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Foreword

When Roger Frock called to tell me he was writ-
ing a book about the early days of Federal
Express, I felt that finally the right man had

stepped forward to chronicle this dramatic bit of busi-
ness history. From late 1973 to the spring of 1978, as
head of the board of directors’ executive committee, I
participated in most aspects of the company’s business
during the startup. In those early years, Federal Express
hovered on the verge of bankruptcy. Murphy’s Law, “Any-
thing that can go wrong will go wrong,” certainly applied.
Finally, a strong, growing, and profitable business emerged
and we turned the corner. As one of my partners retro-
spectively exclaimed, it was like taking a supertanker at
full speed over a reef with a quarter inch to spare!

There was a lot more at stake in the future of Federal
Express than the fortunes of its management and share-
holders. Federal Express was a major endeavor of a fledg-
ling venture capital industry to create something new 
in a very public arena. Venture capital was a relatively
unknown business at the time, and as far as the public
knew, if a project succeeded, a few rich guys got richer; 
if there was failure, no one ever really heard about it. 
But with Federal Express, some venture capitalists were
doing more than just writing checks. They were very pub-
licly getting their hands dirty in a day-to-day survival
operation. If matters had gone in the wrong direction, I
am sure the venture capital business would be different
than it is today. 

Roger and the other people associated with the com-
pany worked full-time, essentially 24/7. I was a part-timer
who flew in once a month, sometimes more frequently,
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to deal with financial issues and policy matters. I have never
worked with a more dedicated group of people. All were intelli-
gent, hardworking, able people with a high regard for one anoth-
er. They were flexible, worked together as a unified team, quick-
ly adapted to new challenges, and never got discouraged, no mat-
ter what kind of hot water the company was in.

In early 1973 I was an executive vice president of New Court
Securities Corporation, a New York–based private investment affil-
iate of various Rothschild banking interests. My principal respon-
sibilities were to manage the venture capital assets of the firm. At
the time, we had about $75 million under our care, which made
us one of the largest pools of venture capital in the United States.
The investment climate was not good. Stocks had been in decline
for several years, and many middle-market companies with good
earnings and decent balance sheets were selling for six or seven
times earnings. Moreover, inflation had reared its ugly head, inter-
est rates were rising, and money was getting tight. There were no
initial public offerings in sight, nor had there been for several
years. For the time being, the day of the small venture deal with
its long-time horizon to liquidity was over.

At New Court, we were obliged to modify our investment strat-
egy to suit the changing capital markets. Typically, we would invest
in small or startup companies and look toward living with them
for a period of years while they realized their business plan. Some-
times we might step in financially when other sources of cap-
ital such as banks or other investors became unavailable. From
what we could see in early 1973, there was going to be a financial
drought for smaller enterprise for some period ahead. Conse-
quently, we began to focus on those investment opportunities that
could achieve financial critical mass fairly promptly. An invest-
ment opportunity that could reach $100 million in revenues and
commensurate high margins and cash flow in a few years had a
chance. It was our view that the IPO market would come back but
new ventures would have to demonstrate something remarkable
to attract the institutional investor. 

One day George Montgomery of White, Weld & Company
called to ask us to look over an intriguing situation they had
uncovered in Memphis. He described a 28-year-old, ex-marine
captain, a Vietnam veteran with a Silver Star, a Yale graduate, who

x | Foreword
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had started with his own money a small-package airline with great
potential.

Fred Smith turned out to be a very attractive person, highly
articulate and obviously very intelligent. He had studied the small-
package delivery business inside and out, and he had developed
some very innovative ideas as to how to serve it. He also had a very
competent management group working night and day to turn
this operation into reality. In short, this was not a scheme on
paper but one in three dimensions into which he had poured a
good part of his net worth. Fred was about as entrepreneurial as
they come.

In the early morning hours of April 20, 1973, a group of indi-
viduals—Fred Smith, Roger Frock, and I—stood watch outside
the old World War II hangars at the Memphis airport for the first
full run of the Federal Express Falcon 20 fleet. In due course,
these aircraft came roaring out of the night sky. During the next
several hours, they were unloaded and reloaded, and took off just
before dawn. It was an impressive sight that reminded me of an
old war movie, Twelve O’clock High.

Next morning we sat through a presentation presided over by
Roger Frock. Needless to say, I was frazzled by travel time and lack
of sleep. Roger, on the other hand, who had not made it to bed,
was fresh, put together, and ready to go. He was the general man-
ager and chief of operations, and I gathered he was no stranger
to all-nighters. He was not a hip shooter; his convictions stemmed
from hard study and a pragmatic turn of mind.

Back in New York, we began to focus on all the informa-
tion and evidence we had to support a significant investment 
in Federal Express. First, we concluded the terms offered were
inadequate to support the inherent risk and the level of support
required to make the venture work. Second, the time limits to a
decision were very tight—Federal Express had no time cushion
before it had to exercise its options on the Falcon aircraft it had
under contract. 

Furthermore, we were not certain this new enterprise could
generate a positive cash flow quickly enough to support the large
capital investment and big debt structure that was contemplated.
Most important, there was no operating record on which to hang
one’s hat, and no clear-cut evidence that the system could gener-

Foreword | xi
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ate profits. Like all investment decisions, this one offered a great
many positives but some profound negatives as well. Reluctantly,
New Court decided not to participate. New Court took itself out
of the running because we could not see ourselves solving all the
problems we had uncovered. The time requirements to do all the
studies or due diligence to support the figures and meet the fleet
option deadlines were just too tight. 

We later re-examined our thinking about Federal Express after
another potential investor, General Dynamics, turned out a favor-
able report. Now we had General Dynamics’ very comprehensive
study to support our own thinking, as well as the potential partic-
ipation of other serious investors who could help provide the
resources needed to get this job done. We decided to join forces
with White, Weld to assist it in getting this difficult financing com-
pleted. We also became the lead investor in the transaction. When
I asked my partners who would represent us in this affair, they all
turned toward me and smiled. It wasn’t going to be easy. 

Our faith and hard work began to pay off by 1975, as Federal’s
small-package business began to tax the capacity of its airplanes.
Major cities in the Northeast along with Chicago, Los Angeles, and
San Francisco were requiring two or more flights a day to meet
growing demand. Suddenly, new vistas of what Federal Express
could become opened up. There was the strong possibility that
the company would become much larger and more profitable
than any of us had thought possible, and we could finally look for-
ward to a public offering.

The successful initial public offering of Federal Express in
April of 1978 ended the long drought in new issues and was a bell-
wether of good things to follow. The tide had turned and a lot 
of other boats were to be lifted. Federal’s shareholders were well
rewarded, and for the next five years, the company grew at an
astonishing rate both in sales and in earnings.

In the late eighties and early nineties the company faltered 
as it absorbed significant losses from ZapMail, the acquisition of
Flying Tigers Airline, and its poorly conceived assault on the
small-package market of Western Europe. The U.S. domestic
package business absorbed all of these losses, however, and the
company remained intact. Fred Smith and his management team
had finally organized the template for a truly remarkable $30 bil-
lion company called FedEx. 

xii | Foreword
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This book chronicles the dramatic last-minute saves and turn-
arounds the company engineered from its inception to the pres-
ent. It will introduce you to the remarkable individuals who gave
Fred’s initial concept wings and whose flexibility and creativity
made a fledgling startup into one of the great success stories in
modern business. 

Charles Lewis Lea, Jr.
Director of Federal Express, 1973–1978

Foreword | xiii
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1

Introduction
A Case History of 
Courage and Tenacity

FedEx has changed the way we do business, allowing
established firms to expand their services through-
out the world and helping smaller companies to look

and act like corporate giants, making overnight connec-
tions with global markets. Its founders helped to restruc-
ture the transportation industry and created a unique
corporate culture that has placed FedEx among the most
successful new ventures of the past 50 years.

Fortune magazine has described FedEx as one of the
top ten business triumphs of the 1970s and lists the firm
as one of  the Top 10 Most Admired Companies in Amer-
ica and the world; one of 100 Best Companies to Work
For in America, among which it has been listed continu-
ously since 1998; and one of the 50 Best Companies for
Minorities.

The company has also received similar accolades and
recognition from the Wall Street Journal, Business Week,
Computerworld, Wired, Logistics Management and Distribu-
tion, Information Week, Business Ethics, Forbes, Air Cargo
World, and Financial Times. Internationally, FedEx has
been recognized as one of the best employers in Can-
ada, Switzerland, Brazil, Latin America, Mexico, Chile,
Hong Kong, Singapore, Korea, the Philippines, India,
and Argentina.

In its original incarnation as Federal Express, the firm
developed a completely new concept of customer serv-
ice, pioneered technical advances for the entire trans-
portation industry, and significantly altered our work
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2 | Introduction

environment. People can now live and work outside major metro-
politan cities by utilizing FedEx’s exceptional reach and relia-
bility to connect with other areas of the business world. We can
now move radiopharmaceuticals with short shelf lives and crit-
ical blood samples overnight and ship products directly from
manufacturer to consumer, greatly simplifying the distribution
chain.

While FedEx is now a household word, the company that
invented overnight delivery was far from an overnight success.
The inside story is one of great interest to anyone starting a 
new business, for it highlights the extraordinary combination 
of grit and determination, teamwork and creative thinking, luck 
and perseverance needed to keep a company afloat in its early
stages.

I had the good fortune to be a member of the initial team
assembled by Fred Smith, the founder of Federal Express. We
experienced difficulties and near disasters, but we also had our
share of good fortune and occasional help from some surprising
sources. On several occasions, we came within an inch of failure,
because of dwindling financial resources, regulatory roadblocks,
or unforeseen events like the Arab oil embargo. Once, Fred’s luck
at the gaming tables of Las Vegas helped to save the company
from financial disaster. Another time, we had to ask our employ-
ees to hold their paychecks while we waited for the next wave of
financing.

Fred’s tenacious drive and brilliant leadership got us through
crisis after crisis. However, no individual can create and build a
successful enterprise without the help of others. This book con-
tains the personal insights of the people who took part in the
FedEx startup—many appear for the first time in print. This is the
insider’s view, full of cliffhangers and last-minute saves that show
the trials faced by anyone launching a new business.

The FedEx story shows the careful planning required for a
startup and the flexibility and quick thinking needed to deal with
unanticipated challenges. Knowledgeable professionals evaluated
the Federal Express concept, researched the potential market for
the service, investigated the competition, and prepared a startup
plan. However, the concept went through several critical adjust-
ments on its roller-coaster ride to success. In this book, I set out
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Introduction | 3

to explore the process of innovation and the character traits
needed to move a promising vision into the real world.

FedEx went through several periods of risk and turmoil, yet
breakthroughs often followed our periods of deep apprehension
and doubt. Our final lesson is a positive one: If the concept is
right, courage and tenacity can tilt the odds in one’s favor.

The FedEx story is also an antidote to the negative press big
business has received in the past few years. We read every day
about the greed, the lies, and the fraudulent practices in both 
the private and public sector. The founders of FedEx were not
perfect, but their basic operating principles of integrity, truth,
equality, and personal responsibility provide a model for others to
emulate. In a rapidly changing business climate, we valued open
communications and cooperation at every level of the organiza-
tion. FedEx created a win-win climate for all of its constituents,
providing security for its employees, reliable service for its cus-
tomers, and a fair return to its shareholders.

After the Enron and WorldCom scandals, the Securities and
Exchange Commission issued its requirement that chief executive
officers attest to the correctness of their financial reports. FedEx
was one of the first major corporations to do so, without request-
ing extra time for review, because its CEO had created an ethical
climate and remained closely involved with the company’s day-to-
day operations.

It is my fondest hope that this book will serve as a principled
guide for new startups as well as established companies, and per-
haps even convince a few of the ethically challenged to reexam-
ine their options. It is possible for an organization to operate with
ethical principles and still be successful.

The front-row seat to FedEx’s incredible journey to success
that this book offers will appeal to a wide and diverse audience.
In addition to those launching new enterprises, business analysts
will profit from this firsthand account of the company’s growth
from startup to maturity. Executives desiring to improve their
leadership skills can learn from the strategy and tactics employed
by Fred Smith and his leadership team. Finally, managers and
supervisors can learn how to motivate employees and encourage
innovative thinking.

For convenience, the book is organized chronologically.
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4 | Introduction

■ PART I examines the development of the concept, with the
initial goal of transporting small time-sensitive packages
overnight, and the initial feasibility studies.

■ PART II describes the operating plans, initial management
staff, regulatory roadblocks, and inauguration of the service.

■ PART III focuses on the company’s continuing financial strug-
gles and expansion of the service network.

■ PART IV recounts the growth of the organization up to the
first public offering.

■ PART V explores the transformation from a startup company
to a mature organization and shows the growing pains that
FedEx endured.

■ PART VI looks at the corporate culture that is largely respon-
sible for the company’s success and how FedEx has changed
the way others do business. 

FedEx today has annual revenues of $30 billion, more than
250,000 employees, and a fleet of over six hundred aircraft; oper-
ates more than 70,000 surface vehicles; and provides service to
over two hundred countries, representing most of the industrial
world. On a typical day, the company handles nearly six mil-
lion important time-critical packages and larger freight ship-
ments. It is, in fact, one of the largest transportation companies
in the world, ranking in the top five in revenue among the world’s
airlines.

The rise of this company rests on two key innovations. The
first is the hub-and-spokes network—the system used to move
packages and documents from origin to destination. The hub,
located in Memphis, Tennessee, is the facility for sorting packages
and documents. The spokes of the network are the routes to and
from the originating cities. Packages picked up from shippers in
the afternoon are flown to the hub before midnight, sorted to
outbound flights within two hours, and delivered to their destina-
tion the following morning. No one had ever created such a sim-
ple and elegant process to move time-sensitive packages from
place to place.
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However, our employees and unique supporting culture were
equally important contributors to the success of the company. At
several places, I refer to the “purple blood” attitude of the FedEx
employees, borrowing a color from our logo to describe the impas-
sioned workers who were the lifeblood of our company. I have
included stories about the dedication and contributions of these
remarkable individuals who stood by us from the beginning,
when outsiders ridiculed our efforts and called our vision crazy.
As Tom Morris observes in If Aristotle Ran General Motors, “it is 
the people within any enterprise and their interactions that ulti-
mately produce excellence or mediocrity.”

Building Federal Express from concept to triumph was a won-
derfully rewarding business adventure. Fred Smith’s beginning
concept and dynamic leadership inspired us all, but it took an
incomparable workforce to turn his vision into reality. I am fortu-
nate to have been a part of FedEx’s incredible journey and hon-
ored to be the one putting our tale into print.
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PART I
From Skepticism to Affirmation
Before May 1972
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9

1
The Trail of Inspiration

FedEx originated the modern integrated priority pack-
age express industry, the first small-package airline
to maintain direct control of shipments with a self-

contained transportation system from pickup to delivery.
Millions of people rely on FedEx every day for their most
important business and personal deliveries whenever
and wherever they must have overnight and time-defi-
nite service. The delivery service is so much a part of our
lives that we can barely recall living without it. 

It seems that FedEx has always been there, ready to
respond to our most urgent needs, yet few people know
how it was first conceived. When its efficient hub-and-
spokes network was originally proposed, the concept was
ridiculed as impractical. Existing regulations prohibited
this form of nationwide delivery service, experts consid-
ered it a financial impossibility, and airline executives
forecast its demise.

To understand the mountainous road to success, we
must look back more than 40 years to glimpse the early
dreams that inspired and motivated Frederick Wallace
Smith, the Mississippi-born founder of the company.

THE YALE PAPER

Legend has it that the inspiration for Federal Express
came from a paper Fred hurriedly wrote in the mid-
1960s near the end of his sophomore year at Yale Uni-
versity. Fred was an avid reader with an interest in a 
wide variety of subjects, a student of military and aviation
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history, and a creative and imaginative thinker. Already an accom-
plished flyer with a keen interest in aviation, Fred had reestab-
lished the Yale Flying Club, first organized in the 1930s by Juan
Trippe, the founder of Pan American World Airways. 

Fred recalls submitting a term paper that pointed out prob-
lems associated with moving airfreight on passenger planes, con-
cluding that airfreight would become economical only with a
system designed specifically for that purpose. It is tantalizing to
speculate that the paper contained an early version of a commer-
cial aviation venture utilizing the hub-and-spokes concept, similar
to the service operated for a short time by the Indian Post Office
in the late 1940s. This pioneering system, according to R. E. G.
Davies in his book Airlines of Asia since 1920, connected Bombay,
Calcutta, Delhi, and Madras through a hub at Nagpur, providing
overnight airmail service between the four major cities of India. 

In the 1960s, the airlines were trying to figure out how to
profit from the unused cargo compartments, but none of their
schemes succeeded. Perhaps Fred envisioned some new approach
to the future role for airfreight, but since his paper is lost to us
and he has no clear recollection of the details, we can only sur-
mise its contents. Nevertheless, this young upstart would take just
over a decade to solve “the airfreight problem.”

FRUSTRATING EXPERIENCES

In the fall of 1969, following his Marine Corps tour of duty in
Vietnam, Fred joined his stepfather, retired air force colonel Fred
Hook at Arkansas Aviation Sales, a struggling operation located at
Adams Field, Little Rock’s municipal airport. Arkansas Aviation
provided fuel and hangar services for local and itinerant general
aviation aircraft, usually small propeller-driven planes operated by
independent owners. 

Using funds bequeathed to him from his father’s estate, Fred
bought control of the business. He assembled a network of reli-
able suppliers, acquired a large inventory of commonly used parts,
and built a reputation as a fast-response, low-cost corporate jet
equipment and maintenance center.

Fred next decided to purchase corporate jets for resale. His
ability to consistently provide critical parts for his corporate jet

10 | From Skepticism to Affirmation
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customers and his unique approach to jet aircraft brokerage trans-
formed Arkansas Aviation Sales into a profitable entity within two
years.

Behind the scenes of this smooth-running operation, however,
lingered the frustrations associated with obtaining parts needed
on a rush basis. The existing airfreight system was inconsistent
and at times downright unreliable. It was difficult to get a clear
picture of where the delays were occurring, and each entity in the
supply transportation chain blamed others for slow service. A
“rush” air shipment might arrive in two days or in four, or might
take as long as a week—expensive and irritating delays when a
corporate executive was kept waiting or had to take a commercial
flight instead of traveling in his or her accustomed luxury. 

Fred’s experience exposed the shortcomings of the airfreight
system that relied on passenger airlines and independent ground
handling companies: there were too many links in the chain. In
short, there was no single entity responsible for the expedited
movement of goods from shipper to customer.

THE FEDERAL RESERVE

Fred was growing disenchanted with the aircraft brokerage busi-
ness and the day-to-day operation of Arkansas Aviation. The busi-
ness had always had a reputation for being full of unscrupulous
characters who sometimes ignored ethical standards to complete
a sale, and Fred was uncomfortable dealing with some of these
people. It was time to seek another occupation, something more
compatible with his father’s challenge to him to make wise use of
his inheritance.

One of Fred’s early ideas was to establish a flight courier serv-
ice for transporting bonds. The concept was of interest to at least
one Little Rock bond house, but Fred couldn’t get adequate
insurance to cover the losses that might be encountered if the
plane were to crash or if a pilot decided to make off with a sack of
bearer bonds.

Next, Fred adapted his idea for the Federal Reserve. The
process for clearing checks between banks, particularly those
located in the more remote sections of the nation, was inefficient
and slow, sometimes taking up to ten days, at a float estimated to

The Trail of Inspiration | 11
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be nearly $3 million a day. By examining the logistics required to
move bundles of checks between the thirty-six district banks, Fred
realized that the hub-and-spokes model was the only system that
could accomplish the transfers within a reasonable time frame
and with a manageable number of aircraft.

He conceived a plan for a business that every night would pick
up checks and documents from each Federal Reserve branch
bank, fly them to a central hub for processing by Federal Reserve
employees, and deliver the sorted bundles to the appropriate
member banks early the next morning. The Federal Reserve
would benefit from the system, and he would have an interest-
ing aviation-oriented business to manage. Because the Federal
Reserve would be his only client, he proposed to call his fledgling
company Federal Express.

The system would need fast, reliable aircraft to cover the dis-
tances involved in a national network; in fact, the same type of
corporate jets that Arkansas Aviation was successfully brokering
would be ideal candidates for the service. Fred was attracted to
the French-built Dassault Falcon 20 Fan Jet. The French Air Force
had used these planes during paratrooper training exercises, with
the doors removed, which indicated that the design incorporated
an unusually strong fuselage. Avion Marcel Dassault, the manu-
facturer of the Falcon had designed the aircraft as a compact, 
ten-passenger business jet with a range of up to 2,000 miles and 
a speed of up to 550 miles per hour. Pan American Airways 
was distributing the Falcons in the United States through their
Business Jet division, and a softening market for corporate air-
craft had forced Pan Am to store its twenty-five unsold planes in
the Arizona desert, awaiting an upturn in the economy.

When Fred presented his idea to the Federal Reserve Board,
the initial response was favorable. Confident he would have his
new business and a rewarding career built around his love of fly-
ing, Fred invited his two sisters to join him in the new venture.
They formed a company with a capitalization of $500,000, half
from Fred personally and the rest from the Frederick Smith
Enterprise Company, a $14 million trust fund set up by Fred’s
father in the early 1940s for Fred and his two sisters. Then Fred
convinced the directors of the trust fund to guarantee a loan of
$3.6 million to purchase and modify two Falcons from Pan Am.
Federal Express was incorporated in Delaware on June 18, 1971. 
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But the positive response was not forthcoming: the independ-
ent Federal Reserve directors were unwilling to modify their
schedules to accommodate the proposed service. That left the
shell company with two new Falcons and a debt of $3.6 million. 

THE MATURE CONCEPT

In truth, the mature plan for the Federal Express service, as with
most creative ideas, did not spring forth fully conceptualized. It
was in fact inspired by a series of events that over time contributed
to the concept’s evolution.

Fred’s love of airplanes, the Yale term paper, and the frustra-
tions associated with obtaining critical parts at Arkansas Aviation
Sales all pointed to the need for a transportation system that
could provide consistent, reliable, and expedited movement of
critical, time-sensitive goods. Perhaps the greatest contribution to
the evolution of the fully developed concept for Federal Express
occurred while Fred was working out the logistics for the trans-
portation of Federal Reserve checks and documents. By expand-
ing upon his concept for the Federal Reserve, Fred formulated a
nationwide operating system responsive to the needs of time-sen-
sitive shippers and, as a bonus, found an intriguing way of using
those beautiful corporate jets to expedite shipments. 

There had been great progress in transportation since the
days when the Hudson’s Bay Company had promised to deliver
goods to the Yukon Territory within 14 months of receipt of an
order, but Smith knew the industry was ready to make a quantum
leap, and he was determined to make that happen.

Although the industry seemed wary and even hostile at times,
Fred would heed the advice of author, poet, and philosopher
Ralph Waldo Emerson: “It is a lesson which all history teaches wise
men; To put trust in ideas and not circumstances.”

The Trail of Inspiration | 13
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2
Checking with the Experts

Ifirst met Fred Smith in December 1971. My twelve-year-
long business career up to that time had been spent
entirely with the consulting firm of A. T. Kearney and

Company, first in Chicago and then in New York City. I
worked primarily in the fields of transportation and phys-
ical distribution and, at the time, was the principal respon-
sible for that part of the firm’s practice on the East Coast.

Kearney was a very professional organization and a
great place to work. Its clients included most of the major
airlines, railroads, and trucking companies in America.
The Kearney approach involved conducting a thorough
analysis of the client’s needs, development of programs
specifically tailored to the client’s situation, and in later
years, assisting the client to implement the recommended
changes. This approach demanded the maximum level
of creativity from those of us working day to day, with the
client’s senior management. It was a challenging envi-
ronment, one that guaranteed the rapid development of
a consultant’s management and communication skills.

One day, as I was completing a report for one of our
transportation clients, our receptionist interrupted my
concentration.

“Mr. Frock, there is a Mr. Fred Smith from Federal
Express in Arkansas on the phone who wants to talk
about a project concerned with air cargo,” she said. “Can
you take the call?”

“Sure,” I responded, “are you certain he said ‘Fed-
eral Express’? I’ve never heard of them. See if you can
find any information about the company while I talk 
with him.”
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“OK, I’ll transfer him to your line now.”
This phone call was my first contact with Federal Express.

Fred, after briefly introducing himself, requested a meeting for
the following day to discuss a consulting assignment of some
urgency relating to his plans for a new business venture. 

When Fred arrived at our office, he brought with him a few of
his associates, whom he neglected to introduce, and proceeded to
unfold his plans. Fred had already done a great deal of home-
work. He appeared to understand what it would take to convert a
private jet into a cargo carrier and the potential difficulties of
obtaining an operating certificate needed to carry out his plans.
As this erudite 27-year-old continued to describe his plan, I lis-
tened with a mix of skepticism and growing admiration. The con-
cept, at least on the surface, was interesting.

However, Fred had no real in-depth understanding of the
potential market for an overnight small-package service, the diffi-
culty of overcoming entrenched competitors, and the genuine
complexity of setting up an organization to carry out the pro-
gram. In addition, there were the questions of whether funds
were available to launch the enterprise and whether the venture
would be profitable. 

I already knew most major airlines treated cargo as an after-
thought, operated as a stepchild to the more lucrative passenger
side of the airline. I was certain of one thing from our past con-
sulting work: airplanes were expensive to buy, modify, and oper-
ate. It was not clear to me at the time that an opportunity existed
for a system operated with small, expensive jets to produce a
profit, even though I suspected that there was a latent market
need for the service. However, Fred’s enthusiastic and optimistic
description of the planned venture carried the day. I promised to
give the matter of Kearney’s involvement further consideration. 

As a first step, I checked out some of his references and
learned that Fred was a serious, highly respected member of the
Little Rock community. His bank confirmed that, indeed, Fred
possessed the financial capability to carry out his intentions, at
least as far as our study was concerned. After discussing the con-
cept with some of our senior staff members, I called a few of the
more progressive transportation and distribution managers with
whom we maintained an ongoing relationship. I began to get
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excited about Fred’s concept when these independent sources
related at length the frustrations they were experiencing with
delayed or lost shipments.

My next job was to prepare a proposal that outlined the work
to be accomplished and the approach that we would take either
to aid Fred in his remarkable quest or, as I explained to my proj-
ect team, to at least attempt to dissuade him from wasting his
financial resources on an impossible dream. I had no inkling of
what I had just agreed to do, or what a dramatic effect it would
have on the rest of my life.

OUR STUDY OBJECTIVES

On December 20, 1971, I completed our proposal that outlined
the approach we would take in conducting the study. We had the
following initial study objectives:

1. Identify the prospective market potential by market segment

2. Identify likely users of the service by industry and geo-
graphic location

3. Identify the likely products for the service and their
characteristics

4. Evaluate potential customer attitudes about the service
features

The proposed venture was dauntingly complex, and our approach
reflected this. Fred agreed that we should maintain close liaison
with his organization throughout. If we determined the market to
be viable, we would evaluate the financial potential of his concept.
If the results were still positive, we would outline the service’s
operational requirements, relying on Fred to sketch out the air
operations and related flight costs. If at any stage we became con-
vinced that the concept was not viable, we would conclude our
study and document the reasons for our decision.
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3
Feeling More Comfortable

The priority airfreight market in the early 1970s was
dominated by REA-Air Express (the Railway Express
Agency), a company already on the decline, and

Emery Airfreight, the first certified airfreight forwarder
in the United States. Emery and some eight hundred
other airfreight forwarders performed the ground serv-
ice and consolidated shipments for transport by the cer-
tificated airlines. The airlines themselves also offered air
cargo services, using for the ground portion of the move-
ment Air Cargo, Inc., a company owned by twenty-six
airlines. UPS (United Parcel Service), through its Blue
Label Service, consolidated small packages for transport
by the airlines, but did not provide a true priority serv-
ice. The Post Office offered a “Priority” mail service that
amounted to only a small fraction of the total airfreight
market.

We structured our market research to include more
than one hundred personal interviews backed up with 
a mail questionnaire to over four thousand commer-
cial and industrial organizations selected from indus-
tries known to be users of airfreight. Data compiled 
by the Civil Aeronautics Board, the Air Freight For-
warders Association, the U.S. Department of Commerce,
and Dun & Bradstreet were also included in the research
effort.

Early in 1972 we were ready to discuss our initial find-
ings relative to the airfreight market. Several of his asso-
ciates, whom he again neglected to introduce, joined
Fred at our meeting. Our major conclusions from the
marketing study were as follows:
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■ Approximately 37,000 commercial establishments in identi-
fied target industries accounted for 86 percent of all domes-
tic airfreight shipments.

■ The growth rate for air cargo averaged over 17 percent per
year for the previous six years, and the demand for expe-
dited service still appeared to be in its infancy.

■ Except for a few major city pairs, overnight delivery service
was not being consistently provided, but the need appeared
to be genuine.

■ Airfreight shippers particularly stressed the need for com-
plete door-to-door service, wanting to “get it out the door
and forget about it.”

■ The total 1972 market for airfreight shipments under 50
pounds was projected to be approximately 20.4 million
shipments.

■ A proposed network of 111 cities would cover 95 percent of
the airfreight movements in the United States.

■ In view of the proposed system’s uniqueness, Federal Express
could expect to attract a market share of at least 11 percent,
or more than two million small-package shipments annu-
ally, representing 70 percent of the total capacity of the
planned fleet of operational Falcons.

Fred’s concept passed the first hurdle of the study—establish-
ing the need for the service and confirming that the market was
large enough to sustain a viable business.

We were confident that after completing the national net-
work, the superiority of the system would attract business from Air
Cargo, REA, the U.S. Postal Service, UPS, Emery, and a few other
large freight forwarders. Our greatest concerns related to the
resources and funds needed to complete the network, and the
real likelihood that the stronger established competitors would
immediately copy the Federal Express system.

Other factors enhanced the outlook for the proposed service.
The scheduled airlines were gradually moving away from direct
point-to-point schedules toward utilizing major hubs as transfer
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points. This allowed for the rapid introduction of larger-capacity
aircraft and provided enhanced economies for the airlines, but
initially it also reduced the frequency of flights. This was problem-
atic for the forwarders for it necessitated complex transfers, often
between different airlines at the hubs. 

Furthermore, recessionary pressures and the introduction of
larger jet aircraft had begun a trend that eliminated over 1,500
flights per day leaving many cities with marginal or discontinued
service. The increased frequency of mishandled shipments and
prevalence of in-transit delays were beginning to cause a further
decline in an already unreliable transportation system.

To make matters worse, several major airports began institut-
ing curfews, restricting the time that planes could land or take
off. For example, shipments from West Coast cities had to depart
the originating airport before 3:00 in the afternoon in order to
reach their East Coast destination prior to an 11:00 evening cur-
few. Transfers to other eastern cities could not be accomplished
until the curfew lifted the following morning.

THE NEXT PHASE OF THE STUDY

Fred and I agreed to proceed with our study, outlining the antic-
ipated cost and revenue structure as well as the operating capital
requirements. It was obvious that changing the Falcon from a
comfortable corporate jet to a rugged cargo hauler was going to
require substantial time and up-front expense. Where would the
funds come from? Fred—as usual, several steps ahead of us—
revealed that he had been discussing with the Postal Service its
need for dedicated mail routes between certain cities. He had also
researched the corporate market for full-plane cargo charters.

Why not use the first modified Falcons in other revenue-pro-
ducing roles until enough planes could be converted to begin the
small-package operation? The idea made sense from a financial
standpoint. Fred provided us with his information, and we agreed
to include the possibility of utilizing the first group of modified
Falcons for mail routes and charter service in our analysis.

To determine the startup capital requirements and ongoing
operating expenses, we needed to look at the entire delivery
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network. We immersed ourselves in the system’s operating proce-
dures, including flight operations, aircraft loading and unloading,
pickup and delivery functions, hub operations, communications,
revenue accounting, management information systems, and staff
support departments. In the process, we came to understand the
advantages of flying everything to the central hub, such as the
inherent simplicity of clearing all packages from each location
every day, making just one sort decision for each package, and
optimizing aircraft usage.

We created several pricing models to analyze the potential
revenue stream, paying particular attention to the pricing struc-
ture of Emery. Emery’s service was generally considered the best
in the business, and we knew it would form the benchmark for
Federal Express. By comparing the most realistic price models
with the projected operating costs, we calculated the achievable
operating income for the complete system at various levels of
capacity.

The major unknowns were the time required to reach the
financial break-even point and the time to reach full system
capacity. These uncertainties, when coupled with the other little
surprises that inevitably crop up to challenge new enterprises,
would lead many potential investors to stay on the sidelines. This
was not going to be an investment for the fainthearted, and was
certain to separate the casual backers from the true risk-tolerant
investors.

I was gradually overcoming my initial skepticism. As the study
progressed, we grew to appreciate Fred’s brilliance and open-
mindedness. Moreover, Fred’s enthusiasm was contagious. I was
beginning to suspect he had the drive and leadership skills to pull
this off and that his enterprise was worthy of such optimism.
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4
This Dog Might Hunt!

In mid-April 1972 I arrived at the offices of Arkansas
Aviation Sales to present our last progress report prior
to preparing a final report. We started with a tour of

the facilities and met some of the employees, most of
whom were involved with sales operations and care of
the corporate jets. While the offices at Arkansas Aviation
were at best Spartan, the hangar area was quite a differ-
ent story. Crammed into every possible parking space
were beautiful, shining, expensive corporate jets of vari-
ous configurations and with a variety of company logos
and color schemes designed by their previous owners,
which Arkansas Aviation had purchased for resale.

There was even an Aston Martin sports car parked 
in the corner of the hangar similar to the James Bond
model. Curiosity got the better of me and I just had to
ask what that beautiful car was doing parked in an air-
plane hangar. Fred had taken the car as a down payment
in trade for one of his smaller propeller planes, as he
turned his attention to the more rewarding corporate jet
market. As he explained, “It takes up a lot less space than
the plane.”

Corporate jets were usually sold like boats, through
established brokers on a consignment basis. During the
recession starting in 1969, there was very little demand
for used corporate jets, so the prices had fallen to histor-
ically low levels. Fred had seen that as an opportunity to
purchase the aircraft for direct resale. By coupling his
knowledge of corporate jets with a creative sales and mar-
keting approach, he had managed to bring profitability
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back to Arkansas Aviation. It was an early indication of his ability
to adapt creatively to an encountered business opportunity.

Following our tour, we settled into a makeshift conference
room to present our most recent findings and to discuss the over-
all potential for the Federal Express concept. The process was
designed primarily for the client’s benefit, but also served to
point out those areas that might require further clarification when
we prepared our final report. We knew our report would be criti-
cal to the company’s quest for prelaunch funds.

At this point, there were still many uncertainties. Our major
concern was the likelihood of securing outside capital, which
would drive the schedule for completing the small-package net-
work and in turn directly influence how soon priority shippers
could be convinced to use the system. Despite significant concern
about the unknowns and the potential difficulties, we concluded:

■ The guaranteed overnight package delivery system was
operationally and financially feasible.

■ With an aggressive sales force, a sound management team,
and careful attention to detail, Federal Express would have
relatively little difficulty reaching the break-even level of 11
percent of the selected markets.

■ The initial startup operations would require additional cap-
ital investments of approximately $16 million, not including
the cost of aircraft acquisition and conversion and con-
struction of central hub facilities. (At Fred’s direction, the
projections assumed the aircraft would be leased in a fully
modified condition, ready for all-cargo service.)

■ Annual pretax earnings for the full system operation were
forecast to be $7 million to $14 million within three years of
instituting the complete system.

From there, we considered traditional wisdom: To begin with,
a relatively low percentage of startup ventures succeed. Second,
even the most promising and best-planned startups often require
double the time and double the investment capital estimated dur-
ing the research phases. Another challenge would be the diffi-
culty of reaching operational sustainability—the point where the
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business would generate enough revenue to cover the continuing
cost of expanding the service area. While the company worked 
to expand the service network, shippers would be asked to use
Federal Express only for those packages up to 50 pounds destined
for areas served by the company. 

We felt it our duty to be candid about the role of the chief
operating officer. In our opinion, Fred was too young to under-
take that role by himself. He had no corporate administrative or
operating experience. Even a cursory look at the staff of Arkansas
Aviation Sales indicated that the firm lacked the management tal-
ent necessary for the job that lay ahead.

AN UNEXPECTED OFFER

Realizing that attracting experienced aviation-oriented and logis-
tics business talent to Little Rock might be difficult, I offered the
services of A. T. Kearney’s executive recruiting group to assist
with the task. Fred’s thoughtful response: “Executive recruiters
will take too much time. You’ve already done all of the back-
ground research, designed a basic operating plan, developed a
financial forecast, and outlined the structure for the management
group. Why don’t you just come here and make it work?”

It was an entirely unexpected offer, and one I should have
found easy to refuse. I was happily employed by a highly suc-
cessful and well-respected organization, in a responsible super-
visory position with at least a reasonable shot at becoming a
managing partner within a few years. I had a steady income from
work I enjoyed, a comfortable office in Midtown Manhattan, a
fine home in Westport, Connecticut, and a growing family. Fred
was proposing that I trade all that for an uncertain future with an
organization in Little Rock that existed primarily in the creative
mind of a young entrepreneur.

