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Item 2. Managenent’s Di scussion and Anal ysis of Results of Operations and
Fi nanci al Condition

RESULTS OF OPERATI ONS

Consol i dated Results
In mllions, except per share amounts
Three and nine nonths ended February 28, 2001 and February 29, 2000

Three Months Ended Percent Ni ne Mont hs Ended Percent

2001 2000 Change 2001 2000 Change
Revenues $4,839 $4,518 +7 $14,512 $13, 408 +8
Operating incone 191 206 -7 848 795 +7
Net income 109 113 -4 471 443 +6
Earni ngs per diluted share $0.37 $0.39 -5 $ 1.62 $ 1.49 +9

FedEx Corporation (also referred to herein as “FedEx” or the *“Conpany”)
revenue for the third quarter increased 7% over the prior year period. Excluding
the effects of business acquisitions, revenues of FedEx increased 1% for the
third quarter and 6% for the year-to-date period ended February 28, 2001. During
the third quarter, the further slowing of the U S. and Asian econoni es adversely
affected operations, as FedEx experienced either |ower volunes or |ower volune
growh rates at all operating subsidiaries. I ncreased product yields for the
third quarter for nost services included the effects of the February 2001 rate
i ncreases at Federal Express Corporation (“FedEx Express”) and FedEx G ound
Package System Inc. (“FedEx Gound”), the effects of fuel surcharges and other
yi el d- managenent strategies, including a sales focus on higher yielding business.
The year-to-date revenue increase is largely reflective of the continued growh
of FedEx Express International Priority (IP) packages.

The third quarter and year-to-date |IP revenue growh rates of 7% and 14%
fromthe prior year respective periods are due to increased volunes and yields.
Vol ume growth and yield inprovement at FedEx Ground also contributed to the
increase in revenue for the third quarter. Ef fective February 1, 2001, FedEx
Express inplenmented list rate increases averaging 4.9% for shipnents within the
US and 2.9% for U S. export shipnents. FedEx Ground also inplenented a base
rate increase of 3.1% on February 5, 2001.

In response to deteriorating market conditions, the Conpany intensified cost
control neasures at all operating subsidiaries during the third quarter.
Di scretionary spending was held to a minimum capital spending was reduced or
del ayed and staffing additions were limted.

Year - over-year operating incone decreased 12% for the third quarter and
increased 6% year to date, excluding the effects of business acquisitions.
I ncreased fuel prices negatively inpacted year-over-year expenses by $24 nillion
for the third quarter and $157 million year to date, net of the effects of jet
fuel hedging contracts. In response to higher fuel costs, fuel surcharges have
been inplenmented at all of the Conpany’s nmaterial operating subsidiaries. The
Conmpany will continue to nmanage its exposure to material changes in fuel costs
through the selective use of fuel hedging contracts and the use of fuel
surchar ges.



FedEx received approximately $15 mllion in the third quarter and $73
mllion in the year-to-date period under jet fuel hedging contracts. The Conpany
has also entered into jet fuel hedging contracts through 2002, as outlined in the
t abl e bel ow.

2001
Fourth
Quarter 2002
Per cent age of usage hedged 62% 33%
Price per gallon (including
esti mated taxes and fees) $. 786 $. 964
The Conmpany will adopt Statement of Financial Accounting Standards No.

(“SFAS”) 133, “Accounting for Derivative Instrunents and Hedging Activities” (as
anmended by SFAS 137 and SFAS 138) effective June 1, 2001. W do not believe the
adoption of this Statement will have a material effect on the Conpany’s financia
position or results of operations.

Operating results also reflect the continuing inplenmentation of the

rebranding and reorganization initiatives begun in 2000. W believe this
strategy will enable our operating subsidiaries to conpete collectively while
retaining the independent operating structure of their business units. Over
time, this strategy will also allow us to better align the services provided by
each operating subsidiary based on the strengths of their respective networks.
FedEx Corporate Services, Inc. (“FedEx Services”) provides custoners with a
single point of contact for all express and ground services. The sales,
mar keti ng, customer service and nost of the information technol ogy functions of
our two largest subsidiaries are now centralized in FedEx Services. We have

| argely conpleted the expansion and retraining of our sales force, but continue
to incur costs associated with the retooling of our automation systens and
vehicle and facilities rebranding. The rebranding costs were approxi nately $7
mllion for the third quarter and approximately $20 mllion for the year-to-date
period, conpared to $9 mllion for both of the prior year respective periods.

