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Item 2. Managements Discussion and Analysis of Results of Operatiormsd Financial Condition

GENERAL

The following Management'’s Discussion and AnalysiResults of Operations and Financial ConditidI&A”) describes the principal factors

affecting the results of operations, liquidity, tapresources, contractual cash obligations aitit@raccounting estimates of FedEx Corporation
(“FedEx"). This discussion should be read in contion with the accompanying quarterly unauditeddemsed consolidated financial statements and our
Annual Report on Form 10-K for the year ended May2913 (“Annual Report”YOur Annual Report includes additional informatidroat our significar
accounting policies, practices and the transactiossunderlie our financial results, as well aletailed discussion of the most significant riskd a
uncertainties associated with our financial cooditind operating results.

We provide a broad portfolio of transportation,cgrmerce and business services through companigsetio collectively, operating independently and
managed collaboratively, under the respected Fédand. Our primary operating companies are Fedeqatess Corporation (“FedEx Express”), the
world’s largest express transportation companyBxe@round Package System, Inc. (“FedEx Groundigading North American provider of small-
package ground delivery services; and FedEx Frelight (“FedEx Freight”), a leading North Americprovider of less-than-truckload (“LTL") freight
services. These companies represent our majorcedines and, along with FedEx Corporate Serviees,(“FedEx Services”), form the core of our
reportable segments.

Our FedEx Services segment provides sales, magkétiformation technology, communications and bafflce support to our transportation segment
addition, the FedEx Services segment provides me®with retail access to FedEx Express and F&tBund shipping services through FedEx Office
and Print Services, Inc. (“FedEx Office”) and pide$é customer service, technical support and bilimg) collection services through FedEx TechConnect,
Inc. (“FedEx TechConnect”). See “Reportable Segsidnt further discussion. Additional informatiom @ur businesses can also be found in our Annual
Report.

The key indicators necessary to understand oumtipgrresults include:

. the overall customer demand for our various sesviised on mac-economic factors and the global econol

. the volumes of transportation services providedugh our networks, primarily measured by our avemdajly volume and shipment weig
. the mix of services purchased by our custon

. the prices we obtain for our services, primarilyasiged by yield (revenue per package or poundventes per hundredweight for LTL freig
shipments)

. our ability to manage our cost structure (capixgenditures and operating expenses) to matchrghifblume levels; an

. the timing and amount of fluctuations in fuel pg@nd our ability to recover incremental fuel cdtsugh our fuel surcharge

The majority of our operating expenses are dirdntlyacted by revenue and volume levels. Accordingly expect these operating expenses to fluctuate
on a year-over-year basis consistent with the ahamgevenues and volumes. Therefore, the disausdioperating expense captions focuses on the key
drivers and trends impacting expenses other thangss in revenues and volume. The line item “Odiperating expenses” predominantly includes costs
associated with outside service contracts (sudeasrity, facility services and cargo handlinggurance, uniforms, professional fees and advegtisin
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Except as otherwise specified, references to yirdisate our fiscal year ending May 31, 2014 orezhtflay 31 of the year referenced and comparisa

to the corresponding period of the prior year. Rafees to our transportation segments includegcdlely, our FedEx Express, FedEx Ground and F
Freight segments.
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RESULTS OF OPERATIONS
CONSOLIDATED RESULTS

The following table compares summary operatingltegdollars in millions, except per share amoufasthe periods ended November 30:

Three Months Ende Percer Six Months Ende: Percen

2013 2012 Chang 2013 2012 Chang
Revenue: $ 11,40 $ 11,10° 3 $ 22,42 $ 21,89¢ 2
Operating incom 827 71¢ 15 1,622 1,46( 11
Operating margil 7.2% 6.5% 8Cbp 7.2% 6.7% 50bp
Net income $  50C $ 43¢ 14 $ 98¢ $ 897 10
Diluted earnings per sha $ 151 $ 1.3¢ 13 $ 3.1 $ 2.8 9

The following table shows changes in revenues g@edating income by reportable segment for the perended November 30, 2013 compared to
November 30, 2012 (dollars in millions