Yet common courtesy and good business judgment required
that I not react too critically to Fred’s offer. After a short hesita-
tion, my response was, “I appreciate the offer. I will think about it
and let you know my decision.” It was the only time in our nearly
five-month relationship that I had not been entirely candid with
Fred.
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On my flight back to New York, I mulled over Fred’s offer.
The potential for an exciting business experience was certainly
there, and on a few previous consulting assignments, I had actu-
ally functioned in the capacity of a chief operating officer until
the client could locate a replacement. The experiences had been
a refreshing departure from the standard consulting assignments,
but I couldn’t help thinking that filling that role on a tempo-
rary basis for an established organization was vastly different from
pulling a rabbit out of the hat every day for a startup like Federal
Express.

Furthermore, certain characteristics of Fred’s personality were
troublesome. I intuitively felt that while he possessed great lead-
ership potential, he apparently had little regard for the peo-
ple around him. I reasoned that if he had considered his associ-
ates important, he would have at least introduced them at our
meetings—a small thing, but to me an important omission. I won-
dered how he might treat his staff.

No, the situation just did not feel right. On returning to the
office, I began drafting the final report, planning to end my con-
tact with Fred on a high note. Fred could distribute the document
to the financial community and use it as a blueprint for his future
operations. It would then be up to him to sweat through the prob-
lems and get his operations off the ground. 
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5
An Irrational Decision

The following week Fred was in New York and had
some people he wanted me to meet after work. Later
that day at a Midtown Manhattan hotel, I was intro-

duced to Art Bass and Vince Fagan. Fred then proceeded
to explain that Art and Vince were consultants from the
Aerospace Advanced Planning Group. They had just com-
pleted a study to evaluate the potential market for the proposed
Federal Express service!

I had no clue that another team had been working
on a study, duplicating at least a part of the research we
had been doing. Trying to conceal my astonishment, I
calmly probed to find out more. Fred had first become
acquainted with AAPG when Art was making a sales pres-
entation to Little Rock Airmotive, the neighboring air-
plane modification center on Adams Field. The month
before Fred first contacted Kearney, he authorized AAPG
to determine the size and nature of the market for prior-
ity small packages and to recommend the most effective
way to structure a marketing program for the service.

Art and Vince were confident in their assessment 
of the market but practical in their appraisal of the
proposed venture. It seemed odd to me to have two
independent groups developing information on the size 
and nature of the market; however, as I was later to 
learn repeatedly, Fred was anything but a conventional
businessman.

Vince, a former marine with the build of a soc-
cer player, was a marketing expert with a hard-nosed
approach to promoting products and services. Art, also 
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a former marine, was tall, handsome, unassuming, and immedi-
ately likable. He appeared more of a generalist, convincing in his
overview so long as you did not push for too many details. Prior
to forming AAPG with Vince, Art had been the chief pilot for New
York Airways, a helicopter operator shuttling passengers between
mid-Manhattan and the New York area airports. I later learned
that he was the first person to land a helicopter atop the Pan Am
building, inaugurating commercial service from that location.
That probably accounted for at least some of his easygoing per-
sonality. As Art himself explained, after the experience of that
first approach and touchdown, other situations just did not seem
quite as critical. The two made an interesting team.

While the Kearney study focused on the operational and finan-
cial segments of Fred’s venture, the AAPG study concentrated on
developing the most effective way to structure a marketing pro-
gram. Simply stated, Kearney outlined the means to service the
market; AAPG focused on the way to market the service. Fred had
just provided the first demonstration of his unique ability to move
quickly and unconventionally through the basic planning ele-
ments and to compress the time needed to get his operation off
the ground.

Art and Vince underscored their findings that 80 percent of
the small priority shipments originated in or were destined for
cities outside the country’s twenty-five largest markets, while air-
lines were decreasing service to the smaller passenger markets.
They also concluded that 90 percent of the nation’s airliners were
out of operation between 10:00 at night and 8:00 in the morning.
Even more astonishing, AAPG had determined that at least one
hundred large to medium cities were not receiving any overnight
service. This represented an enormous opportunity for Federal
Express. The challenge would be to have the adequate financial
backing to implement such an extensive national network.

The conversation then turned to the future and the interest-
ing, if daunting, task of making the proposed venture a reality.
Fred, as usual, was passionate about his idea, ready to take on the
world.

“What about funding?” we asked.
“No problem,” he responded. “I already had a preliminary

meeting with a well-known investment banker here in New York
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who will raise the funds we need.” Then, unable to resist ribbing
Art and Vince, Fred continued, “In fact, they were the ones that
suggested having the research done by a respected firm like
Kearney instead of you flying saucer guys.”

Unruffled, Art queried Fred on his approach to overcoming
the Civil Aeronautics Board restrictions that limited the routes
commercial airlines flew and the rates they charged. Fred was
reluctant to discuss the details of his plan but assured us that he
was confident of overcoming those restrictions.

CONFRONTING MY DOUBTS

Leaving the hotel, Fred confirmed that he was indeed ready to
begin assembling the staff to move ahead with the next phase of
his proposed venture. He confided that Art had already agreed to
join the venture, and pressed me for a decision on his previous
offer. Realizing that he was now serious, I promised to give him an
answer after the upcoming weekend.

All the normal fears went racing through my mind: How
could I even consider joining Fred and his crazy scheme? I had a
mortgage and a commitment to my family. I did not even know
anything about housing or living in Arkansas. What about the
schools? We had three children who needed a good education.
Did they even have good schools in Little Rock? If I were to accept
the job, perhaps I could commute to Federal Express and come
home on the weekends. That was what consultants did anyway.

I was short on actual operating experience, but I was, as our
professors declared, a qualified master of business administra-
tion; I could do the job. I had already turned down two promis-
ing offers to run established companies. Was I too comfortable to
take a risk on a new venture? If I did not make this leap, would I
regret it for the rest of my life? With all of my doubts, there was
something really compelling about the situation. The thought was
seductive. It was insane!

I rationalized that providing operational assistance to Federal
Express would not be significantly different from consulting for
the company. Then I thought about Art. In our brief meeting, I
could sense the warmth and compassion he would bring to the
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management group. He would provide a wonderful balance to
Fred’s more rigid temperament. I also knew that Art’s broad
vision and mellow personality would be tremendous assets for
Federal Express. I found that encouraging.

Before the end of the following week, I made my decision to
join the great adventure, but did so more from intuition than
from logic. The decision was also made without serious consider-
ation of my family, something I would later regret.

To make matters even more bizarre, I was going to accom-
plish this great feat with a considerable cut in pay. When my
friends asked why, I really could not think of any logical reason.
There are times when we just are motivated to do things for rea-
sons that we don’t clearly understand; perhaps for the thrill and
risk of the unknown, or to rekindle the spirit, or because it is time
for a change, or because some unrecognized mysterious power is
providing direction to our lives.

At this point, I could not help but marvel at the twists and
turns that ultimately affect our lives; the events and people that
shape us in ways that we seldom appreciate and never clearly
understand. The persuasive Mr. Smith had introduced me to
another fork in the road, and this time I would follow Yogi Berra’s
unforgettable advice, “When you come to a fork in the road . . .
take it.” I would select an uncharted path toward an unknown des-
tination. The experience would change me in ways that I could
not have imagined. I decided to put all doubts out of my mind, to
ignore all of the logical reasons for continuing my comfortable
career with Kearney (figuring that I could always get a real job in
a year or two if Federal Express did not succeed), and to become
a part of Fred’s fanatical vision.

On May 12, 1972, I officially joined a very select group of
Federal Express employees, with my three-year employment agree-
ment to serve as general manager and chief operating officer of
a company with little, if any, real concept of the difficulties that
lay just over the horizon.
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6
Kick the Tires, 
Light the Fires

Fred was never one to wait around for things to hap-
pen. Near the end of the consulting study, Fred began
searching for an agency to develop a professional

corporate image and logo. At his request, I made several
calls to New York firms, but the best price I could get 
was over $100,000, and that was just too expensive. The
company was still months away from startup, and Fred
decided to defer development of the corporate image
while he attended to other more pressing matters.

Then fate stepped in. Rick Runyon, a young designer
from Los Angeles, flew his own airplane, a Cessna 310 
to Little Rock on a mission to convince Fred that he was
the one to create our corporate image. Rick had his own
West Coast graphics company and was responsible for
the branding for Getty Oil. He now wanted to do the
same for a new airline in need of a dramatic, eye-catch-
ing image. Fred was somewhat skeptical, but Rick offered
to do the whole thing at his own risk and charge a fee of
$25,000 only if Federal Express used his design. It was a
generous offer, and one that Fred was pleased to accept.

Rick returned several weeks later with sketches of 
the Falcon painted in different color combinations. The
sketches, hung on the wall of Fred’s office, became objects
of discussion. Each new visitor was asked to pick his or
her favorite. The overwhelming favorite was the purple,
orange, and white combination. When Fred asked about
a logo, Rick replied, “With your budget, you should not
be trying to get people to understand a complex logo.
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Just use the name of the company and the new lettering I’ve
created emphasizing speed and motion.” Rick got his money even-
tually, and the purple, orange, and white paint scheme became
emblazoned on every plane and vehicle.

CHALLENGING AVIATION REGULATIONS

Fred continued to push ahead with the preparatory activity that
would lead to the inauguration of the small-package service. Near
the end of December 1971, shortly after our first meeting in New
York, Fred had executed an option to purchase twenty-three addi-
tional Falcons from Pan Am. Then, early in 1972, backed by loans
from local banks, Fred purchased eight used Falcons, reasoning
that he could always sell the planes for a profit through Arkansas
Aviation Sales if the existing regulations stymied his plans for the
small-package service.

Fred had good reason to be concerned about regulations.
The airline industry of the early 1970s closely resembled a public
utility, with government agencies overseeing the routes airlines
could fly and the rates that could be charged for passengers 
and cargo. These regulations and restrictions, which applied not
only to passenger airlines but also to any commercial aviation
enterprise, would have a significant effect on our new company.
Federal Express in turn was to play a noteworthy role in reex-
amining the premise of this prototypical New Deal regulatory
structure.

The 1926 Air Commerce Act was the cornerstone of the fed-
eral government’s regulation of civil aviation. The government
considered airline service essential to commerce and regarded
regulation as necessary to protect the public interest. Based on
the record of the Post Office airmail routes from 1917 to 1926,
which produced “200 crashes, 43 deaths and 37 serious injuries,”
the act also reflected the need to protect the lives of participants.

Beginning in 1938, all air carriers needed a “certificate of pub-
lic convenience and necessity” in order to operate. The airlines
operating at the time—American, Delta, United, TWA, Eastern,
and eighteen other carriers—were automatically issued certifi-
cates. The Civil Aeronautics Board (CAB) was then established in
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1940 and empowered to approve and disapprove fares, control
mergers and acquisitions, determine the routes on which certifi-
cated carriers could operate, and specify the types of cargo a plane
could carry. Transfers or abandonment of route certificates could
occur only with CAB approval. An airline could not go into or out
of business, or do anything in between, without permission from
the CAB.

The Federal Aviation Act of 1958 created an independent
Federal Aviation Agency, which later became the Federal Aviation
Administration (FAA), with broad authority to combat aviation
hazards. To transport passengers or property by aircraft as a com-
mon carrier for compensation, it was necessary to obtain two sep-
arate authorizations: safety authority in the form of an Air Carrier
Certificate from the FAA and economic authority from the CAB.

REGULATIONS GOVERNING 
AIR TAXI OPERATIONS

There was an exception, however, that governed air taxi opera-
tors (small airlines operated for compensation and hire with air-
craft having fewer than twelve passenger seats and a maximum
takeoff weight between 12,000 and 27,000 pounds). Air taxis 
were exempt from CAB regulations. Federal Express needed to
become an air taxi before it could operate planeload charters free
of CAB oversight. 

The FAA’s influence was total, affecting every facet of an air-
line’s operations. Air taxi operators were required to conform to
all safety and operating regulations mandated for certificated car-
riers, with the exception of the need for a cockpit voice recorder,
a flight recorder, and other minor operating considerations.
Other companies had already certified the Dassault Falcon 20 for
use in charter operations. For the FAA to award us an air taxi cer-
tificate, we had to show how the business was going to operate;
the FAA would then determine whether our plans were proper
and safe.

Federal Express’s chief pilot, George Eremea, and the head of
maintenance, Dick Yarmowich, prepared the initial flight and
operating manuals that described our operation, and filed the
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application. The FAA ultimately approved it and issued Operating
Certificate No. SW-LIT-140T to Federal Express on March 7, 1972.

There was one slight problem: engineering modifications on
the first two Federal Express cargo Falcons increased the maxi-
mum gross takeoff weight to 28,660 pounds, 1,660 pounds over
the limit allowed in the CAB regulations for air taxis. Three days
after receiving the FAA operating certificate, Federal Express
applied to the CAB for an exemption to the existing weight regu-
lations, pleading that the company would otherwise be prohib-
ited from using the modified Falcons. Federal Express argued
that it was now an approved air taxi operator, that it intended 
to commence planeload charter operations using the modified
Falcon, and that no increase in carrying capacity resulted from
the engineering modifications. On April 3 the Civil Aeronautics
Board granted the exemption, but this was just our first glimpse
of the often harrowing nature of the bureaucratic process.

Now it was time to cast aside all doubts, charge ahead, and get
on with the program—borrowing from one of Fred’s favorite
phrases of jet jockey jargon, it was time to “Kick the tires, light the
fires; hi, ho paint, let’s get where we ain’t.”
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May 1972 to March 1973
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7
A Climate of Chaos

In my 12 years at A. T. Kearney, I had adjusted to the
realization that corporations rarely conducted their
operations in the crisp, professional manner we had

presumed in the business school classroom, but even the
more disappointing consulting experiences had not pre-
pared me for the chaos I encountered at the Arkansas
Aviation Sales facility.

Irby Tedder, a retired air force colonel, was the
executive vice president, controller, and “mother hen” 
of the group. He was well qualified for his role at
Arkansas Aviation. Irby had served as inspector general
of the Continental Air Command and as commander of
two large air bases. The “Colonel,” as he was frequently
addressed, had amassed over 8,000 hours of command
pilot experience and served as deputy wing commander
in the Strategic Air Command, which operated B-47 jet
aircraft.

Irby was a calming and mature influence on the
group, but in some respects, the staff was almost unman-
ageable. He described Fred as “a nitpicker who had his
hand in everything. He worried about seemingly insignif-
icant problems that other people could easily have han-
dled.” However, after my first few days of “managing by
walking around” and just observing the confusion, I con-
cluded that Fred had a right to be concerned about the
trivial problems. People were doing a lot of talking but
had no idea of the enormous tasks required in the next
10 months to launch our small-package service. 

Irby knew the shortcomings as well as the capabilities
of the Arkansas Aviation staff and felt that with proper
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direction, they could be motivated to get the job done. Irby fre-
quently had to act as a buffer in my dealings with the employees.
He helped me understand the limitations of the people placed in
roles entirely foreign to them. I was expecting this tiny, naïve staff
to perform functions they were not equipped to handle. 

Fred was great at explaining his vision and defining the direc-
tion for the company. However, there was no coordinated man-
agement effort to ensure either was followed. Irby confided to 
me his opinion that the people around Fred did not know how 
to manage anything. They needed better direction and a more
structured environment. They needed to become an informed,
organized operating group.

Irby was right. There were plenty of ideas about how to pre-
pare for the future; the problem was that each person had his own
idea of how to put Federal Express together. In those days I was
continually reminded of Peter Drucker’s sage advice: “The exec-
utive’s job is to get the right things done; management’s job is to
get things done right.” It was going to be a monumental task.

FIRING UP THE FAA

Several of the Arkansas Aviation employees transferred to the
Federal Express payroll. Fred had selected George Eremea as
director of flight operations, based on outstanding experience,
including his record as a test pilot and former aviation manager
for Arkansas governor Winthrop Rockefeller. A graduate of the
Air Force Test Pilot School, George had flown the F-80 in 1949
and progressed to the F-104 fighter jet. He had over 3,000 hours
as pilot-in-command for Falcon aircraft.

George had been modifying the flight operating manuals for
several weeks prior to my arrival, while Dick Yarmowich rewrote
the maintenance manuals. These manuals were the final prereq-
uisite needed to begin planeload charter operations for the postal
service and other commercial customers. Fred suggested that 
I attend the coordination meeting between the FAA representa-
tives and our staff to see what I could do to speed up the process.
The manuals were nearing completion, but at every meeting,
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the FAA required additional changes before granting its final
approval.

Having had no chance to review the manuals, I had no idea
what information they contained, much less the nuances of the
FAA’s requirements. I felt that George, Dick, and the FAA could
figure out the correct material and wording to satisfy the regula-
tions. There was no need for me to get involved in that detail; I
just wanted to get the task completed.

I reminded everyone that we had a business to run, and asked
the FAA inspectors to give us a list of the corrections needed to
obtain their final blessing. The FAA representatives seemed some-
what perplexed, but agreed. Our small staff worked diligently to
make the appropriate modifications, and two weeks later, we met
again.

The FAA approved our modifications at this point, but its
request for yet more changes came as an unwelcome surprise.
Somewhat irritably, I reminded the representatives of the urgency
of this work, concluding, “This is a matter of trust. We trust you 
to respect your commitments just as we must honor our prom-
ises. We are willing to make one final attempt at satisfying your
requirements, but deferral beyond that point is totally unaccept-
able.” At the next meeting, with final approval of our manuals, we
had FAA authorization to proceed with the charter operations. 

I did not realize until years later how brash and downright
risky my actions had been. One evening while walking through
our maintenance hangar, one of the FAA inspectors stopped me
to comment on the growth and progress at Federal Express. We
had a pleasant conversation about current operations and the
company’s rosy future. The talk eventually gravitated to a discus-
sion about Federal’s early struggles, especially in the regulatory
arena.

This inspector had been part of the team present at my first
coordination meetings. “You know, no one had ever talked to the
FAA in that manner, and we just did not know what to think,” he
said. “We were doing our best to speed the approval, and as it
turned out, you received your final authority in less than half the
normal time.” I suddenly was thankful for small miracles and the
higher power that protects the uninitiated.
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PROFITING FROM A ROBBERY

I spent much of the late spring of 1972 designing the manage-
ment structure and determining the key players needed to carry
out our operating plan. We prepared so-called best- and worst-
case operating forecasts for the financial community. We consid-
ered the operating and reporting requirements needed to run
the business and began preparing for the July startup of the char-
ter flights and mail contracts.

Little Rock Airmotive (LRA) was doing the prototype modifi-
cations based on Dassault’s design specifications. Meanwhile,
George was testing the operating characteristics of the cargo
Falcon, using sections of railroad track to simulate the weight of
differing package loads. On one occasion, it seemed to me that
he had an unusually large amount of track for the test flight, so I
questioned the weight of the rails. He smiled and said, “We are
testing to the maximum cargo capacity of 6,500 pounds.” Then he
reminded me of the adage “There are old pilots and there are
bold pilots. There are no old, bold pilots.” “I am testing to the
outer limits,” he said, “but I do expect to live to a ripe old age.”

As I walked away, I had a nagging suspicion that George was
about to conduct an unauthorized test to make certain the plane
could operate safely even if it somehow became slightly over-
loaded.

The A. T. Kearney study broadly described the early opera-
tional structure and the steps needed to launch small-package
operations. As a means of tackling these tasks, and to inject some
discipline into the atmosphere, I assembled the staff and assigned
each member a list of projects. I scheduled regular staff meetings
to redefine the scope of the work and to coordinate the ongoing
activities. Then, using a rudimentary form of management by
objective, I required follow-up reports. 

My actions were not always popular, and a few of the workers
clearly resented my structured approach. Several complained to
Fred that the staff meetings were spent determining the status 
of assigned projects, questioning schedules, uncovering reasons
for delays, and discussing alternative approaches to meeting our
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objectives. Excellent! The staff at least was getting a good grasp of
exactly what we needed to accomplish in a short time. Fred sup-
ported the changes.

I was now commuting between Little Rock and Westport,
going home each weekend in a rhythm that was entirely famil-
iar from my consulting days at Kearney. One Monday morning, I
learned of some unusual excitement the previous Saturday. While
the staff was busy working, a masked gunman entered the facil-
ity, ordered everybody into one office, and demanded all their
money. Fred, never one to carry cash, had only a dime in his
pocket. He turned this over to the nervous robber while trying to
calm him, concerned that his revolver might accidentally dis-
charge. Everyone else emptied their pockets, but the gunman,
apparently unaccustomed to his weekend career, was shaking so
badly that he dropped some change on the floor. A quarter rolled
toward Fred as the robber fled the scene.

Fred calmed the others and promised to reimburse their lost
funds. Then he picked up and pocketed the quarter, thereby mak-
ing a profit of fifteen cents. I felt if he could make a profit from 
a robbery, we somehow were destined to make the company a
success.

Fred, Irby, and I continued preparing highly detailed finan-
cial projections for our own in-house use. Together, we expanded
on the material in the A. T. Kearney report, assembling forecasts
of the venture’s imaginary workforce and operating needs on 
a month-by-month basis for the remainder of 1972 and all of 
1973. This startup business plan would lead to the beginning of
small-package operations in the spring of 1973 and the projected
expansion of the service to a nationwide system by the end of that
year.

It was an optimistic forecast, but it appeared feasible. Certainly
there were some risks, but we thought they were manageable. We
saw a clean slate and imagined the ideal world. We would find a
way to lease more Falcons; we would get the remaining restrictive
regulations modified; we would assemble the necessary talent; we
would have no difficulty getting financing. We would provide the
fastest and most reliable service in the business. Customers would
jump at the chance to ship with us!

A Climate of Chaos | 41

Promotional Copy only 3/31/16 Not for resale or redistribution



As we sat back to admire our work, Fred said, “This looks
promising, but if things don’t go according to plan, we can always
arm the ten Falcons and take over a small island somewhere in
the world.” But we really didn’t want to think about that alterna-
tive. We were convinced the small-package concept was magic. We
were all terribly optimistic. We were all appallingly naïve.
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8
Looking for a 
Few Good People

The development support staff needed to be expe-
rienced, creative, flexible, and capable of moving
quickly in order to have the system ready in less than

12 months. Most of all, the staff would have to be com-
patible and work in harmony. This was to be no place for
egos to disrupt the flow of accomplishment. Only a group
of dedicated individuals could pull off this Herculean
task. It was going to take a significantly larger and more
sophisticated staff than the one we had at Little Rock in
the spring of 1972.

Irby continued to be a valuable source of informa-
tion, providing knowledgeable insights into the person-
alities and capabilities of the small staff from Arkansas
Aviation Sales while serving as a stable bridge between
the corporate jet activities and the hectic pace of the
Federal Express startup. It sometimes seemed as if every-
thing needed for the small-package operation required a
unique approach; we were not merely reinventing the
wheel, but creating an entirely new type of service that
had no direct precedent. 

Ted Weise was about to join the new staff. Born in
1944 and raised in central Ohio, Ted studied electrical
engineering at the Missouri School of Mines and Metal-
lurgy. “I learned to fly in college and almost flunked out
because I enjoyed it so much,” Ted admits. The first com-
pany he worked for went bankrupt, and he was laid off
from his second job. While looking for new employment,
he contacted the regional head of the FAA in Memphis,
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who told him, “Boy, do I have something for you. You need to call
this kid over in Little Rock. His name is Fred Smith.”

“I finally arranged a meeting with Fred,” Ted recalled, “and
started in with all this stuff about loving airplanes and wanting 
to be involved in aviation. Fred cut to the chase in an instant. 
He said, ‘Damn it, I want somebody who wants to make some
money.’”

Fred arranged a visit at Little Rock Airmotive. “In the hangar
were two unpainted and a few used Falcons in corporate con-
figuration,” Ted explained. “People were tearing them apart, rip-
ping the leather seats out of one and cutting a big hole in the 
side of another one. My jaw just dropped to the floor. I figured
Federal might become another big aviation bust or an incred-
ibly worthwhile adventure, but either way, I wanted to be a part 
of it.”

Near the end of April, Irby called Ted at home with an offer,
stressing that a slot had just opened. Ted hesitated and said,
“Well, I won’t be able to make it for at least another week and a
half.” After a short pause, Irby said that was acceptable. 

Ted remembers that he then suddenly got a sick feeling. He
had asked for the week and a half only because it was turkey
season and his father-in-law was teaching him to hunt wild turkey.
Irby was willing to wait, though, so Ted finished turkey season,
went to Little Rock, and started working in the flight-following
department. 

Ted and his colleagues set up the system to monitor the
progress of our planes. They had the flight crews phone in as they
prepared to depart from each airport. A large display board in the
front of the operations room showed the progress of each plane
compared to the scheduled flight plan. It also provided manage-
ment with information on the status of our air operations and our
developing network.

CHARTER AND MAIL RUNS

At the beginning of July, Fred and I traveled to Baltimore, where
he convinced Commercial Credit Equipment Company (CCEC)
to provide Federal a 10-year loan to replace the short-term local
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bank loans hastily arranged for the first group of Falcons. The
loan was backed by a mortgage on the planes, a pledge of $2 mil-
lion collateral from the Enterprise Company, and Fred’s personal
guarantee.

Earlier, Fred had sent an Arkansas Aviation Sales employee to
research the postal service’s need for supplemental service. He
discovered that cutbacks by the regional airlines were causing
serious delays, and that the postal service was planning to solicit
bids from air taxi operators for scheduled nightly full-plane char-
ters. Fred decided to bid on the routes. The airmail contracts
required service only on weeknights, so the aircraft would be
available for commercial planeload charters during the day and
on weekends.

We were awarded several round-trip routes, returning to 
the point of origin each night: Indianapolis-Cincinnati–New York;
Chicago-Buffalo-Pittsburgh; Dayton-Columbus–New York; Cleve-
land-Buffalo-Pittsburgh-Atlanta; St. Louis–Cincinnati-Baltimore;
and Columbus-Baltimore. The two new Falcons and the eight
used planes covered by the CCEC loan were ready for service on
the mail and charter runs or were nearing the end of the exten-
sive modification program across Adams Field at LRA. Mail routes
began in July and required an on-time completion of 96 percent.
With all six routes in operation, the mail runs generated revenues
of just under $300,000 per month.

The new, hydraulically operated cargo door simplified the
loading and unloading operations. The modified avionics pack-
age provided all-weather reliability and allowed the flight crews to
operate in a scheduled airline environment. The mail runs were
proving our ability to provide a dependable service.

Commercial charter operations served another purpose dur-
ing this heady time. We recruited corporate jet salespeople from
Arkansas Aviation Sales to call on major companies in need of
small-plane charter service. These contacts introduced us to Ford,
General Motors, IBM, Hughes Tool Company, Avon Products,
Polaroid, Union Carbide, Western Electric, Abbott Labs, RCA,
and others in the Fortune 500. The charter service started out
well enough, steadily growing from 14 flights in July to 141 char-
ters in December. However, we were beginning to get a dose of
reality. We were attaining only 45 percent of our expected charter
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revenue, and the situation deteriorated further in the following
year.

We were able to respond quickly to emergency requests for
transportation, but it was not a particularly good bargain for our
customers. The Falcons were new, sleek, and fast, but older turbo-
prop planes were a much better value for the higher-volume ship-
pers like the automotive companies. Except for charters under
6,000 pounds, the Falcon was just not competitive. 

BUILDING THE MANAGEMENT TEAM

My first move to assemble a new management group was to con-
tact an old friend and former A. T. Kearney associate, Michael
Basch, a business administration graduate of Clarkson College of
Technology who had spent eight years at United Parcel Service,
working in virtually every functional group, including sales, cus-
tomer service, operations, buildings and facilities, and industrial
engineering. He had also worked with several project teams open-
ing new territories for UPS. 

Mike left Kearny because he couldn’t bear the two-hour 
bus commute from New Jersey to Manhattan. He went to Grand
Rapids, Michigan, to work for Rapistan Technics, a company-
owned consulting group specializing in material handling and
distribution. I contacted Rapistan to help design the handling sys-
tem for our Memphis hub. Mike knew most of the details about
every project that Rapistan was doing, except the Federal Express
project, which his boss was treating like a top secret. 

Coincidentally, following a visit to Rapistan, Mike was booked
on the same originating flight. This was his opportunity to find
out something about the Federal Express project. In response to
his questions, I described the things we were working on, adding
that I was looking for someone to head sales and customer serv-
ice. Mike said, “How about me?” I thought a moment and invited
him to visit Little Rock. 

The following week, Mike got to see some of the hectic activ-
ity in the hangar area in Little Rock. Over dinner, I gave Mike
copies of the consulting studies and promised to meet the next
morning to discuss the material. Later that evening, Fred called
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to notify me that we were going to Dallas the next morning, so I
invited Mike to come along. 

“Our conversation on the way down was very casual and low-
key,” Mike recalled; “then I saw Fred’s presentation. He was more
than impressive; he was captivating. I found myself hoping that
somehow they would give me the opportunity to be a part of the
adventure.”

Starting the third week of September, Mike Basch, then just
three weeks shy of 34, joined our group of crazies. The pay was
not much, but he became senior vice president of customer sales
and service. That would at least look good on his next résumé if
things did not work out. It was fascinating to see how excited peo-
ple could get about the company. A passion seemed to permeate
everything and everyone.

Fred and Irby also continued recruiting other new addit-
ions to the working group. By the end of September, the Federal
Express roster listed forty-two employees. Included on the list 
was John Tucker Morse, our in-house counsel, and Norm Timper,
head of flight operations.

“Tuck” Morse grew up in Little Rock and received his law
degree from Hastings College of the Law at the University of
California. When he returned to Little Rock, Tuck took a job
clerking for a federal district judge. “Fred came in to testify as an
expert witness,” Tuck recalled. “My clerkship was up in three or
four months, and Fred offered to pay me what I was making with
the federal government.” Tuck joined the company in August
1972.

Norm Timper helped Federal Express set up flight opera-
tions. He had retired from United Airlines after 34 years, and his
long experience in flight operations helped us to develop profes-
sional standards for the flight group. At the end of September,
the flight and maintenance group included twenty-three people,
more than half of the company’s employees.

Our next challenge was to set up a computer-based data pro-
cessing system. We would need a sophisticated system. I toyed with
the idea of hiring an outside firm to handle that part of the oper-
ations. Then I remembered Leon Tyree, the systems and pro-
gramming manager for Jones Trucking Company in Spring City,
Pennsylvania.
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I had worked with Leon on a consulting job to design and pro-
duce an innovative management information system at a time
when many other computer departments were limiting their out-
put to accounting and financial data. We were going to need addi-
tional information to help us track the Federal operating systems.

Leon arrived in Little Rock near the end of the summer and
immediately started putting together a plan for our data process-
ing operation. “My first priority was to figure out how to keep 
up with the maintenance statistics on the Falcons,” Leon said.
“The next challenge was to get a billing program running in less
than seven months, before the start of small-package operations.
I quickly hired Wes Terry, and we selected the Burroughs 2700
computer because it was excellent at running Cobol programs, it
was cheap, and it was available right away.” 

THE VA FLIGHT SCHOOL

Meanwhile, the company had to focus on its primary goals. Fed-
eral would need many more qualified pilots as the small-package
service rolled out. Numerous pilots were returning from military
service in Vietnam, but Federal Express flight crews needed to be
experienced in commercial operations and also to be type-rated
in the Falcon aircraft—more specifically in the Federal Express
cargo version of the Falcon. So we decided to open our own train-
ing facility.

Our Veterans Administration–accredited flight school opened
in Little Rock during September 1972. The school was always
booked with a waiting list of candidates numbering in the hun-
dreds. The school was a win-win situation for everyone: Returning
veterans used the GI Bill to become type-rated in the Falcon, the
program provided badly needed operating funds for the com-
pany, and Federal Express ultimately hired most of the pilots
trained at the facility.

I loved to watch the landings and learned how to identify the
pilot’s former experience. The ex–air force pilots, accustomed to
long runways, made very smooth touchdowns well past the begin-
ning of the runway. The former navy and marine pilots, accus-
tomed to landing on carrier decks, seemed about to crash at the
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very beginning of the runway. The challenge was to break old
habits and create a standard of performance somewhere between
the two extremes.

I had almost forgotten Fred’s assurance after the New York
meeting that Art Bass was joining Federal, but Art finally arrived
in October. I was elated that this genuinely likable aviation spe-
cialist really was joining Federal. After his Marine Corps tour, 
Art had established AAPG with Vince. Art, then 40, was giving up 
his consulting practice and plush Sutton Street apartment on
Manhattan’s East Side to help bring Fred’s vision to reality. It 
was a good omen . . . we couldn’t all be nuts! We were going to
succeed.

Our new management team now had to focus on the March
1973 startup. This was a once-in-a-lifetime opportunity to revolu-
tionize the transportation business. We were on the threshold of
a new era—preparing to play a unique role in the birth of the
information age. We were inspired, but we still had much work to
do on other critical matters.
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9
Mr. Smith Goes 
to Washington

Our air taxi exemption for planeload charters did
not license us to operate the small-package serv-
ice. Regulations then required any airline oper-

ating aircraft with a maximum takeoff weight in excess of
12,500 pounds to obtain a certificate of public conven-
ience and necessity (CPCN) from the CAB—our Falcons
had a maximum takeoff weight of 28,660 pounds.

Application for a CPCN typically required three or
four years during which the applicant had to state exactly
what it was going to do. Existing certificated airlines
could, and regularly did, oppose the introduction of any
new service simply by maintaining it was not needed.
Furthermore, the CAB had never granted any airline the
broad authority we were seeking. The certification route
was not a viable alternative.

Our only option was to seek a change in the reg-
ulations. Fortunately, there had been some promising
activity in that direction. In January 1972 the CAB had
proposed a new exemption for air taxi operators based
on the number of passenger seats and cargo payload
capacity. Several aircraft manufacturers, about a dozen
air taxi passenger carriers, Federal Express, and a num-
ber of small communities filed comments in support 
of the proposed change, and as expected, several larger
airlines and the Airline Pilots Association (ALPA) filed
comments in opposition.

We argued that the 12,500-pound weight limit had
been formulated in the DC-3 era and did not take into
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account advances in small-aircraft speed, range, and capacity. Our
opponents alleged that the CAB lacked the statutory power to
expand the venue of the air taxi operators.

The entire future of Federal Express depended on the out-
come of these hearings. So how to remove this impenetrable
roadblock? Fred called me into his office and announced, “I have
decided to go to Washington to gather support for our position.
You remain here and keep things moving.” 

Fred joined the group lobbying for new regulations, provid-
ing supporting testimony, and suggesting an increase in the weight
limit for the cargo portion of the exemption. The CAB ultimately
decided to adopt the proposed changes; by September 1972,
authorized air taxi airlines operating aircraft with less that thirty
passengers or with a maximum payload under 7,500 pounds were
exempt from economic regulation. Maximum payload for our
Falcons was 6,500 pounds. Now we could operate when and where
we decided, exempt from CAB regulation of our rates and routes.

This was an enormously important decision for Federal
Express. Without this change in regulations, we’d never have gotten our
first package off the ground.

ANOTHER ROADBLOCK

We thought our regulatory problems were over. Then, ALPA and
the airlines petitioned the U.S. Court of Appeals to reverse the
CAB’s decision. Time became our enemy once again—the Court
of Appeals would take at least a year to reach a decision. If we
began operations before the final decision and the court reversed
the CAB decision, would we then be fined and forced to cease
operations? We needed an informed opinion on the possible out-
come of the case. Robert Murphy, a member of the CAB and its
former vice chairman, recommended we talk with Nat Breed.

Nat had begun his law career as an attorney with the CAB, and
under the direction of its members, had written the board’s deci-
sion in the new exemption case. In the latter part of 1972, Nat left
the CAB to join a small law firm. “When I was first contacted by
Federal Express,” Nat recalls, “Airlift, Flying Tigers, and Seaboard
were the major all-cargo carriers, and they had just taken a bath.
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Then along comes Federal Express, which is not only going to go
into the air cargo business but is going to limit itself to small pack-
ages, and it is going to fly very expensive twin-engine corporate
jets. It sounded like a crazy idea!”

Nat, putting aside his personal feelings about the wisdom 
of the venture, agreed to a luncheon meeting with Fred and
Frank Watson, one of Federal Express’s attorneys. Frank, a cross-
examiner by nature, honed in on the one issue that was upper-
most in our minds—what was the likely outcome of the attack 
on the amendment. Specifically, Frank wanted to know Nat’s
thoughts on how the court was going to respond to the appeal,
especially since the CAB had recently been reversed on an exemp-
tion case and rebuked by the Court of Appeals for failing to pay
attention to the boundaries of its authority.

Nat felt that the CAB was acting within its authority when it
granted the air cargo exemptions. If the Court of Appeals did
reverse the CAB, he said, they would do so with instructions for
the board to grant specific relief to any organization that changed
its position or invested money in reliance on the ruling’s validity.
In other words, Federal could continue to operate as if the deci-
sion were upheld. When Frank heard that, he breathed a sigh of
relief.

Fred was now confident that we could push ahead. We imme-
diately began working with the FAA to modify the operating man-
uals to include small-package operations. Nat was correct in his
assessment, and the Court of Appeals later upheld the CAB’s deci-
sion. Providential timing and good fortune had coalesced to
remove another roadblock.

Next, we needed to acquire the remaining Falcons from Pan
Am. However, we could not find a leasing company willing to
undertake the risk of the venture. The funds to purchase the
remaining Pan Am planes would therefore have to come from the
private placement—another troubling dose of reality.

