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CNF | NC.
CONSCOLI DATED BALANCE SHEETS
(Dol l ars in thousands)

June 30, Decenber 31,
2002 2001
ASSETS
Current Assets
Cash and cash equival ents $ 355,512 $ 400, 763
Trade accounts receivabl e, net 710, 287 677,684
O her accounts receivable 93, 823 56, 860
Qperating supplies, at |ower of average cost or narket 20, 078 20, 244
Prepai d expenses 49, 983 46, 948
Def erred i ncone taxes 157, 831 125, 347
Total Current Assets 1, 387,514 1, 327, 846
Property, Plant and Equi prent, at Cost
Land 151, 213 149, 499
Bui | di ngs and | easehol d i nprovenents 754, 276 739, 197
Revenue equi pnent 617, 849 618, 329
O her equi pnent 411, 138 411, 546
1,934, 476 1,918,571
Accumul at ed depreciation and anortization (889, 328) (848, 042)
1, 045, 148 1, 070, 529
O her Assets
Def erred charges and ot her assets (Note 2) 248, 633 224, 605
Capitalized software, net 77, 834 79, 891
Goodwi I I, net (Note 1) 240, 567 240, 523
Def erred i ncone taxes - 46, 626
567, 034 591, 645
Total Assets $ 2,999, 696 $ 2,990, 020

The acconpanying notes are an integral part of these statenents.
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CNF | NC.

CONSOLI DATED BALANCE SHEETS

(Dol lars in thousands except per share ampunts)

LIABI LI TIES AND SHAREHO.DERS EQUI TY

Current Liabilities
Account s payabl e
Accrued liabilities (Note 2)
Accrued clainms costs
Accrued aircraft |eases and return provision
Current maturities of long-termdebt and capital |eases
I ncone taxes payabl e
Total Current Liabilities

Long-Term Liabilities
Long-term debt and guarant ees
Long-term obligati ons under capital |eases
Accrued cl ai ms costs
Enpl oyee benefits
O her liabilities and deferred credits (Note 2)
Accrued aircraft |eases and return provision
Def erred incone taxes
Total Liabilities

Commi tments and Contingencies (Note 9)

Conpany- bl i gat ed Mandatorily Redeemable Preferred Securities
of Subsidiary Trust Holding Solely Convertibl e Debentures of

t he Conpany (Note 7)

Shar ehol ders' Equity

Preferred stock, no par val ue; authorized 5,000,000 shares
Series B, 8.5%cunul ative, convertible, $.01 stated val ue

1, 100, 000 shares; issued 792,503 and 805, 895 shares,
Addi tional paid-in capital, preferred stock
Def erred conpensation, Thrift and Stock Pl an

Total Preferred Sharehol ders' Equity

Common stock, $.625 par val ue; authorized 100, 000, 000 shares;

i ssued 55,819,270 and 55, 559, 909 shares, respectively
Addi tional paid-in capital, comopn stock
Ret ai ned ear ni ngs
Def erred conpensation, restricted stock
Cost of repurchased comon stock
(6,604,919 and 6, 669, 393 shares, respectively)

Accurul at ed Ot her Conprehensive Loss (Note 4)
Total Common Shar ehol ders' Equity
Total Sharehol ders' Equity
Total Liabilities and Sharehol ders' Equity

June 30, Decenber 31
2002 2001

$ 369,295 $ 338,730
342, 866 307, 676
140, 047 126, 981
197, 748 77, 483
15, 292 11, 765
- 21,501
1, 065, 248 884, 136
433, 440 436, 055
110, 559 129, 760
110, 209 122, 273
282,997 275,764
124, 488 120, 858
12, 695 258, 087

55, 073 -
2,194,709 2,226,933
125, 000 125, 000

desi gnat ed

respectively 8 8
120, 532 122, 568
(69, 521) (73, 320)
51, 019 49, 256
34, 887 34,725
337,747 332, 066
461, 222 432,918
(806) (1, 013)
(162, 853) (164, 441)
670, 197 634, 255
(41, 229) (45, 424)
628, 968 588, 831
679, 987 638, 087
$2,999, 696 $2, 990, 020

The acconpanyi ng notes are an integral part of these statenents.
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CNF | NC.
STATEMENTS OF CONSOL| DATED OPERATI ONS
(Dol lars in thousands except per share anounts)

