
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To Our Stockholders

Qur stock price opened the fiscal year on June 1,
1993, at $50. After reaching a record high, it
closed the year on May 31, 1994, at $706)-.

What’s behind this appreciation in stock
price? Certainly our stature in the U.S. domes-
tic market remains unmatched. FedEx contin-
ues to dominate customer opinion surveys and
still holds the leadership position in the U.S.
express shipping industry, with a market share
of nearly 50 percent. The change in stock
price, I believe, reflects increased confidence
in our global service capabilities and in our
ability to continue to lead, innovate and
meet our customers’ needs for express shipping
and logistics.

Net income in fiscal 1994 was $204 million,
a company record and $95 million higher than
in fiscal 1993. Earnings per share increased
again, year over year, as it has for seven consecu-
tive quarters, totaling $3.65 in fiscal 1994 versus
$2.01 in fiscal 1993. (These fiscal 1993 amounts
exclude the cumulative effect of a change in

accounting principle.)

Our international operations can take credit
for most of our fiscal 1994 earnings improve-
ment. Although contributing just 27 percent of
the company’s 1994 revenues, our international
operations achieved a $153 million year-over-
year improvement in operating results. That fol-
lows the $177 million improvement we saw in
this segment during fiscal 1993,

The improved performance in our interna-
tional operations can be attributed to three
key factors. First, the restructuring of our
European operations in fiscal 1992 reduced
the scope of our operations to match existing
demand. Second, we have upgraded our inter-
continental aircraft fleet to utilize highly
efficient MD-11 and DC-10 aircraft. Finally,
we have expanded our reach to 187 countries,
encompassing 99 percent of the world’s express
and airfreight markets.

As a direct result of such expansion, express
packages and express freight now account for two
thirds of our international revenues of $2.3 billion,
That is up from one half of international revenues
in fiscal 1992, In terms of tume-definite, express

package and freight service, the global market is




becoming what FedEx has been preparing for and
anticipating over the past decade.

Our U.S. domestic express market has also
experienced a transition. The average revenue
received for each package shipped, or package
yield, has been declining since fiscal 1991. This is
explained by fast growth in lower-yielding next-
afternoon and two-day services and in our higher-
volume, higher-discounted customer segments, as
well as general market pricing trends, One positive
consequence is that our express service has
become affordable to even more shippers.

Package volume in our U.S. domestic business
grew 12 percent in fiscal 1994, well ahead of the
Gross Domestic Product and about the same rate as
the US. express market. Our ability to lower our aver-
age cost of service through more efficient transpor-
tation, technology and custonier automation enables
us to capitalize on this kind of market growth.

In fiscal 1994, our U.S. domestic average cost
per package declined 1.5 percent. We believe
that through increased investment in our infor-
mation and transportation systems, FedEx can
reduce its average per-package cost by one third
by the end of this decade.

One such investment is the 25 A300-600
freighters we've ordered. We took delivery of
two this year and will add seven more in fiscal
1995. These state-of-the-art aircraft will mean
more efficient routing and lower fuel, main-
tenance and operating costs in the years ahead.

We also plan to increase our investments in
technology in fiscal 1995 as we expand the auto-
mation of our regional sorting facilities, build on
the success of our POWERSHIP® customer auto-
mation device, and create more information-based
productivity tools for our couriers to increase the
efficiency of our pickup and delivery operations.

Exciting new services, exceptional gains in
international business, the acquisition of new,
modern aircraft and continuing investment in
our dedicated and motivated employees added
up to a year of progress for our company in fiscal
1994, We believe the future portends continued
growth and the potendal for further earnings
improvement. A key focus of our efforts will be
to improve our profit margins, and we are deter-
mined to make the upcoming year one which
will again be successful for our customers, stock-

holders and employees.

Frederick W. Smith

Chairman, President and Chief Executive Officer
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Review of Operations

On-time delivery, dedication to our customers,
reliability and innovation are all in a dav’s work at
Federal Express. Those principles have guided
our company since operations began in 1973, and
they continue to set us apart from the competi-
tion, With service to 187 countries today, FedEx
is a critcal link in the global business network.
We have achieved this success in part by focusing
on five strategic objectives, all equally important,
that we carried into fiscal 1994, At year’s end, it is
appropriate to revisit these guiding principles that
will continue to lead us into the future.
IMPROVE SERVICE LEVELS

Every FedEx employee understands that, among
the two million packages we move every day, there
could be one that is the most important of all. We
don't know which one it is, so we treat every package
as if it is the “golden package.” The metaphor aptly
describes our quest for quality. We strive, around
the clock, for 100 percent on-time delivery, 100 per-
cent informaton accuracy and 100 percent customer

satisfaction in every customer contact with FedEx.

Our capabilities in the United States were
put to the test in 1994 by record snowfalls, ice
storms and the Los Angeles earthquake. Through
it all, service to our customers was unequaled.
Still, we are conducting detailed studies of our
response to those disasters to determine how we
can perform even better next time.

Our investment in new technologies con-
tinues to pay off in improved service for our cus-
tomers as well as in lower unit costs for us. By the
end of fiscal 1994, all of our couriers were
equipped with the FedEx Electronic Delivery
Record system, which automates some of the
time-consuming record-keeping functions
couriers perform with each delivery.

[n addition, our new ASTRA labels added pack-
age-tracking information to our scannable bar code
(such as destination ZIP code, routing instruction
and service comimitment, along with the package
number). These expanded bar-code labels, which
are printed by couriers or customers, improve pack-
age handling and tracking and reduce errors, and
will allow further automation in the future. We

began testing our Station Processor, a PC-based

We strive,

around the clock, for

100% on-time delivery,
100% inforination

accuracy and 100% customer

satisfaction in

every customer contact

with FedEx.
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software system that will enable our local managers
to schedule personnel and plan delivery routes long
before the first packages of the day arrive.

We also announced plans for our seventh
regional sorting facility at Alliance Airport in Fort
Worth, Texas, which is scheduled to begin opera-
tions in 1997. This is part of our continuing eftort
to reduce the number of miles each package travels
and to improve efficiency throughout our system.

We never lose sight of the primary objective
of any business: to get and keep a customer. As a
consequence, customer service remains at the
heart of every business decision at FedEx, at
every level of the organization.

LOWER UNIT COSTS

Our customers demand a very high level of service,
but—like everyone else—they also want more for
less. For that reasoun, every business decision at
FedEx also takes into account the objective of low-
ering unit costs. By continuing to lower those
costs, we can guarantee ourselves a larger market,
increased profits and more productive employees.

In fiscal 1994, our average daily U.S. domestic

package volume rose 12 percent, or more than

196,000 packages per day. Our average cost for
handling that increased volume declined, how-
ever, to an amount 1.5 percent lower than our
fiscal 1993 per-package cost. Internationally, the
high fixed costs of our worldwide network are
steadily being offset by greater volume.

Our capital investments in new aircraft, vehi-
cles and technology are the cornerstones of our
initiative to lower unit costs. In fiscal 1994, we
took delivery of two of the world’s first A300-600
Airbus freighters. We have ordered a total of 25.
The A300 has three times the load capacity of our
older Boeing 727-100 yet burns only about 20%
more fuel. We have also contracted for thirteen
A310 Airbus aireraft. The A310 is a smaller version
of the A300, with interchangeable parts, mainte-
nance procedures and crew. The lift-capacity of
these new aircraft fills a gap in our cargo fleet so
we can schedule shipments more efficiently.

Our operations integrate the use of both air-
craft and trucks, depending upon the type of
service and price demanded by the shipper. In
fiscal 1994, Texas joined several other states that

had already exempted FedEx from intra-state

Our capital

investments in new

aircraft, vehicles

and technology are the

cornerstones of

our initiative to lower

unit costs.
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trucking regulation. We believe it’s only a matter
of time before all remaining archaic intra-state
trucking regulations are eliminated. And, just as
we've done with our aircraft fleet, we are upgrad-
ing our ground fleet with larger vehicles that
enable couriers to organize their work more
efficiently and carry more packages on their
routes. This modernization effort will also
reduce emissions and improve fuel efficiency.

By upgrading our fleets and continuing to
improve our technology, we are investing today
to achieve even better services at a lower cost in
the future.

ESTABLISH INTERNATIONAL LEADERSHIP
AND SUSTAIN PROFITABILITY

Years ago, FedEx cominitted to building an infra-
structure that would position us for world lead-
ership in time-sensitive delivery. Global
distribution has steadily increased, creating
demand for better shipping services. We have
long believed businesses would respond if a
faster, more reliable service were able to increase
their efficiency and competitiveness. In short, an

express-delivery company that couldn't pick up,

transport and deliver door-to-door around the
world could not be competitive long-term.

Qur performance in the international arena
in fiscal 1994 demonstrates that our strategy for
international expansion is.correct and our cur-
rent system is perfectly aligned to address the
needs of the global, express market. Few in the
industry can offer the range or quality of services
o a global basis that we provide today.

As of the end of fiscal 1994, FedEx offers
express delivery service to 187 countries. With
three daily, round-trip flights across the Atlantic,
four across the Pacific and additional flights to
Canada, Mesico and South America, our service
using our own EXPRESSfreighter” flights is
unique in the world. And we believe the express
muarket remains poised for growth.

FedEx systems are designed for international
express shipping of packages and freight. In fiscal
1994, our average daily International Priority
express service volume increased by 16 percent,
or an average of about 18,000 pieces per day.
With the introduction of our International

Priority Freight Service™, which eliminates the

Few in the

industry can offer

the range or

quality of services on

a global basis

that we provide today.
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150-pound-per-piece weight limit, we look for-
ward to displacing even more non-express freight
in our international system with higher-yielding,
time-definite shipments.

The potential of the international market is
significant. As we educate the market, and as
more companies around the world implement
just-in-time and fast-cycle business processes to
remain competitive, we believe this market will
continue to grow. FedEx is ideally positioned as
the global express delivery company of the future
because of the unique network we've developed.
GET CLOSER TO THE CUSTOMER
FedEx is committed to innovation in solving cus-
tomers’ logistics problems. Our efforts to improve
the efficiencies of their shipping and order-entry
operations through new technologies and busi-
ness alliances has resulted in unparalleled FedEx
service for customers.

In fiscal 1994, we won such customers as
L.L. Bean and General Motors because we were
able to engineer customized shipping solu-
tions that both met their needs and lowered

our costs. With L.L. Bean, for example, we

developed ways to use reliable FedEx service to
improve delivery times without increasing the
shipping costs for its customers.