By mid-September, Pan Am was pressuring us to take the
remaining Falcons. The airline had held the planes off the mar-
ket for nine months and wanted its money. However, we hadn’t
found our backers yet, and Pan Am finally relented, granting 
us a delay until the first week of November in exchange for an
increase in the purchase price. 
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A month later, Federal Express still didn’t have the money. We
negotiated a second delay, agreeing to take the remaining Falcons
by January 31, 1973, naturally at a further price increase.

A NEW LOCATION FOR THE CENTRAL HUB

A lot of thought had gone into the central hub concept and the
advantages of sorting all packages at one central location. Origi-
nating cities would simply load all packages on the single plane
destined for the central hub. Our intensive training and checking
programs would virtually eliminate sort errors. At the hub, we
could also match package volumes to plane capacity and reroute
flights as needed while still maintaining schedule integrity. The
central hub was simply the most economical way to operate the
system and the best way to achieve consistent reliability. The ques-
tion then became, Where should it be located?

Initial studies favored a city at the center of gravity of the
small-package market. The hub also needed to be far enough
south to escape heavy winter storms and far enough north to 
be away from the most severe summer weather, especially torna-
dos and hurricanes. Fred and I visited all of the locations that
matched our basic criteria, looking at commercial airports and
active or abandoned military bases. Eventually we narrowed the
candidates to Little Rock; Smyrna, near Nashville; and Memphis.

Little Rock had several drawbacks. Adams Field had only one
runway equipped for instrument landings and had no available
space for our sort hub. Fred appealed to the Little Rock airport
authorities to help correct some of the deficiencies, but got
nowhere. Smyrna, an abandoned air force field, was better suited
to our flight requirements, but lacked facilities and a community
infrastructure—that is a strong local labor pool and adequate
housing for our employees.

Memphis was ideal. The airport had parallel instrument run-
ways north and south as well as east and west. Ned Cook, chair-
man of the Memphis airport board, offered us three hangars
across the field from the passenger terminal and acres of ramp
space, and even proposed to finance a new sort facility and
administration building with a 20-year general revenue bond. The
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surrounding area could provide labor for the hub, and the town
was an attractive and mature community, perfect for our central
headquarters. It was good-bye, Little Rock—hello, Memphis.

Fred was concerned about Arkansas congressman Wilbur
Mills’s reaction to the decision. Mills, head of the powerful House
Ways and Means Committee, had provided assistance through his
contacts in both the regulatory and financial communities. Fred
made a personal call to Mills and told him of the decision. The
congressman was initially surprised and perhaps a little annoyed,
but as Fred pointed out the benefits of Memphis, Mills under-
stood that the move was just a business decision driven by finan-
cial and operational considerations. He continued to support the
company.

Ted Weise had worked for a while in Memphis, so Fred
assigned him to work out the details of the transfer to the new city.
Ted was thrilled with the assignment because “Fred trusted me.
There was nobody looking over my shoulder or telling me how to
do the job.”

The management group and almost everyone else shared
Ted’s feelings. Fred was very good at setting goals, identifying the
things that needed to be done, and having absolute faith that his
people would complete their tasks. He wanted progress updates,
but he never questioned whether you were going to get the job
done. He just expected it.
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10
The Humble House Gang

As we started to look at the enormous task of estab-
lishing the ground pickup and delivery opera -
tions, Fred began thinking about ways to shortcut

the process. One alternative was to form a joint venture
with United Parcel Service. Basch contacted UPS and set
up an appointment with Jim McLaughlin, the chief exec-
utive officer.

“What are you guys doing here?” McLaughlin asked.
Basch responded, “We have an appointment.” 
McLaughlin said he didn’t have the meeting on his

calendar, but graciously invited our delegation to the con-
ference room. Fred described what he had in mind and
the role he would like UPS to play. McLaughlin abruptly
said, “No, we’re not interested in doing that.”

McLaughlin’s indifference turned out to be a “save”
for us. If UPS had agreed to become the ground distribu-
tion arm of Federal Express, it would have controlled the
customer base and, most likely, the priority package busi-
ness. Federal Express, if it survived at all, would probably
have become just the air portion of UPS.

MORE STAFF SUPPORT

Meanwhile Mike managed to attract several more former
United Parcel employees. The UPS imports shared two
apartments at the same complex in Little Rock, which we
labeled Humble House. Mike, Art, and I shared a third
unit.
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Mike, in need of additional help to train and motivate the
ragged sales group, turned to Ted Sartoian, a former colleague
who had boosted sales for UPS. Ted had recently left the company
to open a restaurant in Fort Lauderdale. Mike explained his situ-
ation and asked, “Who do we sell to, how do we sell to them, how
do we find their hot buttons?” 

“I’ll help you with that,” Ted responded, “if you hold all your
meetings down here.”

Our sales, customer service, and key field operating person-
nel headed for Florida the second week in January.

We had just 100 days to get everything in place for the inau-
guration of the small-package service. “At the Florida meet-
ing, we got everyone to understand what had to be accomplished, 
how we would set up service to our first cities, and what we 
would have to do to have to reach our target customers,” Mike
explained. However, we were soon to learn that the Federal
Express prospects had different expectations from the typical
United Parcel customer.

Meanwhile we had other problems. Several of our sales peo-
ple, formerly from the corporate jet world, were accustomed to
dealing with an entirely different type of client and they had dif-
ficulty relating to the UPS methods for selling the small-package
service.

Dennis Sweeney was so intrigued by Mike’s description of 
“the United Parcel Service of the air” that he joined the Humble
House team in January 1973. Dennis, 31, had worked for Mike at
UPS in Philadelphia. Taking the least expensive flight we could
find for him, he left New Hampshire at 8:00 in the morning; was
routed from Manchester to Keene, New Hampshire, and then
through Cleveland, Detroit, Chicago, and Memphis; and arrived
in Little Rock close to midnight during one of the worst ice
storms of the century.

We’d chosen the Memphis airport for its exceptional reliabil-
ity. We touted it to our investors. For all but 15 minutes in the ten
years prior to 1973, Memphis would have been safe to land with
the avionics we had installed in the Falcons. However, the same
freak ice storm that greeted Dennis crushed our invincibility
argument. The storm coated the entire area from Memphis to
Little Rock with up to three inches of ice. Dennis called his wife
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the following day. “These people are out of their minds,” he told
her. “We’re iced in and I’ve done nothing but sit here and read
manuals. I’m thinking of packing up and coming home.” 

However, Dennis stayed on and modified some old UPS pro-
cedures, features of service, and rate charts to make them look
like Federal Express material. He became a jack-of-all-trades, work-
ing anywhere needed, and in the often haphazard, helter-skelter
bustle to launch the small-package service, he was key. “If this is
an indication of how organized you are,” he said, “I think we’re in
deep trouble.”

Next, Dennis worked on the field operations, defining the
responsibilities of city locations, which we called stations. He pre-
pared manuals describing the processes for handling outbound
packages and sorting the inbound packages. He also developed a
protocol for loading packages on the delivery vans and making
customer deliveries.

Federal Express hired courier-salesmen (they were not just truck
drivers) and required them to maintain a neat appearance, be
courteous, and use the customer’s front entrance whenever prac-
tical (the rear loading dock was for truckers—UPS, Emery, and
REA Express). We expected our couriers to be part of the sales
force, comfortable communicating with secretaries, reception-
ists, and mailroom clerks in addition to the shipping managers.
Dennis’s work formed the foundation of a basic training program
for the new station personnel we were about to hire.

Dennis visited Adams Field, met Fred, and got to see one 
of the Falcons. That plane, the first to complete the modification
cycle, had been painted with the tail number N8FE. The number
8 was significant: With airbrush techniques the 8 was changed to
a 3, 6, 9, and 5 for duplicating on our promotional materials,
showing our “extensive fleet.”

Dennis was then assigned to the presales task force formed to
identify the target cities for the March runs. After his first meet-
ing, he recovered from his initial impressions and shared in the
excitement as Art, Mike, and others from the Humble House
group began outlining their plans for the start of the small-package
network.

The target cities for the March startup fell into two groups.
There were five originating cities—Atlanta, Kansas City, St. Louis,
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Nashville, and Memphis—picked primarily because of their close
proximity to the central hub (we did not need planes for the lat-
ter two cities). Customers in these five cities could ship packages
to each of the other four originating cities plus five destination-
only cities: Dallas, Greensboro, Jacksonville, Cincinnati, and Little
Rock. The sales force concentrated on identifying and meeting
with prospective shippers in the five originating cities.

It was a very limited system. We could dedicate only two Fal-
cons to the service. Six of the planes were committed to the mail
routes, at least one was required for scheduled maintenance, and
as a conservative measure, we reserved one as a backup. We fig-
ured that if the beginning package volume exceeded the capacity
of the two planes, we could activate the spare.

It was critical at the outset that we establish a high level of reli-
ability. Each plane could carry 450 to 500 packages, and we just
could not afford to leave any behind. By selecting originating
cities near the Memphis hub, we could run the inbound route
twice if demand exceeded our capacity. As an added precaution,
we scheduled the hub sorting time for three hours. 

We ignored the fact that Federal Express was an unknown
entity and that the onus would be on our customers to isolate
packages weighing less than 50 pounds and those headed to recip-
ients within 25 miles of our ten destinations. Instead, we focused
all our hopes on providing a truly superior service. We were cau-
tiously optimistic.
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11
Good-bye, Little Rock—
Hello, Memphis

While Mike was conducting the Florida meeting,
he and Ted Sartoian talked about the heady
days of expanding UPS’s service areas and the

sales blitz teams that had been so successful. Mike decided
to duplicate that approach for opening the new cities at
Federal Express. Ted suggested hiring an experienced
high-level manager to take responsibility for the field
operation. He recommended Mike Fitzgerald, then vice
president of operations for the D. H. Overmeyer Com-
pany in New York, the largest public warehousing and
warehouse leasing company in the nation. Ted knew Fitz
very well and said, “This is the guy you need to get on
board.”

Mike contacted me several times,” Fitz recalls, “but
frankly, after UPS I had enough of small packages to last
me the rest of my life. The business was horrible around
Christmas and other holidays. I told Mike there was no
way I was going to move to Little Rock. My wife, Joan,
and I were living with our two children in a beautiful
home in Ridgefield, Connecticut, on an idyllic two-acre
setting with a stream, wonderful neighbors, and excel-
lent schools. I was content with my job at Overmeyer and
I wasn’t going to leave all of that.”

Somehow, Mike managed to lure Fitz to our Little
Rock offices for a tour. “When I walked into that office
space that looked like an old garage, I was tempted 
to turn around and beat a hasty retreat back to New
York. It was really scary,” Fitz recalls. “There were three
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or four tiny offices and everybody was sitting on top of each
other.”

Mike knew that this former UPS manager would fill a critical
vacancy in his organization, so he made certain that Fitz received
the royal treatment; everyone worked hard to convince him of the
rosy outlook for the company and the major role he could play in
its success. Fitz, especially after seeing our facilities, remained
reluctant to consider leaving his secure job in the Big Apple.

“Fred turned on the charm in a way that few others can
match,” recalls Fitz. “He started talking rapid fire about the indus-
try, explaining things very eloquently and believably. However,
some of the things he said struck me as being extraordinarily
naïve. I was not sure he understood all the practical matters, but
I could sense he was determined to find people that might make
up the shortfall.”

Then, Mike contacted me to arrange an interview. Fitz was an
attractive and immediately likeable individual with an Irish sense
of humor and picturesque speech. I was interested in his qualifi-
cations and the contributions he could make, immediately and
longer term.

I learned that he had also been in the marines. We were get-
ting enough marines to form our own platoon. Fitz had joined
UPS in 1957 as a driver in Watertown, Massachusetts, and within
a year became the area manager for Connecticut, Massachusetts,
and Rhode Island. Later, he became an instructor at UPS’s basic
training school for supervisors and rose to manager level there.
He also served as operations manager for the company’s north-
ern Illinois district, supervising more than 1,000 drivers and hub
employees. That was pretty impressive.

After our interview, Mike took Fitz to the hangar across the
street to see a newly painted Falcon. The hook was set. Fitz caught
the bug that had bitten the rest of us. That evening, he called his
wife and said, “I think that this might be a good opportunity.” Joan
replied, “Look, don’t kid me; you have already accepted this job
in your mind.”

Ted Sartoian was correct. Fitz was precisely the person we
needed to assume responsibility for our fledgling field operations.
In February he moved into the already crowded apartments at
Humble House and became our vice president of package opera-
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tions. Like almost everyone else at the officer level, he accepted a
pay cut with promises that things would get better in the future.

As the time approached for the Memphis launch, Art and 
I turned our Humble House apartment over to Mike and his
expanding group and moved to an even humbler location in
Memphis. One evening a friend of Art’s was passing through town
after attending a New York City going-away party for a local char-
acter named “Hot Suit” Harry, who had just been convicted of
robbery and sentenced to 10 years in the state penitentiary. Art’s
friend considered our shaky enterprise, looked around our mod-
est dwelling, and pronounced, “You know, Hot Suit really has it
better than you guys—at least he knows when he’s getting out.”

The flight operations and maintenance groups moved to
Memphis early in January. We now had acres of ramp space and
three underutilized pre–World War II hangars. The ground level
of Hangar 7, the center building of the three, would serve as the
interim hub for a few weeks while the new hub sorting facility and
administration offices were under construction. Except for the
VA training program and Little Rock Airmotive, which were to
remain in Arkansas, we completed most of the moves well before
the planned startup.

The senior management group operated from the upper floor
of Hangar 7, which offered a welcome respite from the crowded
conditions of Adams Field. Fred’s office, located above the tem-
porary sort area, featured a badly worn floor in front of his desk
with a hole large enough to observe the activity below. We cov-
ered the hole with a rug when we were expecting visitors.
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12
The Company Lodestar

Federal Express has always valued its people; it is the
proper and equitable thing to do, and from a busi-
ness perspective, good employees, vendors, and cus-

tomers are valuable assets, not easily replaced. Debra
Howse is typical of the high caliber of the people who
contributed to the company’s success. The story of how
she came to be a part of this exciting venture is a tale 
of compassion and caring, excitement and anticipation,
and another of the amazing “coincidences” that seemed
to surround the building of the core group at Federal
Express.

Shortly after Debra settled into her new job at the
Adams Field ticket counter, a new customer handed her
his air travel card. It read “Fred Smith, Federal Express.”
Debra reasoned that with a common name like Smith, 
he was just a regular employee with an ordinary job. She
had seen the colorful planes during lunch. Thinking she
might buy some stock, she asked Mr. Smith if he knew
anybody at Federal Express to help her.

“Mr. Smith seemed puzzled at first,” Debra remem-
bers, “but he was polite and then with a smile replied,
‘Well, I know a few people. Here’s my card. Call me when
I get back from New York, and I will introduce you to
some people who can help you, but the first people to
have stock in Federal Express will be the employees.’ I
took the card, shoved it in the pocket of my uniform,
and never looked at it because I was writing his ticket—
I knew his name.”

“About two weeks later,” Debra continued, “Fred
called and asked me to come in to see him. We must have
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spent two hours together. He was impressed with my personality
and said that if Federal Express were to succeed, it would require
positive people. He recognized something in me that I didn’t see
in myself and offered me a job, saying someone would call me.”

Fred later had second thoughts about hiring Debra. During
the interview, he learned that she was a widow with two young
children who was struggling to make it on her own. Fred realized
that it might be unfair to take her away from the security and sta-
bility of American Airlines.

“In fact, Fred told Mike Basch not to hire me,” Debra said,
“because he didn’t want me stuck in Little Rock trying to sup-
port my kids if Federal Express didn’t succeed. No one at Amer-
ican ever cared about my situation. I was just overwhelmed by
Fred’s compassion and by the atmosphere of the company. From
then on, if you cut me, I’d bleed purple—the color of Federal
Express.” Debra, an African American, notes, “Federal had gen-
der and racial equality and opportunity long before they became
buzzwords. Fred was from the South, and he could easily have
taken a different route when it came to hiring. But that’s not who
he was.”

PEOPLE, SERVICE, PROFIT

After the move to Memphis, Fred brought our tiny staff together
to thank everyone for their dedication to his dream. It was a
heady, exciting time for everyone present. In his inimitable way,
Fred seemed to address each attendee individually, making a per-
sonal commitment to each person in the group. His speech went
something like this:

This will be a fresh, fast-paced company that cares about 
its people, where teamwork is the norm and everyone
pitches in to contribute to its success. You will be treated
with respect, honored for your dedication, and acknowl-
edged for your special contributions. Each one of you is a
vital member of the team with an important job to do, a 
job just as critical to the success of the company as every
other job. 
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You will be recognized as the expert on the job you are
doing and will be free to use your creative talents to improve
that activity. We will provide training for your benefit, pro-
mote from within, and commit to a no-layoff policy so long
as the company survival is not at stake. You will receive a fair
wage for your work; you will have a protective benefit pack-
age including medical, dental, sick leave, and disability cov-
erage, as well as a retirement plan, all of which will expand
as Federal Express matures. Each of you will share in the
profits of the company, and at some future point you will
have an opportunity to own stock in the company.

Thus was born the FedEx policy to honor and reward its impas-
sioned employees, the people factor. Fred continued to the next
part of his speech, explaining the profit factor:

Each of you, doing your job to the best of your ability, will
produce a strong company with a surplus to reinvest in our
future. The surplus will fund wage increases, provide for a
profit sharing program, and ultimately provide your retire-
ment benefits. Profits will also provide a fair return on
invested capital for our shareholders. This dedicated core
group is going to make Federal Express a model for other
companies to emulate.

Mike then spoke about the service factor. The company was
dedicated to providing the highest level of reliable service humanly
possible, irrespective of the difficulty of maintaining that ser-
vice. This was our typical way of moving forward—Fred pointing
the way (leadership), executives supporting and expanding on
the vision (management), and motivated associates eagerly carry-
ing out the plan (implementation).

Thus was born the company mantra, the lodestar, the guiding
ideal, and the primary foundation of the corporate culture at
Federal Express—motivated people working together to produce
exceptional service for customers who would provide revenues to
produce profits. The genesis of the cultural vision was beautiful in
its simplicity, it was motivational, and it was accurate—People-
Service-Profit, the trinity of cyclical action. 
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In Customer Culture: How FedEx and Other Great Companies Put
the Customer First Every Day, Mike Basch writes, “Culture drives per-
formance in an organization. Put an average human being in an
above average culture and the person will change behaviors to
adapt to the new culture. Build a culture where the behaviors you
desire are clear and recognized and people will gradually build
habits around those behaviors. Then the organization will habit-
ually serve its customers with ever increasing value.”

Mike then uses my favorite concept of the CEO. He explains,
“Vision is the compass of the enterprise . . . it is the experience
the organization is attempting to create for its Customers, Employees,
and Owners.” Mike’s CEO is an amalgamation of those relying 
on the organization, the embodiment of the organization and all
those who rely on it. This understanding of our constituency was
critical at Federal Express. We measured corporate excellence by
how well we satisfied the often conflicting expectations of these
divergent groups. 

CUSTOMER SERVICE EXCELLENCE

Guaranteed on-time service and complete customer satisfaction
have always been the unconditional goal at Federal. The commit-
ment to superior service was perhaps best expressed this way:
Never promise more than you are able to give; always give more than 
you have promised. This declaration was another of the company’s
underlying principles, a cultural value understood by every Fed-
eral Express employee. 

Peter Schutz, whose advocacy of ethics in management has
earned him worldwide acclaim, was a frequent visitor to our exec-
utive offices. This former chief executive officer of Porsche, in his
book The Driving Force: Extraordinary Results with Ordinary People,
concludes, “A business culture built on excellence will most fre-
quently outperform a culture in which success is the singular
objective. Managers striving for excellence and quality tend to be
patient because their focus is on the longer term.”

At Federal Express, the focus was not on short-term material
accomplishments or quick success regardless of the long-term
consequences. Instead, the cultural goal of the company was to
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reach a level of excellence that produced positive results for the
future.

For Fred, excellence meant continually looking ahead and
acting to help Federal Express meet its service commitments.

Remembering his first Thanksgiving in Memphis, Dennis
recalls, “Before dinner, we went to the hub, where we found Wil-
lard Baldwin, the Memphis station manager unloading an airplane
by himself. The plane, loaded with Polaroid cameras destined for
Timex in Little Rock, developed a mechanical problem, so it did
not fly until Thursday morning. My kids, my wife, and I started
helping to unload, when Fred appeared. He was in his office work-
ing and saw us, so he came down to the ramp. Together we fin-
ished unloading the plane while Willard got a rental truck to haul
the cameras to their final destination.”

“After we finished,” Dennis recalls, “Fred gave us a free tour
of his new office. The walls were covered with drawings showing
Federal Express taking over that entire side of the airfield.” Fred
was already thinking of the future with an expanded network and
a larger fleet of planes—the drawings had DC-9s and every other
large airplane imaginable.
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13
More Obstacles

The commitment to take the remaining Falcons from
Pan Am was just two weeks away, but Federal Express
was running out of funds and facing a financial cri-

sis. We had fallen behind on the payments to Little Rock
Airmotive for the earlier conversions, and the modifica-
tion center was holding back on the parts stored for the
conversion of the remaining planes. Two important sup-
pliers were threatening to close the door on the company,
and numerous others were sending menacing messages
about past-due bills.

We’d underestimated the capital required for the
launch, thanks to the following surprises:

■ Our initial plan assumed we would lease planes
fully modified. We instead had to purchase the Fal-
cons and fund the modifications ourselves.

■ The delay in securing outside funding forced us to
take loans at onerous interest rates.

■ The funding delay also caused financial problems
at Little Rock Airmotive.

Fred had come up with the initial startup funds. He
had done a remarkable job in Washington, convincing
the regulators to modify the outdated air taxi restric-
tions. His charisma and enthusiasm had inspired nearly
a hundred associates to pursue his dream. The company
would be ready to begin small-package operations in just
a few weeks. This was not the time to fold the cards and
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leave the table. This was the time to ignore the problems and
charge ahead!

The fastest and most direct way to solve the Airmotive prob-
lem? Just buy the company. The owners of Airmotive had two
choices: They could either accept a generous cash offer or keep
the Falcon parts and materials and declare bankruptcy. Fred con-
vinced the banks to finance the purchase, and the owners were
delighted to receive substantially more than the appraised value
of Little Rock Airmotive.

Solving the Pan Am problem was a larger and more painful
challenge. Pan Am was angry and unyielding, threatening to exer-
cise its right to sell the remaining Falcons in the open market.
Our final agreement at the end of January committed Federal to
take all of the remaining Falcons by mid-May 1973 and awarded
Pan Am warrants for the purchase of Federal Express stock. It was
just another of the numerous obstacles along the road to success.

OUR INVESTMENT BANKERS

In February 1973 Fred, now facing the very real possibility of a
failed startup, executed a best-efforts agreement with the invest-
ment banking firm of White, Weld & Company to raise $20 mil-
lion, which the firm optimistically expected to accomplish within
60 days. Fred had first been introduced to Buck Remmell, White,
Weld’s vice president, in the fall of 1971. Buck reviewed the con-
sulting reports, monitored the company’s progress in the regu-
latory field, and by the latter half of 1972, sent Homer Rees to
Memphis to assemble company information for a private-place-
ment offering. 

White, Weld’s vice chairman and resident Chicago partner,
Henry W. “Brick” Meers, undertook the challenge to raise addi-
tional investment capital for the company. During March, Brick
Meers and Fred traveled all over the country in an effort to inter-
est venture capital groups in the project. They met with little
success.

On a few occasions, I accompanied Fred on his visits to poten-
tial investors. Fred would make almost the entire presentation,
referring to me only to assure his audience that he indeed was
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assembling a management staff to execute the plan. I was on static
display for the benefit of the money folks. On one occasion, the
venture group brought in a young analyst who eagerly pointed
out that the assumptions contained in the financial projections
failed to consider the state and local fuel taxes. Fred, finally reach-
ing the boiling point in his frustrating quest for funds, said, “Any-
one who is not smart enough to figure out that airlines do not pay
state and local taxes on the jet fuel they consume does not
deserve to be an investor in Federal Express.” With that, he gath-
ered up his papers and said to me, “Let’s get out of here; we have
better things to do.”

We would begin without a strong promotional program and
without the necessary long-term funds, but by now, Fred was
absolutely convinced that investors needed to see the small-pack-
age service in operation before they would provide the necessary
capital.

REFINING OUR SALES PITCH

While Fred and Brick conducted their frustrating search for
private investment funds, Mike sent his “Sales Blitz Teams” out 
to begin the sales effort in originating cities. Each team had a
leader supported by a group of four to six sales representatives.
Armed with credit cards, city maps, industrial directories, and
lead-prospect cards, each salesperson canvassed an assigned terri-
tory and made sales calls each day. Evenings were devoted to eval-
uating prospective customers’ reactions and discussing ways to
improve sales effectiveness. In addition to acquainting shippers
with the new service, we were seeking feedback from prospects so
that the system would reflect and meet the expectations of the pri-
ority small-package shippers.

We changed the characteristics of the service offering almost
every week after receiving the feedback from the salespeople.
Each week Mike would review what the sales force learned and
make adjustments to reflect what the customers were saying 
they needed. We were promoting Priority One, our overnight 
air service with a promise of next-day delivery before noon. We
were discussing Standard Air service, a lower-priced offering with
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second-day delivery. We were touting our unique Courier-Pak serv-
ice, which for an all-inclusive prepaid fee of $5 provided the ship-
per with a legal-sized envelope for door-to-door next-day delivery
of documents.

Our sales force was made up of former UPS employees and
former corporate jet salespeople. The UPS mentality was very
conservative—watch every penny. At the other end of the scale,
the corporate jet group was accustomed to riding around in limos
and selling prestigious multimillion-dollar luxury vehicles. There
was a serious cultural clash between the two groups. We needed
an entirely new sales approach, one that lay somewhere between
the extravagance of the limo riders and the parsimony of the
brown company. As we progressed, we changed a few of the pre-
vailing attitudes and developed a standardized sales approach
specifically for the priority small-package shipper. 

QUESTIONING THE SALES REPORTS

Every night, sales leaders from each of the originating cities
phoned in an account of the day’s activity. We recorded the antic-
ipated packages reported by the sales teams, discussed the prob-
lems, provided more sales leads, and continued moving forward.
The count of anticipated packages eventually rose to 3,000—much
more than we anticipated!

If we had 3,000 packages, we had to cancel mail contracts.
Even by flying a double turn to each originating city, we did 
not have enough capacity to handle that many packages. We just
had to be certain that we were getting good information. That is
where Mike really learned the difference between the reported
success and reality.

Mike began checking out some of the more optimistic sales
reports. In one case, there was a forecast for twenty packages a day
from a company that made bricks. Mike naturally assumed that
they were samples going to architects, but the sales representative
confidently explained that the bricks were going to construction
sites! That was all Mike needed to hear. After questioning all the
sales leaders, he concluded we were getting what the sales group
thought the management group wanted to hear.
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Fitz was also feeling concerned about the package projections.
Working closely with Dennis to develop the requirements for the
upcoming test, he relied on the daily sales reports to extrapolate
the demand for handling systems, vehicles, facilities, and staffing
requirements. He recalls, “About the third sales forecast session I
attended, the hair on my neck went up. There was something not
right about it. It was as if this thing was just too easy.” 

The sales group defended its projections, saying, “This is a dif-
ferent business. We have our own planes and that is a powerful
attraction for the urgent shipper.” Fitz was getting even more
antsy when he talked to people outside the company. They could
not see the need for the new service, did not believe that our serv-
ice could really be faster and more reliable, or did not want to
trust their critical packages to a new carrier. When Fitz explained
to one prospect that we could move a package from Boston to
California overnight, the executive responded, “That’s great, but
why would you want to do that?” 

In response to queries from Fred and me, Fitz responded that
he could not in all conscience lease vehicles and hire people 
at the field locations based on the numbers the salespeople
reported. He did not believe the reports and couldn’t get any
confirmation of their numbers. Fred finally said, “Well, Fitz, you
seem to know what you are doing; go with your best judgment.”

Mike and Fitz scaled back the projections by 90 percent—
from 3,000 down to 300 packages. Fitz correspondingly reduced
the plan for vehicles, staff, and other variable elements, but
retained a backup plan just in case the volume exceeded the new
forecast. We could handle the reduced package projections with
no problem, and by the time the volume did grow into the thou-
sands, we would be ready.

Meanwhile, the prospective customers were continually giving
us valuable new information. We were learning more and more
about the priority small-package shipper and becoming convinced
that these packages were indeed special. As we continued receiv-
ing input from prospective shippers, we modified our service
offerings and the ancillary parts of the service. In The Driving
Force, Schutz accurately describes what we were experiencing: “If
you listen closely enough, your customers will explain your busi-
ness to you.” 
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We began moving away from the UPS approach toward tailor-
ing our service to the unique needs of the priority small-package
shipper. Prospects were generally welcoming, even though they
were apprehensive about this new kid on the block and reluctant
to believe our promise of consistent, reliable overnight service.
Emery, Airborne, REA Express, and every other company in 
the air express business was making the same commitment, and
no one was able to provide the promised service consistently.
Shippers that truly needed fast, reliable service were generally
frustrated and often desperate—the good news for us was they
were willing to try Federal Express.
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PART III
Within an Inch of Failure
March 1973 to May 1974

Promotional Copy only 3/31/16 Not for resale or redistribution



This page intentionally left blank 

Promotional Copy only 3/31/16 Not for resale or redistribution



79

14
Let’s Call it a System Test!

Our major concern on launch day—March 12, 1973
—was the limited capacity of our small fleet. The
discounted reports from the sales staff still indi-

cated that we could expect between 300 and 450 pack-
ages. Fred was especially worried that we wouldn’t have
enough capacity to handle all the packages and that we
would disappoint the customers. In addition, the White,
Weld and Company principals were coming to Memphis
to observe the first night’s operations. The private place-
ment offering was taking much longer than expected,
and any hint of service failures would be disastrous.

At least we had a contingency plan: If we had a higher
volume than expected, we could do a double run to our
originating cities. The mail planes, after completing their
runs, could be ferried to Memphis to carry additional
packages to destination cities. We were not going to leave
a single package behind; in fact, we were ready to give
more than we promised. Our team would deliver every
single package before noon the next day.

Ever more conscious of our precarious financial situ-
ation, the constant search for investor funds simply had
to take precedence over the thrill of watching the long-
awaited launch. So the day we inaugurated service, Fred,
Mike, and I left for New York City, convinced we would
have an impressive story for the potential investors we
were meeting early the next morning.

As we arrived in Manhattan, Fred suggested, “Mike,
while we get our bags and arrange transportation to 
the hotel, why don’t you call and see what the volume
looks like.” 
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Basch found a pay phone and came back with the news, “It
looks like it’s going to be a little light.” 

“What do you mean a little light?” Fred questioned.
“Well, we don’t have all of the reports in yet,” Mike responded,

“but we definitely don’t need to be concerned about exceeding
the fleet capacity.” 

“Call them back,” ordered Fred. “Tell them I want the actual
figures as soon as they are available, and tell them we’ll call back
when we get to the hotel.” 

On the cab ride to the hotel, we discussed the meaning of the
light-volume reports. We rationalized that Federal Express, after
all, was a new and unknown entity to the shippers. Perhaps we
expected too much for the first day. Conceivably, the shippers did
not yet fully comprehend our unique system. Had our sales force
properly explained the differences between our self-contained
network and the competition, which relied on multiple outside
entities?

We were each beginning to feel a little less assured, less con-
fident. Was it possible that our expectations were still too high? 
It was understandable that shippers would have to try our service
before they made a complete switch. Surely, we would have at
least two hundred packages. That would be acceptable for the
first day’s operation—not great but we could live with it!

The unbelievably disappointing news came with the next
phone call. Our first day of operations did not produce two hun-
dred packages, not even one hundred packages. The actual num-
ber was . . . six packages!

“Are you sure that you understood correctly?” Fred demanded.
“Yes, I double-checked; the number is six,” responded Mike.

Now here was another dose of reality, a really serious dose!
We just looked at each other, too numb to speak, then retired

to our rooms. The three of us spent a sleepless night wonder-
ing what we were going to do next. Having heard these results, 
we immediately began referring to the March startup as the
“system test.” We did not mention our first run at the investor
meeting.

This abortive start nearly shattered our feelings of invincibil-
ity. It was painful even to think about that night. It was like a bad
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dream, only it was not a dream. All that work, that careful plan-
ning had produced just six packages! Were we all idiots?

It was a hard lesson for all of us. We had ignored one of the
fundamental rules of good management by not contacting some
of the potential customers to check out the validity of the reports.
Yes, we had reduced the sales estimates by 90 percent but then
had fallen into the trap of expecting 10 percent of an unrealistic
number. 

I thought we had failed Fred, but it would take more than 
a disappointing system test to derail Federal Express. True, the
test was frustrating to all of us, but it forced everyone to face real-
ity. From this point on, we would follow the advice of Winston
Churchill: “If you’re going through hell, keep going.” 

General George S. Patton had equally good advice for our sit-
uation: “Victory and defeat are rarely absolutes, and there is a
whole spectrum of degree between these two extremes.” Failure 
is part of business; it will happen. “The time to intervene is not
when things are going well,” Patton maintained, “but when they
are in trouble. It takes courage and character to engage a falter-
ing project.” 

Fred was about to demonstrate his courage and character.
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15
The Marine Corps 
Boot Camp Mode

The “system test” network generated so few packages
that we decided to cancel the flight schedule and
place the packages on commercial airlines. We did

not fly planes in the package system again until the 
next startup. It was a matter of reducing our operating
expenses and conserving our dwindling supply of funds.

The daily volume from the five original cities aver-
aged only about ten to twelve packages. Later we devel-
oped sophisticated analytical tools and ran the program
to understand more about the test network. We discov-
ered that the expected volume between all ten original
cities was only forty packages per day for the penetration
level we anticipated. The analysis also showed that each
new city added to the network raised the volume levels
geometrically. We were facing the classic chicken-and-egg
dilemma: Federal Express needed an expanded network
to reach higher volume levels, and an infusion of funds
to expand the system to a level of sustainability.

THE PRESTARTUP ORGANIZATIONAL
STRUCTURE

In March, Charles Brandon joined us as our vice presi-
dent of operations research. With his wrinkled corduroy
jacket, worn blue jeans, and long rumpled hair, Charles
was our technical wizard, the stereotypical absent-minded
professor. Our management structure was constantly in
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flux throughout the early years; flexibility and fluidity were its
main characteristics. There was no hierarchy, just a partnership of
equals.

We continually added to the management staff, often without
a clear understanding of where the new hires would fit within 
our loosely structured organization, and generally at a salary well
below their expectations. Fortunately, the group worked so well
together that a rigid structure was unnecessary and titles were vir-
tually meaningless. Our new additions were attracted by a love of
aviation or the excitement of a new venture and were hooked by
the enthusiastic entrepreneurial spirit. 

In lieu of large salaries, most new hires received big titles: vice
president, director, or manager. This left us with no choice except
to designate the upper echelon as senior vice presidents. In the
spring of 1973, we formed our first formal organization and dis-
tributed organizational charts, just like a real company. Until that
time, everyone more or less had understood the organizational
relationships, but now we were adding remote locations and were
about to reshape the company.

It is probably worthwhile here to recap our organizational
structure as we were setting out to reinvent the company. We pre-
ferred a broad, flat structure that positioned senior executives
within easy reach of the front-line employees. Fred of course was
president, with me, the general manager, reporting directly to
him. The group senior vice presidents reporting directly to me
included Mike, Sales and Customer Service; Norm, Flight Opera-
tions; and Art, Planning. Irby, who headed Administration and
Finance, reported directly to Fred. Under the senior executives
were group vice presidents and managers.

The truth was that the senior executives all worked for Fred,
but we were free to make our own decisions on how to exe-
cute the overall plans. During his frequent absences to meet with
potential investors or testify on regulatory matters, we kept things
moving forward. With the exception of our weekly executive staff
meetings, where we coordinated our activities, he did not spend
time looking over our shoulders. Fred was much more interested
in what needed to be done next. He was always looking far ahead
of the things the management group was struggling with day-to-
day. We accused Fred of operating on a different clock than the
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rest of us: He frequently proposed new approaches or refine-
ments beyond our existing technical capabilities, but his instincts
were usually right.

FIVE WEEKS TO RESTRUCTURE 
OUR NETWORK

After the March system test, Fred switched into Marine Corps boot
camp mode. He assembled the entire management staff, and
after expressing his displeasure in his finest drill instructor man-
ner, calmly explained that we were now going to reinvent Federal
Express. “We are going to do it right this time,” Fred explained;
“failure is not an option.” This was leadership in action. We would
be ready for the formal inauguration of service to an expanded
number of cities on April 17, in just a little over four weeks.

Since Art assumed responsibility for selecting cities for the
expanded network, he immediately contacted his former partners
at Aerospace Advanced Planning Group in New York, Tucker
Taylor and Vince Fagan, to provide manufacturing and airline
data. Charles, Dennis, and others ironed out the details for the
expanded service. Fred and I held the review sessions.