Three Mont hs Ended Si x Mont hs Ended
June 30, June 30,
2002 2001 2002 2001
REVENUES $ 1,186,273 $ 1,256,608 $ 2,253,347 $ 2,535,073
Costs and Expenses
Qperati ng expenses 993, 667 1, 095, 964 1,873,372 2,169, 749
Ceneral and administrative expenses 113, 060 127,913 224,221 255, 115
Depreci ati on 35, 637 44,187 71, 481 87, 937
Restructuring charges - 340, 531 - 340, 531
1, 142, 364 1, 608, 595 2,169, 074 2,853,332
OPERATI NG | NCOVE ( LCSS) 43, 909 (351, 987) 84,273 (318, 259)
O her I nconme (Expense)
I nvest ment income 1, 677 641 3,285 1, 370
I nterest expense (5, 638) (7,234) (11, 523) (15, 027)
Di vi dend requirenent on preferred
securities of subsidiary trust (Note 7) (1, 563) (1, 563) (3,126) (3,126)
M scel | aneous, net (2,501) 482 (3, 803) 1, 309
(8,025) (7,674) (15, 167) (15, 474)
Incone (Loss) before Taxes 35, 884 (359, 661) 69, 106 (333, 733)
I ncone Tax Benefit (Provision) (13, 995) 133, 852 (26, 951) 123, 481
Net | ncome (Loss) 21, 889 (225, 809) 42,155 (210, 252)
Preferred Stock Dividends 2,043 2,079 4,048 4,119
NET | NCOVE (LOSS) AVAI LABLE TO COMMON
SHAREHCOL DERS $ 19, 846 $ (227, 888) $ 38, 107 $ (214, 371)
Wi ght ed- Aver age Common Shar es
Qut st andi ng (Note 6)
Basi ¢ shares 49, 074, 627 48, 760, 668 49, 001, 489 48, 704, 866
Di | uted shares 56, 713, 022 48, 760, 668 56, 610, 935 48, 704, 866
Earni ngs (Loss) per Common Share (Note 6)
Basi c $ 0. 40 $ (4.67) $ 0.78 $ (4. 40)
Di | uted $ 0. 37 $ (4.67) $ 0.72 $ (4. 40)

The acconpanyi ng notes are an integral part of these statenents.
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CNF | NC
STATEMENTS OF CONSOLI DATED CASH FLOMS
(Dol l ars in thousands)

Si x Mont hs Ended

June 30,
2002 2001
Cash and Cash Equival ents, Begi nning of Period $ 400, 763 $ 104,515
Operating Activities
Net incone (Il oss) 42,155 (210, 252)
Adj ustments to reconcile net inconme (loss) to net cash provided
by operating activities:
Rest ructuring charges - 340, 531
Loss from business failure of a customner - 31, 605
Depreci ation and anortization 81, 079 102, 831
Increase (Decrease) in deferred incone taxes 68, 524 (135, 469)
Anortization of deferred conpensation 4,419 3, 650
Provi sion for uncollectible accounts 6, 998 6, 408
Losses (Gains) fromsales of property and equi pnent (13, 318) 1,136
Changes in assets and liabilities:
Recei vabl es (71, 282) 76, 648
Prepai d expenses (3,035) (7,738)
Unanortized aircraft maintenance - 5, 970
Account s payabl e 30, 629 (26, 792)
Accrued liabilities 39, 651 (31, 600)
Accrued cl ai ns costs 1, 002 21,922
I ncone taxes (21,501) (1,777)
Enpl oyee benefits 7,233 14, 927
Accrued aircraft | eases and return provision (125, 127) (13, 356)
Def erred charges and credits (1,092) (26)
O her 1, 253 (6, 467)
Net Cash Provided by Operating Activities 47,588 172, 151
I nvesting Activities
Capi tal expenditures (51, 900) (113, 063)
Sof t war e expendi tures (6,872) (9, 159)
Proceeds from sal es of property, net 6, 287 1, 006
Net Cash Used in Investing Activities (52, 485) (121, 216)
Fi nanci ng Activities
Repaynents of |ong-term debt, guarantees and capital |eases (25,774) (7,559)
Proceeds from exercise of stock options 4,958 2,234
Paynments of common divi dends (9, 803) (9, 754)
Payments of preferred dividends (5,274) (5,376)
Net Cash Used in Financing Activities (35, 893) (20, 455)
Net Cash Provided by (Used in) Continuing Operations (40, 790) 30, 480
Net Cash Used in Discontinued Operations (4, 461) (3,525)
I ncrease (Decrease) in Cash and Cash Equival ents (45, 251) 26, 955
Cash and Cash Equival ents, End of Period $ 355,512 $ 131, 470

The acconpanyi ng notes are an integral part of these statenents.
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CNF | NC
NOTES TO CONSOLI DATED FI NANCI AL STATEMENTS

1. Basi s of Presentation

Pursuant to the rules and regul ations of the Securities and Exchange Comm ssion, the
acconpanyi ng consol i dated financial statements of CNF Inc. and its wholly owned

subsi diari es (CNF) have been prepared by CNF, w thout audit by independent public
accountants. In the opinion of managenent, the consolidated financial statements include
all nornmal recurring adjustnents necessary to present fairly the information required to
be set forth therein. Certain information and note disclosures nornmally included in
financial statenments prepared in accordance with generally accepted accounting principles
have been condensed or onmitted fromthese statenents pursuant to such rules and
regul ati ons and, accordingly, should be read in conjunction with the consoli dated
financial statements included in CNF's 2001 Annual Report to Sharehol ders.