FedEx information technology is central to our
objective of getting closer to customers. Today, for
example, more than 50 percent of our package vol-
ume originates from customers using our
POWERSHIP automated shipping systems pro-
vided at no charge. With this technology, our
customers print labels, generate customized ship-
ping logs, self-invoice, track their own packages and
reduce errors. We receive fast payback for every
POWERSHIP installation through the reduced
costs of serving that customer. And, because the sys-
tem 15 50 easy to use, customers ship more.

FedEx currently has more than 50,000
POWERSHIP systems at customer sites, and we
offer tracking software, free of charge, to be used
on a custonier’s own personal computer.

We also are making our services more accessi-
ble by extending our Customer Convenience
Network to drop-off sites in retail locations. Our
alliances with Kinkos Copy Centers and Target

department stores greatly expand Fed Ex’ presence

FedEx information

technology is

central fo our objective

of getting
closer to customers.
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in areas not previously served by our 30,000
Service Centers and Drop Boxes.

Getting closer to customers means finding
mutually beneficial ways of working together.
We never stop listening to our customers’ needs
and tailoring our operations to satisfy them, so
change is a constant at FedEx.

MAINTAIN THE PEOPLE-SERVICE-PROFIT
PHILOSOPHY

People-Service-Profit is our underlying philoso-
phy. We believe that by working as a team, we can
produce exemplary service for our customers,
which in turn will provide outstanding long-term
financial returns for our stockholders. This philos-
ophy drives our employees’ relationships with our
customers and with one another, and has earned
tor us a reputation as a great place to work.

We believe our employees take pride in work-
ing for FedEx because they are empowered to
serve their customers. We encourage risk takers,
and we keep decision-making powers as close as
possible to the customer.

Besides empowering our employees to pro-
vide exceptional service, we continue to invest

2
F

in their skills. In fiscal 1994, we broadened
training for many employees and further devel-
oped our Survey-Feedback-Action (SFA) pro-
gram in which employees help their managers
to be more effective. The program, which
reached its 10th anniversary in 1994, measures
employee satisfaction with the company and its
leadership through surveys and feedback ses-
sions, followed by action plans that develop
solutions to problems identified within work
groups. SFA has demonstrated convincingly
that employee opinions and ideas are valued
and acted upon.

CONCLUSION

The fierce press of customer demand and keen
competition has only reaffirmed the importance
of our five key strategic objectives. These objec-
tives have made our company unique and serve
as guideposts to future success. In fiscal 1994,
we continued to make progress in improving
service, lowering unit costs, establishing interna-
tional leadership, strengthening customer rela-
tionships and renewing our commitiment to the

People-Service-Profit philosophy.

We believe that

by working as a team,

we can produce

exemplary service for our

customers, which

in turn will provide outstand-

ing long-term

financial returns for our

stockholders.
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Management’s Discussion and Analysis

RESULTS OF OPERATIONS

In 1994, the Company recorded the highest annual net income and earnings per share in its history. These results,
which are significantly better than the prior three years, are largely due to improvements in the Company’s inter-
national operations. During 1991 to 1993, management introduced key initiatives which reduced the size and
scope of the Company’s international operations. These initiatives, along with growth in the Company’s inter-
continental express business, have produced consistently lower international losses since 1992.

The Company’s U.S. domestic operations, in comparison, have been pressured by increased competition
and unfavorable economic conditions. These factors combined with declines in average revenue per package
(yield), which has declined faster than the cost per package, have reduced U.S. domestic operating profits and
margins since 1991.

Consolidated net income for 1994 was $204 nullion (§3.65 per share) compared with net income of $54
million ($.98 per share) in 1993 and a net loss of $114 million (§2.11 per share) in 1992. The following factors
affecting comparability should be considered when reviewing these results.

In 1993, the Company adopted Statement of Financial Accounting Standards No. 106, “Accounting tor
Postretirtement Benefits Other Than Pensions.” The adoption of this standard resulted in a cumulative atter-
tax charge of $56 million ($1.03 per share) and increased 1993 operating expense by $15 million (§.16 per
share after tax).

Earnings for 1992 included pre-tax charges of $254 million ($3.12 per share after tax) related to a
restructuring of operations in Europe and the United Kingdom. This restructuring eltminated certain intra-
European and intra-country services that were incompatible with the Company’s express business and sub-
stantially reduced the costs associated with serving certain European markets.

A comparison of consolidated results, excluding the effects of the cumulative charge related to the 1993
adoption of SFAS No. 106 and the restructuring charge in 1992, is presented below:

Years ended May 31

In mullions. except per share <-i;\m 1994 1993 1992
Revenues $8,479 $7.808 $7,550
Operating income 531 377 277
Pre-tax income 378 204 107
Net income 204 110 55
Earnings per share $ 3.65 $ 2.01 $ 1.01

Revenue growth for 1992 to 1994 is primarily the result of increased US. domestic revenues associated
with double-digit express package volume growtl and year-over-year increases in the Company’s interconti-

nental express business partially offset by declining international airfreight revenues.
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Federal Express Corporation and Subsidiaries

Total operating expenses increased 7.0% in 1994 compared with 1993 and declined 1.3% in 1993 com~

pared with 1992, T'he table below shows a comparison of operating expenses for 1992 to 1994:

Years ended May 31

Dollars in millions 1994 1993 1992 1993 to 1994 1992 to 1993
Salaries and emiployee benefits $4,105 $3,808 $3,637 + 7.8% +4.7%
Rentals and landing fees 703 658 672 + 6.8 - 2.1
Depreciation and amortization 599 580 577 + 3.3 + 0.5
Fuel 473 495 509 - 4.4 -2.8
Maintenance and repairs 465 405 404 + 14.6 +0.2
Restructuring charge - — (13) 254 — —
Other 1,604 1,498 1,474 + 741 + 16
$7,949 $7,431 $7,527 + 7.0 -1.3

Salaries and employee benefits for 1992 to 1994 have increased primarily due to increased employee head-
count associated with growing U.S. domestic volumes. Improved productivity, however, has resulted in lower
salaries and benefits on a per package basis. A portion of the 7.8% increase in 1994 is attributable to provisions
under the Company’s performance-based incentive compensation plans which are related to overall profitabil-
1ty. The 4.7% increase in 1993, in addition to increased employee headcount, was due to postretirement health
care provisions under SFAS No. 106, rising workers” compensation claims and health care costs.

In 1994, the Company experienced significant decreases in its workers’ compensation expense and only
modest increases in its group health care expense. These results are primarily attributable to favorable claims
experience in both the group health care and workers’ compensation plans and actions by management to
establish managed health care and safety programs.

The 6.8% increase in rentals and landing fees in 1994 is primarily due to rentals for additional leased
MD-11 aircraft. Rentals and landing fees decreased in 1993 because of lower landing fees and a reduced need
for leased aircraft associated with restructured operations in LFurope. It is expected that rent expense will
increase 1 1995 because of Airbus A300 and A310 aircraft leases.

Fuel expense for 1992 to 1994 has declined primarily because of lower average aircraft fuel prices (6.9%
and 1.0% declines in 1994 and 1993, respectively) and reduced aircraft fuel consumption (1.4% and 1.0%
declines in 1994 and 1993, respectively) attributable to the utilization of more fuel-efficient aircraft. In prior
years, fuel expense has been greatly impacted by widely fluctuating per-gallon costs of aircraft fuel.
Management takes steps to mitigate significant price fluctuations by entering into fuel price agreements for
some of the Company’s fuel. These agreements confine the fuel price per gallon within a close range of the
current market price. Under the Ommnibus Budget Reconciliation Act of 1993, a 4.3 cents per gallon increase
in the excise tax ou aviation fuel will become effective beginning in October 1995, For 1994 consumption
levels, this increase in excise tax would have increased the Conipany’s annual aircraft fuel expense by approx-
imately $24 million.

Maintenance and repairs expense increased 14.8% in 1994 primarily because of DC-10 and MID-11 engine
maintenance. Scheduled aircraft maintenance generally follows a predictable pattern over the life of the air-
craft. Year-over-year variations in maintenance and repairs expense occur because of a combination of factors:
timing of aircraft deliveries, condition of the aircraft at delivery, utilization, and specifics of an aircraft’s mainte-
nance prograny. Certain combinations of these factors can condense scheduled maintenance into cyclical
peaks. In 1994, such a cyclical peak related to DC-10 engines resulted in grcater maintenance and repairs

expense. Also in 1994, maintenance and repairs expense increased because of the expansion of the MID-11 fleet
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Management’s Discussion and Analysis

from eight to thirteen aireraft and the beginning of scheduled maintenance related to the initial MD-11 air-
craft acquired. Maintenance and repairs expense, in addition to scheduled maintenance, is impacted by peri-
odic maintenance directives issued by regulatory agencies. The Company is currently evaluating the impact of
regulatory maintenance directives as they relate to B727 and MD-11 aircraft engines. 1t is anticipated that the
requirentents of these maintenance directives along with the continued expansion and maturation of the

Company’s fleet will result in increased maintenance and repairs expense in 1995 and beyond.

Other Income and Expense and Income Taxes

Net interest expense declined $19 million in 1994. This decline is primarily due to lower debt levels and
reduced interest rates on borrowings. A decline of $3 million in 1993 is principally the result of lower inter-
est rates on borrowings.

The increase in Other, net for 1993 was primarily due to a write-off of deferred financing costs and the
call premium from a refunding of approximately $96 million of Memphis-Shelby County Airport Authority
Special Facilities Revenue Bonds and a write-off of deferred financing costs related to an early redemption of
$100 million of 10%% Senior Notes.

The Company’s effective tax rate for 1994 was 46.0% compared with rates of 46.1% and 48.9% for 1993
and 1992, respectively, excluding the eftect of the restructuring charge for 1992. In each year, the effective
tax rate exceeded the statutory U.S. federal tax rate primarily because of state income taxes and the impact

of foreign operations.