Charles explained the process this way: “We had a limited
number of aircraft, a limited number of hours in the day, and
limited capacity. We had to figure out how to optimize our assets.
That is a classic operations research problem. We picked cities
with real potential that would give us the best financial return. We
did that first research problem using my HP 35 calculator for the
complex math. Tucker brought a copy of the CAB emplanement
statistics to complement our copy of the AOPA [Aircraft Owners
and Pilots Association] airport guide and the OAG [Official Air-
line Guide] flight guide, so we knew where the certificated air-
lines operated evening and nighttime departures.”

To find the best candidates for our service, the task force
searched within the Standard Industrial Classification (SIC) codes
for industries producing small, time-critical items with substan-
tial intrinsic or financial value. Our prime candidates were the
replacement parts for the equipment installed in factories, offices,
and medical facilities, 90 percent of which were developed after
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the Second World War. Next, the group examined employment
statistics for the candidate industries within each standard metro-
politan statistical area (SMSA). That helped us to identify cities
with the largest potential need for our service.

Next, the task force looked at each city’s airline service level
and assigned a ranking based on the number and frequency of
destinations receiving direct service. Using all of the information
at hand, Charles designed a model that no one would ever think
of doing by hand today. However, at that stage in our develop-
ment, we did not even have access to a computer for the analysis.
We found out that places like Rochester, New York, had tremen-
dous demand but very poor service; that was the kind of city 
we wanted to add. We continued to use refined versions of this
process, dubbed BPI (Buying Power Index), to select new cities
for our network during most of the early expansion years.

For the April service network, the task force selected twenty-
five cities within a reasonable distance of Memphis. The new 
network included the ten original cities plus Chicago, Cleveland,
Columbus, Dayton, Detroit, Indianapolis, New Orleans, Miami,
Milwaukee, Moline, Newark, Oklahoma City, Philadelphia, Pitts-
burgh, and Rochester. The senior management staff quickly review-
ed the recommendations and focused all resources on preparing
for the formal commencement of service on April 17.

Each department prepared its own plan to support the
expanded network. Norm’s group prepared flight schedules, main-
tenance plans, and new bid lines for the pilots. Mike directed the
sales effort for the new cities. Irby managed the administrative,
legal, and financial support for the expansion. Fitz and Dennis
led the push to acquire facilities, courier vans, supplies, and sta-
tion personnel in the various cities. Some of the facilities were not
ideal, not places where customers would be invited to visit. A few
sites were not even on airport property, but we got permits to
drive on the airport ramps at those locations.

Our flight crews already had something of a uniform, familiar
to most of them—heavy-duty leather flight jackets. This time, we
wanted everyone in direct contact with customers to be wearing a
uniform, but there was no time to settle on a design and get the
uniforms produced in the correct sizes and distributed to the out-
lying cities. Our solution for the station personnel, salespeople,
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and customer service agents was less elegant but more practical
given our circumstances: a white shirt, brown slacks, tie with pur-
ple and orange stripes, and tan corduroy blazer, all of which were
readily available from our convenient supplier, the local Sears
store.

Federal began running quarter-page display ads in the sports
section of the expansion cities’ local newspapers to solicit tele-
phone responses from prospects. Ads also ran in trade magazines
read by shipping and distribution managers. Direct mail to 15,000
company presidents, vice presidents, and purchasing managers in
the service areas supported the ads. Our Customer Information
Center contacted all respondents and forwarded leads to the field
sales representatives. Our official startup of the small-package serv-
ice was going to be dramatic. We would convince the venture cap-
ital groups to invest in our organization.

We were certain that expanding the network was going to give
us a much better shot at success. We had enthusiastic, dedicated
people who worked incredibly long hours. There were no “special
people” in the organization, because everyone was special. It is
hard to explain what it was really like to anyone who did not expe-
rience those times and events.

“Fred, back in those days, was bigger than life,” remembers
Dennis. “I don’t think too many people have pulled off anything
more impressive. There was nobody like him. He had that knack
of inspiring people to do things that they might not really feel
comfortable doing.” The dedicated people of Federal Express
responded to his call, and in just over 30 days, they totally reposi-
tioned the company.
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16
An Inauspicious Beginning

We needed to show our potential customers that
we were very different from any other ship-
ping service. We tried to keep things simple by

providing representatives with a sales talker, a Dick and
Jane story: These are our planes, these are our trucks,
this is our system, here is our sorting facility. Our system
was so simple, so unique, and so new that it required
explaining. Our sales group put up posters of the Federal
Express planes in each prospect’s shipping area as a
reminder of our closed-loop system, but that still wasn’t
enough.

In the early days, people had a difficult time under-
standing the concept of shipping through the hub. Diane,
one of our customer service agents doing telemarketing
at the time, was explaining to a prospect that our central
sorting hub was the reason we were so reliable.

The prospect said, “You mean that if I ship a pack-
age from Milwaukee to Chicago, it has to go through
Memphis?”

Diane responded, “Look, sir, if you don’t tell your cus-
tomer, we won’t. It just will be there by noon tomorrow.
Will that work?” 

The prospect was quiet for a moment, apparently
thinking over the merits of Diane’s suggestion before
answering, “OK, I’ll ship!” 

At this point, everyone was making sales calls. I
phoned a Detroit-area distribution manager I knew from
the days at Kearney when we cochaired a session at 
an annual meeting of the National Council of Physical
Distribution Management. I explained our system and
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convinced him to try our service. A few days later, he called to 
say he had shipped packages to ten different locations and was
pleased that we delivered all the packages before noon. He was
excited by the service, explaining, “I shipped to addresses where
we were having problems, and that is the best service I have ever
had to those locations. Count on me to use your company for all
of our urgent small shipments.”

Then my friend added, “You know, you have a reputation as
being pretty savvy in the field of physical distribution. I think you
might be putting that reputation at risk by telling people your way
of getting packages from Detroit to Kansas City is to transport
them through Memphis.” He had a point! Our customers were
helping us to rethink how we described the service. We soon quit
stressing the hub and concentrated on extolling the virtues of
having our own fleet of planes and vans entirely dedicated to
small packages.

We knew that most shipping departments were evaluated 
on cost per package shipped. Critical, time-sensitive shipments
were typically sent “best way,” which usually translated to Emery
Airfreight or REA Express. We reasoned that speed, reliability,
and convenience would be the driving elements in the decision to
use our service. Clearly, we needed to reach potential decision
makers beyond the normal freight traffic channels. 

The field sales representatives worked to introduce new deci-
sion makers to our service, and occasionally used unconventional
approaches to get the attention of prospective customers. When
one sales rep was refused entrance without an appointment, he
climbed a fire escape and knocked on the window of the prospec-
tive executive. When another rep failed to get a company presi-
dent on the phone, he placed a collect person-to person call. The
prospect, intrigued by the creative approach, saw him the next
day. We reasoned that a unique new service with unmatched reli-
ability warranted a dramatically different approach—and besides,
we were getting desperate.

ASSEMBLING THE FIELD OPERATING GROUP

Fitz, Dennis, and others worked at a frantic pace to hire and train
new employees for the new cities. By the time the research task

90 | Within an Inch of Failure

Promotional Copy only 3/31/16 Not for resale or redistribution



force made its selection, they had only about two pressure-filled
weeks to have fifteen new locations ready for the service. In several
markets, they convinced their hotel to dedicate one of the unused
phone extensions to the hiring process. The hotel operator would
answer that extension with the phrase, “Federal Express, how may
I help you?” That way, they were able to look for station facilities
during the day and conduct hiring interviews in the evening.

Little Rock Airmotive rushed to modify more Falcons. The
flight department worked to arrange airport approvals, contracted
for ramp space and facilities, initiated airport familiarization
flights, and prepared new flight schedules. We procured ground-
handling equipment and delivery vehicles and completed numer-
ous other tasks in the short time before startup. This time, we
decided that our courier-salesmen should have uniforms with
epaulets, stressing that our employees were part of an airline, so
we jumped on that with off-the-shelf blue shirts, ties, and match-
ing trousers. 

Everyone was under pressure to meet the new deadline. There
was no time for corporate politics, no time for petty turf conflicts,
and no bureaucratic interference; just everyone knowing what
needed to be done and working together toward the common
goal. This was exhilarating! The team was coalescing into a won-
derfully proficient and responsive organization.

THE OFFICIAL START

Finally, everything was in place and the big day—or more pre-
cisely, the big night—arrived. This time we made no fantastic or
outrageous forecasts. We had learned an essential lesson—it was
more important to be accurate than wildly optimistic. The new
station managers and customer service agents received the pickup
calls at the station. Couriers phoned the station after every stop,
reported the number of packages picked up, and received infor-
mation about the next scheduled pickup in their area. By main-
taining this regular contact, each of the twenty-five stations had a
reasonably accurate count of the packages by early evening. The
stations phoned this information to Memphis headquarters, and
before the arrival of the first plane, we knew within a few packages
just what our volume would be.
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“Fred reminded me that some new investors were going to be
at the hub.” Fitz recalls. “That got me onto the phone to every-
one. We had people almost dragging packages out of the Emery
driver’s hands. The couriers and the station people in those days
were really extraordinary.”

The “official” beginning of Fred’s imaginative concept on
April 17, 1973, had taken just 22 months from the date of Fed-
eral Express’s incorporation. Fred’s good fortune and tenacious
drive, along with about $25 million, had overcome seemingly
impossible odds and fashioned a new business—the world’s first
and only airline specifically designed and operated solely for
critical, time-sensitive small packages. The introduction of this
brilliant new concept encompassed twenty-five cities, utilized a
six-plane fleet, generated 185 package shipments, and left the
company flat broke! 

In the whole scheme of things, it was not an auspicious begin-
ning. Our team was at first disappointed in the outcome, frustrated
by our financial situation, and concerned about our families and
our future. We could take some pride in the volume—30 times
greater than the first night of the test run—but the results were
still discouraging and even a little worrisome. Some of the unini-
tiated doubtlessly began polishing up their résumés. Others held
going-out-of-business parties. Yet many of us felt if we could just
hold on a little longer, Federal might succeed. 
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17
Rescue at the Edge 
of a Precipice

The crunch of April 1973 was particularly severe and
nearly overwhelmed our infant organization. To bor-
row Charles Dickens’s famous opening in A Tale of

Two Cities, “It was the best of times; it was the worst of
times.”

By now, the financial crisis grew more menacing every
day. On several occasions, the company had no funds to
pay its debts. Airports threatened to impound planes 
for nonpayment of landing fees, creditors threatened to
stop supplying materials, lending banks threatened to
ground the entire fleet until payments were made, and
we stopped reimbursing management’s expenses.

When our limited finances forced us to curtail our
geographical expansion, we were in the troubling posi-
tion of having more pilots than we needed for flight
operations. However, we wanted to continue employ-
ing most of the qualified graduates from our flight
school, knowing we would need them in the future. 
Our solution was to retrain the excess pilots for our cus-
tomer sales staff or for station management until the
package volumes grew to justify their return to flight
operations.

“No man on earth will ever know what I went
through in 1973 and 1974,” Fred said, adding, “but it was
nothing in comparison to Vietnam.” The epic struggle
for financial viability fell squarely on his broad shoul-
ders. The management group assisted by keeping the
company moving forward, but it was Fred’s dedication,
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daring entrepreneurial spirit, and persuasive personality that car-
ried us through those dark days.

FINANCIAL STRESS

The efforts to raise outside capital still weren’t bearing fruit. We
were getting favorable reactions from the venture capital commu-
nity, and prospective investors agreed that Federal was an “inter-
esting idea,” but one by one, they elected to “pass at this time.” It
might have helped if the “trial” on March 12 had been successful
or if the package volume in April had been more robust. The gen-
eral condition of the economy also wasn’t good. The financial
markets were in turmoil; the Dow-Jones Industrial Average was
steadily dropping from the 1,000 mark and, by the end of 1974,
reached a low point of 578. Blue-chip stocks were selling at four
to six times earnings. The prime rate was at 6.5 percent and would
eventually increase to 12 percent by July 1974. 

With expenses mounting, we were getting into deeper trouble
financially. Things got so serious that one of our pilots used a per-
sonal credit card to pay for delinquent landing fees that would
have prevented his departure from an outlying airport. Then, one
of our couriers hocked his watch to buy fuel for his delivery van.
Many of the couriers came in on weekends to wash and wax their
vehicles. Wives often accompanied them to make familiarization
runs through their territory. No one wanted to give up on our
quest to keep moving forward.

Fred continued to obtain operating funds by using the Enter-
prise Company as the guarantor for loans from local banks, but
everyone was getting nervous. To make matters worse, the third
revision to the Falcon purchase agreement was due to expire
before the end of May, and Pan Am was adamant that there would
be no further extensions of the agreement. Either Federal Express
would take the remaining Falcons by the agreed-on date, or Pan
Am would retain the option money and commence selling the
planes on the open market. It was truly the season of darkness.

Because I had done some consulting work with Purolator at
about the time it purchased American Courier in 1967, I knew its
key management. We were now so anxious for financial help that
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Fred sent Fitz and me to explore the possibility of a joint ven-
ture with that company. The Purolator Courier group specialized
in transporting bank documents and just could not see any bene-
fit in joining our crazy scheme. They promptly turned down our
proposal.

A LAST-MINUTE REPRIEVE

In desperation, Fred went to Brick Meers, assuring him that with-
out the remaining Falcons, Federal Express could not possi-
bly expand the network enough to sustain financial viability. It
appeared to be the end of the road for Federal Express. Meers, in
a last-ditch effort, arranged a meeting between Fred and Colonel
Henry Crown of General Dynamics. Crown was sympathetic and
seemed willing to help, but his financial adviser was in the hospi-
tal recovering from a hernia operation. He wanted to delay the
decision until his key man returned to work.

Not one to be stymied, Brick phoned the hospital and got per-
mission from the bedridden patient to make a presentation to
him that afternoon. It took that kind of forceful dedication to
keep the company afloat.

Three days before the expiration of the Pan Am option, the
Chase Manhattan Bank, backed by a guarantee from General
Dynamics, agreed to a four-month loan of $23.7 million. The
company could now complete its option to take delivery of the
remaining Falcons from Pan Am. Furthermore, the agreement
allowed Federal Express to proceed immediately with the conver-
sion of four more Falcons.

The General Dynamics guarantee kept us from financial col-
lapse, but it came with a heavy price. Fred really had no other
choice than to grant General Dynamics an option to acquire
control of Federal Express. Though a bitter pill, it was the only
way to avoid bankruptcy. When you are drowning, it is foolhardy
to refuse a life preserver just because it’s the wrong shape.

Immediately, a team from General Dynamics descended on
Memphis to evaluate the cargo-handling systems and the Falcon’s
flight equipment. They looked at our budget forecasts, inter-
viewed key management and operating personnel, scrutinized
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sales and marketing plans, and monitored the daily volume and
customer service levels. In July, they reported that Federal Express
had in fact achieved some excellent results for a startup. They
complimented management for responding quickly to problems
and finding new ways to improve operations, and concluded that
the company would likely show a profit within a year. Despite the
favorable report, the General Dynamics board of directors later
decided they had enough problems of their own and did not
exercise their option to purchase Federal Express.

However, several extremely beneficial things resulted from
General Dynamics’ involvement. The company did not just walk
away and leave Federal Express unprotected; it continued to guar-
antee the Chase loan beyond the initial four-month commitment.
The Falcons needed to complete the nationwide network were
now in Little Rock, safely under our control. Just as important,
General Dynamics’ appraisal supported our concept and answered
many of the technical questions raised by potential investors.

MOVING AHEAD

Within a month of the April startup, we added Boston, Wichita,
and Baltimore to the network. The volume increased to four hun-
dred packages daily. We were encouraged, but the banks and
potential investors were apparently, as the good ol’ boys from
Memphis were fond of saying, still not convinced that this dog
would hunt. 

To generate new volume that might help persuade the reluc-
tant investment community, Art launched a special direct-mail
promotion called the Great Small-Package Air Race Sports Chal-
lenge. It was a fun piece featuring an old biplane on the front of
the brochure, complete with goggled aviator and trailing scarf
flapping in the wind. The promotion challenged the recipient to
try beating Federal Express’s service. The contestant was to send
two packages, one with Federal Express and the other with any
service with rates comparable to ours. If the participant found
another service that beat Federal Express, we would buy the ship-
per two tickets to any sporting event of his choice. We did not
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have any takers, but several shippers responded that if we were
that confident, they would begin using our service.

Bowing somewhat to outside pressure, and attempting to win-
dow-dress the company for the financial community, we decided
to make a management change. I met with Mike off-site and said,
“Look Mike, this is difficult for both of us, but after two startup
opportunities, our volume is still anemic. We both know that you
have done everything that could have been done under the cir-
cumstances, but we are going to reassign you to another position.
Who do you think should take your place?” Mike thought for a
moment and then suggested Fitz. I had some reservations, espe-
cially since Fitz had been with the company for only about 90
days, but Mike finally convinced me, and we went ahead with the
first of many senior management shuffles. Fitz became the new
senior vice president of sales and customer service.

Mike became senior vice president of corporate development,
a new department that included Charles’s operations research
group. In fairness to Mike, we should have expected the rather
dismal package volumes. Federal Express was a new, practically
unknown company teetering on the edge of bankruptcy with a
severely limited network and no ability to advertise its creative
service to the potential shippers. We would remedy that in the
future, but in the beginning, our growth was primarily by word of
mouth, in effect a whisper campaign.

Early in June, we formalized our planning schedule for open-
ing new cities, designing an eight-week preopening period of
intensive activity following the selection of the next group of
cities. Each department had a list of tasks to complete each week
prior to the startup. We focused on continuing to expand the net-
work, ignoring our inadequate funding. 

Hundreds of suppliers continued to provide service and mate-
rials despite overdue invoices. The finance group, while husband-
ing our meager funds for the employee payroll and the most
critical operating expenses, bore the brunt of abuse from dis-
gruntled and irate suppliers. We hoped for the completion of the
private placement very soon, but every time we thought we had it
locked in, there was a delay. We operated on the dedication of our
employees, the goodwill of our suppliers, and financial fumes.
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By the end of June, the average volume had increased to more
than 1,000 pieces per day. The shippers loved the service, and
except for our dire financial situation, things were looking, if 
not more promising, at least less ominous. We were proving that
rapid and consistently reliable service, even within a small net-
work, would attract shippers of critical small packages and docu-
ments. This confirmation, combined with the General Dynamics
report, ultimately convinced Charlie Lea of New Court Securities
to help raise funds for Federal Express. This was a significant turn-
ing point. 

We added Buffalo, Denver, Hartford, Louisville, and Minnea-
polis–St. Paul to the network the last week in July and Des Moines
in August. Typical staffing at the new stations included two couri-
ers, a customer service agent, and a station manager. The cus-
tomer service agent (CSA) was a kind of short-order cook. The
CSA did all the over-the-counter receiving, took all the telephone
calls for the station, and acted as the dispatcher for pickups.

EVERYBODY PITCHES IN

The field service personnel developed close relationships with
our customers, generating a small-package shipper group with
intense loyalty to Federal Express. The couriers were always look-
ing at the customer’s collections of small packages and offering to
take them if they were destined to one of our cities. Customers in
turn cooperated, sorting packages to try to give us the ones that
were destined for the areas we served. 

Sometimes our couriers and salespeople got a little extreme
in the items they accepted into the system. One evening Fitz and
I were showing a prospective investor around the hub when we
noticed an unusual shipment—a cage containing a sleeping bear
and next to it a weasel in a smaller cage. We didn’t dare check 
the weight of the strange shipment, but the investor asked where
the bear was going. Fitz responded, “Wherever he wants to go.”
Around that same time, we had our first on-the-job injury; a few
lab rats escaped from their shipping carton in flight, and the co-
pilot got bit trying to get them back in their box. 
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Then we had the case of a microchip manufacturer who called
to say we delivered an empty carton to his customer, explaining
that the items were so tiny they might have spilled without our
noticing. Later he called back to say we were not at fault—he had
forgotten to put the chips in the carton. On another occasion, I
noticed a large reel of plastic tubing at the Memphis station.
“What are you doing with that?” I asked. The manager answered,
“I’m cutting it into 50-pound lengths so it can be shipped.”

One of the trickiest parts of the initial operation was handling
calls for pickups late in the afternoon. In the beginning, the dis-
tance between customers was so great that it was almost impos-
sible to make all the late pickups. The operating people soon
learned to be creative and made deals with customers to leave 
the package somewhere that the courier could reach before the
scheduled cutoff time. Dennis recalled, “Packages were deposited
at bars, at friends’ houses, and even underneath benches. Amaz-
ingly, people had such trust in Federal Express and our people
that they were willing to do those kinds of things.”

Station managers also made sales calls and even deliveries and
pickups to maintain the service levels. Everyone became service
oriented and did his or her part to expand the package volume and
to assure that service commitments were met. Titles were mean-
ingless when we needed special action. Everyone, including Fred,
pitched in to help maintain the schedule and the service level.

Every person in the company knew that the leader and founder
of Federal Express was Fred Smith, but few associates outside
Memphis had actually met him. Like everyone else, to conserve
funds, Fred rode the jump seat for some of his trips. One day, the
plane was running a little late, and quick work was needed to
make up for lost time. At the final destination city, Fred, as he did
whenever he rode the jump seat, opened the Falcon door and
immediately began handing down packages to the waiting station
crew. As soon as the unloading was complete, Fred, sweat pouring
from his brow, jumped down from the plane and stuck out his
hand to introduce himself. 

“Hi, I’m Fred Smith,” he said to the ground crew member. 
“Yeah, right, and I’m Elvis Presley,” the skeptical ramp han-

dler shot back. He just could not believe that the founder and
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president of Federal Express was riding the jump seat and unload-
ing packages. Very few companies worked that way, and Fred took
a lot of people by surprise. There was a wonderful informality and
camaraderie in which everyone, irrespective of his or her position
in the company, was committed to service excellence and did not
allow titles to stand in the way of getting the job done.
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18
Light at the End 
of the Tunnel

The loan guarantee from General Dynamics raised our
hopes and increased our spirits, but also increased
the pressure to finalize the private placement. We

continued to be in desperate financial trouble, partic-
ularly with our suppliers. The most demanding suppli-
ers when it came to payments were the oil companies.
Every Monday, they required Federal Express to pre-
pay for the anticipated weekly usage of jet fuel. By 
mid-July our funds were so meager that on Friday we 
were down to about $5,000 in the checking account,
while we needed $24,000 for the jet fuel payment. I was
still commuting to Connecticut on the weekends and
really did not know what was going to transpire on my
return. 

However, when I arrived back in Memphis on Mon-
day morning, much to my surprise, the bank balance
stood at nearly $32,000. I asked Fred where the funds
had come from, and he responded, “The meeting with
the General Dynamics board was a bust and I knew we
needed money for Monday, so I took a plane to Las Vegas
and won $27,000.” I said, “You mean you took our last
$5,000—how could you do that?” He shrugged his shoul-
ders and said, “What difference did it make? Without 
the funds for the fuel companies, we couldn’t have flown
anyway.” Fred’s luck held again. It was not much but it
came at a critical time and kept us in business for another
week.
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ENTER NEW COURT SECURITIES

We needed a lead dog, a strong member of the investment com-
munity that would step forward and give the other investors a
sense of security. Fate sent us Charlie Lea, the executive vice pres-
ident of New Court Securities.

George Montgomery, a partner in White, Weld, called Charlie
in March to “come in and take a look at the project.” “George,”
he replied, “I know just enough about airplanes to be danger-
ous.” Montgomery sent White, Weld’s private placement offering
memo, which according to Charlie, “was an outrageous docu-
ment. The financing and the terms were seriously a problem, but
the idea for the business was interesting. It was at least worth a
closer look.”

Charlie, following his graduation from Cornell and a brief
stop at W. R. Grace, spent 10 years working for Bessemer Secu-
rities Corporation, a personal holding company of the wealthy
Phipps family. At the end of 1969, Charlie joined New Court, a
firm owned by various banking affiliates of the Rothschild family,
to manage its venture capital assets. The assets managed by New
Court came from various U.S. institutions and pension funds.

Near the end of March, White, Weld arranged for Fred to
meet with Charlie in New York at the New Court Securities offices.
Charlie described his meeting with Fred this way: “We spent
maybe an hour or so talking. Here was a young man who had just
come out of Vietnam with a distinguished service record. He had
put his own money in the company and was totally dedicated to
it. Fred was the consummate entrepreneur type. There was no
balance to him at the time, and he was going to spend every cent
of a significant net worth to make Federal a success.” 

Impressed by Fred and the interesting concept, Charlie talked
to some of his partners about the venture. They agreed Federal
sounded interesting, so he decided to visit Memphis to assess the
operation. Charlie and Rick Stowe, his counterpart from the ven-
ture capital side of New Court, were there for the April 17 inau-
guration of the expanded, twenty-five-city network.

“We waited up all night and watched the packages arrive. I got
the drama of seeing the aircraft come in and got to see these
decrepit Second World War facilities,” Charlie recalls. “We went
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up to Fred’s office, and there were books everywhere on the floor.
It was apparent to me that he was trying to learn this business
from scratch.” 

Charlie thought the operational side was well executed, and
saw that we knew enough about airplanes to fly them, get them up
in the air and back down again, and service them. However, he
was concerned about the lack of seasoned management, uncom-
fortable with the cost of operations, and uncertain about the
outcome of our struggle for market acceptance. He concluded
that Federal was not an investment opportunity for New Court, so
nothing happened at that time. 

“Things were apparently getting pretty desperate for Fred,”
Charlie recalled. “He thought that Buck Remmell had deceived
him and felt that Brick Meers was leading him down the garden
path. When he first connected with White, Weld, he presumed
they would take care of the finances, and that was a very naïve
assumption. Fred did not understand that a best-efforts offering
is not a guarantee to raise money.”

A SECOND LOOK

By July we had been flying the service for a number of months and
were tracking very close to the forecasts. After General Dynamics
completed its report, its chief financial officer made a return visit
to New Court. Charlie, encouraged by the assessment, began to
think that this was something New Court could consider more
seriously.

“The capital markets at that time were very difficult,” Charlie
recalls. “However, I began to see the possibility that in a short
time, we could build a substantial company with revenues in excess
of $100 million, something that Wall Street would find interest-
ing. This was very important because investors must have some
avenue to liquidity. It struck me that if we could get to the critical
mass of the transaction, then we had a fair chance of succeeding.”

Near the end of July, Fred and I flew to New York for a meet-
ing with Charlie at the elegant New York Yacht Club. We met in
the Model Room, impressively designed with glass cases contain-
ing models of the America’s Cup challengers and defenders from
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1851 to the present. On the walls are scaled half models of their
hulls. Over dinner in this historic setting, we got the good news.
New Court had decided to comanage the search for capital.
Furthermore, Charlie indicated that Prudential Insurance and
General Dynamics might also become investors in our private
placement offering. By the end of the evening, we heard for the
first time the most promising assessment uttered by any member
of the Wall Street financial group: Charlie said, “It will not be
immediate, it will be frustrating, and it will not be easy, but I am
confident that we’ll get the financing that Federal Express needs.”

It was wonderful news, but I still had concerns. Venture capi-
tal companies were known for demanding a large chunk of the
company ownership, promising contacts and guidance, but sel-
dom delivering value. They were sometimes referred to as “vul-
ture capitalists.” If the startup succeeded, they took the credit and
the lion’s share of the reward. If it had difficulties, they often with-
drew their support. The VC’s approach was that out of ten invest-
ments, perhaps three would fail, three might break even, three
would become somewhat profitable, and one would be a home
run. It was a cold, calculated numbers game.

On the other hand, Charlie’s approach appeared to be differ-
ent. He seemed to be sensitive to the struggle we were having and,
for the most part, complimentary of our progress. This red-haired
Irishman possessed a sophisticated sense of humor and a mystical
ability to make good things happen. I felt that having decided to
become involved in the fund-raising, Charlie and New Court
would make a sincere effort to advance the interests of Federal
Express. They just might provide the outside support we desper-
ately needed.

Charlie’s confidence made me a little less apprehensive about
our situation and more confident that with continued expansion
of the network, we would succeed. I wanted to believe him. I was
tiring of the weekly commute and frustrated with constantly being
away from the family. Hopeful that bringing the family back
together would alleviate some of the growing difficulties asso-
ciated with absentee parenting, I decided to move everyone to
Memphis. Once again, I was making the unforgivable mistake of
unilaterally deciding what was best for my family, without giving
them the opportunity to voice their opinions. 
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Charlie and his associate Rick Stowe started on our project
soon after our meeting at the Yacht Club. New Court Securities
was in a fee position as comanager of the venture capital deal with
White, Weld. Charlie represented the venture capital side of New
Court, and Rick the corporate finance side. New Court made the
investment decision to put money into our company and to lead
the whole transaction. 

Charlie, Rick, and Brick invited interested parties to Memphis
for a formal presentation by the General Dynamics project group
and Federal Express management. Even with their strong efforts,
however, the potential investors were first in the deal and then out
and then back in again. “It was kind of like herding cats,” Charlie
commented. “We would package these guys up, send them down
to Memphis, and they would all come back sold on the idea.
Management was doing a splendid job of selling the potential
investors, but as things dragged, on everyone became nervous.
The fact is that in a deal like this the investors become followers
only if there is a lead horse to follow. New Court Securities had to
become the lead horse.”

The management group was actually getting plenty of prac-
tice at selling the concept. The typical scenario included a get-
acquainted dinner followed by a midnight rendezvous at the hub
to watch the aircraft arrival and the package-sorting operations.
The following day, managers from the various operating depart-
ments made presentations in our conference room and answered
questions raised by the potential investors. We had such a prac-
ticed routine that we drew up a sheet with responses to the stan-
dard queries. At times, our staff would simply cite a number from
the sheet with the comment, “Oh, yes, the answer to that question
is number thirteen.” The manager would then provide an expla-
nation to answer the issue raised by the investor. It all sounded
good, but in truth, number thirteen on the answer sheet read,
“Obviously you have mistaken me for someone who can provide
an understandable answer to your ridiculous question.” It was a
small, humorous way of keeping our sanity. 

The ability to see the humor in the unfolding situations was
one of our greatest strengths. No matter how frustrating or trou-
bling the quest for funds became, no matter how dark the picture,
our management team was able to keep events in their proper
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perspective. From a business standpoint, these were important,
even serious matters, but from a personal point of view, they were
not life or death issues.

HANGING ON THE EDGE

The banks that considered lending us the money to pay off our
existing loans were trying to reach agreement on the prime rate
add-on for accepting the risk of the venture. Meanwhile, the
prime rate steadily rose from 7 percent in May to 10 percent in
September 1973. These same institutions were also designing a
complementary approach to get their fair share of warrants to
purchase Federal Express stock at bargain prices when the com-
pany became successful. Chase Manhattan wanted to get out 
of the four-month bridge loan arranged by General Dynamics,
even before the due date. Eventually, even some of the potential
investors that had pledged their support grew concerned that
Federal Express might not survive until the private placement
closing.

The situation got so serious that one of the local banks, in a
show of protecting its collateral, ordered us to ground the planes.
Then, realizing that if Federal Express were unable to fly, all
would be lost, the bank agreed to conduct its inspections of 
the “grounded” fleet twice each day—at mid-morning and early
evening. This solution allowed us to depart early enough to make
the evening pickups at the outlying cities and gave us time to
return the planes to Memphis after the delivery runs. Frequently,
the engines were still hot during the morning inspections, but the
bank was ostensibly doing its duty to protect its security. It was a
crazy way to run an airline.

By September the company was essentially bankrupt and by
all counts should have closed its doors. We were running out of
cash, vendors were threatening legal action to collect overdue
bills, and on a few occasions, we had to ask employees to defer
cashing their payroll checks for a few days. We would notify our
employees that a date had been set for the expected closing of 
the private placement, only to have that closing postponed and
another date set.

106 | Within an Inch of Failure

Promotional Copy only 3/31/16 Not for resale or redistribution



This was probably the most depressing and uncertain time in
our young history. There just did not seem to be any way to over-
come our financial predicament. In the midst of all this, Fitz and
I planned a clambake to help raise spirits. We used a few of our
connections to import lobster and clams from New England,
shrimp from the Gulf, sourdough bread from San Francisco,
Coors from Colorado, and bricks from a neighbor’s construction
site (Memphis has no rocks). It at least helped to take our minds
off our problems for a short time.

From the very beginning, we kept our employees informed of
the status of the company and its progress or lack of it. There was
always a strong understanding that the employees had the right to
know what was happening. While they might have found these
reports frightening, our people adopted an air of invincibility.
The unbridled passion and purple-blood, can-do attitude perme-
ated all parts of Federal Express. Our employees got us through
numerous setbacks and delays. Nearly all of our associates stayed
the course and continued believing in the dream, adopting the
Marine Corps motto, Semper Fi.

The August package count increased to 1,500 pieces a night.
By the beginning of September, Fred, Charlie, and Brick finally
won commitment for the full equity infusion from the group of
private investors. The next challenge was to negotiate the bank
loan so we could purchase the remainder of the Falcons. 

Earlier, we had set our expansion plan to add cities on the
West Coast beginning September 10, thereby providing a coast-to-
coast network. In consideration of the continuing delays and our
financial condition, we rescheduled that city expansion for the
first week of October. The bickering over the loan agreement
continued into mid-September. Fred and I jointly issued a memo
to all employees, explaining the situation and noting that we
expected increased funds to be available to us within 10 days:

We would like to request from each of you that you do 
not cash or deposit your payroll check until next Monday,
September 17, at the very earliest. . . . For those of you who
can do so, it would be greatly appreciated that you hold
these checks until we can announce to you that the inter-
mediate funds have been received. . . . You may be assured
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that your check, whether deposited today or next week, will
be covered.

I suspect that some of them still retain that check as a badge
of honor. 

During September the daily package volume increased to
more than 2,000 pieces—99 percent of the forecast for the month
—adding credibility to the forecasting model developed by Art
and his staff. The private placement still wasn’t wrapped up, so we
again decided to defer our West Coast expansion, this time to the
end of October. Fred and I notified our employees of the defer-
ral, optimistically stating, “The private placement will be in place
by October 15.” It wasn’t; the banks were not finished with their
negotiations.

Then, just when it appeared that things could not possibly 
get any worse, the Organization of Arab Petroleum Exporting
Countries imposed the Arab Oil Embargo on the United States
the third week of October. Prices for jet fuel, initially budgeted
for $0.18 a gallon, began to approach $1.00 a gallon. Charlie’s
herd of cats was threatening to scatter once again. The banks were
having an especially difficult time justifying their involvement in
the credit agreement and demanded that the Enteprise Company
make a significant additional investment in Federal Express. The
embargo, coupled with an impending drop in the stock market,
resulted in further delays. We were in a serious financial bind with
no certain means of relief. It appeared as if the venture capitalists
and credit institutions were in a feeding frenzy . . . and the victim
was Federal Express. 

As our package volume increased, we decided to move forward
with our West Coast expansion plans, but with a reduced number
of new cities. The last week in October, we began flying to Oak-
land, Los Angeles, Albuquerque, and Grand Rapids. The volume
jumped to nearly 3,000 pieces daily, and the overall volume for
October exceeded 50,000 pieces, slightly better than the forecast
prepared for the General Dynamics report. The company systems
appeared to be maturing and stabilizing even during a time of
general economic chaos. 

Despite the success of our growing network, the end of Octo-
ber marked a low point in our attitudes toward the financial com-
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munity. At the same time, we knew that success was within our
grasp if only the lending institutions completed their part of the
deal. The fact that our operations were proving Fred’s concept
was a winner made the situation doubly discouraging. 

OVER THE TOP

Finally, on November 13, 1973, the bloodletting ended and the
first round of the private placement came to fruition with an
equity infusion of $24.5 million and long-term bank loans of $27.5
million secured by a chattel mortgage on twenty-three Falcons.
The other ten planes were security for the earlier loan from Com-
mercial Credit Equipment Company. Some twenty-three insti-
tutional investors provided the equity capital. The long-term
loans came primarily from the Chase Manhattan Bank, the First
National Bank of Chicago, and a group of regional banks. It 
had been a difficult period, but Federal Express was over another
of the many hurdles that lay on the road to success. We would 
face other difficulties in the future, but for now, as Fred and I
declared to our anxious employees, “SUCCESS! We are launched.”
After months of anxiety and frustration, the 750 loyal, dedi-
cated people of Federal Express could breathe a collective sigh of
relief.

Charlie’s decision to become involved, to think more seriously
about aiding Federal Express, had been a turning point in the
company’s struggle. Charlie was quite simply the driving force
that eventually made the private placement funding possible.
Together, Charlie and Fred overcame obstacles that could easily
have defeated lesser individuals.

The total funds of $52 million made this the largest venture
capital private placement financing in the history of the United
States up to that time. In the euphoria of the closing, we issued
small but significantly important bonus checks to all employees
with a personal note from Fred: “Rome wasn’t built in a day. 
It might have been if Federal Express employees had been in
charge.” It was a victory of sorts for Fred and his dream for
Federal Express, but it had come at a high cost to him person-
ally and to the Enterprise Company; they no longer had outright
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control of the company. The outside investors and lenders were
in charge.

Furthermore, the credit agreement called for the banks to
withhold $5 million of the long-term loan. They would retain the
funds until Federal Express complied with covenants contained
in the ninety-page credit agreement. Those covenants required
the company to become profitable ahead of the aggressive fiscal
1974 business plan prepared before the financing.