On February 9, 2001, FedEx conpleted the acquisition of Anerican Freightways
Corporation (“American Freightways”) for $28.13 per share, or approximtely $978
mllion in cash and FedEx conmon stock. The acquisition was accounted for as a
purchase and resulted in recognition of approximately $600 mllion in goodwll,
as well as the formation of a new operating segnent, FedEx Freight System Inc.
(“FedEx Freight”). For further information, see “Liquidity” and Note 2 of Notes
to Condensed Consolidated Financial Statenments.

Net interest expense increased 13% for the third quarter due to higher
commerci al paper borrowings, primarily incurred for the cash requirenments of the

Anerican Freightways acquisition. The year-to-date increase of 32% in net
interest expense was due to higher comrercial paper borrowings that were
primarily incurred as a result of the prior year stock repurchase program In

the prior year third quarter, other income included an $11 million gain fromthe
sal e of securities.

The Conmpany’s effective tax rates of 31.4% for the third quarter and 37.0%
for the year-to-date period conpare with rates of 39.5% for the sane respective
periods in the prior year. The reduction in the 2001 effective tax rate is
primarily attributable to the utilization of excess foreign tax credits. Thi s
decrease in the effective tax rate resulted in an increase to third quarter net
i ncone of approxi mately $12, 800,000, or $0.04 per share. The Conpany expects its
effective tax rate for the fourth quarter of 2001 to be 37% and for periods after
2001 to be in the approxi mate range of 38.0%to 38.5%



OUTLOOK

Econom ¢ conditions continue to weaken during the first half of calendar
2001, as evidenced by nunerous corporate earnings warnings and |ayoffs,
particularly in the autonmotive and high-technology market sectors. For the
Company, volune growth, yield growh and weights for February dropped noticeably
for all of our operating units. W expect volumes for the remainder of 2001 to
continue to be adversely affected by the current econom c situation

Despite the near-term econonic outl ook, we continue to believe FedEx is wel
positioned for |ong-term grow h. In January 2001, we entered into a business
alliance with the U S. Postal Service, which is expected to generate revenue of
approximately $7 billion over seven years and is consistent with our goals of
i mproving margins, cash flows and returns. The alliance consists of two service
agreenents, one in which FedEx Express will provide air capacity beginning August
2001 for transportation of certain postal packages, and a non-excl usive agreenment
that allows us to install FedEx Express drop boxes in U 'S. postal |ocations.
During March 2001, approximately 80 drop boxes were placed in post offices
t hroughout the Charlotte, North Carolina area, which serves as our first test
mar ket for the expansion of our network of drop box locations through this
agreenent.

Also in January 2001, we announced plans to acquire 10 A380-800F aircraft.
These aircraft will be capable of flying directly between Asia, Europe and our
hubs in the US. and will offer superior international service capabilities.
FedEx plans to take delivery of these aircraft beginning in cal endar 2008.

We also continue to pursue strategies in support of our long-term growh
goals that offer our custonmers superior supply chain solutions. In direct
response to custoner demand, FedEx Express extended pick-up and drop-off tinmes by
up to three hours in many nmjor markets beginning February 26, 2001, through

FedEx Extra Hours(SM. In March 2001, we rolled out new w reless electronic
services that make shipping information avail able anytine, anywhere to custoners
and enpl oyees. These software solutions, available through nobst web-enabled
devices, including nobile telephones, personal digital assistants and two-way
pagers, are free to all FedEx custoners with internet access. W are also

continuing to expand the FedEx Hone Delivery network, which offers consuners the
conveni ence of later delivery hours and guaranteed Saturday delivery.

We believe the reliable service and tracking capabilities offered by FedEx
will become even nore inportant to custoners as they seek to beconme nore
productive, shorten their supply chains and decrease inventory |levels. Also, our
extensive international network has positioned FedEx to continue to capitalize on
t he gl obalization of markets.