ULS. Domestic Services

Operating results and selected express package statistics for U.S. domestic services were as follows:

Years ended May 31

Dollars in millions, except yields 1994 1993 1992
Revenues $6,200 $5,668 $5,195
Operating income 560 559 636
Operating margin 9.0% 9.9% 12.2%
Express package statistics:

Average daily packages (000%) 1,792 1,596 1,364

Revenue per package $13.20 $13.52 $14.56
Package mix:

Priority Overnight 49% 51% 55%

Economy Two-Day 26% 24% 21%

Standard Overnight 25% 25% 24%
Operating weekdays 257 255 254

The Company’s U.S. domestic results for 1992 to 1994 have been influenced by a market in which cus-

tomers have demanded high quality express delivery services at lower prices. Furthermore, in the U.S. domes-

tic express market, customers can select from a number of express delivery providers. These two factors have

combined to create a very price-sensitive U.S. domestic express market.
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Management’s response to these economic and competitive conditions was to increase the level of dis-
counting and to offer new, lower-priced deferred services. These actions resulted in lower revenues per pack-
age and faster growth in lower-priced, deferred services compared with premium-priced priority services. At
the same time, productivity measures continued to reduce cost per package. These actions have resulted in
consistently greater volumes and revenues but lower operating profits because declines in yield have exceeded
declines in cost per package. This trend is expected to continue in 1995.

Revenues increased 9% in 1994 and 1993 while operating expenses, though declining on a per package
basis, increased 10% and 12% over these same periods. Operating income remained essentially flat in 1994 and
fell 12% in 1993. In 1994, the Company’s operations were affected by severe weather during the winter months
in the eastern United States, an earthquake in Southern California and less than antcipated package volumes
from holiday operations during the last week of December. Furthermore, the Company’s B747 aircraft were
transferred from international to U.S. domestic operations beginning in March 1993 in conjunction with flight
schedule adjustments and aircraft capacity reduction on certain international routes. The B747 aircraft are not
as efficient on US. domestic routes as B727 or DC-10 aireraft. Despite the additional costs associated with the
above, the Company was able to continue to reduce the decline in U.S. domestic operating margins.

The Company 1s working to improve its current level of U.S. domestic profitability by seeking further means
to lower costs, managing the decline in yield, and cultivating close working relationships with its customers.

To lower average transaction costs, the Company will replace certain of its older aircraft with Airbus A300
and A310 aircraft. Despite higher ownership costs, these aircraft are expected to produce immediate benefits
with relatively lower fuel, maintenance and crew costs. The most significant benefit of using these aircraft will
ultimately be realized on routes where more than one B727 aircraft can be replaced with a single A300 or
A310 aircraft and where incremental volume can be absorbed without additional aircraft.

The Company is also reducing handling expenses through automation of its major processes that support
package pick-up, delivery, sorting and transportation operations. As part of the process of reducing costs by
optimizing the Company’s air and ground distribution system, management has attempted through legislative
and judicial avenues to eliminate intrastate transportation regulations which, in certain jurisdictions, restrict
the use of ground transportation. Though some success has been achieved, significant regulatory barriers still
exist that prevent the maximum use of the Company’s lower-cost ground transportation network.

On a year-over-year basis beginning in the second half of 1993, the Company has been able to slow the
rate of yield declines for its higher-yielding priority services. This is attributable to programs intended to
moderate the level of discounting, to promote heavier weights per package and to attract lower-volume but
higher-yielding customers. It is expected that yield will continue to fall primarily due to faster growth in
deferred services compared with priority services and selective discounting.

Management recognizes the importance of enhancing effective working relationships with its customers,
especially in the highly competitive market in which the Company operates. Accordingly, plans are under
way to increase the number of convenience locations, implement direct aircraft service to new locations,
develop alliances with retail businesses and increase the placement of customer automation devices. In addi-
tion, the Company plans to intensify its sales and marketing efforts by increasing its advertising expenditures,
adding sales personnel, and targeting selected customer groups for special marketing promotions.
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International Services
Operating results and selected express and airfreight statistics for international operations, excluding a restruc-

turing charge of $254 million in 1992, were as follows:

Years ended May 31

Dollars in millions, except yields 1994 1993 1992
Revenues:
International Priority Services (1P) $1,318 $1,117 $1,039

International EXPR ESSfreight (IXF)
and Airport-to-Airport (ATA)

airfreight services 505 570 700
Charter 113 112 188
International FedEx Logistics

Services and other 344 341 428

2,280 2,140 2,355
Operating loss $ (29 $ (182) $ (359)
Operating margin (1.3)% {(8.5)% (15.2)
Express and airfreight statistics:
Average daily 17 packages (0007%) 133 115 108
Revenue per package $38.60 $38.18 $37.54
Average daily airfreight pounds (0007%) 1,844 2,050 2,258
Revenue per pound $ 1.06 $ 1.09 §1.22
Operating weekdays 257 255 254

During 1991 to 1994, the Company took actions which have dramatically reduced losses from interna-
tional operations during the last two years. In 1991, the EXPRESSfreighter system was introduced which
gave the Company competitive advantages for its premuum international express package service (IP) from
key Asian and European countries. In 1992, the Company restructured its European operations by discontin-
uing certain intra-region and intra-country services in Europe and the United Kingdom. In 1993, the
Company adjusted its flight schedules to reduce flight hours, reduced its aircraft capacity on certain interna-
tional routes through equipment changes and eliminated certain airfreight terminal operations. In 1994, these
actions along with year-over-year growth in I[P revenue, volumes and yields have combined to substantially
reduce international losses and, in the second and fourth quarters, produce operating profits.

The international operating loss, excluding a restructuring charge in 1992, declined 84% and 49% in
1994 and 1993, respectively. Revenues increased 7% in 1994 compared with 1993 and decreased 9% in 1993
compared with 1992 while operating expenses, excluding the restructuring charge, declined 1% and 14% in
1994 and 1993, respectively.

IP revenues increased 18% and 8% in 1994 and 1993, respectively, while volumes increased 16% and 6%
for these same periods. Excluding certain intra-European services that were discontinued in 1992, [P revenue
and volume growth in 1993 would have been approximately 17% and 15%, respectively. [P yields increased 1%
and 2% in 1994 and 1993, respectively. Competitive service advantages, increased penctration of global busi-
nesses and aggressive sales and marketing promotions are largely responsible for IP revenue and volume
growth. Yields, especially in the Far East, were bolstered by an increasing proportion of packages to documents

and selected pricing actions.
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Airfreight revenues (ATA and IXF) decreased 11% and 19% in 1994 and 1993, respectively. These
decreases reflect declines in volumes (10% and 9% in 1994 and 1993, respectively) and declines in yields (3%
and 11%, respectively).

The Company’s ATA service operates in a very competitive and price-sensitive market with a large num-
ber of participants offering relatively similar services. Consequently, ATA prices, in large part, are determined
by market conditions. The Company’s IXF service is an alternative to ATA which features space contirmation
and time-definite delivery for its higher price. The space-confirmed aspect of IXF creates advantages partic-
ularly during seasons of peak volume and for customers who ship to or from U.S. locations without direct
international air service. During 1994, IXF prices were lowered relative to ATA. As a result, there was greater
growth in IXF than ATA which resulted in a larger percentage of IXF revenue to total airfreight revenue than
mn 1993. This change in airfreight mix had the effect of stabilizing airfreight yields which helped improve the
Company’s overall international results.

Charter revenues remained flat in 1994 and decreased 40% in 1993. The decrease in 1993 is the result of
the Company discontinuing its passenger charter service with the U.S. Military Airlift Command and a com-
paratively higher level of military charters during 1992% first quarter related to Operation Desert Storm.

Sustained improvement in the Company’s international operations is dependent on continued growth in
[P, the Company’s ability to manage incremental costs associated with that growth and system efficiencies. To
promote [P growth, aggressive sales and marketing efforts will target time-sensitive industries to capture new
business. Also, as economic conditions improve in certain global markets, the Company’s distribution net-
work will be positioned to benefit from increased volumes associated with the respective recoveries. To con-
tain costs, management will monitor customer demand patterns and make changes to its distribution network
to imake optimum use of company resources. Furthermore, through technological advances that aid in the
sorting, routing and delivery of packages, the Company has the ability to add incremental volume without

adding a corresponding amount of incremental cost.

FINANCIAL CONDITION

Capital Expenditures and Resources

The Company’s operations are capital intensive, characterized by significant investinents in aircraft, package
handling facilities, sort equipment, vehicles, and computer and telecommunication equipment. The amount
and timing of capital additions are dependent on various factors including volume growtl, new or enhanced
services, geographical expansion of services, competition and availability of satisfactory financing.

Capital expenditures for 1994 totaled $1.1 billion and included five MID-11 aireraft (all of which, together
with a sixth aircraft acquired in 1993, were subsequently sold and leased back), three B727-200 aircraft,
deposits on future Airbus A300 aircraft, vehicle and ground support equipment, and customer automation and
computer equipment. [in comparison, prior year expenditures totaled $1.0 billion and included four MD-11
aircraft, nineteen 3727200 aircraft, deposits on MID-11 and Airbus A300 aircraft, aircraft equipment. facilities
expansion, sort equipment, vehicle fleet additions and computer and customer automation equipiient.

At May 31, 1994, the Company had commitments aggregating approximately §1.6 billion, net of deposits
and progress payments of $307 million, for the acquisition of 23 Airbus A300 aircraft (scheduled for delivery
through 1999), aircraft modifications and related parts and the development and upgrade of aircraft simula-
tors. An estimated $551 nullion will be expended in 1995, $420 million in 1996, $242 million 11 1997, §298
million in 1998 and $61 million thereafter, in connection with these commnutments. At May 31, 1994, the
Company also had options for up to 46 additional Airbus A300 aircraft for delivery beginning in 1997. Iu
addition, the Company has other commitments related to facility and other equipment acquisitions that
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approximated $321 million at May 31, 1994, of which an estimated $262 mullion will be expended i 1995,
$16 nullion in 1996, $6 million in 1997, $21 million in 1998 and $16 million thereafter.

The Company has historically financed its capital investments through the use of lease, debt and equity
financing in addition to the use of internally generated cash from operations. Management’s practice in
recent years with respect to funding new aircraft acquisitions has been to finance such aircraft through long-
term lease transactions that qualify as off balance sheet operating leases under applicable accounting rules.
Management has determined that these operating leases provide economic benefits favorable to ownership
with respect to residual value risk, hquidity and after-tax cash flows. The Company has been successful in
obtaining investment capital, both US. domestic and international, for long-term leases on terms acceptable
to it although the marketplace for such capital can become restricted depending on a variety of economic fac-
tors beyond the control of the Company. Refer to Note 3 of Notes to Consolidated Financial Statements for
additional information concerning the Company’s debt and credit facilities.