By the time the private placement was completed, the monthly
revenues were already falling short of those projections. It was
unrealistic to expect that the company could meet the covenant
requirements. Before the ink was dry on the credit agreement, it
was obvious that Federal Express would not receive the next infu-
sion of $5 million. By the time the company paid off the previous
creditors, very little remained for future operations, and a second
round of financing appeared inevitable.

110 | Within an Inch of Failure

Promotional Copy only 3/31/16 Not for resale or redistribution



19
A Little Help 
from Our Friends

As Thanksgiving 1973 approached, we tried to
count our blessings. The mail runs were becom-
ing routine, the Falcon modifications were pro-

gressing satisfactorily, and the priority package network
now included thirty-eight cities stretching from Boston
to Los Angeles and Miami to Minneapolis. Service levels
stood at over 97 percent, and package volumes were
steadily increasing. Still, we weren’t out of the woods yet,
not by a long shot.

Our anxious local lenders were repaid from the pri-
vate placement funds, and replaced by equally appre-
hensive and even more rigid national institutions. The
stringent covenants that allowed the banks to withhold
$5 million of the “committed” funds meant that we would
not breathe too easily. During the ensuing months, we
frequently wondered if we were making any real progress
on our quest to make Federal Express financially viable.

Following the closing, Charlie, Brick, Larry Lawrence,
and Phil Greer joined the board of directors to represent
the investors and banks. Charlie described the early
board meetings this way: “The first board meeting was
like fight nights at Starkey’s. Representatives of every
investor were lined up two deep around this huge table.
They each had their own questions and their own agenda.
It was like a free-for-all. It was virtually impossible to get
anything done under those conditions.”

This was not the typical venture capital deal. It was
big relative to most venture capital deals at the time, and
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each participant wanted a say in the operational aspects of the
company. In order to bring some order to the chaos, we des-
ignated a committee of three to represent the interests of the
investors and lenders—Larry Lawrence for the banks, Phil Greer
for the investor group, and Charlie to head the committee.
Gradually, after a meeting or two we got most of those who were
not supposed to be there out of the room.

Everyone knew that getting the first deal done was just the
opening chapter in the search for financial viability. The package
volume was steadily increasing but not rapidly enough to gener-
ate excess funds for the expanding operations. Everyone started
working on a new round of financing. As early as 90 days after
closing the first private placement, the investors and lenders met
in Memphis to discuss the company’s critical need for additional
funds.

THE FUEL ALLOCATION CRISIS

The Arab Oil Embargo had resulted in skyrocketing prices for jet
fuel, and President Richard Nixon had signed the Emergency
Petroleum Allocation Act, which authorized allocation of and
marketing controls on all petroleum products. Beginning in Jan-
uary 1974, airlines were to be allocated fuel based on a percent-
age of their 1972 consumption, which meant pretty close to no
fuel for Federal Express.

The fuel allocation crisis sent everyone scurrying to Washing-
ton. The Department of the Interior was trying to administer the
program through the sleepy Office of Oil and Gas. The allocation
program was dumped in the agency’s lap, and there were no
forms or procedures to get fuel if you did not have a record of his-
torical usage. Nat and Tuck went to the Office of Oil and Gas and
got to know the secretary who was typing the forms. Tuck and Nat
calculated the amount of fuel we needed and were the first in the
hopper to apply for emergency relief.

“We had to be early,” Nat recalled, “because we read the reg-
ulations and we knew that Federal Express’s allocation was only
going to be a few thousand gallons of jet fuel. We estimated the
projected requirement for 1974 at about four million gallons.”
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The agency granted us an allocation of less than one million gal-
lons. An official with the Office of Oil and Gas explained, “Every-
body will experience some hardship and you are no different
from anyone else.” Tuck and Nat argued that in fact we were dif-
ferent because we were not in business in 1972, and so we were in
a situation not even acknowledged in the regulation. The official
responded, “Well, that is just tough luck.”

Then, Fred went to Howard Baker, the second-term senator
from Tennessee and asked him to set up a meeting with the direc-
tor of the Office of Oil and Gas. Tuck and Nat, this time with
Fred, returned to Oil and Gas to make the case for reconsidera-
tion of the initial decision. They began the meeting by explaining
our unusual circumstances and the extremely important commer-
cial and human value of Federal’s specialized service.

The director and Fred then began reminiscing about people
they had known and lost in Vietnam. “It was clear that the direc-
tor, a navy admiral, was very impressed with Fred,” Nat recalls. 
“As the meeting ended, the admiral said we had made a very per-
suasive case for the grant of emergency relief and that ours was a
compelling story of both the emergency circumstances and a very
clear public benefit.” 

Tuck and Nat went back to Nat’s office and drafted a petition
for reconsideration of the earlier action, not citing the meeting
with the director but simply reiterating the arguments they had
made previously. Approximately a week later, we received our allo-
cation for 4.3 million gallons.

“It was just crazy,” Tuck recalled. “The potential investors were
concerned that we would not be able to get any fuel, but our quick
action resulted in the welcome award—and it really was an award.”

However, getting the allocation solved only half of the prob-
lem. The next challenge was to find a company that would sell us
the fuel to meet the allocation. Federal Express came under the
category of general aviation sales, and the fuel companies already
had their hands full trying to allocate fuel among the passenger
airlines. They did not want to add to the confusion by channel-
ing fuel to our upstart organization. Fortunately, Charlie had a
friend, his nephew’s godfather and a former P-51 pilot, who was
the head of all general aviation sales at Exxon. We got our sup-
plier for the new allocation.
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THE TEAMSTERS TAKE NOTICE

Our small but growing company was beginning to attract the atten-
tion of the Teamsters Union. Some of the trucking locals, partic-
ularly in St. Louis and Kansas City, began harassing our couriers.
There were numerous incidents where trucks halted access to
shipping docks or blocked alleyways leading from the delivery
areas. Shippers were urged to stop using our service and told that
we were losing packages and soon would be going out of business.
On more than one occasion, couriers were forced to the curb 
and threatened. The Teamsters organization dismissed the activ-
ity as an unfortunate overreaction by a few local hotheads, but did
nothing to end the intimidation. We counseled our couriers to
remain calm while we called the police to remove the obstruc-
tions. The problem eventually disappeared when the national
Teamster organization refused to support the local actions.

A CLOSER LOOK AT OUR 
SERVICE OFFERINGS

In November the package volume continued to grow, but we had
to admit that our revenue projections had been too optimistic.
The sales force was up to strength numerically, but five of the
largest seven cities in the network were well below projected lev-
els. Our modest direct-mail and sales-lead solicitation programs
were missing the mark.

At this point, we were offering three levels of service: Prior-
ity One, overnight before noon delivery; Second Day Air; and
Courier Pak, the prepaid, flat-rate envelope for documents requir-
ing next-day delivery. BFJ Advertising, an affiliate of AAPG, now
led by Vince Fagan, evaluated the service offerings and recom-
mended a new marketing and promotional strategy. The message
for our premier service was clear: Get broader coverage, and the
volume will naturally increase.

However, the Courier Pak service was a problem. The service
was different from anything else in the market, and volumes were
not growing as rapidly as expected. Vince pointed out that pre-
payment for the envelopes might be deterring sales of the prod-
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uct. Most important, he concluded that responsibility for the rapid
and reliable movement of documents usually rested on the shoul-
ders of secretaries and mailrooms. This simple and intuitive obser-
vation, that the shipping decisions for priority documents were
generally not made on the shipping dock, would profoundly affect
our promotional efforts.

Vince also noted that our Second Day Air service was not
unique enough to support the effort required for shippers to sep-
arate those packages from those normally given to REA, freight
forwarders, UPS, or the Post Office. Confident that the enormous
deferred-package market would eventually and naturally open to
Federal Express as the service network grew, Vince recommended
against a major effort to promote that service, cautioning that to
do so might detract from the orderly growth of the Priority One
service.

Finally, Vince urged us to recognize the importance of the
receiver in making the shipping decision. “No matter who pays for
the service,” Vince argued, “it is the shipper’s customer that ulti-
mately suffers directly from late or lost packages.” In other words,
Vince urged us to stress to the shippers that our premier service
can help keep their customers happy. We later followed up on this
recommendation by placing stickers intended for the consignees
on the priority packages. For example, packages from Dallas car-
ried the sticker this package was in dallas yesterday.

Vince and his associates at BFJ then proceeded to develop a
series of strategic programs and promotional pieces for both
short-term and longer-term implementation. Of course, the BFJ
recommendations would take some time to implement and even
longer to make an impression on the market, and we still urgently
needed to increase our package revenue. So, at the beginning 
of December, we introduced a new small-package service called
Economy Air, an inexpensive alternative to the priority overnight
or two-day service that moved on a space-available basis and pro-
vided delivery within three days at rates that compared favorably
with UPS ground and REA services. We also embarked on an
ambitious plan to add three or four new destinations each month
during the second half of our fiscal year ending in May 1974.

During the holiday rush, the monthly package volume soared to
nearly 100,000 pieces, but the increase was not without problems.
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A hat distributor in Texas began shipping all the ten-gallon hats
we could carry, each in its own carton. We were filling the plane
all right, but the revenue from the hat shipper, based on the
weight rather than the size, did not even pay for the fuel needed
to transport the boxes to Memphis. Now we needed to add a
dimension-based rate for bulky, lightweight packages. The hat ship-
per gave us another lesson in the finer points of the air express
business.

As we neared the end of 1973, there was another round of
musical chairs for the management group. Most significant, Art
became the senior vice president for air operations, and Fitz
assumed responsibility for marketing. My early questions about
Fitz’s capabilities had now vanished. Irby, still commuting from
his home in Arkansas, decided not to relocate to Memphis. Some
of the established, comfortable working relationships would be
changing in the upper levels of the management group. However,
change is a normal part of growth. As W. Edwards Deming is cred-
ited with saying, “It is not necessary to change. Survival is not
mandatory.”
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20
Summoned to a 
Special Meeting

Package volume dropped off in January 1974, and we
were once again on the down slope of our emotional
roller coaster. In February the lending banks gave

formal notification that the company was not achiev-
ing the conditions set forth in the loan covenants and, as
expected, refused to release the final $5 million of their
loan commitment. Charlie, Brick, and Fred continued
working diligently to raise additional funds for the sec-
ond round of the private placement, but conversion of
the remaining Falcons began to fall behind schedule
because the banks were withholding the hoped-for funds.

In February, volume was up again, and it looked as 
if the number of shipments in March would shatter all
previous records. Again our optimism soared. Overall,
despite the emotional highs and lows, we were hopeful
that we were beginning to see the light at the end of the
tunnel.

Once again, our optimism turned out to be pre-
mature as the light began to assume the shape of an
oncoming train, this time involving our founder. At the
beginning of March, the Little Rock Union Bank noti-
fied the Enterprise Company that its guarantee of a one-
year $2 million loan was overdue. Among the Enterprise
board members, no one except Fred was even aware of
the loan.

Fred now revealed that a year earlier he had forged
documents indicating approval of a loan guarantee by
the Enterprise Company without consent of the other
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board members, specifically his two sisters and Bobby Cox, the
Enterprise secretary. Our respected leader admitted his culpabil-
ity to the Federal Express board of directors and to the investors
and lenders we were counting on to support the second round of
the private placement financing.

While it is possible to understand that, under extreme pres-
sure, Fred was acting to save Federal Express from almost certain
bankruptcy, and even to empathize with what he did, it neverthe-
less appeared to be a serious breach of conduct. 

ROUND TWO OF THE FINANCING

The investors and lenders had previously scheduled a meeting for
March 12 in Chicago to discuss the final arrangements for the
second financing. There were more than twenty institutions con-
tributing to the private placement. To speed things along, they
planned to form task force groups to study individual segments of
the company so that all could complete their due diligence stud-
ies prior to the closing. At this critical juncture, it was important
for Fred to attend the meeting.

This time, Fred was on the defense. He explained that in Feb-
ruary 1973, he acted in response to a request from White, Weld
to put additional equity in the company in order to heighten 
the interest of the private placement investors. Aware that our
operating funds were exhausted and concerned about the pos-
sible financial collapse of the company, Fred agreed to provide
the additional capital. In expectation of quickly securing private
placement funds, he unilaterally committed the Enterprise Com-
pany to guarantee the loan.

According to Charlie, the person who seemed most distressed
about the handling of the loan documents was Fred himself.
Charlie recalled that some of the investors voiced concern, and
the group discussed whether Fred should stay or be fired, but no
one thought he was guilty of stealing. Most agreed that the com-
pany would not be hurt if he stayed.

The investors and lenders’ primary concerns were that their
investment in our struggling company was not meeting expecta-
tions. Some of the group blamed our shortfall on inexperienced
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management, but Charlie had a somewhat different opinion.
Charlie had confidence in the management and knew that exter-
nal problems such as the delay in closing the first round of financ-
ing, the fuel situation, the banks’ refusal to release committed
funds, and the holdup in converting planes were major factors
contributing to the shortfall. 

Knowing that Fred would now have to tell his story to a 
grand jury, several attendees expressed concern that Fred’s legal
problems could interfere with his ability to manage the company.
Because the investors and lenders felt that Fred should have a
diminished role in running the company, they decided to seek an
older, experienced airline executive to replace Fred as chairman
of the board of directors and chief executive officer of Federal
Express.

Our founder and leader, though chastised, would retain his
position as president of Federal Express and, from the viewpoint
of the employees, would remain totally in charge of the com-
pany. This was a wise acknowledgement of the employees’ dedica-
tion and loyalty to their leader. However, changes lay ahead that
would shake the very foundations of Federal Express. Strange 
and bizarre happenings were occurring in our little world of high
finance.

In an unusual show of cooperation, the investors and lenders
completed their due diligence studies and worked out the details
of the next financing in just one week. The second round of 
the venture capital private placement was finalized the third week
of March 1974. It provided more than $6 million of additional
equity and included new loans of over $5 million—a total of $11.5
million.

Fred and the Enterprise Company were treated harshly; they
now held only a 19 percent voting share of the company. On the
other hand, Federal Express had finally reached Fred’s goal of
borrowing enough money to make partners of the investors and
banks. It was now important for the participants to protect their
original investments.

Meanwhile, the volume levels continued to grow rapidly as
new cities were added to the network coverage and the new
Economy Air service caught the fancy of economy-minded ship-
pers. The March package count was double that of January, and
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April was 10 percent higher than March. We were beginning to 
fill the airplanes, but in truth, much of the growth was in the
lower-priced services. Moreover, the small-package revenue still
trailed the projections contained in the business plan, expenses
were growing just as fast as revenue, and monthly losses were not
declining.

One heartening part of our operations was the improving
service levels. But then Fred straightened us out on that bit of
smugness. The last week of April, he opened the executive com-
mittee meeting by observing, “Last week we delivered 50,000
packages and our service level reached 98 percent. That is far
superior to our competition, but let me point out there still were
about a thousand service failures, which very likely disappointed
many of our cherished customers. That is entirely unacceptable!
After this meeting, I want each of you to examine your opera-
tions, think about what you can do to improve service in your
area, reassemble on Wednesday to coordinate your efforts, and
prepare a presentation for me at our next meeting.” We still had
much work to do.

A NEW CHIEF FINANCIAL OFFICER

Charlie now turned his attention to other issues. Getting an expe-
rienced chief financial officer had been on Charlie’s mind for
some time; he considered it, as he explained, “the most important
assignment that I gave myself. There were a variety of people
doing the books, some of whom didn’t really understand financial
reporting, and the numbers just didn’t make any sense.”

By mid-April, Charlie located his financial candidate. “I found
Pete Willmott through a good friend who was Pete’s classmate at
Williams College. Pete, then 37, was general manager of the bak-
ery division of Continental Baking in Rye, New York.

His background was ideal for Federal Express. He had landed
his first job in the corporate planning section of the finance
department at American Airlines. Pete explained, “I spent most
of the time working on capital expenditure decisions in the cargo
area. We looked at whether we should buy freighters. I was down
there trying to plan routes for these freighters and it was tough.
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They would not let me out of my cubicle. It was point-to-point
stuff and very difficult to design effective routes. That experience
was terribly important for me later on when I was assessing Fed-
eral Express.

“I was invited to a meeting where about twenty people were
running around trying to figure out how to collect the receiv-
ables,” Pete recalls. It was a typical session of those early years, with
people from all different departments contributing. Pete noted
that the biggest problem was billing accuracy, and that was why it
made sense to have representatives from several different depart-
ments at the meeting. 

Pete thought Federal Express was an idea with real potential.
He thought things were a little disorganized, but felt that he
could help us out. His American Airlines experience allowed him
to see the merit of the hub-and-spoke system and contributed to
his optimism about our organization. 

Pete told Fred he was interested, and Fred promised to send
an offer. “I was at my home in Connecticut,” Pete recalls, “when
two guys showed up in a sports convertible, came up my driveway,
and handed me this Federal Express package. It was the offer.
That was a classic. So I looked over the offer and accepted it.” He
became our new senior vice president of finance the first week 
of May.

PUSHING THE COMPANY FORWARD

When Pete first arrived at Federal Express, the General Dynamics
people who were overseeing the finance group departed. A day or
two later, he notified the board that we were in default on our
bank credit agreement. “Things were at first kind of a mess,” Pete
recalls. “Any day I went into work, I felt I was helping to push the
company forward a little bit.

“I had a good feeling about the people,” Pete recalls. “We just
had to become organized. We did that by day-to-day communica-
tions, getting everybody focused on a few important things.” Pete
instituted standup meetings to coordinate things. Every morning
at 8:00, all the finance group heads assembled in his office. Each
one gave a brief report summarizing what he or she had worked
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on the day before and what was going to happen that day. It was
a vital communication tool that, over time, produced a coordi-
nated, productive, and cohesive department.

Our corporate offices were still located in the 1940s hangar,
built long before central air conditioning was a routine amenity.
Our offices, while superior to those in Little Rock, were rudimen-
tary. Pete’s daughter Sara came to work with him one Saturday.
She took one look at his surroundings and wrote him a note:
“Dad, be happy even in an office like this.” “I framed that baby,”
Pete says, “and I have had it in my office wherever I have been
ever since. I thought that was terrific.”

Meetings to work out the pricing strategies for each of the
various service offerings were frequent during the early years, 
and Pete labeled one of the participants “One-Way Stewart.” He
explained the nickname this way: “We typically started our pricing
meetings on Saturday mornings with a roomful of people, but 
as the day went on, people had to leave. One person who always
stayed was Stewart, an information systems analyst. Whenever we
considered a new pricing idea, if Stewart didn’t like it, he would
cite the programming difficulty, and it wasn’t going to happen. I
started calling him One-Way Stewart because things had to be
done his way; there was no compromise. That was the real life dur-
ing the early part of my career at Federal Express.” 

Pete had responsibility in the beginning for the computer
operations, which were a mess. The biggest part of the problem
was that Burroughs either could not provide adequate support
service or were not inclined to try. Perhaps they too were con-
cerned about our chances for success or our financial condition.
We had Burroughs equipment for one reason and one reason
only—the company would extend us credit. IBM would not lease
us any equipment because of our financial condition.

Then after church one day, Pete started talking with a friend
who mentioned that his company was selling its data center to the
bank. Pete said, “Wait a minute, you can’t do that. We need that
center.” Pete called Fred, and within a week we negotiated the
purchase of the data center. That was our first IBM equipment,
and it became the base for many future improvements to our
data-processing capabilities. Pete was able to organize the finan-
cial part of the company with accurate, reliable reports and fore-
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casts that helped provide confidence to the investor group. Some-
times things work out for the best, even when least expected. 

By the end of fiscal year 1974, package volume was exceeding
10,000 pieces a day and increasing at a compounding rate of 20
percent each quarter. The company was providing service to fifty-
nine cities in an area stretching from Massachusetts to California.

Unfortunately, the company was losing about a million dollars
a month, collections were slow, and we were in default on some of
our interest payments.
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One for All and All for One
June 1974 to May 1978
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21
A General in the 
Guerrilla Camp

Fred decided to take a vacation, his first since the
founding of the company. Federal Express was recov-
ering from its past turmoil, but Fred’s problems

seemed to be growing. He was feeling the frustration of
the past few months; he was unquestionably exhausted
from his continual efforts to keep the company afloat
and concerned about the embarrassing events of the past
few weeks.

Meanwhile, the search for a new board chairman was
bearing fruit. While Fred was on his mid-May vacation,
the investor selection committee decided they had found
their candidate. When Fred got back from his trip, he
was informed that the new chairman had already been
hired. Fred was angry that the investors hired the candi-
date without seeking his opinion, yet he accepted the sit-
uation as inevitable. 

The candidate was 59-year-old Howell M. Estes, Jr.,
who had been the youngest four-star general in the air
force and had run the Military Airlift Command. Fol-
lowing his retirement from the military, he assumed the
presidency of World Airways, a charter airline based in
Oakland, California. Estes met the general criteria estab-
lished by the banks: he was a “candidate older than Fred
with broad management experience and a background
in aviation.” 

The general assumed his new position as chairman
and chief executive officer at the beginning of June. 
The culture clash was immediate. There was never a real
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introduction to the management group, and Estes had no con-
cept of the organizational structure or the way we were accus-
tomed to operating. Fred accepted Estes and, at least outwardly,
treated the general in a respectful manner. In reality, however,
very little changed with the arrival of the new executive officer.
Fred kept leading the management group just as he had always
done, and the senior officers continued following his leadership.

Within a few weeks, after commandeering Tuck to arrange a
refund on the California license plates for his Mercedes, Estes told
me to arrange private parking places for all of the senior officers.
I responded, “General, I’m sorry, but we are just not accustomed
to doing that around here.” Estes, clearly unfamiliar with the
nuances of running an organization composed of free-thinking
civilians, shot back, “Well, we’re going to do it.”

“If you would like to have your own parking place,” I respect-
fully responded, quickly realizing that he was after all our new
chief executive, “we will put up a sign for you. As far as the rest 
of us are concerned, Mr. Smith does not want a private parking
place, and I do not want a private parking place. The rest of the
senior officers work for us, and they are not going to have private
parking places.”

The general got his sign and parking place, but under the cir-
cumstances, it was difficult to understand the mentality that placed
personal conveniences above the performance of our struggling
organization. Frankly, Estes was accustomed to being pampered
as the privilege of rank, but our idea of how people needed to 
be treated was too egalitarian to adopt a rigid military structure.
Fortunately, Estes did not appear to be overly interested in delv-
ing into the day-to-day operations and for the most part remained
content to let Fred continue his leadership.

Estes played a role that we might look on with disdain, but 
he played it well. Estes gave credibility to the company at a time
when some of the investors and banks had lost confidence in
Fred. Charlie was able to take Estes into meetings, knowing that
he could impress everyone. “This big, broad-shouldered front
man, almost wearing all his medals, looked like something straight
out of central casting,” Charlie explained. “With his ever-present
cigar and his military carriage, the general looked like Daddy War-
bucks. He could sit there in meetings with investors and bankers,

128 | One for All and All for One

Promotional Copy only 3/31/16 Not for resale or redistribution



looking and acting very much like a seasoned chief executive and
pull things off.

“Everybody played their role,” Charlie commented. “Fred’s
credibility with the investors and bankers wasn’t very good in those
days. We were quite certain that Federal Express was going to
need a third round of funding. I could not have taken Fred back
to the investors and convinced them to put in another nickel, so
the general served a useful purpose.” 

BUSINESS WEEK PREDICTS SUCCESS

Two weeks after Estes arrived, the June 15 issue of Business Week
contained a full-page article titled “Federal Express Takes a Nose-
dive.” The provocative title, meant to attract reader attention, was
somewhat misleading and not completely reflective of the article’s
content, but it was nonetheless disturbing. Estes was outraged, but
unable to persuade the magazine to print a retraction. Actually,
some parts of the article were quite complimentary: “Customers
generally agree that the promises of overnight delivery have 
been kept.” The article also declared, “The bright spot at Federal
Express is that it is living up to the promise of overnight deliv-
ery anywhere in its system. Federal Express has been able to main-
tain that record because, unlike Air Express, which depends upon
commercial airline schedules, it makes its pickups in 61 cities and
flies all of the parcels to Memphis.”

The article continued, “The Company is growing at a rate faster
than its management can adequately handle. In December, it was
hauling about 5,000 packages per day. But by May, its daily volume
was up to 11,000 packages. It is still compressing a normal three-
year growth period into less than one year.” Other parts of the
article described, accurately, the ongoing financial difficulties as
well as the operational and management changes explained in this
book. The article concluded with the following appraisal from an
investor: “They’ll probably make it, but it’ll be a tightrope situa-
tion for the next few months.”

We prepared a memo to our employees with information they
could use to answer customer questions about the article. With
the exception of the misleading title, the article probably had no
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negative influence on Federal Express or the relationship with
our customers.

In fact, the July package volume was well above the June level,
and the August level exceeded the July level despite a substantial
increase in rates. Pete convinced us that our customers would con-
sider the increase an indication of our strength. In other words,
they could trust Federal Express to be their priority small-package
carrier of choice long into the future.

THE GENERAL’S REGRESSIVE APPROACH

During this period of dramatic growth, Estes started groping for
ways to improve our bottom line. His approach was to look for
cost-cutting opportunities. Distancing himself from day-to-day
operations, he did not seem to grasp management’s rationale for
expanding the network. Our approach to making the company
profitable was to add more cities while striving to increase cus-
tomer awareness. We could have reduced expenses and taken a
less aggressive approach, but there simply were not enough cost-
cutting opportunities to make Federal Express profitable. In the
end, there would not have been a company.

Estes commissioned a study to determine the cost to operate
each of the cities in the network. The costs for each city were cal-
culated by combining the facility operating expenses with the
allocated flight cost based on the distance from Memphis, and
adding a percentage for overhead expenses. Of course, by allocat-
ing flight expenses on the basis of the distance from the hub and
compounding the factor by adding the overhead on a percentage
basis, the cities at the far corners of the network looked as if they
were the most expensive to operate. 

Based on this convoluted analysis, Estes recommended clos-
ing the “high cost” cities at the ends of the service network—cities
like Los Angeles, San Francisco, Seattle, Miami, and Boston. It was
impossible to take that kind of recommendation seriously, so 
we just kept moving ahead, adding cities with confidence that the
only road to profitability was to complete the network recom-
mended in the original consulting studies. Commenting on the
relationship between Estes and the senior officers, Fred noted, “It
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was like General Eisenhower attempting to lead Ho Chi Minh’s
guerrillas.”

ROUNDING OUT THE SENIOR
MANAGEMENT STAFF

September brought further changes to the senior management
staff. Jim Riedmeyer, the former general manager of Southwest
Airmotive Company in Dallas and a consultant to Federal Express
on engine overhauls and other maintenance programs, yielded 
to Fred’s enthusiastic salesmanship and joined the company as
the senior vice president of maintenance and engineering at the
beginning of the month.

One of my fondest memories of Jim took place during his first
Saturday-morning executive committee meeting. About an hour
into the meeting, while we were still waiting for Fred to arrive,
Jim’s secretary entered and placed a glass of orange juice and two
small airline bottles of vodka on the table in front of him. That
was his way of expressing his feelings about the need to meet on
Saturdays. We knew immediately that he was going to fit in with
the group. 

In the beginning, I was a real neophyte on the internal work-
ings of aircraft. Jim took special delight in showing me around the
maintenance hangar and testing my knowledge of parts for the
Falcons. By the time Jim joined our staff, I knew more about the
planes, but he was always able to find a part to stump me. One
turned out to be a small but important component of the jet
engine. “I just wanted you to be ready for my budget plan,” Jim
explained. “We have two of those on each plane and they wear
out. Their replacements cost $25,000 a pop.”

Jim was uncompromising in his quest for safety and redun-
dant backup systems on our fleet. He likened our planes to 
a space capsule that formed the life support system for our 
pilots and protected the public on the ground. His insistence 
on quality components, engineering improvements, and regular
advanced training for our mechanics produced a safety record
and level of dispatch reliability that were among the best in the
industry.
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Vince and Tucker, bowing to what might have been threats
from Fred to forgo payment of their consulting services, decided
to close the last vestiges of AAPG and BFJ Advertising to join the
senior management group in Memphis. Vince, then 37, became
our marketing senior vice president.

Tucker, 34 and a former navy carrier pilot, was hired as the
senior vice president of industrial relations. The irreverent son 
of a minister, Tucker had been one year behind Fred at Yale. He
was bright and exuberant and operated like a whirlwind. Charlie
also had known Tucker prior to Federal Express. It seemed as 
if, in every case, either a special relationship from the past or an
unknown force was at work building the original management
group. Whatever the reasons, with the arrival of Jim, Vince, and
Tucker, the executive management group that was to take Federal
Express to profitability and beyond was complete.

Tucker, remembering his early days, said, “There was a lot of
spirit, a lot of hard work, and a lot of macho fighter pilot psychol-
ogy. We worked hard and we played hard. We were losing money,
but that just seemed to motivate everyone. We were determined
to make Federal work. We would challenge the establishment, pro-
vide a level of service never before attainable in the transporta-
tion industry, and create a whole new approach to the way business
functioned.”

Tucker once referred to our regular weekly executive commit-
tee meetings as “verbal fistfights.” That description may have been
a little strong, but heated discussions certainly occurred over
many issues concerning upcoming activities and plans for the
future. Fred was constantly the forward thinker and frequently
encouraged these lively debates by proposing extreme concepts
that often seemed far beyond the capability of our embryonic
state of development. On one of these occasions, Fitz, in the
descriptive visual language he favored, leaned over and said, “If
Fred tells you a chicken can pull a freight train, your job is to
hook ’em up.”

The meetings were animated with a spirited exchange of
opinions, but once the debate ended, often with Fred’s prodding
or intervention, and a decision was reached, each of us threw his
full support behind it. The lively discussions, mutual respect, and
camaraderie of the senior management resulted in a cohesive,
well-conceived focus for the company.
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Fred had an interesting way of checking on the corporate
communication system in those early days. When an agreed-on
action needed to be known by every employee in the company, he
directed executive management to make certain the information
was personally disseminated through the upcoming management
and supervisory staff meetings. One week after the executive com-
mittee gathering, Fred would call one of the first-line employees,
such as a mechanic, a customer service agent, or a courier. He
checked to make certain the associate at the other end of the line
knew about the decision made at the previous executive com-
mittee meeting. The process worked and was effective in an era
before sophisticated electronic communications became a part of
the Federal Express network.

The senior management structure at this point was com-
posed of two interrelated groups. The staff division, which report
directly to Fred, included Legal and Regulatory (Tuck Morse),
Finance and Administration (Pete Willmott), Industrial Relations
(Tucker Taylor), Marketing (Vince Fagan), and Critical Parts Sup-
ply (Mike Basch). The operating division, for which I was respon-
sible, included Maintenance and Engineering (Jim Riedmeyer),
Field Sales and Service (Mike Fitzgerald), Air Operations (Art
Bass), and Operations Planning (Charles Brandon).

While we had a formal management chart, we all saw our roles
as flexible and at times interchangeable. Organizational silos just
did not exist. The senior management group served as the cata-
lyst for guiding the company through this critical growth period
and set the tone for the enthusiastic and unwavering commitment
to success.

It was, however, the dedication to excellence exhibited by the
managers, supervisors, and first-line operators that made Federal
Express especially unique. The loyalty of the couriers, customer
service agents, mechanics, pilots, ground crews, and technical
support staff pulled the company through many of the difficult
times. Josiah Royce, in the Philosophy of Loyalty, describes loyalty as
“the willing and thoroughgoing devotion to a cause that unifies
many human lives in one.” Our people were true examples of that
brand of loyalty.
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22
Fund-Raising—Round Three 

It was time to begin planning for a third round of
financing. Charlie and Rick Stowe began visiting other
venture capital groups in the hope of attracting new

investors by midsummer, but they found no takers. Char-
lie explained, “It was a tough time generally in the finan-
cial community. This was 1974 and the capital markets
were in the tank.” Charlie realized he needed another
source of funds for the third financing.

At his urging, we sent our best, most eloquent and
personable ambassador to Paris for a face-to-face meet-
ing with the Rothschild family. Art had a natural ability
to charm our harshest critics. Over lunch with Baron Guy
de Rothschild, his son David, and nephew Nathaniel at
their Paris office, Art explained the mechanics support-
ing the optimistic growth projections for the company:
each new city opening created shipping opportunities
from and to every city already in operation. It was a
straight numbers game at this point. The baron was
impressed with Art’s elegant presentation and decided
that the bank would participate if his son and nephew
invested their own money, as well. To our relief, they
agreed.

This coup was a tremendous help, but the Roths-
childs were the only new investors. “We were able to
piece together that last round by convincing the banks to
renew their loans and to defer principal and interest pay-
ments for a period of time,” Charlie recalls. “We finally
explained to the banks that without their cooperation,
planes would sit on the ground in Memphis and draw
flies. We needed $9 million. I could raise only $3 million.
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So the banks had to provide the rest. Having to deal with the
banks and everything else that was going on at this time was a
bloody nightmare.

“The next thing was to get positive cash flow so we could
begin paying bills on a current basis and pay back some of the
borrowings from the bank,” Charlie added. “So by bits and pieces
we gradually got all these things put together, and eventually we
had an operation. It was quite amazing.” At that point, Charlie
wrote a letter to Fred: 

We have just shot our wads between banks, investors, and oil
companies; the next money that comes into this company
has to come from the customers. The internal issues of the
company will become totally different after that. If you are as
successful in developing Federal Express as you were in con-
vincing half of the venture capitalists in America, we will all
be very happy.

Charlie’s prediction at that New York Yacht Club dinner some
14 months earlier had finally come home. It had not been imme-
diate, it had absolutely been frustrating, and it had certainly not
been easy, but we got the funding needed to complete our net-
work, and at last were on our way.

NEW CORPORATE OFFICES

September 1974 also witnessed the opening of our new corporate
offices, a three-story building connecting Hangars 6 and 7. The
management group was elated about the new facility. I was able 
to move out of the tiny windowless closet that had served as my
office. Everyone got bright, cheery offices, our new conference
room actually had chairs and a table, and best of all, our belea-
guered leader finally had an office that did not have a hole in the
floor.

Earlier, as Ted Weise watched over the completion of the new
offices, Estes called and asked to review the plans. Ted grabbed
the plans and headed for the general’s office, where he started
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explaining the plans for the first floor, but Estes interrupted say-
ing, “Where is my office?”

Ted showed him the plans for the executive floor, pointing
out Fred’s office and the office planned for him. Estes said, “Well,
it looks like Fred’s office is paneled. That is now my office.” After-
ward, Fred was philosophical saying, “Ted, don’t worry about it.
Give him what he wants.” Fred never said anything more than that.
Estes moved into the office, cigar and all.

GENERALS NEVER MAKE MISTAKES

No one—not Fred, not our management group, not the investors,
not the banks—wanted to go through another fund-raising exer-
cise. We were more determined than ever to put that unpleasant
task behind us and generate at least a positive cash flow, if not
downright profitability. We developed a major program to aug-
ment our direct sales teams. Senior managers began contacting
large shippers, prospective customers, suppliers, and anyone else
who would listen to us. 

On one of these occasions, I arranged for a sales presentation
on a major air force facility to explain the Federal Express pro-
gram and solicit business from the military. I made my presen-
tation to the commanding general of the facility, his aide, and
several other air force personnel. I learned two interesting facts
during that briefing. First, during my presentation I thought I
had cleverly worked around to noting that our new chairman 
was a retired four-star air force general. The commanding gen-
eral, who had been listening intently to the story, suddenly inter-
rupted: “Oh, yes, we are very familiar with your new addition.
However, let me give you a word of advice before you visit other
military installations. You do not get to be the youngest four-star
general in the air force without stepping on an awful lot of toes
and making a few enemies.” Enough said. I took note of the gen-
eral’s advice and did not mention our new arrival thereafter.

I continued to extol the virtues of our service and could see
from the questions that there was at least some interest in using
us for high-priority emergency shipments of parts and supplies. It
seemed that we could at least save the air force some expenses.
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Federal Express was, after all, cheaper than sending one of their
fighter jets on such an errand. (Fred later reminded me that my
logic was flawed. I was expecting that people trained to make war
would make decisions based strictly on cost efficiency.)

As my presentation was nearing its conclusion, the general
thanked me for the information, but said that the facility oper-
ated seven days a week and would need to have deliveries made
on the weekends as well. We did not have weekend deliveries at
that time. The aide leaned over and whispered something to the
general, who then said to me, “We would like to take a break.
Excuse us for a few minutes.”

When they returned, the general, who had been quite cordial
up to now, looked at me more seriously and said, “I have just 
been informed by my aide that if you attempted to deliver a pack-
age to this post on the weekend, there would be no one here to
receive the shipment.” Then with a broad smile, he added, “Here
is another thing for you to keep in mind . . . this little piece 
of inaccurate information stays in this room. Remember, gen-
erals never make mistakes.” Then we all had a hearty laugh: after 
the general assured everyone that his directive was a joke, 
humor was acceptable and appropriate. As a former navy enlisted
man, I received two very good lessons in higher-echelon military
etiquette.

DIGGING FOR GOLD IN NEW YORK

At one of those early “verbal fistfight” meetings, an investor rep-
resentative suggested discontinuing service to the cities with the
highest number of freight forwarders. Now, this was a challenge
that Vince welcomed. “Oh, and why do you feel that way?” Vince
asked.