However, managenment expects that near-term econonic conditions will continue
to result in slow to negative growth in package volumes and freight shipnments.
In March of 2001, U S. donestic express traffic at FedEx Express declined 4.4%
fromthe prior year while IP volunme grew at 5% and FedEx G ound vol ume was up 6%
from the prior year. The econom ¢ uncertainty, however, makes it difficult to
forecast future financial results.



REPORTABLE SEGVENTS

FedEx Freight was formed in the third quarter in conjunction with our
acquisition of Anerican Freightways. FedEx Freight represents the Conpany’s
regi onal Iless-than-truckload (“LTL”) operations, focusing on one- and two-day
deliveries. This new reportable segnent includes the results of operations of
American Freightways from January 1, 2001 and Viking Freight, Inc. ("Viking”)
from Decenber 1, 2000. On a conbined basis, these conpanies conprise one of the
| argest regional LTL networks in the US., with 8, 700 tractors, 24,000 trailers
and 54,000 freight shipments each day.

The formation of FedEx Services changed the way certain costs are captured
and allocated between the Conmpany’s operating segnents. For exanple, salaries,
wages and benefits, depreciation and other costs for the sales, narketing and
i nformati on technol ogy departments previously incurred at FedEx Express and FedEx
Ground are now allocated to these operating segnents and are included in the line
item “lInterconpany charges” on the acconpanying financial summaries of our
reportabl e segments. Consequently, certain segnment expense data presented i s not
conparable to prior periods. We believe the total amunts allocated to the
busi ness segnments reasonably reflect the cost of providing such services.



FEDEX EXPRESS

The followi ng table conmpares revenues and operating income (in mllions) and
sel ected statistics (in thousands, except yield amounts) for the three- and nine-
nont h peri ods ended February 28, 2001 and February 29, 2000:

Three Months Ended Percent N ne Months Ended Percent

2001 2000" Change 2001 2000" Change
Revenues:
Package:
U.S. overni ght box?2 $1,425 $1, 420 - $ 4,388 $ 4,194 + 5
U.S. overnight envel ope® 451 455 -1 1, 379 1, 358 + 2
U S. deferred 639 642 - 1,891 1, 789 + 6
International Priority 945 887 + 7 2,952 2,586 +14
Total package revenue 3, 460 3,404 + 2 10, 610 9, 927 + 7
Freight:
u. S 157 141 +11 496 415 +20
I nternational 103 117 -12 321 370 -13
Total freight revenue 260 258 +1 817 785 + 4
Q her 65 96 -32 255 369 -31
Total revenues $3, 785 $3, 758 +1 $11.682 $11,081 +5
Oper ati ng Expenses:
Sal ari es and enpl oyee benefits 1,574 4,752
Pur chased transportation 144 441
Rental s and | andi ng fees 356 1, 053
Depreci ation and anortization 199 596
Fuel 275 817
Mai nt enance and repairs 216 722
| nt er conpany char ges 321 993
Q her 540 1,619
Total operating expenses 3,625 3,615 - 10, 993 10, 517 + 5
Qperating incone $§ 160 $ 143 +12 $ 689 $ 564 +22
Package statistics:
Aver age daily packages:
U S. overni ght box 1, 288 1, 277 + 1 1,278 1, 241 + 3
U S. overni ght envel ope 749 765 -2 755 761 -1
U S. deferred 962 991 -3 920 914 +1
IP 340 318 + 7 345 312 +11
Conposite 3,339 3,351 - 3, 298 3,228 + 2
Revenue per package (yield):
U. S. overni ght box $17.84 $17.38 + 3 $18. 08 $17. 60 + 3
U S. overni ght envel ope 9.70 9.29 + 4 9.62 9.30 + 3
U S. deferred 10. 71 10. 12 + 6 10. 81 10. 19 + 6
IP 44. 89 43. 60 + 3 44. 99 43.12 + 4
Conposite 16. 71 15. 87 +5 16. 93 16. 02 + 6
Freight statistics:
Aver age daily pounds:
u. S 4,204 4, 607 -9 4,441 4,742 - 6
I nt ernati onal 2,164 2, 265 - 4 2,238 2,448 -9
Conposite 6, 368 6, 872 -7 6,679 7,190 -7
Revenue per pound (yield):
u. S $ .60 $ .48 +25 $ .59 $ .46 +28
I nt ernati onal .77 .81 -5 .75 .79 -5
Conposite . 66 .59 +12 . 64 .57 +12

1 Operating expense detail for the three- and nine-nonth periods ended February 29, 2000 has
been omtted, as this data is not conparable to the three- and nine-nonth periods ended
February 28, 2001. See “Reportable Segnents” above.