Management believes that the capital resources available to the Company, including backstop financing for
the 23 Airbus A300 aircraft the Company is committed to purchase in 1995 to 1999, $100 million of unse-
cured notes available under a shelf registration filed with the Securities and Exchange Commission in June
1992 and the ability to draw upon the public and private debt markets for leveraged lease financing, provide
the Company with the appropriate flexibility to gain access to the most efficient market with respect to any
particular aircraft acquisition and afford adequate capital resources for its future capital needs.

Liquidity and Financial Position

Cash and cash equivalents totaled $393 million, an increase of §237 million during 1994 compared with an
increase of $77 million in 1993 and a decrease of $40 mullion in 1992, Cash provided from operations during
1994 was $767 million compared with $725 million in 1993 and $521 million in 1992. Cash from operations
was significantly lower in 1992 because of substantially higher losses in international operations and a settle-
ment of a contractual commitment with a major customer in connection with a discontinuance of certain
services in the United Kingdom in 1991. The Company currently has available a §1 billion revolving bank
credit facility that is generally used to finance temporary operating cash requirements and to provide support
for the issuance of commercial paper.

At May 31, 1993, the Company had negative working capital of $10 million. Management does not view
negative working capital as an indication of lack of liquidity for either short-term or long-term purposes.
Due to the highly capital-intensive nature of its business, the Company generally reinvests earnings to meet
its capital requirements rather than accumulate cash and short-term investments. Furthermore, receivables
are of high quality and turn over more frequently than the Company’s short-term obligations. At May 31,
1994, the Company had receivables net of allowances of $1,021 million, an increase of $98 million in 1994.
This 11% increase, though slightly more than the 9% increase in U.S. domestic express revenue in the year, is
primarily a result of the increase in revenue rather than a deterioration in the quality or aging of the receiv-
ables. The Company has readily available sources of funds from its revolving credit facility and its commercial
paper program sufficient to manage its day-to-day cash requirements.

Effective June 1, 1992, the Company adopted SFAS No. 109, “Accounting for Income Taxes,” which did
not have a significant effect on its financial position or results of operations. At May 31, 1994, the Company
had a net cumulative deferred tax asset of $109 million consisting of $454 million of deferred tax assets
(including $56 million of alternative muinimum tax credit carryovers which have no expiration date) and $345
million of deferred tax liabilities. The reversals of deferred tax labilities in future periods will offset similar
amounts of deferred tax assets. Based upon historical levels of taxable income, the Company believes that it is
more likely than not that sufficient levels of future taxable income will be generated to realize the remaining

deferred tax asset.




Consolidated Statements of Operations

Years ended May 31

Federal Express Corporation and Subsidiaries

In thousands, except per share amounts

REVENUES

OPERATING EXPENSES:

Salaries and employee benefits (Notes 8 and 9)
Rentals and landing fees (Note 4)
Depreciation and amortization

Fuel

Maintenance and repairs
Restructuring charge (Note 13)

Other

OPERATING INCOME
OTHER INCOME (EXPENSE):

Interest, net (Note 1)

Other, net

INCOME (LOSS) BEFORE INCOME ~
AND CUMULATIVE EFFECT OF CHANGE
IN ACCOUNTING

PROVISION (CREDIT) FOR INCOME TAXES

(Note 7)

INCOME (LOSS) BEFORE CUMULATIVE
EFFECT OF CHANGE IN ACCOUNTING
PRINCIPLE

CUMULATIVE EFFECT OF CHANGE IN
ACCOUNTING
BENEFIT OF $34,287 (Note 9)

NET INCOME (LOSS)
EARNINGS (LOSS) PER sHARE (Note 6):

Before cumulative effect of change in
accounting principle

Cumulative effect of change in
accounting principle (Note 9)

AVERAGE SHARES OUTSTANDING (Note 6)

PRINCIPLE

PRINCIPLE, NET OF TAX

1994 1993 1992
$8,479,456 $7,808,043 $7,550,060
4,104,800 3,807,493 3,637,080
703,028 658,138 672,341
599,357 579,896 577,157
472,786 495,384 508,386
464,557 404,639 404,311
= (12,500) 254,000
1,604,296 1,497,820 1,473,818
7,948,824 7,430,870 7,527,093
530,632 377,173 22,967
(142,392) (160,923) (164,315)
(9,778) (12,674) (5.480)
(152,170) (173,597) (169,795)
378,462 203,576 (146,828)
174,092 93,767 (33,046)
204,370 109,809 (113,782)
— (55,943) -
$ 204,370 $ 53,866 $ (113,782)
$  3.65 $ 2.0 $  (2.11)
- (1.03) —
$  3.65 $ 98 $ (@11
56,012 54,719 53,961

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.




Consolidated Balance Sheets

May 31

In thousands 1994

ASSETS

CURRENT ASSETS:

Cash and cash equivalents $ 392,923
Receivables, less allowance for doubtful accounts
of $33,933 and $31,308 1,020,511
Spare parts, supplies and fuel 173,993
Deferred income taxes (Note 7) 113,035
Prepaid expenses and other 61,234
Total current assets 1,761,696

PROPERTY AND EQUIPMENT, AT cosT (Notes 1,3,4and 11):

Flight equipment 2,828,021
Package handling and ground support equipment 1,583,428
Computer and electronic equipment 966,900
Other 1,511,870
6,890,225
Less accumulated depreciation and amortization 3,441,132
Net property and equipment 3,449,093
OTHER ASSETS:
Goodwill (Note 1) 415,178
Equipment deposits and other assets (INote 11) 366,531
‘Total other assets 781,709
' §5,992,498

1993

§ 155,456

922,727
164,087
133,875

63,573

1,439,718

2,843,253
1,413,793

947,913
1,501,250
6,706,209
3,229,941

3,476,268

432,215
444,863
877,078

$5,793,004

The accompanying Notes to Consolidated Financial Statements are an integral part of these balance sheets.
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LIABILITIES AND STOCKHOLDERS' INVESTMENT
CURRENT LIABILITIES:

Current portion of long-term debt (Note 3)
Accounts payable
Accrued expenses (Note 2)

Total current liabilities
LONG-TERM DEBT, LESS CURRENT PORTION (Note 3)
DEFERRED INCOME TAXES (Note 7)

OTHER LTABILITIES (Note 1)

COMMITMENTS AND CONTINGENCIES (Notes 11 and 12)

COMMON STOCKHOLDERS' INVESTMENT (Note 6):

Common Stock, §.10 par value;

100,000 shares authorized; 55,885 and 54,743 shares issued
Additional paid-in capital
Retained earnings

Less treasury stock and deferred compensation
stock plans

Total common stockholders” investment

35

1994 1993

$ 198,180 $ 133,797
518,849 554,111
819,399 761,357
1,536,428 1,449,265
1,632,202 _ 1,882,279
3,563 72,479
895,600 717,660
5,589 5,474
759,229 699,385
1,162,160 969.515
1,926,978 1,674,374
2,273 2,993
1,924,705 1,671,381
$5,992,498 $5,793,064




Consolidated Statements of Cash Flows

Years ended May 31

In thousands

OPERATING ACTIVITIES

Net income (loss)
Adjustments to reconcile income (loss) to net cash
provided by operating activities:

Depreciation and amortization

Provision for uncollectible accounts

Provision (credir) for deferred income taxes
and other

(Gain) loss from disposals of praperty
and equipment

Cumulative effect of accounting change

Changes in assets and liabilities, net of effects
from purchases and dispositions of businesses:
(Increase) in receivables
(Increase) decrease in other current assets
[ncrease in accounts payable, accrued

expenses and other Habilities
Other, net

Net cash provided by operating activities

INVESTING ACTIVITIES

Purchases of property and equipment, including
deposits on aircraft of $112,138, $177,564
and $212,291

Proceeds from disposition of property and equipment:
Sale-leaseback transactions
Reimbursements of A300 deposits
Other dispositions

Other, net

Net cash used in investing activities

FINANCING ACTIVITIES

Proceeds from debt issuances
Principal payments on debt
Proceeds from stock issuances
Other, net

Net cash provided by (used in) financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

SUPPLEMENTAL DISCLOSURE OF
CASH FLOW INFORMATION

Cash paid for:
Interest (net of capitalized interest)
Income taxes

Non-cash investing and financing activities:

Federal Express Corporation and Subsidiaries

1994 1993 1992

$ 204,370 $ 53,866 $(113,782)
599,357 579,896 577,157
45,763 33,552 31,670
3,810 19,910 (75,219)
(11,897) (5,648) 1,810
— 55,943 —
(173,902) (41,535) (727)
(7,826) (5,813) 61,749
110,508 13,651 33,620
(2,905) 21,259 4543
767,278 725,081 520,821
(1,087,708) (1,023,723) (915,878)
581,400 216,444 400,433
38,794 — —
46,148 5,084 12,851
27,843 1,992 621
(393,523) (799,303) (501,973)
10,777 878,499 437,709
(198,243) (737,334) (507,283)
53,759 24,512 19,272
(2,581) (14,176) (8,061)
(136,288) 151,501 (58,363)
237,467 77,279 (39,515)
155,456 78,177 117,692

$ 392,923 $ 155456 $ 78,177
$ 158,149 $ 162,648 $ 178,943
167,209 188,943 89,729

In November 1992, approximately $73,000,000 of secured debt related to a portion of the purchase price of ome
MID- 1 aircraft acquired by the Company was assumed by a third party in a sale-leaseback of the aircraft.

The accompanying Notes to Consolidated Financial Statemeits are an integral part of these statements.
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In thousands, except conumon shares

BALANCE AT MAY 31, 1991

Purchase of treasury stock

Forteiture of restricted stock

Issuance of common and treasury stock
under employee incentive plans
(554,269 shares)

Amortization of deferred compensation

Foreign currency translation adjustment

Net loss

BALANCE AT MAY 31, 1992

Purchase of treasury stock

Forfeiture of restricted stock

Issuance of common and treasury stock
under employee incentive plans
(655,938 shares)

Amortization of deferred compensation

Foreign currency translation adjustment

Net income

BALANCE AT MAY 31, 1993

Purchase of treasury stock

Forfeiture of restricted stock

Issuance of common and treasury stock
under employee incentive plans
(1,153,248 shares)

Amortization of deferred compensation

Foreign currency translation adjustment

Net income

BALANCE AT MAY 31, 1994

Common Additional Retained Ireasury Deferred
Stock: Paid-in Earnings Stock Compensation
Capital

$5363  $652,045 $1,015,205 §  (14) $(3,979)
— - — (3,099) —

— - — (1,292) —

47 20,682 (287) 4,373 (2,792)

— — — — 1,833

— — 5,419 — —

— —  (113.782) — .
5,410 672,727 906,555 (32) (4,938)
— — — (472) —

_ e (63) -

64 26,658 85) 531 (393)

— — — - 2,374

— — 9,179 - =

— — 53,866 — —
5,474 699,385 969,515 (36) (2,957)
- — — (185) -

— — - (1,224) —

115 59,844 — 579 )
— — — — 1.467

— — (11,725) — —

— -— 204,370 — —
$5,589  $759,229  $1,162,160 $ (775)  $(1,498)

The accompanying MNotes to Consolidated Financial Statements are an integral part of these statements.
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Notes to Consolidated Financial Statements

NOTE 1: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of consolidation. The consolidated financial statemients include the accounts of Federal Express
Corporation and its wholly-ownied subsidiaries (the “Company”). All significant intercompany accounts and

transactions have been eliminated.