“Because there is just too much competition,” was the answer.
“We have researched five of the major cities in your network, and
there are dozens of well-established freight forwarders in each of
the locations. You should be concentrating on cities with less com-
petition. When the elephants are running, the mice need to get
out of the way, and Federal Express is a mouse compared to those
large freight forwarders.”
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Vince, not one to be intimidated by a challenge to his mar-
keting knowledge, replied, “Let me tell you why those locations
have dozens of freight forwarders. It is because that is where the
business is! That is why Federal Express needs to be there. In
1849, you probably would have been digging for gold in New York
because no one else was searching there.”

THE CHALLENGE OF SUCCESS

Traditionally, one of the better volume months for many trans-
portation companies is October, when summer vacations are over
and businesses begin to build inventory for the upcoming holiday
season. This October, however, surpassed all expectations at Fed-
eral Express. The Teamsters Union was threatening a strike at UPS,
and shippers began looking for alternative carriers. Our volume
peaked at over 300,000 packages that month and was near that
level in November when the strike threat became a reality. Sud-
denly, we were straining our ability to handle the volume surge. 

While we began to struggle with the limited space on the Fal-
cons, we started looking for ways to increase the number of units
we could transport. We considered various alternatives for accom-
plishing this goal and settled on an increase in the number of
Courier Paks. At that time, customers still had to prepay for their
Courier Paks, and Pete worried that prepayment was inhibiting
the growth of that product. Fagan, who had made that same argu-
ment earlier, now favored keeping the prepaid service as a means
of increasing our cash flow. It was a strange reversal of roles.

“In the new administration building I had an office right next
to Vince,” Pete recalled, “and I frequently drove him to work too.
We would get into some unbelievable discussions, but I think the
Courier Pak debate was the strangest one.” Pete and Vince’s dis-
cussions frequently carried over to the nearby Sawmill restaurant,
where after work they and other members of the management
group often congregated to continue hammering out alternative
solutions and approaches to upcoming challenges and opportu-
nities. Egos were seldom involved, and more important, the process
worked. Eventually Vince agreed with Pete, and our Courier Pak
service really started to take off. 
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After the change, the Courier Pak became easy to use. Cus-
tomers found it convenient to have a large supply of Courier Paks
on hand and began using them to send materials between their
own and other companies’ offices. That was critical for another
reason: it also kept our couriers entering the front offices, rein-
forcing their image with the service-minded decision makers.
There were fits and starts and some things required modifications
in the beginning, but Federal Express’s concept was so sound that
as long as we continued listening to our customers, they told us
what our business needed to be. 

Customers began using our service for so many routine tasks
that some labeled us “Federal Excess.” One secretary, for example,
used Courier Paks for daily reports to the business office across
the street so she could avoid the catcalls of construction workers.
Manhattan courier companies reduced their expenses by using
our Courier Paks for documents to Long Island. Branch man-
agers frequently ignored corporate office dictates to reduce their
use of Federal, arguing that our speed and reliability had become
a necessary part of their business.

The U.S. Postal Service was concerned about the Courier Pak
service, and as we became more visible, it sent postal inspectors
into the hub. They actually opened the Courier Paks and exam-
ined the contents; they had the legal right to do so. The Post
Office eventually insisted that we had to tell our customers to
weigh the correspondence in each Courier Pak and determine
the applicable postage. In fact, it even took the position that the
customer should affix, not first-class postage, but the premium for
the best service the Post Office then offered. We put a notice on
the envelope directing customers to put “appropriate” postage on
their letter correspondence. The Post Office accepted that state-
ment, knowing that since the shippers put postage on the “letter”
inside the envelope, Federal Express had no way of assuring com-
pliance with the postal requirements. Eventually, the Post Office’s
position changed and the requirement simply vanished.
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23
America, You’ve 
Got a New Airline

In December 1974, after the end of the UPS strike,
volumes dropped back to a more normal level but
remained more than double the level of the previous

December. We added fifteen new cities to the network
during the second half of the year. The rapid pace of
expansion and the explosive growth of the volume kept
everyone running at maximum effort. The days were
long, the weekends short, and pressure was intense. Nev-
ertheless, we were meeting the challenge and we all loved
the excitement! The financial picture was even begin-
ning to look better: December was the first month that
cash income was greater than expenses. 

We were now concerned that our volume might
exceed the capacity of the Falcon fleet, so we decided to
discontinue the Economy Air service. We began to antic-
ipate a time when we would need to cancel the mail
contracts and place those planes in the small-package
service.

Then another surprise: The package volume for the
first few months of 1975—in fact, for the rest of the fis-
cal year—remained stubbornly flat. However, since we
attained the volumes without Economy Air packages, the
revenue was elevated, and cash receipts continued to run
about equal to disbursements. We were all breathing a
little easier and even managed to feel a little bit smug
about our success. We were finally reaching the initial
point of financial stability and were confident that real
profits were just around the corner.
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BUSINESS-TO-BUSINESS TELEVISION ADS

Despite our jubilation over the package numbers and the finan-
cial situation, Vince, mindful of the relative stagnation in the pack-
age volume and ever critical of the direct sales effort, lobbied 
for an expanded advertising program incorporating radio and
television commercials in addition to print media. Business-to-
business television advertising was at the time a novel, unproven
concept, but Vince was convinced that television was a perfect
medium for Federal Express. 

Vince proposed a trial program composed of thirty-two cities
with comparable package potential, half to receive television com-
mercials aimed at the shipping public and the other half to remain
on the direct sales program. Funds were scarce, but in a show of
selflessness, several department heads offered to reduce their
already slim budgets to support the project.

Several ad agencies made presentations to the senior execu-
tives. One agency showed up with storyboards that had been
shipped ahead via Emery Air Freight. We decided they were not
the right agency for us. We ultimately settled on Ally and Gargano
Advertising for our first try at television.

Carl Ally, the president and cofounder of the agency, was 
a brash, hard-hitting advertising executive. Ally was the person
responsible for winning a change in television rules against
mentioning the competition in commercials. He also refused to
design advertising promotions for cigarette companies. He was
not afraid to take on corporate underdogs, and he enjoyed han-
dling accounts that were new or troubled. Carl Ally was perfect for
our upstart company.

Other transportation companies were handling small pack-
ages, but as the consulting studies had discovered, those com-
panies were not able to provide reliable overnight service. UPS,
founded as a private messenger and delivery service in 1907, and
the model for many of our operating systems, had a reputation
for great efficiency among its regular customers, but was insensi-
tive to the needs of infrequent, on-call shippers. UPS normally
scheduled a pickup the day following a request for service.
Tracing a lost shipment could take up to a month. UPS’s priority
package service, Blue Label, flew in the cargo holds of regularly
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scheduled airlines and was not available to every state until 1978.
UPS did not enter the overnight air delivery business with its fleet
of chartered aircraft until 1982. REA Express offered a priority
airfreight service but also depended on the scheduled airlines for
interstate transportation.

Hundreds of airfreight forwarders throughout the country
offered service for small packages. Emery Air Freight, founded 
in 1946, was the largest and perhaps the most successful of these
companies, but like the others, it relied on scheduled airlines 
and could not provide consistent reliable overnight service, espe-
cially to smaller communities. John Emery complained that flight
reductions were eroding the quality of airfreight to a two- or
three-day service. Emery did not launch its own fleet of leased
planes until 1976, and even then operated only a few Cessna
Citations, primarily for its overnight letter service using a hub in
Smyrna, Tennessee. Emery added planes for its freight service in
1981 when it opened a new hub in Dayton, Ohio.

The scheduled airlines faced the same problems as the air-
freight forwarders: interline transfers at major hubs, poor service
to small communities, lack of origin-to-destination control, and
difficult communications with Air Cargo, Inc., their jointly owned
surface carrier. Even the U.S. Postal Service’s Parcel Post suffered
from these problems. 

Federal Express until about 1980 was the only company that
could realistically guarantee nationwide overnight service. The tel-
evision commercials designed by Vince and Ally and Gargano were
structured to introduce the Federal Express concept to the ship-
ping public and to highlight our ability to maintain control of the
package from pickup to delivery. The first commercial opened
with a plane heading directly at the viewer, landing lights beam-
ing out of a slightly overcast twilight sky:

America, you’ve got a new airline, the first major airline in
over 30 years.

No first class, no meals, no movies—in fact, no passengers,
just packages. Small important shipments that have to get where
they’re going overnight, and up to now have had to fly at the
mercy of the passenger airlines.

Not anymore.
Federal Express—a whole new airline for packages only.
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The second commercial got more specific about the freight
forwarder competition and the inherent advantages of Federal
Express:

The trouble with airfreight forwarders is, they don’t know
how to fly, so they have to depend on someone who does. And the
more people involved in shipping a package, the less chance of it
getting there the next day.

Which is why when we decided to go into the air express busi-
ness, we didn’t just go out and get a fleet of trucks.

We bought a fleet of planes.
Federal Express—we think anybody in the air express

business ought to be able to fly.
Vince’s trial program, despite a very limited, budget was a suc-

cess. He demonstrated the power of business-to-business television
advertising and thus began the conceptual approach to promot-
ing our unique service that propelled Federal Express into the
forefront of the priority small-package transportation industry.

TESTING OUR SERVICE

Confident in our ability to provide a more reliable overnight serv-
ice than any of our competitors, Vince hired Opinion Research
Corporation to conduct a test pitting Federal Express against
Emery Air Freight, Airborne, and REA Express. In April 1975 the
independent firm sent identical packages between forty-seven 
city pairs using both Federal Express and the competing services.
The results clearly showed the superiority of the Federal Express
system. Emery, the best of the three competitors (and generally
considered to be “the best in the business”), delivered only 42
percent of its packages the next day. Federal Express’s deliveries
were 93 percent on time. Furthermore, the study concluded that
Federal Express’s tracing capability was superior to the others and
our total charges were lower than the competition’s. 

We presented the test results in a brochure mailed to sev-
eral thousand potential customers and published the results in
numerous print advertisements. Ally and Gargano produced a 
TV commercial citing the test data and showing stacks of pack-
ages representing the comparative service level. The production
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closed with the line, “I guess that makes Federal Express twice as
good as the best in the business!”

Emery threatened a lawsuit but eventually decided that our
case was too strong. It was a wise decision: the publicity surround-
ing a court case would have been even more beneficial for Fed-
eral Express than the television advertising. The ad was a bold,
direct response to Emery’s claim that its service was “a dollar less
and an hour faster” than its competition.

Having reached a state of relative comfort with our financial
condition, Fred had become increasingly critical of the facilities
we leased for the outlying city stations and at airports. In Man-
hattan, for example, our space was so small that on rainy morn-
ings, the incoming package sort took place under the 38th Street
overpass. To make matters worse, we parked our vans outside
overnight where meter maids from the nearby school began their
day by ticketing our illegally parked vehicles. At many of the larger
airports, we could load and unload our planes only at an isolated
part of the field; ramp agents had to phone Memphis to report
aircraft departure times.

Fred and I discussed the issues and decided that I would lead
a field reorganization team with responsibility for correcting the
conditions. This special project team, assembled to focus top-level
attention on a specific issue for a limited duration, was a typi-
cal means for handling areas of concern in the early years. We
prepared a draft memo outlining the team’s composition and
responsibilities for distribution the day after our upcoming board
meeting. Before I could begin, we were hit with yet another crisis. 
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24
A Threatened Resignation

It was Wednesday evening, February 26, 1975—little
more than three years after my first meeting with Fred.
I was reading over material for the next day’s meeting

of the board of directors. It was an uncommon pleas-
ure to have an evening free of the social dinner and
obligatory midnight hub tour for the steady stream of
interested visitors and potential investors. The outside
directors were doubtless already in town, perhaps having
their traditional pre–board meeting discussions. There
was, after all, much to discuss and for the board to be
apprehensive about.

About 10:00 my phone rang. I was surprised to hear
the abrupt voice of our leader: “Roger, this is Fred Smith.” 

“Hi, Fred,” I responded. “What’s up?”
“I just wanted to let you know before our board meet-

ing that I am resigning from the company tomorrow.”
“What? You can’t be serious.” 
“I am dead serious,” he stressed, “and I have just fin-

ished writing my letter of resignation that I’ll submit to
the board tomorrow.”

I knew that Fred had been under a tremendous
amount of pressure. I could hear the tension in his voice.
The current situation was depressing for him, but I also
knew that his continued guidance was crucial to the
future success of the company.

“But why,” I asked, “when you are just on the brink of
realizing your dream for Federal Express? Why now?”

“Well, I’ve decided it’s best for me and best for the
company. I’ve made up my mind and that’s the end of it.
I’ll see you in the morning.”

147
Promotional Copy only 3/31/16 Not for resale or redistribution



148 | One for All and All for One

“Wait a minute, Fred. Where are you right now?”
“I’m in my office and getting ready to leave in a few minutes.”
“Will you stay there a little longer until I can get there so we

can talk about this?” I suggested. “This decision affects all of us,
and I would like a few more answers before tomorrow’s board
meeting.”

“I have made up my mind and you are not going to change it,
but OK, I’ll stay until you get here.” Then silence on the line. He
had hung up.

Why was this happening when we were just on the threshold
of almost certain success and financial sustainability? Why had Fred
chosen this moment to abandon the concept that he had forged
into a meaningful, reliable service to thousands of customers? 
He was the respected leader of our employees, and to the outside
world, he was Federal Express.

What was going on here? Sure, he had personal problems, but
the Fred Smith I had come to know was not one to back away
from troubling situations. Somehow, I had to at least try to change
his mind. There was an opening, an outside chance, if we could
talk. I needed additional support and fast.

I dialed Fitz, always one of the most persuasive members of
our management team. He concurred that Fred’s resignation
would have a potentially devastating effect on our fellow employ-
ees and possibly on the company. “I’ll pick you up in 10 minutes,”
Fitz said.

We parked in the lot adjacent to Hangar 7 at the Memphis air-
port, the aging World War II building that had served as our tem-
porary executive offices. Fitz and I took the elevator to the third
floor of the new administrative building and walked down the
short corridor, past the conference room where the directors
would be meeting the next morning, and into Fred’s office. 

Fred looked terrible; the pressures of the past few months
showed on his face and were apparently affecting him in many
other ways. Fitz and I began discussing the situation with him,
trying desperately to find out the real reasons behind his deci-
sion to resign. First in an irritated fashion, then more thought-
fully, he explained all of the things that had contributed to his
decision. Some we already knew about, others were a surprise, 
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but overall, we were gradually coming to understand his state of
mind.

Fred was tired, worn down by the pressures of the past few
months, and depressed by recent events, especially the grand 
jury investigation. His sisters were angry about the undisclosed
Enterprise loan guarantee, and his private life was in shambles.
He was disturbed that Estes had been hired without his involve-
ment, and to make matters worse, the outside directors repre-
senting the banks and investors had apparently lost confidence 
in him. 

By now it was early morning and activity was increasing around
the hub. A few pilots, seeing the lights on in Fred’s office, drifted
up to chat, so we decided to retreat to a more private area in
Hangar 7. Fitz and I began to steer the conversation away from
Fred’s depression and toward the important things that he had
accomplished over the past few years.

Fred had led the company through our troubled times with-
out complaint and had seldom shared his burdens with the man-
agement group. He was never a very open person, preferring
instead to keep his emotions behind an impenetrable wall, but
gradually he began to relax. Now, for the first time, he began to
open up and share his personal feelings. As he sensed our trust
and goodwill, his outlook gradually improved. Suddenly he said,
“Man, I could really go for a beer. What time is it?”

Neither Fitz nor I wanted to move the discussion to some pub-
lic place before we had accomplished our objective. Fitz quickly
offered that he had a six-pack in his trunk and promptly left to 
get it, but warm beer wasn’t exactly our idea of a thirst quencher.
“I can handle that,” Fred offered, reaching for the hand-held 
fire extinguisher mounted just outside the door. He pulled the
pin, squeezed the handle and sprayed the six-pack cans with foam
from the extinguisher. “Just a little thing I learned in Nam,” he
said. “Your chilled beer is now ready for our enjoyment.”

That little exhibition seemed to complete the change in Fred’s
mood. He appeared to brighten, to return to his normal, confi-
dent self, and we began talking optimistically about the future.
When we finally walked out just before dawn, Fred was his old
dynamic self, convinced that he was the one destined to fulfill his
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dream for a successful Federal Express. He would not tender his
resignation at the board meeting. 

OUR NEXT STEP

Fitz and I suspected that some of the investors and lenders were
pressing for Fred’s resignation. We were going to do everything 
in our power to stop any effort to force his resignation, but we
weren’t sure what that would entail. An early-morning breakfast at
the nearby Denny’s restaurant would be a good place to begin
hatching a plan. First, we would confront Charlie Lea. We had
learned from Fred that he and Charlie had had a conversation
earlier the previous evening. Fred did not divulge the exact nature
of the discussion, but we felt this might have had some bearing on
his decision to resign.

We drove the short distance to Charlie’s hotel, called his room
on the house phone, and received a sleepy response to our effort.
“Mike Fitzgerald and I are in the lobby and would like to talk with
you before today’s board meeting,” I explained. “May we come to
your room?”

“What is this about?” Charlie inquired.
“It’s about Fred.”
“OK, come on up. It’s room 324.”
Charlie, still in his nighttime attire, greeted us at the door. 

Of all the backers of Federal Express, Charlie was absolutely my
favorite. However, whether he was the messenger, as I assumed, or
had played a part in Fred’s threatened resignation, I was angry
with my friend. Moreover, Fitz and I had been up all night and
probably looked like two escapees from the local asylum, which
undoubtedly gave Charlie reason to question our sanity. 

“Fred is not going to resign at the board meeting,” I immedi-
ately blurted out, “and he is not going to leave the company. You
and the rest of the investors are not going to get rid of him with-
out a fight. If Fred goes, the planes will not fly.”

“Wait a minute—what is this all about? Who said anything
about getting rid of Fred?” Charlie responded. “Fred did mention
that he had an offer to run an airline in England, but that does
not mean that anyone is trying to get rid of him.”
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Fitz was normally the excitable one, but this time he attempted
to calm me down. “Hold on—let’s tell Charlie where we have
been all night,” he suggested. Then he began patiently explaining
the events of the past night. Fitz said, “Look, Charlie, we under-
stand that Fred is going to either take a lesser position in the com-
pany or get canned. You and the others do not a have a clue about
the repercussions that action is going to produce within Federal
Express.”

Charlie denied the allegation, saying, “Fred is exhausted and
depressed, but he still has a role to play. He needs time to recu-
perate, to be out of the public’s view and the eye of the storm.
Because of the things that are happening, he just needs to take a
simple leave of absence.”

“Charlie, that is simply not true,” Fitz responded. “Everybody
knows that if Fred takes that sabbatical, he is gone—the polite way
to get him out the door.”

“Oh, no, no,” Charlie assured us, “things will calm down and
Fred will be welcomed back.”

Fitz, now with his Irish ire aroused, remained on the offensive.
“Look,” he said, “I don’t believe it and I don’t think that you really
believe it.” 

The conversation proceeded on a serious note, Fitz and I
explaining our position and Charlie, now fully awake, appearing
to weigh all sides of the situation. It was a difficult time for each
of us. Finally, Fitz and I decided to end the confrontation, stop by
our homes, freshen up a bit, and prepare for the challenging day
ahead.

STEPPING UP TO THE PLATE

When I got to the office, I learned that the outside directors were
already meeting in special session. Meanwhile, I held my own
meeting with the other senior officers in the office adjacent to the
conference room. Fitz and I brought everyone up-to-date. The
others concurred with our appraisal and agreed to the second
part of our plan.

In order to make certain that there was no misinterpretation
of our position, we typed a letter putting the board of directors on
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notice that if Fred were forced to step down or resign, most of 
the senior management group would also resign. The letter was
signed by the following senior vice presidents: Michael Basch,
Arthur Bass, Vince Fagan, Michael Fitzgerald, Tuck Morse, James
Riedmeyer, Tucker Taylor, and myself. We sent the letter into the
conference room, requesting that the contents be included in the
deliberations of the board’s special session.

We spent the remainder of the morning waiting for some
word from the board. Deep down each of us wondered what 
the afternoon would bring. It was quite likely we would all be
unemployed before evening. Had we made the right decision?
Absolutely! We felt great allegiance to our leader, and no one in
the room was going to back down now. Even if our letter was not
important to the outside board members, it was important to us. 

If the adventure was over for us, so be it; without Fred’s lead-
ership, the cost-cutting mentality would surely sink the business
anyway. I remembered a cartoon that someone had passed around
during an earlier meeting. It showed a manager pointing to a
chart of costs sloping consistently downward. The caption read,
“We have reached the ultimate in cost reduction, we are out of
business.” None of us wanted to be around to see that happen to
Federal Express or to be a party to that scenario. 

In our crowded room, we talked some more and we waited,
and we waited. What was taking so long? We were growing impa-
tient. Eventually, Charlie came out of the conference room look-
ing for Art. He did not look too pleased about the situation and
did not want to answer any questions. He only wanted Art to come
into their closed-door session.

When Art returned about 30 minutes later, he described the
discussion that had taken place in the conference room. “Well,
first, the directors in the room wanted to know if the remaining
senior officers were truly committed to tendering their resigna-
tion as they had indicated in the letter,” Art explained. “And 
I answered in the affirmative, outlining the reasons behind the
decision. Then one of the outside directors said, ‘Well, Fred is
leaving and that has already been decided. General Estes will
remain the chief executive and we are prepared to make you pres-
ident of Federal Express. Can you convince the other senior offi-
cers to retract their resignations?’”
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Art replied, “You are missing the point. Most of the people in
this company are here because of Fred. Furthermore, the ques-
tion of my ability to convince any other senior officer to change
his mind about the resignation is irrelevant.” Art then explained
that he did not intend to stay with the company in any position if
Fred no longer remained the guiding force of Federal Express.
“They made some comment about this being a once-in-a-lifetime
opportunity,” Art added, “and said that I should think seriously
about the offer. I replied that under the conditions they had pro-
posed, I was not interested, thanked them for their confidence in
me, got up, and left the meeting.”

The outside directors were obviously struggling with the situ-
ation. Apparently, they had not counted on the rebellious nature
of the tightly knit guerrilla camp. Their offer to make Art the
president was a bargaining ploy that might have been success-
ful under other circumstances; he was certainly a qualified, car-
ing, and truly compassionate person, respected and admired by
all of the senior officers. Art said he had a feeling that the direc-
tors thought he was an easygoing patsy who would cave in to their
offer and help them out of the dilemma. Well, they had certainly
misjudged Art!

Sometime later, Charlie again came out of the conference
room, this time looking for Fitz. “They attempted to assure me
that if Fred goes away or goes on a sabbatical, nothing serious will
happen to the company,” Fitz told us later. “I don’t believe the
outside directors care one iota about Fred or what happens to
him, or for that matter, to us. In my opinion, their only concern
is that if we leave now, they might lose their money—it is all about
money and power.” Hearing Fitz’s description of the infuriating
interview, we were more committed than ever to our course of
action.

In the end, Charlie announced that Estes was resigning and
Fred would assume his position as chairman of the board. Fur-
thermore, provided the senior management group approved, Art
would be named president and chief operating officer.

Charlie, recalling the circumstances of that day, said, “It was
important that the senior executives made their stand. It gave the
clear message that we didn’t have a lot of choice in the matter. It
was just a dreadful time. All the board members discussed the
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situation together, but I was of the opinion that Fred needed to
play a role in the company, especially after the senior officers all
lined up behind him.”

“We needed to convince Fred to stay,” Charlie explained, “to
get Art to take on the role of president, and to retain the chief
executive position in a special three-man committee. That was a
pretty tall order given the emotions of everybody at that particu-
lar time.”

The board appointed Charlie to head the new committee
that, with Larry Lawrence and Phil Greer, would represent the
board for important policy matters until a new chief executive
officer could be hired. While Charlie worked directly with Fred
on critical issues requiring executive attention, Larry and Phil
continued the search for a new CEO. Charlie avoided most of 
the unnecessary discussions by meeting with the other two mem-
bers only the evening before our regularly scheduled board meet-
ings. “As improbable as it sounds,” Charlie says, “the company ran
pretty well, given that totally oddball arrangement.”

We supported Fred because he valued the people building 
the company. Fred was our chosen leader to guide the company.
There are times when you just have to step up to the plate, and if
need be, even to put your entire career on the line for what you
believe is right; that is exactly what we had just done. It was a good
feeling!
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25
Three Division Offices

My term as general manager of operations ended
as the management group agreed to the struc-
ture proposed by the board’s executive com-

mittee. I was nearing the completion of my three-year
employment contract anyway and was relieved that Art
would be the one to take over my position. I was confi-
dent he would do a good job. Perhaps this was a propi-
tious time for me to move on, but on the other hand,
Federal Express was still an exciting company with an
improving financial condition. It would be interesting to
see what we could do when the company became prof-
itable. It was time to have a serious talk with Fred.

I was astonished when Fred did not even mention the
strange events of the preceding days. Estes suddenly no
longer existed; gone were his Mercedes, his private park-
ing spot, his papers, and his persona, all without a single
comment from Fred. In fact, our meeting progressed as
if the resignation threat and the board’s attempt at oust-
ing our founder had never occurred. As far as I know, 
he never even acknowledged the stand that the manage-
ment group had taken. I was seeing another side of our
leader—an emerging attitude of executive infallibility
and a certain aloofness in his personality that left no
room for personal gratitude.

My meeting with Fred progressed as though nothing
of importance had occurred to alter the plan outlined 
in the draft memo the day before the board meet-
ing. The number-one priority, according to Fred, was to
provide additional training for the field personnel,
improve the regional field operating units, enhance
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working conditions at the stations, and upgrade the temporary
airport facilities hastily acquired over the past two years. Fitz,
Tucker, and I, in conjunction with Vince, were going to plan the
next iteration of the management shuffle.

With Fred’s approval, we established three operating divisions
to manage all of the areas outside the Memphis corporate office.
In Fred’s words, the new structure positioned the operating exec-
utives closer to the field personnel and customer service func-
tions, partly to appease the lending banks and partly to improve
administrative control of company operations. By the end of May,
Fitz and I were preparing to pack up our households and trans-
plant our families to new homes, Fitz to the East Coast and I to
the West Coast. Along with Tucker, who remained in Memphis,
the three of us were the new divisional senior vice presidents,
charged with Fred’s mandate to improve field facilities and oper-
ating conditions.

I left Memphis with mixed emotions. On one hand, I was
pleased to be going to the San Francisco Bay area and delighted
with the opportunity offered by the new challenge. On the other
hand, the first stage of this exciting venture was ending, and leav-
ing Memphis would isolate me from the high-level discussions of
the previous three years. I would continue serving on the board
of directors, but even there, the issues were now certain to be
more mundane. I was not too certain that I had made the best
decision. Furthermore, I was once again subjecting my family to
another unwelcome move.

THE WESTERN DIVISION

Fred was right about the condition of the field operating facilities.
Major airlines and established airfreight forwarders occupy the
prime cargo locations at most airports. The airport ramp space
initially granted to Federal Express was far from optimal, reflect-
ing the airport managers’ commitment to the established tenants,
the uncertain future of our new entity, and our own inability to
afford new construction. The fact that we frequently were late
paying our landing fees did nothing to bolster our reputation
with the airports. Our off-airport facilities, the city stations, prima-
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rily noted for their low rent, offered little in the way of marketing
visibility or ultimate operating effectiveness. We could fix those
problems.

The bright spot turned out to be the quality and motivation
of the couriers, customer service agents, supervisors, and man-
agers of the field stations, most of whom were young, passionate,
and highly skilled representatives for the company. In fact, the
average age of the entire workforce at Federal Express was about
27 and most of them were highly educated. We even had couri-
ers with doctorate degrees who seemed quite content with their 
jobs. People were careful about expenses. Productivity levels were
acceptable, considering that some of the vans were traveling up 
to 125 miles per day because of the low density. The salespeople
were well trained and highly motivated, working diligently to
increase the package volume. As time went on, they became 
the nucleus of the expanding field operations and key to main-
taining a binding relationship with our customer base. Moreover, 
the relaxed atmosphere in the divisions was definitely a pleasant
change from the Memphis madhouse. 

Shortly after we opened the Western Division office, an unex-
pected shipment arrived. It was a table for our conference room.
Attached to the table, sent by one of the executives at REA Express,
was a note saying, “As we are regretfully forced to terminate oper-
ations, kindly accept this table from our board room as a token of
our friendship and respect, with our sincere hopes that you and
your organization make better use of it than we have.” The Rail-
way Express Agency, originally owned by eighty-six railroads, had
survived for 46 years and in some ways was the Federal Express of
its day. It made me realize that even a corporation that was once
a major force in the express business—an organization with the
backing of the largest transportation companies in America—
could ultimately fail. It was a sobering thought.

IN DEFAULT

Although the outlook for Federal was improving, we were in
default on the scheduled payments to CCEC at the end of May
1975. Commercial Credit threatened to repossess the planes if the
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loan payments were not brought up-to-date. Charlie, Pete, and
Art traveled to CCEC’s headquarters in Baltimore to discuss the
issues. “After lunch,” according to Pete, “we entered the huge
office of John Sheehan, the head of CCEC, and were seated right
in front of his desk. About a football field back are all the other
CCEC executives, leaning against the far wall, getting as far away
from us as they possibly could.”

Sheehan had a Federal Express file on his desk with two sheets
of paper in it, one of them a financial statement from six months
earlier. Sheehan then sent for and briefly reviewed the new busi-
ness plan for fiscal 1976. He responded with disbelief, complain-
ing that the company was still making the same unbelievable
projections that it had made in the past. Charlie assured him that
Federal Express was now doing much better and was on track to
make the new projections.

At that point, Sheehan asked, “Well how much are these
planes worth?” Art gave a figure well below the value of the CCEC
loan and backed it up with elegant reasoning, explaining that if
CCEC were to repossess the Falcons, it would be very expensive to
convert the planes back to their original passenger configuration.
Art added that the market for used Falcons was depressed, and it
would be difficult to sell the planes.

Sheehan, exasperated by the situation, looked at the three sen-
ior officers of Federal Express and said, “All right, I think I’ll just
give you enough rope to hang yourself.” “That was the end of the
meeting,” according to Charlie, “and we had a reprieve. Federal
Express was built on crazy things like that.”
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26
Just Step out of the Way

In June the board of directors took preliminary steps
toward an initial public offering, then ran into a few
roadblocks. Warrants held by the lending banks and

awarded during the three rounds of private placements
now gave them a claim on nearly 25 percent of the shares.
Fred questioned the legitimacy of the banks’ claim to the
warrants and charged that the banks had reneged on their
obligation to return the warrants. Charges and counter-
charges resulted in open confrontations, with neither
side yielding. Meanwhile, in light of the exasperating sit-
uation, the public offering was deferred indefinitely.

THE YEAR OF TRANSITION

The year 1975, the third year after beginning the small-
package service, marked a watershed for the company. 
It was the year of transition from a startup venture to 
a completely functional operating company with a full
complement of modified Falcon aircraft, an established
nationwide network with facilities in nearly every major
U.S. market area, and a growing reputation for reliable
overnight service. July, the second month of the fiscal
year, was our first profitable month. Federal Express was
now a company capable of generating enough cash to
fund continued expansion of its operations and paying
for ongoing improvements to its service. The dream was
actually becoming a reality. 

Our next major corporate challenge was in the legisla-
tive arena. During 1975 the increasing volume of small
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packages began to strain the carrying capacity of the Falcon fleet.
We were flying two aircraft into our larger markets to handle the
nightly volume. We could mitigate that problem only by introduc-
ing aircraft with greater weight and volume capacity. Without
larger aircraft, future growth would be curtailed, not by the mar-
ket demand, not by our capability in a free economy, but by reg-
ulatory limitations. We needed to find ways to expand our fleet,
to seek further regulatory relief, or to just stop growing—but the
last was not an enticing alternative.

In September, Federal Express filed an application with the
CAB requesting an exemption from the capacity limitations in
order to operate five DC-9-15 cargo planes to our major markets.
In all-cargo configuration, the DC-9 had a payload capacity more
than twice that of the Falcon. The DC-9 far exceeded the limit to
qualify for exemption from CAB economic regulation, but we
hoped that the agency might grant emergency relief to allow our
continued expansion.

We asserted that our service was valuable to the public, cit-
ing our transport of essential commercial documents and prod-
ucts, critical shipments of human transplant organs, and other
extremely time-sensitive items. The entire aviation industry objec-
ted to our petition, and in December the CAB denied our
request, noting that it was powerless to grant our exemption
because of the limits Congress had placed on its authority.

December 1975 was also the month that settled the matter of
the forged loan guarantee documents for the Union Bank. At his
trial, Fred testified that as president of the Enterprise board and
with supporting letters from his sisters, he had authority to com-
mit the board. After 10 hours of deliberation, he was acquitted. If
convicted, he would have faced a prison term of up to five years.

WORKING FOR CARGO DEREGULATION

Freed from the overhanging threat, Fred now became more
determined than ever to seek a change to the outmoded regula-
tions. This time there was more hope, as the government repre-
sentatives in Washington began to sense a need for an overhaul of
the restrictive airline regulations.
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Fred once more returned to Washington and, along with Nat,
presented our case before the Senate and House Subcommittees
on Aviation in April 1976, arguing that the outmoded regulations,
intended primarily for passenger service, were stifling the cargo
carriers, and pointing out that Federal Express was not asking 
for anything from the government except to “step out of the way.”
In response, the Senate subcommittee drafted a bill to liberalize
the cargo regulations that was immediately attacked as special
interest legislation for the benefit of Federal Express. “The effort
was opposed by the Teamsters Union and by ALPA,” Nat recalls.
“Both saw it as a real threat to a system in which they had a strong
vested interest. Flying Tiger Line, already a certificated and large
all-cargo carrier, vehemently opposed the pleadings.”

Tuck, who accompanied the Washington delegation, carried
around the Aviation Act of 1938, a 350-page book containing all
the CAB regulations. Fred argued with the chief counsel, who was
giving us a hard time. Frustrated, Fred grabbed the book, ripped
it in half and threw it on the chief counsel’s desk, saying, “That is
what I think of your arguments. You don’t understand the law,
and you are jeopardizing our company by being difficult.”

By chartering supplemental aircraft, opening a “bleed-off” hub
in Pittsburgh, double-turning some flights, and trucking packages
from some of the nearby locations, we were just barely able to
keep pace with the growing volumes. However, it was clear that this
was only a temporary solution. Despite the capacity challenges,
our fiscal year ending in May 1976 saw gross revenue more than
70 percent above the previous year. Moreover, the company pro-
duced a net profit of $3.6 million for the year, and continued to
be profitable from that point forward.

We then mounted an intensive media campaign, sending mate-
rial to over 40,000 of our customers, asking their support for the
permissive legislation. We sent promotion packets to members 
of Congress, urging support of the bill. We provided form let-
ters to our employees so that they and their relatives and friends
could write their congressional representatives in support of the
bill. The senior management group appeared on television talk 
shows, contacted groups of business leaders, met with a variety of
state and federal legislative staffs, and spoke at various business
functions.
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In July, I had a memorable experience at a business luncheon
in Seattle. During my presentation I noted that Federal Express
had just completed its first year of profitability. One questioner,
who obviously had spent a little too much time at the refreshment
stand, stood up and said, “I have worked in the cargo department
of United Airlines for over 20 years, and I speak from experience
when I say that you are a damn liar. There is no way that you 
or anyone else can make a profit operating those small planes to
transport cargo.” Our host quickly apologized for the ill-conceived
attack, but the remark helped drive home my point—we needed
to change the outdated regulations. 

In the end, the “special interest legislation,” which was passed
without dissent in the Senate, was not even voted upon in the
House. The “Federal Express Bill” died, and we were still no fur-
ther along in our attempt to provide rational and economical lift
to match the growing demand for our expedited small-package
service.

Over the next few months, we continued to fly wingtip-to-
wingtip to the heavier markets at the outer limits of our service
area and to supplement those flights with propeller-driven char-
tered aircraft to the closer-in cities. At the peak of this frustrating
period, we were chartering up to fifty other aircraft, including
what must have been every operational DC-3 then in existence in
the country.

It was actually a beautifully nostalgic sight to see all the
“gooney birds’’ parked on the ramp in Memphis. One evening,
while on one of my nocturnal visits to the hub, a pilot of one of
the DC-3s approached me with a grin, saying, “Mr. Frock, I have
just added a new feature to our bird that I would like you to see.”
He led me over to his aircraft, where we entered the rear cargo
door and climbed the steep incline to the cockpit. Pointing to a
capped tube protruding from the starboard side of the plane, he
said, “This little addition is saving me nearly an hour on the route
we are running for you.”

I just had to ask the obvious question, “How can that little
tube save you that much time? What’s the trick?”

The pilot smiled. “Well, you know this plane has been around
for quite a long time, and we were burning so much oil that we
were having to make a stop on the inbound leg just to add oil, but
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now the copilot is able to add oil to the engines in flight through
this tube.” Even our chartered friends were going that extra mile
to make certain that the packages made it to the hub on time.