2 The U. S. Overnight Box category includes packages exceeding 8 ounces in weight.

3 The U.S. Overnight Envel ope category includes envel opes wei ghing 8 ounces or |ess.




Revenues

Total package revenue increased 2% in the third quarter and 7% in the year-
to-date period, principally due to increases in |P volunes. Year - over - year
conparisons for both the quarter and year-to-date periods were negatively
affected by two fewer operating days in the third quarter of 2001.

Al though less than the double-digit gromh rates of the prior quarters, the
third quarter year-over-year |P volune growth rate of 7% remai ned strong. For
exanpl e, European quarterly year-over-year growth rates continue to be 25% but
these rates are offset by Asian growh rates that have slowed from 26% in the
first quarter to 7%in the third quarter.

In the U S., average daily donmestic express package volunme declined 1% year
over year for the third quarter, despite slight growh in U S. Overnight Box and
nodest growth in FedEx 2Day vol une. Total package yield increased 5% for the
third quarter and 6% year to date, continuing the upward trend resulting from our
yi el d- managenment strategy, which includes limting gromh of Iless profitable
busi ness and recovering the higher cost of fuel through a fuel surcharge.

Total freight revenue for the third quarter and year-to-date periods
i ncreased due to significantly inproved yields in US. freight, partially offset
by declines in donestic freight volume and international freight volume and
yi el d.

O her revenue included Canadian donestic revenue, charter services,
| ogi stics services, sales of hushkits and other. As expected, hushkit sales have
continued to decrease conpared to the prior year periods and are expected to be
imaterial for future periods.

Operating | ncone

Operating incone increased 12% for the third quarter and 22% for the year-
to-date period. Operating margin inproved for the third quarter despite the
slowdown in revenue growth, as intensified cost controls and reduced variable
conmpensati on and pension costs hel ped hold expenses relatively flat conpared to
the prior year third quarter. An 8% increase in average jet fuel price per
gallon contributed to a negative inpact of approximately $17 mllion on third
quarter total fuel costs, including the results of jet fuel hedging contracts
entered into to mtigate these increased costs. For the year-to-date period, the
i npact was $127 mllion, net of hedging effects, resulting froma 23%increase in
average jet fuel price per gallon. A 4% fuel surcharge, in effect since April 1,
2000, offset the increase in fuel costs in the third quarter.

Year - over-year conparisons were also affected by the anticipated reduction
in the contribution from sales of hushkits. Operating profit from these sales
was immaterial for the third quarter and $7 mllion for the year-to-date period,
conpared to $9 million and $38 million in the respective prior year periods.



FEDEX GROUND

The following table conpares revenues and operating incone (in mllions)
and selected package statistics (in thousands, except dollar amunts) for the
three- and ni ne-nonth periods ended February 28, 2001 and February 29, 2000:

Three Months Ended Percent Ni ne Mont hs Ended Percent

2001 2000*! Change 2001 2000  Change
Revenues $529 $487 +9 $1, 653 $1, 483 +11
Oper ati ng Expenses:

Sal ari es and enpl oyee benefits 112 337
Pur chased transportation 213 657
Rental s and | andi ng fees 17 49
Depreci ation and anorti zation 29 80
Fuel 3 5
Mai nt enance and repairs 16 47
I nt er conpany char ges 52 161
Q her 69 198