Property and equipment. Expenditures for major additions, improvements, flight equipment modifications, and
certain overhaul costs are capitalized. Maintenance and repairs are charged to expense as incurred, except for
B747 airframe and engine overhaul maintenance which is accrued and charged to expense on the basis of
hours lown. The cost and accumulated depreciation of property and equipment disposed of are removed
from the related accounts and any gain or loss reflected in the results of operations.

For financial reporting purposes, depreciation and amortization of property and equipment is provided

on a straight-line basis over the asset’s service life or related lease term as follows:

Flight equipment 7 to 20 years
Package handling and ground support equipment 5 to 30 years
Computer and electronic equipment 3 to 10 years
Other 2 to 30 years

Aircraft airframes and engines are assigned residual values ranging (rom 10% to 20% of asset cost. All
other property and equipment have no assigned residual values.

For income tax purposes, depreciation s generally computed using accelerated methods.

Deferred gains. Gains on the sale and leaseback of aircraft and other property and equipment are deferred and
amortized over the life of the lease as a reduction of rent expense. Included in Other Liabilities at May 31,
1994 and 1993, were deferred gains of $230,234,000 and $186,087,000, respectively.

Deferred lease obligations. While certain of the Company’s aircraft and facility leases contain fluctuating or
escalating paymerits, the related rent expense is recorded on a straight-line basis over the lease term. Included
in Other Liabilities at May 31, 1994 and 1993, was $185,508,000 and §148,231,000, respectively, represent-

ing the cumulative difference between rent expense and rent paymerts.

Self-insurance reserves. The Company is self-insured up to certain levels for workers’ compensation, employee
health care and vehicle Labilities. Reserves are based on the actuarially estimated cost of claims. lucluded in
Other Liabilities at May 31, 1994 and 1993, was $270,000,000 and §$198,000,000, respectively, representing

self-insurance reserves for the Company’s workers' compensation and vehicle liabilities.

Capitalized interest. Interest on funds used ro finance the acquisition and modification of aircraft and con-
struction of certain facilities up to the date the asset is placed in service 1s capitalized and included in the
cost of the asset. Capitalized interest was $29,738,000, $31.256,000, and $26,603,000, for 1994, 1993 and
1992, respectively.

Cash equivalents. Cash equivalents are cash in excess of current operating requirements invested in short-
terny, interest-bearing instruments with maturities of three months or less at the date of purchase and are
stated at cost, which approximates market value. Interest income was $9,778,000 in 1994, 7,839,000 in
1993, and $12,006,000 in 1992.

Spare parts, supplies and furel. Spare parts, supplics and fuel are stated principally at standard cost (approximates

actual cost on a first-in, first-out basis) which is not in excess of current replacement cost.
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Goodwill. Goodwill is the excess of purchase price over the fair value of net assets of businesses acquired.
It is amortized on a straight-line basis over periods raiging up to 40 years. Accumulated amortization was
$87,202,000 and $71,313,000 at May 31, 1994 and 1993, respectively.

Foreign currency translation. The Company conducts a significant amount of its business and has a nuniber of
operating facilities in countries outside the United States. Translation gains and losses of foreign operations
that use local currencies as the functional currency are accumulated and reported as a separate component of
common stockholders” investinent. Transaction gains and losses that arise from exchange rate fluctuations on
the transactions denominated in a currency other than the local functional currency are included in the

results of operations.

Income taxes. Deferred income taxes are provided for the tax eftect of temporary differences between the tax
basis of assets and liabilities and their reported amounts in the financial statements. The Company uses the
liability method to account for income taxes, which requires deferred taxes to be recorded at the statutory

rate expected to be in effect when the taxes are paid.

Revente recognition. Revenue is generally recognized upon delivery of shipments. For shipments in transit.

revenue is recorded based on the percentage of service completed.

Earnings per share. Earnings per share is computed based on the weighted average number of comuion and
comuion equivalent shares outstanding during the year. Common equivalent shares are the number of shares
of commeon stock that would be issued upon the exercise of all dilutive outstanding stock options, less the
assuined repurchase of treasury shares. Earnings per share assuming full dilution is substantially the same as

earnings per share as stated and, accordingly, is not shown separately.

Redassifications. Certain amounts for 1993 and 1992 have been reclassified to conform to the 1994 presentation.

NOTE 2: ACCRUED EXPENSES

May 3

In thousands* ) - B B 1994 1993
Compensated absences $180,105 $163,553
lnsurance 156,906 169,176
Taxes other than income taxes 130,801 114,460
Employee benefits 86,352 91,651
Salaries 82,563 64,716
Aircraft overhoul 50,933 59,507
Interest 32,374 38,353
Other 99,365 59,941

$819,399 $761,357
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NOTE 3: LONG-TERM DEBT

May 31

I chousands 1994 1993

Unsecured notes payable, interest tates of 6.25% to 10.57%,
due through 2013 $1,384,942 $1,493,700

Unsecured sinking fund debentures, interest rate of 9.63%,
due through 2020 98,254 98,185

Capital lease obligations, Memphis-Shelby County Airport Authority
Special Facilities Revenue Bonds, due through 2013, interest

rates of 6.75% to 8.30% 210,100 245,070
Less bond reserve funds 11,096 23,330
199,004 221,740

Other debt, effective rates of 4.28% to 11.25% 148,182 202,451
1,830,382 2,016,076

Less current portion . 198,180 133,797
$1,632,202 $1,882,279

The Comtpany has a revolving credit agreement with domestic and foreign banks that provides for a com-
mitment of $1,000,000,000 through May 31, 1996, all of which was available at May 31, 1994. Interest rates
on borrowings under this agreement are generally determined by maturities selected and prevailing market
conditions. The agreement contains certain covenants and restrictions, none of which is expected to signifi-
cantly affect operations or the ability to pay dividends. As of May 31, 1994, approximately $§454,000,000 was
available for the payment of dividends. Commercial paper borrowings are backed by unused commitments
under the revolving credit agreement and reduce the amount available under the agreement. Borrowings
under this credit agreement and commercial paper borrowings are classified as long-term based on the
Company’s ability and intent to refinance such borrowings.

The Special Facilidies Revenue Bonds were issued by the Memphis-Shelby County Airport Authority
(“MSCAA™) to finance the acquisition and construction of various facilities and equipment at the Memphis
International Airport. Lease agreements with the MSCAA covering the facilities and equipment financed with
the bond proceeds obligate the Company to pay rentals equal to principal and interest due on the bonds,

In August 1993, an agreement was executed to issue $45,000,000 of City of Indianapolis Airport Facility
Revenue Refunding Bonds in September 1994. The refunding bonds will be used to retire 11.25%
Indianapolis Special Facilities Revenue Bonds, Series 1984 which were originally issued in November 1984
to finance the acquisition, construction and equipping of an express package sorting hub at the Indianapolis
International Airport for a third party. In 1988, the Company acquired the hub facility from the third parcy
and assumed liability for the lease obligation and the guarantee position related to the bonds. The refunding
bonds have a maturity date of April 1, 2017 and a coupon rate of 6.85%, which will be adjusted in the event
of any changes to the Company’s credit rating on its long-term debt prior to the date of issuance.

The Company filed a registration statement in August 1993 with the Securities and Exchange
Commission for the issuance of up to $233,600,000 of equipment trust certificates and pass through certifi-
cates. During October and December 1993, $152,320,000 and $236,000,000, respectively, of pass through
certificates were issued under a September 1992 and the August 1993 registration statements to refinance the
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debt portion of leveraged leases related to five MD-11 aircraft. The pass through certificates are not direct
obligations of, or guaranteed by, the Company but amounts payable by the Company under the five leveraged
leases are sufficient to pay the principal and interest on the certificates.

In December 1993, the Company filed a registration statement with the Securities and Exchange
Comimission for the issuance of up to $400,000,000 of pass through certificates. In March 1994,
$377,112,000 of pass through certificates were issued under this registration statement to finance the debt
portion of leveraged leases related to 13 Airbus A310 aircraft to be acquired under operating leases and to pay
certain expenses. Future payments related to lease commitments for these aircraft are included in the sum-
mary of future minimum lease payments in Note 4.

In 1993, the Company entered into a §140,000,000 foreign bank facility to provide term loans for prede-
livery payments on seven Airbus A300 aircraft, two of which were delivered during the fourth quarter of
1994 and five of which are to be delivered in 1995. Principal and interest on borrowings is payable upon
delivery of the aircraft. As of May 31, 1994, the Company had $100,000,000 outstanding under this facility at
a net interest rate of 4.28%.

Scheduled annual principal maturities of long-term debt for the five years subsequent to May 31, 1994,
are as follows: $198,180,000 in 1995; $253,700,000 in 1996; 24,400,000 in 1997;$124,700,000 in 1998 and
$255,700,000 in 1999.

At May 31, 1994, the Company’s long-term debt, exclusive of capital leases, had a carrying value of
approximately $1,630,000,000 and a fair value of approximately $1,740,000,000. The estimated fair value
was determined based on quoted market prices or on the current rates offered for debt with similar terms

and maturities.

NOTE 4: LEASE COMMITMENTS

The Company utilizes certain aircraft, land, facilities and equipment under capital and operating leases which
expire at various dates through 2024. In addition, supplemental aircraft are leased under agreements which
generally provide for cancellation upon 60 days’ notice.