ABSOLUTELY, POSITIVELY OVERNIGHT

The driving forces behind the company’s rapid expansion in the
latter part of the 1970s was due in large part to Vince Fagan’s
dynamic marketing and sales programs. With the growth in
package volumes, the ability to respond to all afternoon pick-
up requests became more and more difficult, and customers fre-
quently expressed anxiety while they awaited a scheduled pickup.
To address these concerns, Vince decided to experiment with cus-
tomer drop boxes and attendant-operated drive-up kiosks located
at shopping malls. These new drop-off points helped to alleviate
some of the concerns, and the drop boxes soon became hugely
popular, eventually numbering in the thousands of locations. 

However, some shippers were not completely comfortable
putting their important packages in the unmanned drop boxes.
Vince’s response to the customer concerns was the Customer
Convenience Center. These storefront facilities, typically located
on the ground floor, make Federal Express’s service accessible to
walk-in customers. Operationally, the centers provide a means for
couriers to combine a multitude of shipments on a single end-of-
day pickup—convenient for the customers and effective for the
company.

Federal Express’s first three ads were, in Vince’s words,
“informational commercials that described our system, and they
explained how Federal Express differed from freight forwarders,
REA and UPS.” By the end of 1976, however, Vince felt it was time
to re-evaluate the introductory presentations.

Vince and our advertising agency conducted numerous focus
group sessions to gain a better understanding of the priority ship-
pers’ needs and concerns and to chart a new course for the pro-
motions. The sessions clearly showed that shippers were tiring of
the unreliable service offered by most carriers. The priority ship-
pers were most concerned with reliability: They wanted assurance
that their very important special documents and packages would
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“absolutely, positively” arrive on time. Our customers were once
again telling us about our business, and we were listening.

The marketing research generated the theme for the ads and
other promotions that keynoted the promotional programs into
the early 1980s. These wonderfully humorous ads featured the
internal heroes of the companies that were Federal Express’s
customers: those employees responsible for moving priority ship-
ments quickly and reliably—the secretaries, mailroom employees,
shipping clerks, and worried managers. “Federal Express—When 
it absolutely, positively has to be there overnight.” It was a carefully
researched and beautifully created response to the concerns of
the marketplace, a masterpiece of marketing expertise and profi-
ciency. The ads, along with several of the other pieces created by
Ally and Gargano, won numerous Clio Awards, the world’s most
recognized international advertising awards competition. Adver-
tising Age also honored the series as one of the fifty best commer-
cials of the decade.

When we first attempted to air the ads, the major networks
were skeptical and required proof of our service levels. We even-
tually copied and sent hundreds of airbills with the shipper and
delivery address blanked out before they would agree to run the
commercials. Even then, the networks urged softening the mes-
sage, but Vince refused. Considering some of the promotions that
currently bombard our screens, one can only wonder if these net-
works are now as rigorous in researching proof of claims.

In our fourth year of operations, we saw another surge in prof-
its. Revenues increased by 45 percent over the previous year, and
net profit for the fiscal year increased to nearly $7.9 million. In
June 1977, while Fitz and I continued working in our respective
division offices, Mike replaced Tucker as head of the Southern
Division, freeing Tucker for another project. Wes Terry, then sen-
ior vice president of industrial relations, assumed responsibility
for the newly created Central Division.

THE FINAL REGULATORY HURDLE

Fred was unwavering in his belief that we would get the regulatory
relief we needed to continue the growth of the small-package
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service. Anticipating the right to operate larger aircraft, he
assigned the senior managers supplemental projects. We were on
the verge of exceeding even the most optimistic plan for Fred’s
crazy concept.

The CAB apparently agreed with Fred, even though the cer-
tificated airlines and labor unions did not. As early as 1975, the
CAB had issued a report saying it could no longer justify entry
controls or public utility–type price controls. In-state flights by
Southwest Airlines in Texas as well as Air California and Pacific
Southwest Airlines in California, over which the CAB lacked juris-
diction, provided examples of the broader array of services the
airline industry could offer its customers if market regulations
were eased or removed and carriers were allowed to compete.
Fares charged by these airlines were about 50 percent below those
on identical routes flown by regulated airlines across state lines.
These operations also demonstrated that significantly lower fares
would generate a new wave of demand.

In August 1977 Congressman Glenn Anderson introduced
House bill 8813, intended to provide greater freedom of entry
and greater pricing flexibility for all airlines, as well as automatic
certification for the existing cargo airlines. Alfred Kahn, who
became CAB chairman that year, appeared in support of open
entry for all-cargo carriers and argued that the board should 
give all airlines greater pricing freedom and easier access to
routes. On October 20 Senator Howard Cannon arranged to have
an amendment containing provisions for air cargo deregulation
attached to an unrelated bill (HR 6010) sent to the Senate.

The Senate and House both approved the bill by voice vote
without opposition, and President Jimmy Carter signed it into 
law on November 9, 1977, changing the Federal Aviation Act of
1958 to include a section titled “Certification for All-Cargo Air
Service.” Federal Express and many other all-cargo airlines that
had been operating at least one year prior to the enactment of the
law were grandfathered in and now were free to choose their own
routes, set their own rates, and fly the planes that best suited their
operating requirements.

It had been a long, intense struggle with an outcome that
seemed nearly unimaginable or at least highly unlikely at the out-
set. It was, however a virtual case study in how the entrepreneurial
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spirit and the American free enterprise system can ultimately com-
bine to create an outcome that benefits everyone.

Federal Express immediately invited the treasurer of United
Airlines to Memphis, where Tuck negotiated a final agreement to
purchase thirteen of their used Boeing 727 cargo planes. Tuck
then offered an escorted tour of the hub, where the disinterested
treasurer confided that United had lost its shirt on cargo. A 
bit smug about dumping their losing fleet, he questioned how
Federal could expect to make money transporting small pack-
ages. Tuck asked, “What are your rates for cargo?” The treasurer
responded that they averaged 20 cents a pound. “Our rates aver-
age $3.60 per pound,” Tuck explained, “and that is why we are so
pleased to have your discards.”

United converted the planes at its San Francisco service facil-
ity, where I had the rewarding pleasure of witnessing the modifi-
cations and seeing the rollout of the newly configured purple and
orange additions to our fleet. The first plane arrived in Memphis
on January 14, 1978, 66 days after deregulation.

OUR INITIAL PUBLIC OFFERING

Deregulation of the air cargo industry changed the outlook for
the company and allowed the banks to view Federal Express in 
a more positive light. The future of the company now seemed
assured. All parties began a genuinely cooperative effort to recap-
italize the company, to make amends for past greed and inequities,
and to proceed with the initial public offering. After voting to
return the mantle of chief executive officer to Fred, Charlie and
I resigned from the board of directors to make room for addi-
tional outside directors. 

Fred arranged for Federal Express employees to purchase up
to 220,000 shares of the public offering at a slightly discounted
price. Over half of our loyal employees placed orders for stock
shares, indicating their continued confidence in the company.
On April 12, 1978, the public offering was completed. The suc-
cessful offering sold 783,000 shares of Federal Express stock at 
a price of $24 per share, raising $18.8 million. The employees
placed orders for 635,000 shares, which had to be proportionately
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reduced to fit the agreed-on reserve. The shares sold at the pub-
lic offering have appreciated today, after all the stock splits, by
over 10,000 percent.

Fred, following completion of the offering, gathered the sen-
ior management group together to thank everyone for his past
contributions and to urge our continued efforts toward the suc-
cess of the company. Since our management shares could not be
sold for a stipulated amount of time, Fred quipped, “Congratula-
tions, you are no longer insolvent, you are merely illiquid.”

The company had beaten all the odds, overcome seemingly
insurmountable obstacles, encountered enough near-disasters 
to last a lifetime, and achieved the impossible. For all of those
involved in the epic struggle, it was finally the season of Light.
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PART V
Transformation and Separation
May 1978 to January 1982
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27
From Caterpillar 
to Butterfly

Federal Express illustrates the importance of trans-
formation,” argues Charles Brandon. “Originally, we
were really operating a prototype system, though few

of us realized that in the beginning. Our analytical and
communication applications were generally copied or
acquired from others, utilizing off-the-shelf, almost prim-
itive systems.” FedEx became a leader in applying new
technology to the business of transportation, only after
going through an extensive transformation.

CENTRALIZED CUSTOMER 
SERVICE SYSTEM

Initially, our ground operations were modeled on United
Parcel Service. However, we learned there was a profound
and important difference between UPS and Federal
Express. UPS had a large customer base, so its pick-
up routes were very dense, highly regular, and generally
composed of fixed, prescheduled stops. Irregular or
infrequent shippers could contact the company and, by
paying the service charge for a full week, schedule a
pickup for the next business day.

Federal Express initially had far fewer customers, and
our courier van routes changed daily in response to cus-
tomer needs. Rapid reaction to customer calls, real-time
dispatching, and sophisticated communications systems
were of utmost importance.

“
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Our customer service agents, located at each city station,
received all incoming calls for pickups, as well as customer serv-
ice calls and administrative calls. They also tended the counters
where customers picked up or dropped off packages, and occa-
sionally became involved in tracing packages. Our agents became
overloaded as volumes increased, and it was getting harder to pro-
vide courteous service to our customers. Tucker Taylor received a
new assignment in mid-1976 to find a long-term solution to the
station problems.

Most field managers thought we would benefit from a cen-
tralized telephone system to handle customer calls. Others, con-
cerned about losing our personal touch, favored keeping most of
the activity at the stations. To resolve the customer acceptance
question, we decided to test a new customer call system—one
based on the scheduled airline customer reservations systems.
Tucker selected Newark, New Jersey, one of the largest stations,
for the test.

The field managers became instant converts. This change
allowed our personnel to focus attention on improving their
response to customers. We then added the system in eleven more
cities, expanded our computer support, and provided speedier
access to key information. 

Then Federal developed its first centralized Customer Serv-
ice Center in Memphis. Kathy Crockett, supported by Charles’s
group, managed the project. Kathy, steeped in the dynamic cul-
ture of Federal Express, was one of those people you call upon
when it absolutely, positively has to be done right. The Memphis
Customer Service Center opened in late 1977 and in less than a
year was handling all customer calls for the entire nationwide
Federal Express network. 

REACHING FOR A PACKAGE 
TRACKING SYSTEM

Fred continually pushed the management group to develop new
approaches that would improve service and outdistance our com-
petition. This outlook gave birth to a rich inventory of innovative
solutions, some more successful than others. Mike Basch, then
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head of the Corporate Development group, initiated a series of
invitational meetings to ask customers how we could serve them
better. They were especially interested in the following items:

■ Getting the packages there on time

■ If a service failure occurs, knowing when the package will
be delivered

■ Expanding the geographic coverage

■ Furnishing an airbill that is easy to use 

■ Providing accurate and timely billing

■ Offering the service at a reasonable price

Armed with this information, we started looking at alterna-
tives to the hand-generated airbills. Priority small-package ship-
pers wanted faster, more reliable service than UPS customers,
who were accustomed to shipment times of two to five days. Those
shippers expected us to meet our service commitments. If a fail-
ure did occur, they wanted assurance we could identify the prob-
lem and initiate corrective actions—that meant developing a
real-time tracking system from the point of origin to delivery.

Mike’s group created the STAR (System-wide Tracking and
Recording) system to trace packages, using machines very similar
to ones service stations employed for recording fuel purchases. It
made airbill preparation a lot simpler for our customers and
improved its readability, but we just could not get accurate scans
of the information on the airbill needed for billing the shipment,
so we abandoned that idea. What next?

Bar codes seemed a good idea, but we had to wait for the tech-
nology to catch up with our conceptual design. The first bar-code
systems were demonstrated as early as June 1974, but practical
applications for our requirements became available only later. 

PROJECT BUTTERFLY

In 1977 Charles was selected to head our Information Systems
Division and assigned the task of developing a unique system to
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handle our increasing volume of high-speed transactions. Charles’s
group led the task of reinventing the company from the ground
up in Project Butterfly, using the terms “caterpillar,” “chrysalis,” and
“butterfly” to denote the stages of the transformation.

Charles’s new system would allow the Customer Service Center
to transmit pickup information directly to the courier van. The
courier could enter destination data at the time of pickup so the
central hub could automatically sort each package. We would be
able to track packages through the network and have a timely,
accurate way to bill for the shipment. It was an exciting concept
that promised to provide enhanced reliability and meaningful
customer service. 

There was just one problem—such a system had never before
been designed for our type of business. IBM had created one for
the passenger airlines, to aid customers who were calling to check
fares, make or change reservations, and find out if flights were 
on time or late. Howard Bedford had developed the software that
became standard for these systems in the airline industry. Charles’s
approach to meeting the challenge at Federal Express was to hire
Bedford and the senior members of his team to develop the new
system.

Bedford was delighted with the idea, but would not live in
Memphis. He proposed Colorado Springs, the home of the North
American Air Defense Command and not far from United Air-
lines’ giant Apollo System headquarters with literally thousands of
skilled programmers. In a few months, Federal Express opened
the doors of the Colorado Springs research and development
center with a staff of more than one hundred technicians.

Within three months, Bedford presented us with a computer
demonstration of COSMOS, the Customer Oriented Service and
Management Operating System, for our review. It was so appeal-
ing, we wanted the system installed immediately. “Just a minute,”
Bedford cautioned, “this is only a demo. We still have to do the
programming, design the peripherals, develop a prototype net-
work, test the prototype with sample data, scale up the system to
cover your projected needs, and incorporate the capability to
expand the system. In about two years, we should be ready for
deployment.”
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Disappointed with the complexities of obtaining our dream
system, but confident in Bedford’s ability to produce the finished
product, we had no problem authorizing the continued effort.

To complete system design, we had to develop a digital com-
munications link between the Customer Service Center and the
courier vans. We envisioned a computer video display in each of
the vans, linked to a computer in the centralized dispatch facility
on the same channel used for voice communications. Eventually,
Federal found a product whose maker could modify it to fit our
needs.

Bedford’s team continued its work in Colorado Springs, and
by the second quarter of 1979 the new system was operational.
COSMOS handled the customer pickup requests at the central-
ized Customer Service Center and provided information on a
timely basis to and from the courier fleet via the digital com-
munications link called DADS (for Digitally Assisted Dispatch
System). As technology advanced, an electronic scanner was added
so the courier could transfer the airbill information to the truck
computer and transmit it to the central Customer Service Center
as well as to the hub.

When the Internet and personal computer came along, Fed-
eral upgraded the system, allowing shippers to enter billing and
delivery information directly on terminals located at their prem-
ises. There were a few false steps in the leadup to the final prod-
uct, but these were not failures; they provided information that
ultimately allowed us to progress to the next stage of development.

The message from our experience is this: We began by listen-
ing to our customers. That led us to investigate STAR machines
and bar codes, which in turn led to preprinted airbills and ulti-
mately to a much more sophisticated process. That is the pattern
of evolution and transformation in business—the progressive
stages of awareness, understanding, and integration that make up
the cycle of development.
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28
Mach 1 to Idle

Federal Express was maturing, transforming from an
entrepreneurial, fast-paced, decentralized decision-
making entity to a more tightly controlled and highly

structured corporation. The company was beginning to
lose some of its flexibility, to downplay the interchang-
ing roles of the senior management group, and moving
toward compartmentalization. Inevitably, territorial silos
were rising, to the detriment of the some of the cooper-
ation that characterized earlier years. 

Fred, freed from most of his financial concerns and
personal problems, was changing from primarily a charis-
matic leader to a tougher, no-nonsense corporate execu-
tive. He was beginning to have second thoughts about
the decentralized division structure and was concerned
that the division heads were creating too much auton-
omy and were building independent fiefdoms.

The purpose of decentralization was to empower our
hands-on managers to make decisions based on their
knowledge of the region and its special needs. For the
most part, things functioned well for the first two years.
Our productivity measurements, the service level reports,
and the way we treated employees and customers were
coordinated through regular monthly meetings. Geo-
graphic differences affected our operations, of course, but
we never strayed from the company’s founding principles.

During the third year, there were rumblings from the
corporate office about differences between the divisions.
“There were clearly differences in management styles,”
Mike Fitzgerald admits, “but that happens anywhere.
People who run machines have different personalities,
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but that does not mean they run the machines differently.”
However, the new corporate managers who replaced the division
heads were critical of the independent field operations, and the
division managers in turn were concerned about the unrelenting
growth of the corporate staff. 

END OF THE DIVISION STRUCTURE

In February 1978 Fred chaired a contentious meeting held at one
of the local Memphis restaurants. He ordered the division heads
back to Memphis and announced the end of their reign. His
criticism and assault, coming without any warning, surprised us.
He announced a new field management organization that would
operate under tight controls from the corporate office. Federal
would become a totally centralized organization, with field man-
agers operating only in response to corporate directives. 

While Fred rarely issued a direct order, he was now proclaim-
ing that this was the end of an era. Henceforth, he declared,
everyone would “step out in military lockstep order” in response
to his directives.

Fred was confirming that he was now finished with the leg-
islative battles, was confident of the financial success of Federal
Express, and was ready to assume complete operating control of
the company. The division heads would be assigned new respon-
sibilities within a few days.

Fred intended to centralize the organization and return all
operating authority to Memphis. He did not want his former
senior executives in control of the field operating divisions. Fitz
observed, “Up to this time, we had been able to challenge Fred
when he was wrong, and that did not fit well with his conception
of a large public company. It did not make Fred feel warm and
fuzzy to sit around a table with a bunch of guys that he had drunk
beer with, and who knew where some of the weaknesses were.” We
knew more about Fred than we needed to know, and a great deal
more than he wanted us to know.

At the time, the division heads felt that Smith should have dis-
cussed the issues with them beforehand, which had been the stan-
dard procedure. Peter Schutz maintains that to manage well in
this era of accelerating change and competition, businesses must
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learn to decide like a democracy, so that they may subsequently
implement like a dictatorship.

Fred handled the dictatorship part admirably, but ignored 
the democracy part. He sensed that if he sat down with us and
explained the reasons for ending the divisional structure, we would
question his judgment. “He was in his hook-’em-up mode,” recalls
Fitz, “and he wanted to get the job done, irrespective of our feel-
ings. Fred actually made a very accurate assessment of our person-
alities and knew what our reactions would be. The real problem
was that we were going from near Mach 1 to almost an idle—and
that was what Fred intended.”

Before the end of the fiscal year, I was back in Memphis, this
time alone. My wife opted to remain in California. She had had
enough of Federal Express, enough of the constant moving,
enough of my perpetual absences, and enough of the constant
shifts. We decided on a legal separation. The entire move away
from corporate headquarters turned out to be a horrible mistake.
I was deeply depressed and disillusioned, yet I had created the sit-
uation. Now, my relationship with Fred had suddenly deteriorated
and I considered leaving the company. Fitz helped me to under-
stand that there was still work to be done, and like the other sen-
ior executives, I did not want to leave a job unfinished.

Mike returned to managing the Memphis hub, Fitz was assign-
ed to manage our ground vehicle fleet, and I continued to over-
see the tactical planning for the large aircraft. Preparation for the
fleet of large planes entailed a complete change in the package-
handling processes. The Falcons were loaded and unloaded man-
ually. Because the much larger B-727s are equipped with roller
floors to handle full containers, mechanized handling systems are
used. We needed to make major modifications to our Memphis
hub and at every city station. Fortunately, the major airlines were
eliminating most of their all-cargo operations, so we were able to
acquire their loading and unloading equipment. 

THE MEMPHIS SUPERHUB

As heads of the Southern Division, Tucker and later Mike had
added to the capacity of the hub each time we expanded our serv-
ice. However, our ability to handle the larger aircraft was a cause
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for concern, and Mike began a three-year project to build the
Memphis “Superhub.” “Fred originally believed we needed addi-
tional hubs at Colorado Springs, Chicago, and Newburgh, New
York,” Mike recalls, “so we spent nearly a year developing an oper-
ating plan for that concept. The conveyor and sort technology
was readily available to process the packages through those hubs.”

Mike Staunton, our flight controller; Charles; and others felt
uneasy about the four-hub concept, so they decided to run a
simulation. The Operations Research Department and the Sched-
uling Department concluded after all the iterations that the four-
hub network wasn’t feasible. Fred was the ultimate realist. He just
said, “Let’s make a 180-degree turn and get out of here.” Federal
would later open other hubs, but only after the package volumes
in those regions reached substantially higher levels.

“When we dropped the four-hub concept, we had to invent a
system to handle seven times the volume of any then existing hub,
anywhere in the world,” says Mike. “I didn’t even remotely know
how to do that. We tackled each problem separately and then
went on to the next. Our main concern was how to avoid a delay
while checking the aircraft weight and balance. These calcula-
tions, which determine the container loading sequence for each
aircraft, cannot be completed until all of the containers for the
plane are weighed. The cost of conventional scales at each con-
tainer loading station was prohibitively expensive. Then one of
the team said, ‘I understand that weight is directly proportional
to the expansion of the circumference of a bar of metal, and if 
we can somehow measure that expansion, we would know the
weight.’ Eventually, for a few hundred dollars at each station, we
solved that problem.”

However, after two years working on the Superhub, we still did
not have on-time departures. Mike put in a “countdown clock”
that related work assignments to the sorting cutoff time, but that
wasn’t enough to solve the problem. He ultimately realized that
the employee’s goals were diametrically opposed to the com-
pany’s goals. The part-time sorters were working with a guarantee
of two hours, and most of them were going home shortly after two
hours, so there was no incentive to get the sort completed on
time. Mike increased the guarantee to four hours, and within a
month, the on-time departures went from under 50 percent to
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over 95 percent. Our employees were still helping us to under-
stand how to do a better job of managing our assets.

PROPERTIES AND FACILITIES DEPARTMENT

Shortly after completing the plan for large-aircraft operations, I
was reassigned to the Properties and Facilities Department. At
last, I was away from the constant stress of the startup—the finan-
cial anxieties, the never ending demands to meet daily schedules,
and the intense strain to keep up with the rapid growth. Now 
I could work at something resembling a normal pace. With my
staff of fifty, we constructed a five-year facilities plan for each of
the outlying cities, developed a standard station design, built han-
dling facilities at numerous airports, added thirty to forty new
locations annually, and designed a campus-style office park for our
corporate support staff. However, Fitz was right: Compared to the
preceding years, it felt like I was running at idle. There was no
spark, no excitement, and no challenge. It was not a good posi-
tion for an entrepreneurial spirit.

OPERATION TORSO

As fate would have it, other business opportunities caught the
attention of our imaginative leader. One Saturday morning, Smith
assembled the entire senior management group at the Peabody
Hotel in downtown Memphis. Perhaps he too was feeling the lack
of excitement. Fred was always one to look to the future and make
new use of the company’s expertise and assets. He noted that our
growing fleet of large aircraft, which now included the 727s and
seven new Boeing 737s (and would soon include wide-body DC-
10s), sat idle during many of the daylight hours and most week-
ends. He proposed Project Torso to evaluate a passenger charter
service that would make use of these planes when they were not
committed to the package service. 

By the end of the meeting, senior management received new
marching orders to develop the operating details for Torso. I
always marveled at the way the group responded to Fred’s ideas.
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The senior managers often seamlessly shifted their focus, coor-
dinated their activities, and headed in a new direction almost
instantaneously. Federal Express applied for permissive sched-
uled passenger authority, initially between Chicago’s Midway air-
port and up to twenty-four other cities. But that was just the
beginning.

Days after the Peabody meeting, Fred and I traveled to New
Jersey. Conrail was selling a long narrow stretch of land on the
west shore of the Hudson River directly opposite Manhattan.
Smith’s extended plan for the passenger service involved the pur-
chase of this parcel for a private airport. He had also considered
a hydrofoil to shuttle passengers between New York City and the
new airport. Several officials in New Jersey pledged their com-
plete support. When the FAA refused our request to operate 
the proposed airfield, Smith suggested that passenger charters
from Newark airport, combined with a hydrofoil shuttle from
Manhattan, would be interesting. 

Fitz, Art, and I traveled to Frankfurt and watched Lufthansa
convert its passenger planes to cargo carriers each night, then back
to passenger configuration each morning. The QC (quick-change)
system worked, but the seats always had to return to the same
plane, as there were slight differences in the dimensions of each
aircraft. That meant that we could not substitute another plane if
a mechanical problem occurred. In the end, we decided to aban-
don Project Torso, but Smith never stopped searching for ways to
expand Federal Express and challenge our resourcefulness. 

INTERNATIONAL OPERATIONS

Perhaps sensing the frustrations that some of the original man-
agement executives now felt in the “idle” mode, or just wanting to
redirect our entrepreneurial instincts, Fred once again initiated
an organizational change early in 1980. I was on vacation at the
time; when I returned to my office in the Properties Department,
it was occupied by my replacement.

Once again, Fred made the change without providing for infor-
mation sharing between the retiree and the replacement. When
Art Bass took over my general manager position, we did not have
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an opportunity to work out a transition plan. When we received
the mandate to close our division offices, there was no provision
for meeting with our replacements to discuss the ongoing proj-
ects. This was really beginning to disturb me. A sudden transition
disrupts ongoing projects and is confusing for the departmental
staff. Experience teaches that whenever department managers are
changed, there should be a period to coordinate the transition.

Art and I initiated our own dialogue near the end of February
and in one of his important “red memos,” Fred announced that I
would begin developing a “comprehensive operating plan for a
Western Europe/US express service.” This new assignment came
as a complete surprise to me, and while I was pleased with what I
considered an important new assignment, I did not have the fog-
giest notion of when or how Fred intended to begin this venture.

Federal first attempted international service in 1978, after
receiving authority from the Canadian Transport Commission.
Canadian Pacific Express, Ltd., via connections in Buffalo and
Syracuse, initially handled our cross-border transportation, cus-
toms brokerage, and Canadian ground operations, providing serv-
ice to Toronto and Montreal. In July 1979 we transferred the air
and Canadian ground portion of our cross-border operations to
Air Canada, with Cansica, Inc., a Canadian customs broker, per-
forming the package clearance services.

Although I knew a little about the Canadian service, I had
never looked at the details of the operation. In fact, I knew very
little about the field of international commerce. I was not even
sure who was in charge of the Canadian operation, but I figured
that Air Canada and Cansica could help me understand some of
the complexities of transporting packages between countries. So
I flew off to Canada to begin my education on the nuances of
international trade.
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29
Concordes, Dirigibles, 
and Separation

During the remainder of 1980 and into the follow-
ing year, I spent much of my time in Canada and
Western Europe, returning to my base in Memphis

to write and issue reports, arrange for upcoming trips,
and gradually develop a concept for service to Western
Europe. This was like reliving the stimulating experiences
of the startup. It was perhaps even more interesting 
and rewarding because Federal Express was already well
known and highly respected in the European business
community. 

The company now transported packages of up to 
70 pounds and shipments of up to 150 pounds, which
mandated a different design for our courier vans. Fitz’s
design now included high-cube courier vans with diesel
engines produced in Western Europe, and he and I made
frequent transatlantic trips together. We visited business
executives, transport companies, and truck and engine
manufacturers and were welcomed with open arms. We
had little contact with the day-to-day function of the com-
pany, but that did not bother us in the least. We were
back in the entrepreneurial mode, out of the exasperat-
ing idleness, and certain that our efforts would be the
base for great things in the future.

However, I soon realized that the European market
was very different from the one we had nurtured in the
United States. For example, United Parcel had begun sur-
face operations in Germany in 1976, delivering packages
overnight to half of the country and providing second-day
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service for the rest. When UPS applied its U.S. operating methods
and personnel practices to the German workforce, cultural clashes
abounded. German truck drivers often refused to complete their
deliveries, even when offered incentives for working overtime.
German drivers were also accustomed to having beer at lunch, a
practice strictly prohibited in the United States. The parent com-
pany began to realize it needed managers who knew the country
and the culture. This was an importance lesson for us.

In Italy, one especially candid official explained that in his
country, extra gratuities for poorly paid customs officers were
“expected, shared with the customs managers, unofficially con-
doned by the government, and needed for furniture at many of
the customs facilities.” That certainly did not fit into our plans,
but for those companies “expecting rapid customs clearance,” it
might be a cost of doing business. We were also going to need a
simplified preclearance system for small packages similar to the
one designed for Canada, and that was not available in Europe.

In 1980 the European Common Market was composed of
France, West Germany, Belgium, Luxembourg, the Netherlands,
Italy, Great Britain, Ireland, and Denmark. Movement of goods
and documents between these countries was very different from
that in the United States. First, the geography is completely differ-
ent: London, Amsterdam, and Paris are all within 200 miles of
Belgium, and Frankfurt is only 250 miles away, making surface
transportation quite an effective way of providing overnight serv-
ice. Furthermore, the countries are comparable in size to many of
our states, which reminded Fitz of his UPS experience in Rhode
Island. When he had tried to sell overnight service there, one of
his prospects had responded, “Why should I use you when I can
do that with a shopping cart?” 

Transport regulations, business conventions, employee prac-
tices, languages, social customs, traditions, and holidays varied by
country and even within some countries. Most of the European
postal services were government-owned monopolies that were not
inclined to give up any part of their turf. Shipments between
countries involved customs inspection, duties, and endless paper-
work. It was becoming clear that we would have to rely on Euro-
pean nationals to set up and manage most of the local operations,
just as we were doing in Canada.
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I eventually concluded that there was not a significant market
for overnight priority air service between most of the industrial-
ized Western European countries, nor was there a need for our
service within the countries of the Common Market, so I began to
focus primarily on transatlantic service.

THE ADVANCED PROJECTS GROUP

Back in Memphis, other changes were afoot. Between fall 1980
and early 1981, new executive managers replaced most of the sen-
ior vice presidents. Pete became the president and chief operat-
ing officer. In September, Art was elevated to the position of vice
chairman and assigned to head the Advanced Projects Group.
Tucker, Fitz, Wes Terry, and I became part of his team.

The Advanced Project Group opened new offices 10 miles
from the corporate offices in Memphis, ostensibly to allow us to
concentrate on our new assignments. We saw the move as an
opportunity for the veterans who had birthed the company to
provide for its future development. However, some viewed the
relocation as a means to keep us from interfering with the day-to-
day operations. Others saw it as a change to a more structured
approach to management. Irrespective of his reasons, Fred now
wanted to change his relationship with the original senior execu-
tives and made a conscious effort to separate us from the rest of
the organization.

The former senior executives began to drift away, each with
his own reasons. Charles had resigned at the beginning of 1980
and became a consultant to the company on technical matters.
Tuck resigned the following February, shortly after hiring his
replacement to head the Legal Department. Vince resigned to
return to his consulting background and helped to develop mar-
keting plans for new services. 

THE ZAPMAIL BUSINESS CENTER PROJECT

Fred now began to alter his view of Federal Express, envisioning
the company as a business communications entity. In June 1981
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the company introduced the Overnight Letter, a document-sized
envelope holding up to two ounces, for a flat fee of $9.50. Fred
next reasoned that by converting the Customer Convenience
Centers to Business Centers and installing the latest high-speed
facsimile machines, Federal Express could offer a nationwide
same-day document delivery service. At that time, transmission
rates were slow, fax machines were not compatible between differ-
ent manufacturers, the copy quality was poor, and the equipment
was expensive. Fred authorized an all-out commitment to develop
ZapMail, a plain-paper electronic document transmission service
offering door-to-door delivery of high-quality fax documents in
less than two hours.

Wes Terry, the only member of the Advanced Project Group
involved in the ZapMail Business Center project, began investigat-
ing potential acquisitions of office supply companies and national
convenience printers. While Art worked with Fred to look for air
transportation alternatives, including the use of dirigibles for
heavy domestic movements and the Concorde for transatlantic
service, we filed an application for scheduled all-cargo authority
from Memphis, Boston, and New York to Western Europe.

As part of my international market review, I accompanied the
ZapMail project team to Japan to meet with manufacturers of
advanced facsimile machines. The Japanese models used digital
transmission techniques, took less than one minute per page, had
better scanning resolution, and were designed to be compatible
with other manufacturers. The ZapMail project team needed to
move quickly, before technology advances did away with the need
for our projected service.

END OF THE ROAD

In June 1981, I wrote a memo for Fred, summarizing my regular
reports and ending with the following paragraph:

Frankly, there is little more that I can or should do without
action from you and our Board of Directors. . . . We have
come about as far as we should without further clear and
direct authorization from you. 
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In recognition of the current situation, further activity
on my part should be suspended until you have reached a
decision and made a public pronouncement concerning 
our intentions relating to International Operations.

One positive thing to come out of all this work was Fred’s sug-
gestion that we change the brand name to FDX or FedEx for the
international market. I too felt that such a name would be more
in keeping with the international flavor we observed in Europe
and would eliminate the assumption that we were somehow part
of the U.S. federal government. The FedEx designation wasn’t
adopted until 1994. At our meeting, Fred and I jointly decided
that I would relocate to the East Coast, open an office in Washing-
ton, D.C., and begin assembling a staff to finalize plans for oper-
ations to Western Europe. I was elated to get a green light for the
next phase.

The Canadian authorities had approved our application to fly
directly into Montreal and Toronto beginning in May 1981, and
responsibility for coordinating the expansion of our Canadian
operations was added to my list. Cansica became our licensee for
all inbound and outbound ground operations in Canada and
helped me to experience firsthand the unique requirements of
operating an international service.

I moved to Maryland in August with Linda, my new bride and
former associate at Federal Express. The properties group located
office space in Washington, D.C., that I thought was too large but
that Fred justified by noting that our lobbyists and visitors from
the corporate staff could share the facility with the international
planning group. As furniture and office files began to arrive, I
learned that the Washington contingent of the international plan-
ning group would consist of one person—me. I became the exile
sharing the office with lobbyists and corporate visitors.

During the end of the year and the first half of 1982, I main-
tained a busy schedule, studying European competitors, meet-
ing with customs officials, seeking information from airport
managers, and contacting airlines offering to assist us with our
transatlantic service. However, my efforts were second in impor-
tance to the ZapMail project. Convinced that he had stumbled
across a huge technological breakthrough, Fred committed all
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our available resources to ZapMail. International expansion could
take what fell off the table. I was becoming disillusioned once
again.

By the latter part of 1982, support for the transatlantic service
was almost nonexistent. Fred wanted to use the Concorde SST 
for the air link, but he did not want to begin the service until the
international transmission network for ZapMail was operational.
Westbound, the Concorde could provide overnight service from
the United Kingdom to the United States, but eastbound service
would be no better than second-day. Service from and to the
European continent added another day to the delivery schedule.
The Marketing Department commissioned several extensive stud-
ies that cast considerable doubt on our ability to capture a large
share of the market for this grade of service. (Courier companies
were already providing comparables.) 

Incorporating the Concorde into the transatlantic service was
an interesting marketing concept, but in the end, questions about
reliability, the high operating cost, politics, and European national
pride doomed the effort. 

My substitute version for the transatlantic service envisioned
our own aircraft between Memphis and London, with feeder air-
craft to some Common Market destinations and local licensees
for each country—similar to the Canadian operation. I pressed
for a final decision on the plan. However, no approval would be
granted until the ZapMail network was complete.

Meanwhile, activity at the Memphis offices of the Advanced
Projects Group was winding down. Tucker left the company at 
the beginning of the year. Art formally announced his resignation
in March. Wes Terry, whose search for acquisitions was on hold
because of delays in the ZapMail program, decided to leave the
company. Fitz, monitoring the delivery and performance of the
new-style diesel vans, was bored with his mundane role and
yearned for the exciting challenges of the earlier days. “It was just
a place to go hang out,” he recalled. He resigned from Federal
Express in June. Mike was nearing the end of his entrepreneurial
excursion; distressed from the rigors of the Superhub and frus-
trated with the growing bureaucracy, he left for a three-month
sabbatical and then resigned from the company upon his return
in September.
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In a final effort to gain approval, I readied a presentation for
Fred, hopeful of moving forward to the final phase of the project.
Then came discouraging news: The ZapMail service would not be
operational for at least 18 months. In fact, domestic ZapMail serv-
ice did not begin until July 1984, and regular transatlantic service
did not commence until June 1985. 

Fred and I had our last meeting in October 1982, when we
agreed that I would resign effective the end of the year, after turn-
ing my international planning files over to the company. It was a
disappointing ending to a decade-long series of exciting events
and rewarding experiences. It was an unpleasant end to a memo-
rable part of my life, a parting without closure.

Only Fred, Jim Riedmeyer, and Pete Willmott remained of the
original senior management group. Pete remained for another
four months before resigning. Jim resigned a few years later.

A NATURAL TRANSITION

A few of the senior management group who were key contributors
to the early and ongoing success of the company, including Art
Bass, Vince Fagan, and Jim Riedmeyer have completed their jour-
ney of this lifetime. The ones who remain have actively partic-
ipated in developing the content of this book. In the following
paragraphs, they offer their thoughts, perspectives, and personal
recollections about the company:

Art Bass (from previously published documents): I am not sure of
the ingredients that made a good cake, but the one that fell
off the shelf was a good one. This assemblage of creative tal-
ent at the outset is what distinguished Federal Express from
many contemporary companies. With sheer courage and
audacity, Fred pulled off a miracle. We were all privileged 
to share that experience.

Mike Fitzgerald: We had the opportunity to start something
from the ground up and the freedom to infuse the things
identified as the best around—the techniques and the ways
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to treat people. We faced crises that would have over-
whelmed others and found that we could handle them, 
and if the things we implemented were not working out, 
we were able to change on the fly. If the best recruiters in
the country were tasked with assembling a group that was 
as bright, as compatible, and as collegial as the original 
management group, they could not do it. We were friends
and, when necessary, could subjugate our own outlook and
gain important knowledge from others.