Change ir Percent Change Change ir Percent Change

Revenue: Revenue Operating Incom: Operating Incom:

Three Six Three Six Three Six Three Six
Months Months Months Months Months Months Months Months
Ended Ended Ended Ended Ended Ended Ended Endec
FedEx Express segme $ (19 $ (42 — — $ 96 $ 12t 42 29
FedEx Ground segme 25€ 524 10 10 12 35 3 4
FedEx Freight segme 57 82 4 3 1 2 1 1
FedEx Services segme (14) (28) 3 4 — — — —
Other and elimination 11 (9) NM NM — — — —
$ 29¢ $ 52¢ 3 2 $ 1o0¢ $ 162 15 11

Overview

Our revenues and earnings increased in the see@rteqof 2014 driven by improved profitabilityl@dEx Express and continued solid performance of
our FedEx Ground segment. In the second quart2dbt, earnings improved at FedEx Express, despiiglat decrease in revenues, due to our profit
improvement initiatives, including the benefitsrfrour fleet modernization programs, which haveltedtn lower aircraft maintenance expenses.
Included in our 2013 results was an $0.11 perefilshare negative impact of Superstorm Sandy. €uitts for the second quarter and first half of201
also reflect lower pension expense and a modesffibétom the voluntary employee severance prograrannounced in 2013. Our results for the first
half of 2014 include significant headwinds from tiet negative impact of fuel (described furtheobgland one fewer operating day.

In the second quarter of 2014, we announced theeration of a new share repurchase program o6 32 million shares of common stock, which
augmented the 7.4 million shares remaining on cevipusly authorized repurchase program. Durings#mond quarter, the company repurchased
7.2 million shares of FedEx common stock, incregsie fiscal 2014 year-tdate purchase total to 10 million shares. The stqoirter share repurcha
had no effect on the quarter’'s earnings per share.
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The following graphs for FedEx Express, FedEx Gtband FedEx Freight show selected volume trendh@nsands) over the five most recent quarters:
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The following graphs for FedEx Express, FedEx Geband FedEx Freight show selected yield trends thesfive most recent quarters:
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Revenue

Revenues increased 3% in the second quarter and &8 first half of 2014, primarily due to higheslumes and yield increases at FedEx Ground and
higher volumes at FedEx Freight. At our FedEx Grbsegment, revenues increased 10% in the secomigqaad in the first half of 2014 due to higher
volume from market share gains and increased yaddsresult of rate increases. Revenues at FegighFincreased 4% during the second quarter and
3% during the first half of 2014 primarily due tagher weight per shipment and average daily LTlpstents. At FedEx Express, revenues decreased
slightly in the second quarter and the first h&l2@14 as revenue growth from stronger base U.&irdgarnational package business and our freight-
forwarding business at FedEx Trade Networks waserttan offset by lower freight revenue and the tiegampact of lower fuel surcharges. Revenue
all of our transportation segments in the firsf 02014 were negatively impacted by one fewerrapeg day.
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Operating Income

The following tables compare operating expensesesspd as dollar amounts (in millions) and as egmerof revenue for the periods ended Novembe

Three Months Ende Six Months Endes

2013 2012 2013 2012
Operating expense
Salaries and employee bene $ 4148 $ 4,13: $ 8,22t $ 8,23¢
Purchased transportati 2,04( 1,86( 3,91¢ 3,54(
Rentals and landing fe: 64¢ 63C 1,28¢ 1,24¢
Depreciation and amortizatic 647 592 1,28¢ 1,165
Fuel 1,13¢ 1,23t 2,24( 2,37:
Maintenance and repai 47¢ 511 95¢ 1,05
Other 1,47¢ 1,42¢ 2,88¢ 2,82¢
Total operating expens $ 10,57¢ $ 10,38¢ $20,80¢ $20,43¢
Percent of Revent Percent of Revent
Three Three Six Six
Months Months Months Months
Ended Ended Ended Ended
2013 2012 2013 2012
Operating expense
Salaries and employee bene 36.4% 37.2% 36.7% 37.€%
Purchased transportati 17.¢ 16.7 17.5 16.2
Rentals and landing fe: 5.7 5.7 5.7 5.7
Depreciation and amortizatic 5.7 Bre 5.7 Bre
Fuel 9.¢ 11.1 10.C 10.¢
Maintenance and repai 4.2 4.€ A8 4.6
Other 12.¢ 12.¢ 12.¢ 12.¢
Total operating expens 92.7 93.t 92.¢ 93.%
Operating margil 7.2% 6.5% 7.2% 6.7%