Property and equipment recorded under capital leases at May 31 was as follows:

In thousands 1994 1993
Package handling and ground support equipment $372,194 $372,724
Facilities 133,435 133,435
Computer and electronic equipment and other 7,152 29,535
512,781 535,694

Less accumulated amortization 330,155 340,741
$182,626 $194,953

Rent expense under operating leases for the years ended May 31 was as follows:

In thousands 1994 1993 1992
Minimum rentals $621,174 $563,646 $570,377
Contingent rentals 21,540 35,353 40,043

$642,714 $598,999 $610,420

Contingent rentals are based on mileage under supplemental aircraft leases.

H




Notes to Consolidated Financial Statements

A summary of future minimum lease payments under capital leases and non-cancelable operating leases
) fos]

(principally aircraft and facilities) with an initial or remaining term in excess of one year at May 31, 1994 follows:

In thousands

—Cnpim] Orpe-mting

Leases Leases

1995 $ 15,561 $ 540,139
1996 15,561 562,776
1997 15,561 521,918
1998 15,561 471,839
1999 15,561 454,345
Therealter 387,206 5,060,735
$465,011 $7,611,752

At May 31, 1994, the present value of future minimum lease payments for capital lease obligations was
$199.004,000.

NOTE 5: PREFERRED STOCK

The Certificate of Incorporation authorizes the Board of Directors, at its discretion, to issue up ta 4,000,000
shares of Series Preferred Stock. The stock is issuable in series which may vary as to certain rights and prefer-

ences and has no par value. As of May 31, 1994, none of these shares had been issued.
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NOTE 6: COMMON STOCKHOLDERS" INVESTMENT

Under the provisions of the Company’s stock incentive plans, options may be granted to certain key employ-
ees (and, under the 1989 and 1993 plans, to directors who are not employees of the Company) to purchase
common stock of the Company at a price not less than its fair market value at the date of grant. The following
summarizes information for the past three years with respect to those plans:

Number of Shares Option Price

Under Option Per Share

Qutstanding at May 31, 1991 3,856,930  §23.59-$70.19
Granted 526,500 34.50— 53.63
Exercised (467,469) 23.59- 47.00
Canceled (262,158)  34.31- 62.00
Outstanding at May 31, 1992 3,653,803 23.59- 70.19
Granted _ 260,750 36.88— 56.25
Exercised (643,563) 23.59— 56.63
Canceled (123,947) 34.31- 70.19
Outstanding at May 31, 1993 3,147,043 30.56— 70.19
Granted 982,750 54.31- 70.81
Exercised (1,142,249)  30.56— 70.19
Canceled (111,758) 34.31- 62.94
Outstanding at May 31, 1994 2,875,786  $30.56-%70.81
Exercisable at May 31,1994 1,181,289  $30.56-%70.19

At May 31, 1994, there were 796,446 shares available for future grants under the above plans.

Under the terms of the Company’s 1986 Restricted Stock Plan, shares of the Corupany’s common stock
are granted to key employees. Restrictions on the shares expire over a period of two to five years from their
date of grant. Compensation expense related to this plan is recorded as a reduction of common stockholders’
investment and is being amortized as restrictions on such shares expire. The shares granted under this plan
were 11,000 in 1994, 12,500 in 1993, and 120,500 in 1992. During 1994, 1993 and 1992, 18,438, 1,500 and
33,750 shares, respectively, were forfeited. At May 31, 1994, there were 10,938 shares available for future
grants under this plan.

At May 31, 1994, there were 3,683,170 shares of common stock reserved for issuance under the above-
mentioned incentive plans.

In 1988, the Board of Directors authorized the purchase of up to 5,300,000 shares of the Company’s
commorl stock on the open market. As of May 31, 1994, a total of 2,765,243 shares at an average cost of

$41.68 per share had been purchased and substantially all reissued under the above-mentioned plans.
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NOTE 7: INCOME TAXES

The components of the provision (credit) for federal and other income taxes for the years ended May 31 were
as follows:

In thousands 1994 1993 1992
Current provision:

Federal $131,724 $64,130 $ 10,886
Foreign 16,387 9,318 17,512
State 26,862 3,170 7,471
174,973 76,618 35,869

Deferred provision (credit):
Federal 2,263 6,899 (63,754)
Foreign 2,524 — —
State (5,668) 10,250 (5,161)
(881) 17,149 (68,915)
$174,092 $93,767 $(33,046)

The Company’s operations included the following activity with respect to entities operating in foreign
locations for the years ended May 31:

In thousands 1994 1993 1992
Entities with pre-tax income $ 127,000 $ 67,000 $ 76,000
Entities with pre-tax losses (210,000) (247,000) (538,000)

$ (83,000) $(180,000) $(462,000)

Income (losses) from entities which are structured as foreign subsidiaries are not included in the US.
consolidated income tax return. Approximately $14,000,000 of net foreign subsidiary income was not taxable
for federal income tax purposes in 1994. In 1993 and 1992, approximately $7,000,000 and $27,000,000,
respectively, of net foreign subsidiary losses were not deductible for federal income tax purposes. Income
taxes have been provided for foreign operations based upon the various tax laws and tax rates of the countries
in which the Company’s operations are conducted. There is no direct relationship between the Company’s
foreign income tax provision and foreign pre-tax book income due to the different methods of taxation used
by countries throughout the world.

A reconciliation of the statutory federal income tax rate to the Company’s effective income tax rate for
the years ended May 31 follows:

1994 1993 1992
Statutory U.S.income tax rate 35.0% 34.0% (34.0)%
Increase resulting from:
Goodwill amortization 1.3 25 5.9
Foreign operations 3.5 1.3 0.4
State income taxes, net of federal benefit 3.6 4.4 1.0
Other, net 2.6 39 4.2
46.0% 46.1% (22.5)%
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The Omnibus Budget Reconciliation Act of 1993 increased the statutory U.S. income tax rate from 34%
to 35% retroactive to January 1, 1993, The adverse impact of the increase in the statutory rate was offset in
1994 by a corresponding revaluation of the Company’s deferred tax assets in accordance with SFAS No. 109,
“Accounting for Income Taxes.” The net impact of these adjustments was immaterial.

The effective tax rate tor 1992, excluding the eftects of a restructuring charge, was 48.9%.

At May 31, 1994, the Company had alternative minimum tax credit carryovers of approximately
$56,000,000, which have no expiration date. _

The significant components of deferred tax assets and liabilities for the years ended May 31 were as follows:

In thousands 1994 1993
Deferred Deferred Tax Deferred Deferred Tax
Tax Assets Liabilidies Tax Assets Liabilities
Depreciation $ — $285,524 $ — $289.,466
Deferred gains on sales of assets 45,969 — 24,305 —
Alternative minimum tax credits 55,844 - 82,777 —
Employee benefits 66,875 — 87,307 —
Self~insurance reserves 148,426 — 122,032 —
Other 137,205 59,323 120,829 86,388
$454,319 $344,847 $437,250 $375,854

Effective June 1, 1992, the Company adopted SFAS No. 109. This statement superseded SFAS No. 96,
“Accounting for Tncome Taxes,” which was adopted by the Company as of June 1, 1989. The adoption of
SFAS No. 109 did not change the Company’s method of accounting for income taxes. The standard was
adopted on a prospective basis, and amounts presented for prior years were not restated. The adoption of
SFAS No. 109 did not have a significant impact on the Company's financial position or results of operations.

The following table sets forth the tax effect of items included in the federal deferred tax provision (credit)
for the year ended May 31, 1992:

In thousands

Depreciation $ 11,282
Gains on sales of assets (18,678)
Alternative minimum tax (29,675)
European/UK restructuring charges (12,496)
Employee benefits (743)
Self-insurance reserves (35,276)
Other 21,832

$(63,754)

NOTE 8: PENSION AND PROFIT SHARING PLANS

The Company sponsors pension plans covering substantially all employees. The largest plan, the Federal
Express plan, covers US. domestic employees age 21 and over, with at least one year of service and provides
benefits based on final average earnings and years of service. Plan funding is actuarially determined, subject to

certain tax law limitations.
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International defined benefit plans provide benefits primarily based on final earnings and years of service
and are funded in accordance with local laws and income tax regulations.

The following table sets forth the funded status of the plans as of May 31:

In chousands

1994 1993

Actuarial present value of the projected benefit obligation for service

rendered to date $1,800,187 $1.676,608
Less plan assets at fair value 1,733,446 1,591,507
Projected benefit obligation in excess of plan assets 66,741 85,101
Unrecognized net gains from past experience different from

that assumed and effects of changes in assumptions 21 555 44,435
Prior service cost not yet recognized in net periodic cost (31,581) (28,022)
Unrecognized transition amount (797) (5,468)
Pension liability $ 55,918 $ 96,046
Accumulated benefit obligation $1,106,076 $1,046,694
Vested benefit obligation $ 998,024 $ 950,785

Net pension costs for the years ended May 31 included the following components:

In thousands 1994 1993 1992
Service cost—benetfits earned during the period $176,861 $ 161,100 $154,024
Interest cost on projected benefit obligation 127,959 117,086 105,274
Actual return on plan assets (82,019) (160,977) (92,841)
Net amortization and deferral (64,727) 36,055 590
Net pertodic pension cost $158,074 $ 153,264 $167,047

The weighted-average discount rate and rate of mcrease mn future compensation levels used in determining
the actuarial present value of the projected benefit obligation were 8.1% and 6.0%, respectively, in 1994 and 8.0%
and 6.0%, respectively, in both 1993 and 1992. The expected long-term rate of return on assets was 9.5% in 1994,
1993 and 1992. Plan assets consist primarily of marketable equity securities and fixed income instruments,

The Company also has a profit sharing plan, which covers substantially all U.S. domestic employees age 21
and over, with at least one year of service with the Company as of the contribution date, as defined. The plan
provides for discretionary contributions by the Company which are deterniined annually by the Board of
Directors. Profit sharing expense was $36,800,000 in 1994, $21,900,000 in 1993 and $8,400,000 in 1992.

NOTE 9: POSTRETIREMENT AND POSTEMPLOYMENT BENEFIT PLANS

The Company offers medical and dental coverage to all eligible U.S. domestic retirecs and their eligible
dependents. Vision coverage is provided for retirees only. Substantially all of the Cowmpany’s U.S. domestic
employees become eligible for these benefits at age 55 and older, if they have permanent, continuous service
with the Company of at least 10 years after attaimment of age 45 if hired prior to January 1, 1988, or at least 20
years after attainment of age 35, if hired on or after Januvary 1, 1988. Life insurance benefits are provided only

to retirees of the former Tiger International, Inc. who retired prior to acquisition.
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Effective June 1, 1992, the Company adopted SFAS No. 106, “Employers’ Accounting for Postretirerment
Benefits Other than Pensions.” This standard requires that the expected cost of providing postretirement
benefits be charged to expense during the years employees render service. Prior to the adoption of SFAS No.
106, the Company charged retiree benefits to expense when paid. These amounts were not significant. The
cumulative effect of adopting this standard was $§90,230,000 before taxes ($55,943,000 after tax benefit, or
$1.03 per share).