Tot al operating expenses 511 448 +14 1,534 1, 327 +16

Qperating i nconme $ 18 $ 39 -54 $ 119 $ 156 -24

Aver age daily packages 1, 441 1, 415 + 2 1,512 1, 440 + 5

Revenue per package (yiel d) $582 $554 +5 $ 572 $ 5.51 + 4

1 Operating expense detail for the three- and nine-nonth periods ended February 29, 2000 has
been omtted, as this data is not conparable to the three- and nine-nmonth periods ended
February 28, 2001. See “Reportable Segnents” above

Revenues

FedEx Ground revenues for the third quarter increased 9% fromthe prior year
period, due to increases in yields and average daily package volunmes, as well as
an additional operating day. Overall econom c conditions depressed vol une growh
rates in the third quarter. Yields increased largely due to the February 2001
base rate increase of 3.1% higher package weight and the 1.25% fuel surcharge
i npl emrented on August 7, 2000. For the year-to-date period, revenues increased
11% due to higher average daily volunes and yields, as well as four additional
operating days.

The new FedEx Honme Delivery service continued to post increased average
dai ly package volunmes during the third quarter. In spite of the weakened
econonmic conditions, the continued expansion of FedEx Home Delivery, in
conjunction with FedEx’s new bundling and brandi ng strategies, helped to increase
the year-over-year average daily volume growh rates to 2% for the third quarter
and 5% for the year-to-date period.

Operating | ncone

FedEx Hone Delivery operating |osses and rebranding and reorganization
expenses totaled $19 million for the third quarter and $45 million year to date,
conpared to $8 mllion and $10 mllion in the prior year respective periods
Excl udi ng the negative effects of these anbunts, operating incone for the third
gquarter and year-to-date period decreased 21% and 1% year over year,
respectively. For the third quarter, higher sales, marketing and information
technol ogy support costs, utilities expenses and depreciation frominvestnments in
systens further reduced operating incone. Facility openings or expansions in the
Ground and FedEx Home Delivery networks increased depreciation, rental and other
property-rel ated expenses.



The FedEx Home Delivery service, initiated in March 2000, is dedicated to
nmeeting the needs of business-to-consuner shippers. In February 2001, 85
additional facilities were opened, expanding Hone Delivery coverage to 70% of the
U.S. popul ation. Coverage of approximtely 80% of the U S. population is planned
by Septenber 2001. We continue to estimate that FedEx Honme Delivery operating
| osses will approximate $50 million in 2001

FEDEX FREI GHT

The FedEx Freight segment, fornmed in the third quarter, includes the
financial results of Viking from Decenmber 1, 2000, and the financial results of
Ameri can Frei ghtways from January 1, 2001 (the date of acquisition for financia
reporting purposes).

The followi ng table shows revenues and operating income (in mllions) and
sel ected statistics for the three-nonth period ended February 28, 2001

Revenues $337
Oper ati ng Expenses:
Sal ari es and enpl oyee benefits 198
Purchased transportation 9
Rental s and | andi ng fees 11
Depreci ation and anortization 18
Fuel 18
Mai nt enance and repairs 15
I nt er conpany char ges 1
Q her 49
Total operating expenses 319
Qper ating i ncone $ 18
Shi prent's per day! 54, 176
Wi ght per shiprent (pounds)? 1,132
Revenue per hundredwei ght? $11. 80

1 Based on portion of the quarter including both American Freightways and Vi king (January
and February).

Revenues

FedEx Freight experienced |ower than expected volumes during the third
quarter, due to the econonmic slowdown. The | ower than expected volunes were
partially offset by strong yields. The conpl enmentary geographic regions served
by Anerican Freightways and Viking are expected to have a positive inpact on
revenues. Both companies will continue to focus on day-definite regional LTL
service, but will be able to collaborate as partners to serve custoners who have
nmul ti-regional LTL needs.

Fuel surcharges for this segment included the following at February 28,
2001:

Shi prent s Shi prment s
Oper ati ng Under Over
Subsi di ary 20, 000 pounds 20, 000 pounds
Aneri can Frei ght ways 3% 7%
Vi ki ng 3% 6%

The American Frei ghtways fuel surcharge, which was in effect at acquisition, is
tied to the "Retail on Hi ghway Di esel Fuel Price" as published by the Departnent
of Energy and changes weekly based on changes in the index. A fuel surcharge has
been in effect at Viking since August 16, 1999.
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Operating | ncone

In addition to the |ower volunes nentioned above, operating income for the
third quarter was negatively affected by higher than planned fuel expenses. The
third quarter also reflects seasonally |ow volunme and operating results.