Operating income increased in the second quartetrenfirst half of 2014 primarily as a result ofgroved profitability at FedEx Express, higher vo&s
and increased yields at FedEx Ground and improeeidnance at FedEx Freight. Our results in thesequarter of 2014 compared to 2013 benefited
from the negative impact of Superstorm Sandy irptii@r year. In addition, our results in the finstif of 2014 include a significant negative impatthe
timing lag which exists between when fuel priceargie and when indexed fuel surcharges automatiadjiyst and one fewer operating day.

Purchased transportation costs increased 10% isettend quarter and 11% in the first half of 20dé t volume growth at FedEx Ground, costs
associated with the expansion of our freight-fodirzg business at FedEx Trade Networks and higliération of third-party transportation providers a
FedEx Express and FedEx Freight. Depreciation arattization expense increased 9% in the secondequamnd 10% in the first half of 2014 primarily
due to accelerated depreciation on certain aircaafl aircraft recently placed in service at FeBkgress. Salaries and employee benefits experike in
second quarter and in the first half of 2014 beedffrom lower pension expense, lower headcountaeenployees departing through our voluntary
buyout program and the delayed timing or absenerenit increases for many of our employees. Maier and repairs expense decreased 6% in the
second quarter and 9% in the first half of 2014 wuthe continued modernization of our aircrafeflavhich impacted the timing of certain maintereanc
events.
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The following graph for our transportation segmesitsws our average cost of jet and vehicle fuepdon for the five most recent quarters:
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Fuel costs decreased 8% in the second quarterdand the first half of 2014 due to lower average@per gallon of jet fuel. Based on a static asialpf
the impact to operating income of year-over-yeanges in fuel prices compared to year-over-yeangdsin fuel surcharges, fuel did not impact
operating income in the second quarter but hadrafigiant negative impact on operating income i fihst half of 2014.

Our analysis considers the estimated impact ofatiaction in fuel surcharges included in the basesrcharged for FedEx Express and FedEx Ground
services. However, this analysis does not consitenegative effects that fuel surcharge levels haaxe on our business, including reduced demand and
shifts by our customers to lower-yielding servidéhile fluctuations in fuel surcharge rates carsigaificant from period to period, fuel surcharges
represent one of the many individual componentsuofpricing structure that impact our overall rewerand yield. Additional components include the mix
of services sold, the base price and extra seclhiaeges we obtain for these services and the ¢dy®icing discounts offered. In order to provide
information about the impact of fuel surchargestantrend in revenue and yield growth, we haveuigetl the comparative fuel surcharge rates in effect
for the second quarter and the first half of 20dd 2013 in the accompanying discussions of eaciuofransportation segments.

Income Taxes

Our effective tax rate was 36.9% for the secondtquand 36.5% for the first half of 2014, compawéth 36.8% for the second quarter and first half o
2013. For 2014, we expect an effective tax ratevden 36.5% and 37.0%. The actual rate, howevdrdeydlend on a number of factors, including the
amount and source of operating income.