The following table sets forth the status of the plan as of May 31:

In thousands 1904 ) 1993
Accumulated postretirement benefit obligation:
Retirees $ 34,581 $ 31,854
Fully eligible active employees 25,698 18,952
Other active employees, not fully eligible 66,472 66,114
126,751 116,920
Unrecognized net loss (958) (11,513)
Accrued postretirement benefit cost $125,793 $£105,407

Net postretirement benefit expense for the years ended May 31 was as follows:

In thousands 7 19_94 ) 199%
Service cost $12,392 $ 9,161
[nterest cost 10,174 8,434
Transition obligation — 90,230

$22,566 $107,825

Future medical benefit costs were estimated to increase at an annual rate of 11.5% during 1995, decreas-
ing to an annual growth rate of 6.0% in 2006 and thereafter. Future dental benefit costs were estimated to
increase at an annual rate of 9.0% during 1995, decreasing to an annual growth rate of 6.0% in 2007 and
thereafter. The Company’s cost is capped at 150% of 1993 employer cost and, therefore, will not be subject to
medical and dental trends after the capped cost is attained, projected to be in 1997. Primarily because of the
cap on the Company’s cost,a 1% increase in these annual trend rates would not have a significant impact on
the accumulated postretirement benefit obligation at May 31, 1994 or 1994 benefit expense. The weighted
average discount rates used in estimating the accumulated postretirement obligation were 7.7% and 8.0% at
May 31, 1994 and 1993, respectively. The Company pays claims as incurred.

In 1994, the Company adopted SFAS No. 112, “Employers’ Accounting for Postemployment Benefits,”
which requires recognition of a liability for the estimated cost of benefits provided to former or inactive
employees after active employment but before retiremnent. The adoption of SFAS No. 112 did not have a

significant impact on the Company’s financial position or results of operations.
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NOTE 10: BUSINESS SEGMENT INFORMATION

The Company is in a single line of business—the worldwide transportation and distribution of goods and
documents. For reporting purposes, operations are classified into two services, U.S. domestic and interna-
tional. International services are defined as shipments which either originate in or are destined to locations
outside the US. A summary of selected financial information for U.S. domestic and international operations
for the years ended May 31, 1994, 1993 and 1992, follows:

E) thousands uUs. Total
Domestic International Worldwide
Revenues:
1994 $6,199,940 $2,279,516 $8,479,456
1993 5,667,964 2,140,079 7,808,043
1992 5,194,684 2,355,376 7,550,060
Operating Income (Loss):
1994 $ 559,629 $ (28,997 $ 530,632
1993 ~ 559,140 (181,967) 377,173
1992 635,872 (612,905)® 22,967
Identifiable Assets:
1994 $4,883,644 $1,108,854 $5,992,498
1993 4,432 578 1,360,486 5,793,064
1992 3,941,022 1,522,164 5,463,186

(1) Includes charges related to restructuring European operations in 1992.

Identifiable assets used jointly in U.S. domestic and international operations (principally aircraff) have been
allocated based on estimated usage. International revenues related to services originating in the U.S. totaled
$1,019,500,000, $928,200,000 and $914,800,000 for the years ended May 31, 1994, 1993 and 1992, respectively.

NOTE 11: COMMITMENTS AND CONTINGENCIES

The Company’s annual purchase commitments under various contracts as of May 31, 1994 are as follows:

In thousands Aircraft Aircraft-Related ® Other @ Total
1995 $466,000 $85,000 $262,400 $813,400
1996 409,700 10,300 15,700 435,700
1997 241,800 — 5,600 247,400
1998 298,300 — 21,300 319,600
1999 61,300 — 15,600 76,900

(1) Primarily aircraft modifications, rotables, and development and upgrade of aircraft simulators.
(2) Primarily facilities, vehicles, computers and other equipment.

The Company is committed to purchase 23 Airbus A300 and 25 Cessna 208B aircraft to be delivered
through 1999. At May 31, 1994, deposits and progress payments of $306,600,000 had been made toward
these purchases. At May 31, 1994, the Company had options to purchase up to 46 additional Airbus A300 air-
craft for delivery beginning in 1997.
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The Company has entered into contracts which are designed to limit the Company's exposure to fluctua-
tions in jet fuel prices. The contracts extend through May 1995, The agreements are based on a notional sum of
10 million gallons per month, which is approximately 20 to 25% of the Company's monthly consumption of jet
fuel. As of May 31, 1994, the Company had neither received nor made any payments related to these contracts.
Based on current market prices, the fair value of these contracts at May 31, 1994, was approximately $800,000.

NOTE 12: LEGAL PROCEEDINGS

The Company has reached a tentative settlement to the shareholder class-action lawsuit filed in 1990 against
it, Frederick W. Smith, Chairman and Chief Executive Officer, and James L. Barksdale, the Company’s former
Executive Vice President and Chief Operating Officer, The settlement, which still must be approved by the
United States District Court for the Western District of Tennessee, is for an immaterial amount (the
Company’s portion of which has been recorded in the 1994 financial statements). The Company’s insurance
carrier will pay a majority of the settlement amount.

The Company currently believes that the Court will approve or disapprove the settlement agreement
before the end of its current fiscal year, Prior to the Court’s decision, the purchasers of the Company’s com-
mon stock affected by the settlement agreement must be notified of the terms of the settlement and a hearing
must be held in the District Court. ‘

The Internal Revenue Service (“IRS”) issued an Examination Report on October 31, 1991 asserting the
Company underpaid federal excise taxes for the calendar quarters ended December 31, 1983 through March
31, 1987. The Examination Report contains a primary position and a mutually exclusive alternative position
asserting the Company underpaid federal excise taxes by $54,000,000 and $26,000,000, respectively.
Disagreeing with essentially all of the proposed adjustments contained in the Examination Report, the
Company filed a Protest on March 16, 1992, which set forth the Company’s defenses to both IRS positions
and a claim for refund of overpaid federal excise taxes of $23,500,000. On March 19, 1993, the IRS issued
another Examination Report to the Company asserting the Company underpaid federal excise taxes by
$105,000,000 for the calendar quarters ended June 30, 1987 through March 31, 1991. On June 17, 1993, the
Company filed a Protest contesting the March 19 Examination Report which set forth the Company’s
defenses to the IRS position and a claim for refund of overpaid federal excise taxes of $46,500,000. Interest
would be payable on the amount of any refunds by the IRS to the Company or underpaid federal excise taxes
payable by the Company to the IRS at statutorily determined rates. The interest rates payable by the
Company for underpaid taxes are higher than the rates payable by the [RS on refund amounts.

The Company plans to vigorously pursue its Protests administratively with the IRS Appeals Division. If it
is unsuccessful with the IRS Appeals Division, the Company intends to pursue its position in court, Pending
resolution of this matter, the TRS can be expected to take positions similar to those taken in their
Examination Reports for periods after March 31, 1991.

Given the inherent uncertainties in the excise tax matter referred to above, management is currently
unable to predict with certainty the outcome of this matter or the ultimate effect, if any, its resolution would
have on the Company’s financial condition or results of operations. No amount has been reserved for this
contingency.

The Company is subject to other legal proceedings and claims which arise in the ordinary course of its
business. In the opinion of management, the aggregate lability, if any, with respect to these other actions will
not materially adversely affect the financial position or results of operations of the Company.
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NOTE 13: RESTRUCTURING

In May 1992, the Company substantially reduced the scope of its European and United Kingdom operations
by discontinuing its intra-region and certain intra-country services and recorded a restructuring charge of
$254,000,000. The primary components of the charge were to cover severance costs, facility closures, equip-
ment dispositions and expected future operating losses of the discontinued services through May 4,1992. The
restructuring charge reduced earnings per share by §3.12 in 1992,

[n August 1992, the Company reduced its restructuring reserve by $12,500,000 due to favorable settle-

ments of certain estimated liabilities associated with the restructuring. This adjustment increased net income

by $8,200,000 (5.15 per share).

NOTE 14: SUMMARY OF QUARTERLY OPERATING RESULTS (Unaudited)

fnl thousands, c.\crcipL per share amounr.; First Second Third Fourth
Quarter Quarter Quarter Quarter
1994 _
Revenues $2,015,725 $2,121,525 $2,077,414 $2,264,792
Operating income 101,907 149,718 85,317 193,690
Income before income taxes 60,835 110,539 57,717 149,371
Net income 32,851 59,691 31,167 80,661
Earnings per share $ .60 8 1.07 § 5 $ 1.43
Average shares outstanding 55,186 55,850 56,445 56,569
1993
Revenues $ 1,864,936 $1,964,674 $ 1,939,781 $2,038,652
Operating income 69,724 112,655 58,321 136,473
Inconie before income taxes 20,216 70,519 16,875 95,966
[ncome betore cumulative effect
of change in accounting principle 10,148 35,401 8,488 55,772
MNet income (loss) (45,795) 35,401 8,488 55,772
Earnings (loss) per share:
Before cumulative effect of change
in accounting principle 19 .65 A5 1.01
Cumulative effect of change in
accounting principle (1.03) — — =
Net earnings (loss) per share $ (.84) ¥ .65 $ .15 $ 1.01
Average shares outstanding 54,277 54,292 55,117 53,189



Report of Independent Public Accountants

To the Stockholders of Federal Express Corporation:

We have audited the accompanying consolidated balance sheets of Federal Express Corporation (a Delaware
corporation) and subsidiaries as of May 31, 1994 and 1993, and the related consolidated statements of opera-
tions, common stockholders’ investment and cash flows for each of the three years in the period ended May
31,1994, These financial statements are the responsibility of the Company’s management. Our responsibility

is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audir also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation.

We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Federal Express Corporation and subsidiaries as of May 31, 1994 and 1993, and the results of their
operations and their cash flows for each of the three years in the period ended May 31, 1994, in conformity

with generally accepted accounting principles.