OTHER OPERATI ONS

Ot her operations include FedEx Custom Critical, Inc. (“FedEx Custom
Critical”), a critical-shipment carrier; FedEx Trade Networks, Inc., a global
trade services conpany; FedEx Supply Chain Services, Inc. (“FedEx Supply Chain”),
a contract |ogistics provider; Caribbean Transportation Services, Inc., a freight
forwarder; and certain unallocated corporate itens. The operating results of
Vi king prior to Decenber 1, 2000, are also included in this category.

The follow ng table conmpares revenues and operating income (in mllions) for
the three- and nine-nonth periods ended February 28, 2001 and February 29, 2000:

Three Months Ended Percent Ni ne Mont hs Ended Percent

2001 2000 Change 2001 2000 Change
Revenues $188 $273 - 31 $840 $844 -
Qperating i ncone (I oss) $ (5) $ 24 -121 $ 22 $ 75 -71

Revenues from other operations decreased 31% for the third quarter and were
approximately flat year to date from the respective prior year periods.
Excluding the effects of businesses acquired during or after the conparable
periods and the prior year revenues of Viking, revenues from other operations
decreased 9% and 2% for the third quarter and year-to-date period, respectively,
principally due to |ower year-over-year revenues at FedEx Custom Critical. The
demand for services provided by this operating subsidiary (critical shipnents) is
highly elastic and tied to key econonmic indicators, principally in the autonotive
i ndustry, where vol unmes have continued to decline since the beginning of 2001

Operating incone decreased 121% for the third quarter and 71% year to date
fromthe prior year periods. The conbined effects of acquired businesses and the
inclusion of Viking in the FedEx Freight segnent did not materially change the
percent age decreases above. These decreases reflect primarily the decline in
volunme and yield at FedEx Custom Critical and |ower performance at FedEx Supply
Chai n.

FI NANCI AL CONDI TI ON
Liquidity

Cash and cash equivalents totaled $140 mllion at February 28, 2001
conpared to $68 mllion at My 31, 2000. Cash flows from operating activities
for the year-to-date period totaled $1.026 billion, conpared to $876 mllion for
the prior year period.

As mentioned previously, FedEx conpleted the acquisition of Anerican
Frei ghtways on February 9, 2001 in a transaction accounted for as a purchase.
The $978 million purchase price was a conbination of cash and FedEx comon stock
(11.0 mllion shares of treasury stock were utilized). The Conpany al so assuned
approximately $240 million in American Frei ghtways debt.
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FedEx’s operations are generally capital intensive and generate cash
earnings substantially in excess of reported earnings. The following table
conpares certain cash-based earnings neasures (in mllions, except per share
anmounts) for the three- and nine-nonth periods ended February 28, 2001 and
February 29, 2000:

Three Months Ended Percent N ne Months Ended Percent
2001 2000 Change 2001 2000 Change
EBI TDA (earni ngs before interest,
t axes, depreci ation and $ 519 $ 511 +2 $1, 788 $1, 667 + 7
anortization)

Cash earnings per share (net

incone plus depreciation and

anortization divided by average

common and commbn  equi val ent $1. 49 $1. 39 +7 $ 4.85 $ 4.35 +11
shar es)

The Conpany currently has a $1.0 billion revolving credit facility that is
generally used to finance tenporary operating cash requirements and to provide
support for the issuance of comrercial paper. As of February 28, 2001, $427
mllion was available under this commtnent. In Decenmber 2000, the Conpany
secured an additional $750 mllion credit facility. This facility was utilized
to back comrercial paper borrowings that funded the cash requirements of the
Ameri can Freightways acquisition and for general corporate purposes. On March
21, 2001, the Conpany ternminated this facility.