We are subject to taxation in the United Statesvamius U.S. state, local and foreign jurisdicio8ubstantially all U.S. federal income tax matter
through fiscal year 2009 are concluded, and weamently under examination by the Internal ReveBaevice for the 2010 and 2011 tax years. It is
reasonably possible that certain income tax rgiuooeedings will be completed during the next 12the and could result in a change in our balance of
unrecognized tax benefits. The expected impachpfchanges would not be material to our consol@ifitencial statements. As of November 30, 2013,
there were no material changes to our liabilit@sunrecognized tax benefits from May 31, 2013.
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Business Acquisitions

As discussed in our Annual Report, on June 20, 28&3Zigned agreements to acquire the businesseateg by our current service provider Supaswift
(Pty) Ltd. in five countries in Southern Africa. &aldition, on September 2, 2013, we entered intagaeement to acquire Supaswift's business in two
additional countries. This acquisition will be fiettlwith cash from operations and is expected twobgpleted in the second half of 2014, subject to
customary closing conditions. The financial resaftthe acquired businesses will be included inRbdEx Express segment from the date of acquisition
and will be immaterial to our 2014 results.

Outlook

We expect revenue and earnings growth to contimtoethe third quarter and the remainder of 201dedfriby ongoing improvements in the results of &
our transportation segments. Our expected resarltaX14 will continue to be constrained by modeggaitevth in the global economy and continued
challenges from the demand shift trend from ouoriyi international services to our economy int¢ioreal services at FedEx Express.

The second quarter share repurchases had no effélee quarter’s earnings per share, but are exgéatimprove full year earnings by $0.04 per eitlit
share.

During the second quarter an additional 30% of3l6@0 employees accepting voluntary cash buyoutartled the company. As of November 30, 2013,
approximately 75% of the total population of em@ey leaving the company had vacated their positidms remaining 25% will depart by May 31, 20
While the voluntary severance program provided desbbenefit to our second quarter results, thenitapf the benefits realized from our voluntary
severance program will ramp up as the fiscal yeagnesses and the remaining scheduled employeetdegsaoccur.

During the first half of 2014, we continued to extron the profit improvement programs we annoumt@®13. These activities are focused primarily at
FedEx Express and FedEx Services. As previouskdhtihe majority of the benefits from our profitdgrovement programs will not occur until 2015 and
2016. Our ability to achieve the profit improvemearget and other benefits from these programspeident upon a number of factors, including the
health of the global economy and future customeratel, particularly for our priority services.

Other Outlook Matters For details on key 2014 capital projects, redethe “Liquidity Outlook” section of this MD&A.

Our outlook is dependent upon a stable pricingrenwment for fuel, as volatility in fuel prices imgia our fuel surcharge levels, fuel expense andadem
for our services. Historically, our fuel surchardpese largely offset incremental fuel costs; howgvelatility in fuel costs may impact earnings aese
adjustments to our fuel surcharges lag changestirmifuel prices paid. Therefore, the trailing aBopof adjustments to our fuel surcharges can
significantly affect our earnings either positivelynegatively in the short-term.

As described in Note 8 of the accompanying unadditmmdensed consolidated financial statementshentdndependent Contractor Model&ction of ou
FedEx Ground segment MD&A, we are involved in a benof lawsuits and other proceedings that chadleéhg status of FedEx Ground’s owner-
operators as independent contractors. FedEx Gramtitipates continuing changes to its relationshiipls its owner-operators. The nature, timing and
amount of any changes are dependent on the outcbmenerous future events. We cannot reasonakily&t the potential impact of any such changes
or a meaningful range of potential outcomes, algiothey could be material. However, we do not belighat any such changes will impair our ability to
operate and profitably grow our FedEx Ground bissine

See “Forward-Looking Statements” for a discussibtiese and other potential risks and uncertainttiascould materially affect our future performanc
RECENT ACCOUNTING GUIDANCE

New accounting rules and disclosure requirementsigmificantly impact our reported results anddbhmparability of our financial statemer

On June 1, 2013, we adopted the authoritative geieléssued by the Financial Accounting Standards@®oequiring additional information about
reclassification adjustments out of accumulate@otomprehensive income, including changes in aatated other comprehensive income balances by

component and significant items reclassified owafumulated other comprehensive income. We hawgted this guidance by including expanded
accumulated other comprehensive income disclogapgirements in Note 2 of our condensed consolid&ttadcial statements.
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