As discussed in Notes 7 and 9 of the Consolidared Financial Statements, effective June 1, 1992, the Company

changed its methods of accounting for income taxes and postretirement benefits other than pensions.

Memphis, Tennessee, ak\w\‘w { ’ l E‘ [IO
June 29,1994, »
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Selected Consolidated Financial Data

Years ended May 31

In thousands, except per share data and Other Operating Data

OPERATING RESULTS

Revenues

Operating income

Income (loss) before income taxes
Income (loss) from continuing operations
Net income (loss)

PER SHARE DATA

Earnings (loss) per share:
Continuing operations
Discontinued operations
Cumulative effects of changes in accounting principles

Net earnings (loss) per share
Average shares outstanding

Cash dividends
FINANCIAL POSITION

Property and equipment, net

Total assets

Long-term debt

Common stockholders’ investment

OTHER OPERATING DATA*

Express package:
Average daily package volume
Average pounds per package
Average revenue per pound
Average revenue per package
Airfreight:
Average daily pounds
Average revenue per pound
Operating weekdays
Aircraft fleet:
Airbus A300-600
Boeing 747-100
Boeing 747-200
McDonnell Douglas MD-11
McDonnell Douglas DC-10-10
McDonnell Douglas DC-10-30
McDonnell Douglas DC-8
Boeing 727-100
Boeing 727200
Cessna 208A
Cessna 208B
Fokker F-27
Vehicle fleet
Average number of employees (based on a
standard full-dme workweek)

1994 1993 1992
$8,479,456  $7,808,043  $7,550,060
530,632 377,173 22,967
378,462 203,576 (146,828)
204,370 109,809 (113,782)

$ 204,370 $ 53,866 $ (113,782)
$ 365 % 201 0§ (211)
— (1.03) —

$ 3.65 § 98  $ (211
56,012 54,719 53,961
$3,449,093  $3,476,268  $3,411,297
5,992,498 5,793,064 5,463,186
1,632,202 1,882,279 1,797,844
1,924,705 1,671,381 1,579,722
1,925,105 1,710,561 1,472,642
6.0 5.8 5.7

$ 248 $ 260 § 287
$ 1495 $§ 1517 $ 1625
1,844,270 2,050,033 2,258,303
$ 1.06 $ 109 % 122
257 255 254

2 - e

= — 4

6 8 9

13 8 4

11 11 11

19 19 17

69 80 85

90 87 66

10 10 10

206 206 206

32 32 32

30,900 28,100 30,400
88,502 84,104 84,162

*Beginning in 1994, U.S, domestic express airfreight is reported as package volume in express package operating data rather than as pounds in

airfreight operating data. Data for 1990, when the U.S. domestic airfreight services were initially offered, through 1993 has been restated to con-

form to this presentation.
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1991

$7,688,296
252,126
40,942
5,898

$ 5,898

B ol 1

$ A1
53,350

$3,624,026
5,672,461
1,826,781
1,668,620

1,310,890
5.6

$ 3.07
§ 17.19

2,650,204

$ 1.20
255

10

11

16

92

57

10

183

26
32,800

81,711

1990

1989

1988

$7,015,069  $5,166,967  $3,882,817
387.355 414,787 379,452
218,423 298,332 302,328
115,764 166,451 187,716
§ 115764 § 184,551  § 187,716
$ 218 § 318 § 356
— 35 —

$ 218 § 353 § 356
53,161 52,272 52,670
$3,566,321  $3,431,814  $2,231,875
5,675,073 5293422 3,008,549
2,148,142 2,138,940 838,730
1,649,187 1,493,524 1,330,679
1,234,174 1,059,882 877,543
5.4 5.4 5.3

$ 310 $ 304 $ 310
$ 1661 $§ 1628 § 1632
3,148,290 4,019,353 —
$ 113§ 1.06 —
255 255 257

9 9 -

10 12 —

10 8 8

16 16 13

6 6 —

89 80 47

41 26 21

37 38 38

147 109 71

19 7 5
31,000 28,900 21,000
75,102 58,136 48,556
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1987

$3,178,308

l§86

$2,573,229

1985

$2,015,920

364.743 344,021 258.617
311,885 305,085 212,272
166,952 192.671 138,740
$ (65571) § 131,839 $ 76,077
$ 321 $ 38 § 294
(4.48) (1.22) (1.33)
$ (127 $ 264 $ 161
51,905 49,840 46,970
$1.861.432  $1.551.845  $1.346,023
2499511 2276362  1.899.506
744.914 561,716 607.508
1078920  1,091.714 812,267
704,392 550,306 406,049
5.1 5.3 5.6
$ 333 § 340 § 345
$ 1697 $ 1792 §  19.19
254 254 255
3 6 5
11 9 5
39 35 35
21 18 18
39 34 9
27 — —
18,700 14,500 12,300
41,047 31,582 26,495




Board of Directors

Robert H. Allen @
Private Investor and Managing Partner

Challenge Investment Partners

Howard H. Baker, Jr. (1

Partner

Baker, Worthington, Crossley & Stansberry
Law firm

Anthony J. A. Bryan (D

Chairman, Executive Commuittee

Hospital Corporation International

Ouwns, manages and builds hospitals and health-related

Sfaciliries in varfous countries around the world

Robert L. Cox (O
Partner
Waring Cox

Law firm

Ralph D. DeNunzio @
President
Harbor Point Associates, Inc.

Private investnient and consulting firim

Judith L. Estrin
Chief Executive Officer and President
Network Computing [Jevices, Inc.

Display stations for network computing environments

Philip Greer (I
General Partner
Weiss, Peck & Greer Investments

Diversified investinent management and securities firni

(1) Audit Conunittee
(2) Compensation Cominittee

(*) Comunittee Chairman
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J-R. Hyde, I @
Chairman and Chief Executive Officer
AutoZone, [nc.

Autto parts retail chain

Charles T. Manatt (1
Senior Partner
Manatt, Phelps & Phillips

Law firm

Jackson W. Smart, Jr. @9
Chairman and Chief Executive Officer
MSP Communications, Inc.

Radio broadcasting company

Frederick W. Smith
Chairman, President and Chief Executive Officer

Federal Express Corporation

Dr. Joshua 1. Smith @
Chairinan, President and Chief Executive Officer
The MAXIMA Corporation

Information and data processing firm

Peter S. Willmott (1
Chairman and Chief Executive Officer
Willmott Services, Inc.

Retail and consulting firm



Senior Officers

Frederick W. Smith
Chairman, President and
Chief Executive Officer

William J. Razzouk

Executive Vice President

Worldwide Customer Operations

David J. Bronczek

Senior Vice President

Europe, Africa and Mediterranean

T. Michael Glenn

Senior Vice President

Worldwide Marketing, Customer Service and

Corporate Communicarions

Alan B. Graf, Jr.
Senior Vice President and

Chief Financial Officer

Dennis H. Jones
Senior Vice President and

Chief Information Officer

Kenneth R. Masterson
Senior Vice President,

General Counsel and Secretary

Joseph C. McCarty, III
Senior Vice President
Asia, Pacific and Middle East

James A. McKinney

Senior Vice President

President, FedEx Logistics Services
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Kenneth R. Newell
Senior Vice President

Retai] Service Operations

James A. Perkins
Senior Vice President and

Chief Personnel Officer

David E Rebholz
Senior Vice President

Global Sales and Trade Services

Jeffrey R. Rodek
Senior Vice President

Americas and Caribbean

Tracy G. Schmidt
Senior Vice President

Air Ground Terminal and Transportation

Mary Alice Taylor
Senior Vice President

Central Support Services

Theodore L. Weise
Senior Vice President

Air Operations

Graham R. Smith
Vice President, Controller and

Chief Accounting Officer




Corporate Information

Form 10-K: A copy of the Company’s Annual Report on Form 10-K (excluding exhibits), filed with the
Securities and Exchange Commission, is available free of charge. You will be mailed a copy upon request to
Thomas L. Holland, Investor Relations Department, Federal Express Corporation, Box 727, Dept. 1854,
Memphis, Tennessee 38194, (901) 395-3478.

Stock listing: The Company’s common stock is listed on The New York Stock Exchange under the ticker
symbol FDX.

Stockholders: At July 14, 1994, there were 7,843 stockholders of record.

Market information: Following are high and low closing prices, by quarter, for Federal Express Corporation
common stock in fiscal 1994 and 1993. No cash dividends have been declared.

Closing Prices of Common Stock First Second Third . Fourth
Quarter Quarter Quarter Quarter

FY 1994

High $60.25 $71.50 $77.50 $77.25

Low 44.63 55.25 68.25 64.88

FY 1993

High $46.75 $50.00 $60.75 $58.50

Low 37.63 35:13 49.25 48.00

Annual meeting: The annual meeting of stockholders will be held at The Peabody Hotel, 149 Union Avenue,
Memphis, Tennessee, on Monday, September 26, 1994, at 10:00 2.m., CDT.

Registrar and transfer agent: First Chicago Trust Company of New York, Shareholder Services, P.O. Box 2500,
Jersey City, NJ 073032500, (800) 4462617 / Michael Phalen (312) 407-4885.

Corporate headquarters: 2005 Corporate Avenue, Memphis, Tennessee 38132, (901) 369-3600.

Inguiries: For financial information, contact Thomas L. Holland, Manager of Investor Relations, Federal
Express Corporation, Box 727, Dept. 1854, Memphis, Tennessee 38194, (901) 395-3478. For general infor-
mation, contact Shirlee M. Finley, Manager of Media Relations, Federal Express Corporation, Box 727, Dept.
1850, Memphis, Tennessee 38194, (901) 395-3463.

Auditors: Arthur Andersen & Co., Memphis, Tennessee.
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EQUAL EMPLOYMENT OPPORTUNITY

Federal Express Corporation is firmly committed to afford Equal Employment Opportunity to all individu-
als regardless of age, sex, race, color, religion, national origin, citizenship, physical handicap, or status as a
Vietnam era or special disabled veteran. We are strongly bound to this commitment because adherence to
Equal Employment Opportunity principles is the only acceptable way of life. We adhere to those principles
not just because they are the law, but because it is the right thing to do.

SERVICE MARKS
Federal Express, the Federal Express logo, FedEx, EXPR ESSfreighter, FedEx Priority Overnight, POWER ~
SHIP, International Priority Distribution, International Priority Freight and International Priority are regis-

tered service marks and trademarks of Federal Express Corporation. Reg. U.S. Pat. & Tm. Off.

@ Portions of this annual report were printed on recycled paper.
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