On February 12, 2001, the Conpany issued $750 million of senior unsecured
notes in three maturity tranches: three, five and ten years, at $250 mllion

each. Net proceeds from the borrowings were used to repay indebtedness,
principally borrowi ngs under the Conpany's comercial paper program and for
general corporate purposes. For nmore information regarding these credit

facilities, see Note 4 of Notes to Condensed Consolidated Financial Statenents.

We believe that cash flow from operations, our comercial paper program and
our revolving credit facility will adequately provide for the Conpany’s worKking
capital needs for the foreseeable future.

Capital Resources

Qur operations require significant investnents in aircraft, vehicles,
conputer and telecommunications equipnment and systens, package handling
facilities and sort equi pnent. The ampunt and tim ng of capital additions depend
on various factors, including volune growth, domestic and international econonic
conditions, new or enhanced services, geographical expansion of services,
conpetition, availability of satisfactory financing and actions of regulatory
aut horities.

The following table conpares capital expenditures (including equivalent
capital, which is defined below) for the three- and nine- nonths ended
February 28, 2001 and February 29, 2000 (in mllions):

Thr ee Mont hs Ended Ni ne Mont hs Ended

2001 2000 2001 2000
Aircraft and rel ated equi pment $216 $121 $ 502 $ 370
Facilities and sort equi pment 81 105 253 325
I nformati on and technol ogy
equi pnment 84 29 265 247
O her equi pment 72 134 252 286
Total capital expenditures 453 389 1,272 1,228
Equi val ent capital, principally
aircraft-rel ated - 5 - 361
Tot al 453 394 $1,272 $1,589



We finance certain of our aircraft and other equi pnent needs using long-term
operating | eases. The deternmination to |ease versus buy equi pnent is a financing
decision, and both forms of financing are considered when evaluating the
resources committed for capital. The anmobunt that the Conpany woul d have expended
to purchase these assets had it not chosen to obtain their use through operating
| eases is considered equivalent capital in the table above.

As a result of our current outlook for the reminder of 2001, we have
reduced planned capital expenditures for 2001 from our earlier estimate of $2.3

billion to approximately $2.0 billion, the sane level as the prior year
However, we plan to continue to nake strategic capital investnents in support of
our long-term growth goals. For information on the Conpany's purchase

commitnments, see Note 7 of Notes to Condensed Consolidated Financial Statenents.

We believe that the capital resources available to us provide flexibility to
access the nmost efficient markets for financing capital acquisitions, including
aircraft, and are adequate for FedEx's future capital needs.

Euro Currency Conversion

Since the beginning of the European Union’s transition to the euro on
January 1, 1999, our subsidiaries have been prepared to quote rates to custoners,
generate billings and accept paynents, in both euro and |egacy currencies. The
| egacy currencies will remain legal tender through Decenber 31, 2001. FedEx
believes that the introduction of the euro, any price transparency brought about
by its introduction and the phasing out of the |egacy currencies will not have a
material inmpact on our consolidated financial position, results of operations or
cash flows. Costs associated with the euro transition are being expensed as
incurred and are being funded entirely by internal cash flows. Year to date, the
devaluation of the Euro had an immaterial negative inpact on the results of
operations of the Conpany.

Certain statements contained in this Report are “forward-looking statenents”
within the neaning of the Private Securities Litigation Reform Act of 1995, such
as statenents relating to nmanagenment’'s views with respect to future events and
financi al performance. Such forward-1ooking statenents are subject to risks,
uncertainties and other factors which could cause actual results to differ
materially from historical experience or fromfuture results expressed or inplied
by such forward-I|ooking statenents. Potential risks and uncertainties include
but are not limted to, econom c and conpetitive conditions in the markets where
the Conpany operates, continued increases in fuel costs and the ability to
mtigate the effects of such increases through fuel surcharges and hedging
activities, matching capacity to volume l|levels and other uncertainties detailed
fromtime to tine in the Securities and Exchange Conmission filings and press
rel eases of the Conpany and its subsidiaries.

Except as otherw se indicated,

* references to years nean the Conpany’s fiscal year ending May 31 of the
year referenced

* references to the “third quarter” nean the three nonth period ended
February 28, 2001

* references to “year-to-date” or the “year-to-date period” nmean the nine
mont h period ended February 28, 2001