Creation of the division structure was not a wise move 
on our part. In the end, there was not an orderly transition
of the senior officer group. We left too suddenly and without
preparing our replacements. It was not good for us and it
was not good for the company.

Tuck Morse: Federal Express was a great place to work. It 
was a constant soap opera; a cliff-hanger of major propor-
tions. Fred dumped his entire inheritance into the company
and was full speed ahead without concern for his personal
finances. I originally assumed that the camaraderie and the
cooperative atmosphere were a normal occurrence in a com-
pany. Now I know that was the unique essence of Federal
Express.

It was a rewarding if sometimes turbulent experience. 
I look back on it fondly. After we completed the financing,
politics and bureaucracies started developing, and I spent
most of my time nonproductively, arguing with others about
some miniscule problem. I saw people who had not been
through the fire spending all of the money that we had
come by with some difficulty, and it just turned my stomach.
It was not right for me any longer.

Ted Weise: FedEx was a learning and application of knowl-
edge experience that few people ever have a chance to expe-
rience. There was a complete dedication and commitment
to the company and to Fred, at least during the first five or
six years. I recall the innocence of Fred and all of us, not
realizing the difficulties that lay ahead. Working with such
talented people to help build a completely new service
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industry was extraordinarily satisfying. There were con-
tentious times of course, some manufactured, some just due
to the enormous growth. When I talk to executives who have
been involved since the early days of their companies, they
are amazed by the continuing energy and dedication of the
FedEx employees compared to their organizations. [Ted
stayed with FedEx for 26 years and became president of the
operating company.]

Peter Willmott: Federal Express was a fabulous experience,
easily the best business experience I ever had or ever will
have. It was high risk, high reward. It was tough—we all
worked like mad—but it was worthwhile and we all got a lot
of satisfaction out of participating in the creation of a new
business. It has absolutely changed the way people do busi-
ness in the world. 

Furthermore, how many times do you see a person who
has the idea finance the idea, become the CEO of the new
venture, work to change the regulations governing the com-
pany, and then still lead it when it is a very large mature
company? That is the classic thing that people say can’t be
done. Fred is just remarkable.

Expanding on Willmott’s views, I believe that Fred operated
from a personal code that may have been different from my own,
but I never had occasion to doubt his sincerity in wanting the best
for the company, its nonexecutive employees, and its sharehold-
ers. He obviously enjoyed the power and status that come with
running a large corporation, but unlike many other chief execu-
tives, he has not used that position for personal gain.

Each of us from the original management group had difficult
moments with Fred, but the positive experiences far outweigh the
troublesome incidents. He was and is an incredible leader, but ours
was strictly a business relationship. He used the senior manage-
ment group to reach his goal and then discarded its members, but
that is just the way he operated. Looking back, I can see the pla-
toon leader mentality according to which he protected the senior
management group without befriending individuals. Fred was our
respected leader and a critical part of the senior management
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group, but when the time came to exercise his executive powers
for what he believed to be the good of the company, he did not
hesitate to ignore our past relationships.

We stayed as long as we did because we liked the challenges
and were happy creating the wonderful adventure. We all con-
tinue to have the greatest respect for Fred—the risks he took, 
the leadership he exercised, and his ability to motivate the entire
group.

Most new companies go through natural stages of develop-
ment as they grow and prosper. Ownership and decision making
in the startup stage generally rest in the hands of one or a few
founders who also supply the funds. This stage for Federal
Express occurred when Fred worked out the details of his con-
cept, hired the consultants to identify the market for the service,
and assembled a small team that started the initial operations.
The structure was informal, operations were developed on the fly,
and entrepreneurial spirit was king.

After Federal became profitable, the company entered the
next stage of development, commonly referred to as the survival
or viability stage. During that stage the company generated enough
free cash to operate and grow without outside funds. We tended
to move toward a more structured organization and to use 
more analytical approaches to evaluate new opportunities. Man-
agement changed from an entrepreneurial to a more cautious,
centralized focus as Fred began to exercise complete control of
the company.

The management team that guided the company through the
first two stages created its cultural DNA and set the pattern for
success. When the group was shunted aside and assigned to rela-
tively mundane tasks, it was troubling to watch the newcomers
carve out their turf with little thought of the early struggles.
However, companies transitioning from startup to corporate giant
have to face this issue. The skills and personalities that make start-
ups successful are seldom what is needed to manage large multi-
national enterprises. Change is natural and, ultimately, we must
all pass the torch.

Fred may have seen the need for a new management team,
one that accepted his directives without question. That was not a
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role for the initial senior executives. Fred gave the original senior
officers an easy out by establishing the Advanced Projects Group.
Corporations in similar stages of development frequently replace
their original executives with professional corporate managers.
Fred chose to place his mentors in positions from which they
would seek new opportunities outside the company—that was his
way of making the transition.

On the other hand, Fred has defied the conventional wisdom
that contends founders normally do not have the necessary skills
to manage larger, more mature organizations. During the next
phase of growth, bureaucracy, hierarchical reporting relationships
and tight operational control reigned supreme. During this third
stage, Fred and his new team of senior executives were able to
build on the foundation established during the first decade and
lead the company to new levels of success. The original senior
executives would have had difficulties contending with the multi-
layered structure of the third stage. Fred, in contrast, seemed to
thrive in this environment. He is unique.

LOOKING BACK

Federal Express has succeeded in ways most of us could not imag-
ine as we struggled through the early years. The original hub-and-
spokes concept was sound, Fred’s leadership was solid, and the
original senior management group added practical operational
experience, technical expertise, and marketing skill to the equa-
tion. This team built an environment in which creativity, inspira-
tion, motivation, and innovation could thrive, and encouraged
expansive thinking that generated new ideas, new processes, and
new concepts.

The company, through the devoted and never-say-die attitudes
of its people, persevered to overcome seemingly insurmountable
obstacles. FedEx benefited from informed decisions initiated by
management and from the enthusiastic responses of operating
personnel and independent supporters. However, several situa-
tions might have produced a different outcome, as the following
examples illustrate:
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■ If the Federal Reserve had accepted Fred’s proposal, what
would have become of the concept for Federal Express?

■ What would have happened if United Parcel had agreed to
provide pickup and delivery service for Federal Express?

■ What would have happened if Colonel Crown had not con-
vinced General Dynamics to provide interim financing?

■ If the local banks had grounded the fleet, what would have
happened to the company?

■ What would have happened if Pan Am had carried out its
threat to sell the remaining Falcons?

■ If Commercial Credit had foreclosed on its loan, what
would have happened to FedEx?

■ What would have happened to the company if Emery or
UPS had started competing operations immediately?

■ If the U.S. Postal Service had successfully invoked its monop-
oly status, what would have happened to Federal Express’s
lucrative Courier Pak and Overnight Letter business?

■ If the original fuel allocation had not been increased dur-
ing the Arab Oil Embargo, what would have happened?

■ What would have happened if Charlie Lea, New Court, 
and the Rothschilds had not become interested in Federal
Express?

■ If Fred and the defiant senior management group had
departed, what would have happened to the company?

■ What would have happened if the large national banks had
foreclosed on their loans?

■ If Congress had not passed the bills deregulating the airline
industry, what would have happened to Federal Express?

Looking at all of the potential problems, one may easily con-
clude that a large amount of good fortune affected the outcome
of our efforts. In truth, most of the crises were skillfully managed
without damage to the organization. Determination and quick
thinking allowed us to rise above unexpected roadblocks and
solve the dilemmas we had naïvely created.
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Other outcomes may be postulated, but in each of the above
cases, dedicated people would have found alternative ways to
achieve success. What counts here is the determination and fore-
sight to rise above the difficulties. Everything that made the com-
pany successful happened for a reason—our determined staff
refused, time and again, to accept defeat.

Fred’s stubborn optimism and tenacious determination, cou-
pled with the skill and legal proficiency of Nat Breed and Tuck
Morse, allowed the company to overcome the regulatory and
legislative roadblocks. Aided by the talent and commitment of
Charlie Lea, Brick Meers, and their associates, Fred’s unceasing
quest for financial assistance ultimately provided the funds to
develop the entire nationwide network. The founding principles
and culture that stressed the importance of truthful communica-
tions, job security, equality, openness, advancement opportunity,
and training developed a self-reliant workforce composed of ded-
icated, die-hard employees. These very special people, in whose
veins runs the company’s “purple blood,” are the real heroes of
the FedEx story. They were in the early years, and continue to be,
the heart and soul of the business.

The strength of FedEx originated with Fred’s imaginative
concept and charismatic leadership, coupled with the dynamic
operating team, Vince Fagan’s marketing strategies, the technical
genius of people like Charles Brandon, and most of all, the enthu-
siastic people like those represented in this book. Most of the peo-
ple who helped to build Federal Express during the turbulent
early years have gone on to other successful careers. 

Each of us creates the kind of life he or she leads and the
events within that life. For me and for those who were there 
with me, building Federal Express from concept to triumph was 
a wonderfully rewarding business adventure. It was a once-in-a-
lifetime opportunity, and I am pleased to have been a part of
FedEx’s incredible journey to success. It was an enjoyable experi-
ence, a gratifying experience, and, to say the least, an exciting
experience. I loved the camaraderie, and I am pleased to have
shared those times with my friends and the people of Federal
Express.

As most of the original senior managers were leaving or plan-
ning to leave Federal Express, there was widespread concern that
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our departures would create a void in the organization. Vince,
however, assessing the relative strength of the company, made the
following observation:

This management group and the people who have sup-
ported our leadership have created such a head of steam
that nothing can kill Federal Express in the next 10 years.
No matter what occurs, the momentum we have created will
carry this organization through the next decade. After the
next decade, new competitors will copy our operating sys-
tems and begin catching up from a systems and technology
standpoint. Beyond that, the company will succeed or fail
based upon the decisions made by our replacements.
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30
People Are the Wind
beneath Our Wings

Federal Express was not just a good idea—it was and
still is about dedicated people. The company was
conceived and guided by Fred Smith, nurtured by an

entrepreneurial management team that established its
form and structure, and nursed into being by dedicated
employees. All of us struggled to help the company grow.
We nudged it along with love, enthusiasm, passion, excite-
ment, and strength of will. During the formative years,
the organization was fortunate to have an exceptional
management team—but the real force behind Federal’s
success then and now is the passionate, tireless, resource-
ful, innovative, motivated, and never-say-die employees
who support the managers.

As we struggled through the early stages, our employ-
ees unselfishly shared their creative abilities, maintained
a mutual respect for other team members, and devel-
oped a focus aimed at collectively achieving the company
goals. These individuals remained loyal to the company
through all the difficulties and turmoil of the startup.

To quote Fred Smith from the 1983 annual report,
Federal Express was founded with “every employee and
every piece of equipment devoted to solving customers’
problems by providing reliable, on-time service. The real-
ization that they are truly needed, and that they share 
in this dependence, is a powerful force motivating all
employees . . . who are Federal Express to the customer.”

Fred continued to stress the human element in 
1989: “The Federal Express network is far more than
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information systems, airplanes and delivery vans. By far its most
important component is the human one, the Federal Express
employees whose ongoing efforts account for our continuing pros-
perity. The network may well be the product, but people remain
the lynchpin.”

In the field of human resources, Federal Express has devel-
oped a praiseworthy approach to business based on the ethical
elements of its lodestar mantra—people, service, profits.

FedEx begins with a detailed and careful selection process 
for new employees, followed by a formal indoctrination program.
Equitable wages and salaries are provided, and a complete bene-
fits program covers the standard elements of holidays, vacations,
sick leave, health insurance, pension programs, funeral leave, and
maternity benefits. The company goes beyond the standard pack-
age to provide disability benefits, flexible personal leave, special
bonuses, profit sharing, employee stock ownership programs, 
and a tuition refund program. This chapter summarizes the other
people-oriented programs and the culture that supported the
Federal Express employees during the early years and continue to
this day.

OPEN COMMUNICATIONS

The first year-end gathering held in the Little Rock hangar to 
lay out the principles of people, service, profit evolved into an
annual briefing for employees and their spouses or guests. Long
before Federal Express had the luxury of sophisticated broadcast
communications, we instituted annual Employee Family Briefings so
that the spouses of our employees could share in the excitement
of the company. The sessions, each conducted by an officer of the
company in Memphis and in other operating areas, were struc-
tured to acquaint everyone with the events of the past year and to
share plans for the upcoming year. They were an open forum for
the audience to ask questions about activities at the company and
a means for recognizing those who every day responded to the
challenge of building the company.

Memphis managers and executives domiciled in Memphis,
when visiting other cities, typically rode the Falcon jump seat. The
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trip began with a midnight visit to the hub for discussions with 
the sorting teams. Brief discussions with the flight crews as they
checked en route weather and filed their flight plans preceded
the boarding of the aircraft. The small jump seat wedged between
the two pilots was far from comfortable but was always a stimulat-
ing experience and an excellent opportunity to exchange infor-
mation about company operations with the flight crew.

Each company facility received a daily report that contained
the system’s overnight package volume and the previous day’s
service level. We also issued company-wide reports of possible air-
craft delays, along with other general information such as new city
additions, pending regulatory changes, and job openings. This
information, posted along with corresponding local data, contin-
ually focused attention on our two key operating indices and pro-
vided expanded information for our managers’ daily “morning
briefing” with facility operating personnel. Communications that
kept our associates constantly and truthfully informed about the
status of the organization helped to eliminate rumors that might
have been damaging during our times of crisis.

EMPOWERMENT

Empowered employees are comfortable doing the very best for
their customers. Senior management does well to define the val-
ues of the company, instill that value system in the company’s
culture, restrict the number of strictly bureaucratic regulations,
and allow people to operate without tying their hands behind
their backs.

A story related by Mike Basch about empowerment at Federal
Express demonstrates the point:

Diane, one of our customer service agents, got a call from 
a tearful woman who explained, “You were supposed to
deliver my wedding dress by noon today. It’s not here and
I’m getting married tomorrow. Can you help me?” Diane
took the information and proceeded to call each station
until finally locating the package in Detroit, over 300 miles
away.
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Already infused with the purple blood can-do spirit of
Federal Express, Diane was determined to get the package
delivered that afternoon; she chartered a small plane to 
fly the package to its proper destination.

Diane did not need authorization from a supervisor or a
manager; she was empowered to make the system work for the
customer. 

OUR OPEN-DOOR POLICY

Federal Express maintains an open-door policy throughout the
company whereby employees at every level can comfortably dis-
cuss problems or suggest changes with their own supervisor or
anyone in management. Federal Express’s open-door policy is not
just a meaningless slogan; it is a manifestation of everything criti-
cal to the success of the venture. The open-door policy encour-
ages associates to offer suggestions for improving operations 
or for modifying unnecessary or ill-conceived policies and proce-
dures. One of the most frustrating experiences for an employee
is to follow policies that to him or her are unreasonable or just
plain ridiculous.

On one occasion, I received a call from the accounting depart-
ment notifying me that my division financial analyst had rented 
a full-size car for one of his trips. The clerk explained that our
policy required a compact rental car on business trips whenever
possible. I responded, “Well, Henry’s own car is a Lincoln, so I 
am sure that he considers the Ford to be a compact model. Why
are we even spending time on such a trivial matter? Perhaps 
we should change this policy,” I offered. The clerk agreed, but
reminded me that the policy had my signature at the bottom. The
rigid policy became a guideline.

On another occasion, Fred received a note from one of the
Phoenix couriers requesting air conditioning in the vans. It seemed
to most of us a reasonable request, but Dennis, noting that UPS
did not have air conditioning, responded, “I don’t think they need
it.” Fred thought about it for a while, concurred that it sounded
like a reasonable request, and said, “Dennis, I want you on an air-
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plane to Phoenix Sunday night to ride in the vans for a whole
week. If you come back to this meeting and tell me that we don’t
need air conditioning there, we won’t get it.” Dennis called him
on Thursday. “Fred,” he said, “I had a thermometer with me yes-
terday; it was 116 degrees in the cab of that van, and dry heat or
not, that is hot. Let’s air-condition the vans.”

From the beginning, Federal Express has invited and acted on
employee and customer communications and assessments, and
acknowledged outstanding employee performance with appro-
priate recognition and rewards. The continuing response to sug-
gestions or complaints from employees encourages meaningful
communications throughout the company. By listening to employ-
ees, management is better able to understand their concerns and
to develop appropriate responses to their needs. Just as customers
can help to define the elements of a business, ideas from employ-
ees can help to formulate meaningful personnel policies and
practices. Management must allow employees to question and chal-
lenge inappropriate policies and directives. By keeping an open-
door attitude, managers continue to learn from those on the front
line who are required to follow company directives. 

COOPERATIVE RELATIONSHIPS

Everyone involved in creating the organization and operating sce-
narios needs to have access to a wide range of meaningful infor-
mation and must be comfortable enough to use that information
for the company good. In other words, it is necessary to eliminate
the bureaucratic silos and empower the people. Executives need
to make certain that operating people stay connected to the fun-
damental identity of the organization. Who are we? Who do we
aspire to become? How will we get there? Where are we now?
People need to be able to reach past traditional boundaries and
develop relationships with others anywhere in the system, to have
the flexibility to assist one another whenever and wherever the
need arises, and to take independent action in order to keep the
system functioning. 

If a courier is running late or has an unusually heavy load and
risks missing delivery commitments, for example, other couriers
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share the load and help to make the deliveries. Department heads
are encouraged to offer their assistance to others who need help
on lagging projects. Field managers who develop new and effec-
tive ways to operate their stations share their concepts with others.
This has evolved into a program called Best Demonstrated Practices
—sharing proven improvements with the entire company. In
short, everyone is encouraged to work in an open, cooperative
environment, urged to use her or his creative talents, permitted
to cross departmental boundaries, and supported in her or his
effort to improve the level of customer service.

COMMUNICATING INTENT WITH BUDGETS

Budgeting—the mere word causes anxiety for even the bravest
operating managers—is really another form of communication
within an organization. The way Federal Express began the
process was simple enough: The marketing department identified
new cities for the network, provided the timing of the additions,
and developed a monthly forecast of the package volumes. Next,
we added special or new programs planned for the year and pub-
lished the results to all parts of the company. Each operating
department then analyzed the effect of the upcoming changes,
calculated departmental needs, and submitted the projected cost
for the upcoming year. The process, which involved all supervi-
sors, managers, and executives, communicated intent, provided a
roadmap for the year, and established a baseline for predicting
performance.

EMPLOYEES EVALUATE MANAGEMENT

Early in our development, we initiated the Survey Feedback Action
Program (SFA), a voluntary, anonymous annual survey in which
employees evaluate company practices and policies, as well as rate
their immediate supervisor. Program administrators hold feed-
back sessions with employees to present the results of the survey
and to discuss measures to address employee concerns. In addi-
tion, SFA scores affect the manager’s compensation and qualifi-
cation for advancement. This concept is not unique to Federal

206 | A New Model for Success

Promotional Copy only 3/31/16 Not for resale or redistribution



People Are the Wind beneath Our Wings | 207

Express, but its application and follow-up are so complete that
employees have a high level of confidence in the program. If the
program is properly conducted, employees look forward to par-
ticipating, knowing that their opinions count and that, based on
their input, the company will take remedial measures. 

SECURITY FOR EMPLOYEES

From its inception, Federal Express made a commitment to rea-
sonable employment security. The company has always gone to
extremes to retain employees despite financial constrictions, pro-
gram or business cancellations, and economic downturns. During
times of great stress, we redistributed work assignments in order
to avoid employee layoffs, much as we did by temporarily using
our excess pilots as salesmen and station managers. When FedEx
discontinued the ZapMail program, all of the people involved 
in that project were reassigned to other duties in the company.
FedEx continues to value its employees and follows its commit-
ment to avoid layoffs except when the future of the company is in
jeopardy.

HIRING FROM WITHIN

Another commitment to employees is the promise to hire from
within whenever possible. An expansive training program enables
employees to continually upgrade their knowledge and skills in
preparation for future opportunities within the company. All job
openings are posted, and associates can bid for any opening so
long as they meet the job requirements. Persistently hiring from
within an organization builds trust: Employees know they have
the opportunity for advancement or career change without leav-
ing the company.

GUARANTEED FAIR TREATMENT

We further enhanced employee security by instituting the Guar-
anteed Fair Treatment Program. Any employee unable to resolve a
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dispute with a manager or supervisor has the absolute right to 
file a complaint that commences a review by other management 
and executive personnel. In the first review, three other senior
managers—one selected by the employee, one selected by the
manager, and one appointed independently—examines the cir-
cumstances of the complaint and renders a decision. That deci-
sion, if unsatisfactory to either party, may be appealed to a second
review board composed of vice presidents selected in the same
manner as those involved in the first review. If the parties are still
not satisfied with the outcome, a third assembly composed of
senior executive officers renders a final decision. This three-step
process has been a consistent morale builder for all employees at
Federal Express. It ensures redress for injustices or mistakes made
by management.

MAINTAINING A FAVORABLE IMAGE

We always highlighted the exceptional quality of our employees
and wanted to convey an image of professionalism through them.
When we provided airline-like uniforms, shippers began to view
our employees in an entirely different light; they became wel-
come visitors even to plush corporate offices. Those uniforms
helped to distinguish us from our competitors. However, long
pants were uncomfortable in warm weather, ties got in the way,
and we needed to standardize the jackets for cold climates.
Something more comfortable and practical was needed, so we set
up an employee committee to design new uniforms. Empowered
employees were able to meet our requirements while satisfying
their own. 

Creating uniforms for our flight crews was another challenge.
In the beginning, the leather flight jackets stressed our hard-driv-
ing competitive nature. As we acquired new facilities and our
flight crews expanded, however, pilots wanted to shed that image
and look like commercial pilots, especially as they walked through
airports and strolled through hotel lobbies. New uniforms
designed with strong input from the crews soon helped to create
the image that said our pilots were part of the commercial avia-
tion community. Self-image is important to everyone, and pilots
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are no exception. Once again by listening to our employees, we
created a favorable image for them and for the company.

GOLDEN FALCON AWARDS

Federal Express has always acknowledged employees that take
special actions to meet or exceed customer service expectations.
The company now formally recognizes outstanding employee
actions through its Golden Falcon awards. Melody Harrison, a
courier in Jackson, Mississippi, received the award, for example,
for tracking down the location and condition of a fellow courier
injured in an accident, then driving 40 miles to the site of the
damaged vehicle. After spending an hour prying open the door
of the van, she made certain that the packages made it to the
Memphis hub. Mark Horton, a courier based in Oklahoma City,
received the award for delivering his packages with a borrowed
bicycle when his van would not start.

Others who have received this recognition include a courier
who saved the life of a stranger trapped in a wrecked car, a courier
who drove over 200 miles out of her way on Christmas Eve to
deliver medicine to a sick child, and an employee who walked 15
miles to work with ice and snow on the ground when his regular
ride fell through. At Federal Express it’s all about people com-
mitted to service and a company that values its employees and
customers.

A DIFFERENT KIND OF CORPORATE CULTURE

FedEx’s commitment to security for employees, its open and hon-
est dealings with customers, its dedication to innovative service
improvement programs, and its ongoing efforts to improve long-
term financial benefits for its investors are approaches worthy of
emulation for any business.

By valuing its employees, customers, and investors, FedEx sets
a standard for performance excellence and validates the ethical
approach to business. Throughout the organization there exists a
condition of true equality—regardless of job title, skin pigmenta-
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tion, or gender—that encourages personal responsibility and cre-
ates unity of purpose. FedEx continues to be true to the ethical
values of its founding.

FedEx reaffirmed these values in 2004, when the company
purchased Kinko’s. The marketing department had this to say
about the new logo incorporating the FedEx colors:

The colorful icon represents the collection of three kinds of
FedEx services available at these locations—orange for the
FedEx time-definite global express shipping services, green
for the day-definite ground shipping services, and blue for
the new retail business service centers. At the heart of the
icon, where the three colors converge, is purple, which sym-
bolizes the can-do spirit shared by all FedEx companies. 

FedEx values its people, and they, in turn, are still the “wind
beneath the wings” of the company’s success.
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Changing How the 
World Does Business

T he most significant achievements of FedEx since
1982 are linked to the evolution of our global cul-
ture and the purchase of companies that widened

the scope of operations.
The company’s second decade, ending in 1992, was a

time for unfettered expansion as gross revenue climbed
to nearly seventeen times that of the first decade. The
company extended its reach to 90 percent of the Cana-
dian population; all of Puerto Rico; Mexico; more than
twenty Caribbean islands; and much of South America.
European operations covered London, Paris, Frankfurt,
Milan, Brussels, Geneva, Zurich, Basel, Antwerp, Amster-
dam, Eindhoven, and many smaller communities. After
the purchase of Flying Tigers in 1989, direct Asian serv-
ice included Tokyo, Osaka, Hong Kong, Taipei, Singa-
pore, Seoul, and Panang. By the end of 1992, the com-
pany fleet had grown to 444 planes, including 151 B-727s,
45 wide-bodies, and 248 feeder aircraft; employees num-
bered just over 84,000.

The third decade witnessed continued expansion of
the company, both geographically and in its service offer-
ings. In the middle of the decade, the company entered
the small-package ground delivery industry and the less-
than-truckload freight market when it purchased Caliber
Systems, Inc. In 2000 the company officially changed its
name to FedEx Corporation, the name most familiar to
its customers worldwide.
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During the third decade, FedEx management built on the
base created in the first two decades, moving the company to 
the forefront of respected international service organizations. In
addition to offering time-definite express service worldwide, the
corporation included a small-package ground service division, a
freight division, exclusive-use nonstop door-to-door delivery serv-
ice, customs brokerage, and supply chain services. The systems
and innovations pioneered by FedEx have truly changed how the
world does business.

ENHANCED INVENTORY MANAGEMENT

Historically, manufacturers maintained large inventories of com-
ponents needed to build their products and shipped finished
goods from production facilities to numerous storage warehouses,
located in high-cost areas near consuming markets, in anticipa-
tion of demand. Some markets experienced excess demand and
product shortages, while other areas suffered from lower-than-
expected demand and excess inventory. These conditions led to
disappointed customers, produced excess handling and storage
charges, created high inventory carrying costs, and eventually
resulted in the sale of some goods at distressed prices or destruc-
tion of obsolete inventory.

Today, in part because of FedEx, manufacturers can maintain
reduced inventories of production components because items in
short supply can be replaced overnight on an emergency basis.
Furthermore, finished goods can be shipped directly to retail sales
outlets on an as-needed basis, or even from factory to consumer,
greatly simplifying the chain of supply.

Production can be planned on a global basis and inventory
forecasts no longer need to anticipate the vagaries of individual
market conditions. Transportation costs for inventory reloca-
tions and warehousing expenses for inventory safety stocks are
lowered. Write-off of excess inventory and obsolete production is
minimized.

Slow-moving parts can be consolidated and stored at a single
location. For example, one company that was storing slow-movers
at over 160 field branches now keeps all of that inventory at one
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location, providing better, more responsive service to its customers
and technicians. Another company stores all its slow-movers in
California where a late-afternoon order can be picked up by its
New Jersey service rep early the next day.

LOWER PRODUCTION AND 
DISTRIBUTION COSTS

With rapid, reliable, and ubiquitous transportation, production
facilities can be situated in areas most conducive to economical
production. FedEx can merge system components into a single
delivery irrespective of disparate component shipping locations. 

Today, you can order a personalized computer system and
expect delivery within one or two days. The desktop unit can 
be built and shipped from one location, the keyboard from
another facility, the printer from a third area, and the soft-
ware from a fourth location—and all delivered to the customer 
at the same time, anywhere in the world. FedEx provides a serv-
ice that enhances reliability and reduces distribution expenses
worldwide.

A European company, for example, set up a nationwide distri-
bution network for the United States. This company, which stored
inventory at eight locations in its home country, can provide com-
parable service to its U.S. customers with just two storage loca-
tions. The difference was the speed and reliability of the FedEx
network.

FASTER TO THE MARKET

Speed to market is critical for high-value products, perishables,
and high-fashion goods. The FedEx network is ideal for these pro-
ducers. Pentax products from Asian factories, for example, are
consolidated at the FedEx hub in the Philippines, where orders
are shipped direct to retailers, cutting the replenishment cycle in
half and reducing inventory expenses. Shari’s Berries, a California
shipper of hand-dipped strawberries, trusts the network for over-
night deliveries direct to 200,000 addresses annually. Louis Vuitton
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uses FedEx for shipments from France to Vuitton’s Memphis
distribution center, where the items are delivered direct to stores
across the United States.

A WIDE RANGE OF CUSTOMER SERVICES

FedEx now provides special handling for hazardous medical sup-
plies and expedited service for organ transplants. The company
also offers a send-and-return service for component-part replace-
ment, makes hotel front-desk deliveries, and provides free pack-
aging materials such as shipping tubes; small, medium, and large
shipping boxes; and document envelopes.

Shippers and consumers may currently choose from the fol-
lowing menu for domestic shipments: express overnight delivery
by 8:30 or 10:30 the next morning or by 3:00 the next afternoon.
FedEx also offers delivery the second or third business day and 
on Saturdays, as well as ground service with delivery in 1 to 5 busi-
ness days depending on the distance to destination. International
shippers are offered time-definite deliveries based on the origin
and destination country. The company has instituted same-day
pickup for call-in customers, simplified paperwork, drive-up kiosks,
drop boxes, customer service centers, and simplified customs
clearance for international shipments. The rate structure is all-
inclusive based on specified service level, weight, and delivery
zone, thus eliminating the onerous and confusing ancillary charges
imposed by many other shipping companies for out-of-area deliv-
eries, document preparation, and customs clearance.

FedEx was the first shipping entity to provide expedited trac-
ing, followed by origin and destination bar-code scans, end-to-end
shipment tracking, and online shipment status information. In
1996 FedEx became the first delivery service to allow its cus-
tomers to process shipments on the Internet. It was one of the
first transportation companies to offer a money-back service guar-
antee and an online viewable electronic signature and delivery
time-stamp service.

The FedEx shipment tracking system exposed those vendors
with inefficient order-processing and shipping procedures, forced
the invention of new techniques to reduce the time between
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receipt and shipment of time-sensitive orders, and eliminated
many of the excuses for shipment delays. 

SUPPORTING ELECTRONIC COMMERCE

E-commerce enables consumers anywhere in the world to order
directly from the producer or any number of distributors, and
FedEx has expanded in tandem with its rise. E-commerce pro-
vides producers, no matter their size, with access to a worldwide
market and a way to satisfy each customer’s individual needs.
From the customer’s viewpoint, e-commerce offers convenience,
variety, cost savings, and anonymity. FedEx has supported the
growth of e-commerce by providing fast, reliable, and time-defi-
nite delivery of these goods.

FEDERAL’S INCREDIBLE GROWTH

FedEx of today bears little resemblance to the tiny entity that
struggled through startup more than 30 years ago. The company
has reached a size and level of success almost unimaginable in the
beginning. The little company that struggled so long and hard to
get off the ground is now a global giant of legendary status. FedEx
is studied as a model for success in the nation’s most prestigious
business schools. In recognition of its pioneering contribution to
the field of aviation, the Smithsonian Institution has placed the
first FedEx Falcon on permanent display at the Air and Space
Museum with this comment: “The Federal Express aircraft on dis-
play was the very first of a new breed of airliner, modified specifi-
cally from its original design—for the first time in the USA—to
carry packages and nothing else.”

New accolades are heaped on the company as it continues 
to innovate and deliver outstanding service. These great achieve-
ments are the results of the unique culture established many years
ago and of a corporate philosophy that empowers every level of
the organization. 

In the years ahead, the company will undoubtedly face new
and unexpected challenges, but it will remain strong insofar as 
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it manages to combine new approaches to the marketplace with
its founding values. FedEx has given us a model for new startups
and has shown the business community at large the value of
courage and determination. Finally, it has taught us how a fledg-
ling company can grow and thrive against all odds. It has been 
a privilege to be a part of the FedEx adventure and to tell that
story here.
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Appendix
Time Line for the Startup, 1971 to 1982

1971
■ May–June 

Fred Smith invests $500,000 of his and his sisters’ inheritance to
launch Federal Express. He purchases two Falcons from Pan Am
and takes out a $3.6 million bank loan.

■ July

Smith proposes to transport checks for the Federal Reserve;
after strong initial interest, the proposal is turned down.

■ November–December

Smith contacts White, Weld and Company for help in financing.
Hires A. T. Kearney and AAPG to evaluate his concept. Signs a
loan guarantee of $1.15 million for option to purchase twenty-
three more Falcons from Pan Am.

1972
■ March–April

Consultants complete studies. Smith secures bank loan to pur-
chase eight used Falcons. Federal granted FAA operating certifi-
cate for air taxi operations.

■ May–June

Enterprise Company makes $2.0 million capital investment.
Smith begins hiring staff to start the small-package service.

■ July

Federal secures $13.8 million loan covering the first ten planes.
The company begins six mail runs and originates full-plane char-
ter business.
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■ September

Smith and Enterprise Company invest additional operating
funds. Federal opens the VA pilot training school.

1973
■ January

Federal transfers operations to Memphis and purchases Little
Rock Airmotive.

■ February

Smith forges Enterprise Company documents to guarantee Fed-
eral’s $2.0 million loan from Union Bank. Hires White, Weld to
raise funds from private investors.

■ March–April

System test involves ten cities and generates first-night volume
of six packages. Official beginning of small-package service with
twenty-five cities and 185 packages.

■ May

General Dynamics guarantees Chase Manhattan Bank loan of
$23.7 million.

■ July

Smith wins $27,000 at the tables in Las Vegas. New Court Secu-
rities agrees to comanage the private placement.

■ October

Arab Oil Embargo; fuel allocation rules announced. Network
expanded to nationwide coverage with addition of major West
Coast cities.

■ November

First round of the private placement completed: $24.5 million
in equity, $27.5 million in bank loans.

1974
■ March

Union Bank notifies Enterprise of overdue loan. Fred admits
forging documents. Investors and lenders decide to hire a new
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chief executive to run Federal Express. Second round of out-
side financing completed. Fred and his family reduced to 19
percent voting share position.

■ June

Howell Estes replaces Fred as chairman and chief executive
officer. 

■ September

Senior executive staff complete. New corporate offices com-
pleted. Third round of financing completed.

1975
■ January

Fred indicted by grand jury for forging documents.

■ February

Fred threatens resignation; senior managers rebel. Estes resigns.
Art replaces Fred as president; Fred becomes chairman. 

■ March

Federal launches its first business-to-business television ads.

■ May

CCEC threatens to repossess its planes. First month of positive
cash flow.

■ June

Divisional structure begins. Directors agree to preliminary steps
for a public offering.

■ July

First profitable month.

■ September

Federal applies for an exemption to fly DC-9s.

■ December

CAB denies Federal’s exemption request. Fred acquitted of
charges in the Union Bank forged-documents trial. 
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1976
■ April

Fred appears before the Senate and House Aviation Subcom-
mittees asking for liberalization of cargo regulations.

■ May

Federal announces first year of profitability.

■ June

Beginning of centralized information and customer service
center.

■ October

Federal Express cargo liberalization bill killed in the House.

1977
■ March–April

New television ads feature “absolutely, positively overnight
service.”

■ May

Fiscal year’s profitability double previous year’s.

■ August–September

House and Senate work for cargo deregulation.

■ November

All-cargo airlines are deregulated.

1978
■ January

First B-727 arrives in Memphis.

■ February

End of the decentralized divisional structure.

■ March

Beginning of the Memphis Superhub design project.
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■ April

Federal’s initial public offering.

■ June–July

Beginning of the COSMOS system design. Start of Colorado
Springs development center. Beginning of service to Canada.

■ November–December

Completion of the company-wide centralized Customer Service
Center in Memphis.

1979
■ May–June

COSMOS operational.

1980
■ March

Planning for international service begins.

■ September

Pete Willmott named president as Art Bass is elevated to vice
chairman. Formation of the Advanced Projects Group.

1981
■ May

Federal receives authority for direct flights to Canada.

■ June

Overnight Letter introduced.

■ July–August

Beginning of ZapMail business center project.

1982
Other advanced projects were put on hold in favor of ZapMail.
Most of the former senior officers have left or plan to leave the
company.
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Loyalty of staff and employees, 133

and “purple blood” concept, 5,
66, 107, 197, 204

to Smith, 152–154
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St. Louis, MO, 59
Sales operations

advertising campaigns in,
142–145, 163–164

Basch in, 47, 58, 73, 74–75, 84,
86, 97

direct mail promotions in, 96
Fitzgerald in, 97, 133
presentations to military in,

137–138
projections on volume of pack-

ages in, 74–75, 81, 114
service offerings promoted in,

114–116
in startup preparations, 58, 59,

73–76, 89–90
San Francisco, CA, 130, 156
Sartoian, Ted, 58, 61, 62
Schutz, Peter, 68, 75, 178
Seaboard cargo carrier, 52
Seattle, WA, 130
Second Day Air service, 114, 115
Sheehan, John, 158
Small-package operations

development of concept for,
9–34

formal inauguration of service,
85, 91–92

ground delivery service in, 
211

regulatory issues affecting,
159–166

service offerings in, 114–116,
214–215

advertisements on, 142–145,
163–164

startup preparations, 37–76. See
also Startup preparations

system test, 79–81, 83

tracking of packages in, 144,
172–175, 214–215

unusual shipments in, 98–99,
116

volume of packages in. See
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