On Decenber 5, 2001, CNF announced effective January 1, 2002, the formation of a new

gl obal supply chain services conmpany called Menl o Worl dw de, which for financial reporting
pur poses includes the operating results of Enery Forwardi ng, Menlo Worl dwi de Logi stics,
Menl o Wor | dwi de Technol ogi es, and Vector SCM Refer to Note 5, “Business Segnents,” for a
description of CNF' s reporting segnents.

New Accounti ng Standards

Ef fective January 1, 2002, CNF adopted SFAS 142, “Goodwi || and Ot her Intangible Assets.”

SFAS 142 specifies that goodwi || and sone intangi ble assets will no | onger be anortized
but instead will be subject to periodic inpairnent testing. Pursuant to SFAS 142, CNF has
eval uated whether its goodwill is inpaired and has determ ned that, as of January 1, 2002,

CNF was not required to make an adjustnent to the carrying value of the assets. Effective
January 1, 2002, CNF ceased goodwi || anortization associated with the Emery Forwardi ng
segment. Prior to adoption of SFAS 142, CNF anortized goodwill of $2.8 nmillion and $5.5
mllion, respectively, in the second quarter and first half of |ast year

In June 2001, the FASB issued SFAS 143, "Accounting for Asset Retirenent Obligations,”
which will be effective for CNF on January 1, 2003. SFAS 143 addresses the financi al
accounting and reporting for obligations associated with the retirenent of tangi ble |ong-
lived assets and the associated asset retirenent costs. CNF is in the process of

eval uating the financial statenent inpact of adopti on of SFAS 143.

In April 2002, the FASB issued SFAS 145, “Rescission of FASB Statenments 4, 44, and 64,
Amendnent of FASB Statenent 13, and Technical Corrections.” SFAS 145 updates, clarifies
and sinplifies existing accounting pronouncenents, by rescinding SFAS 4, which required
all gains and | osses from extingui shnent of debt to be aggregated and, if material
classified as an extraordinary item net of related inconme tax effect. As a result, the
criteria in Accounting Principles Board Opinion 30 will now be used to classify those
gai ns and | osses. Additionally, SFAS 145 anends SFAS 13 to require that certain | ease
nodi ficati ons that have econom c effects simlar to sal e-l1easeback transacti ons be
accounted for in the sane manner as sal e-| easeback transactions. Finally, SFAS 145 also
makes technical corrections to existing pronouncenents. While those corrections are not
substantive in nature, in sonme instances, they may change accounting practice. CNF adopted
t he provisions of SFAS 145 that amended SFAS 13 for transactions occurring after May 15,
2002 in its consolidated financial statements with no naterial inpact. CNF will adopt al
ot her provisions of SFAS 145, as required, effective January 1, 2003. CNF is eval uating
the financial statenent inpact of adopting these other provisions of SFAS 145.

In July 2002, the FASB i ssued SFAS 146, “Accounting for Costs Associated with Exit or

Di sposal Activities,” which is effective for exit or disposal activities initiated after
December 31, 2002. SFAS 146, once adopted, nullifies EITF Issue No. 94-3. SFAS 146
requires that a liability for a cost associated with an exit or disposal activity be
recogni zed when the liability is incurred, whereas EI TF No. 94-3 had recogni zed t he
liability at the conmtnent date to an exit plan. CNF is in the process of evaluating the
financial statenent inmpact of adoption of SFAS 146.
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Recl assi fication

Certain anobunts in prior-year financial statenments have been reclassified to conformto
current-year presentation

2. Di sconti nued Operations

On Novenber 3, 2000, Enery Worldwide Airlines (EWA) and the U S. Postal Service (USPS)
announced an agreenment (the "Term nation Agreenent") to terninate their contract for the
transportation and sortation of Priority Mail (the "Priority Mail contract"). The Priority
Mai |l contract was originally scheduled to termnate in the first quarter of 2002, subject
to renewal options. Under the terns of the Term nation Agreenent, the USPS on January 7,
2001 assuned operating responsibility for services covered under the Priority Mai

contract, except certain air transportation and related services, which were terni nated
effective April 23, 2001

The Term nation Agreenment preserved EWA's right to pursue clains for underpaynent of
amounts owed to EWA under the contract, which were ultinmately settled in Septenber 2001 as
descri bed bel ow. The USPS agreed to reimburse EWA for Priority Mail contract term nation
costs, including costs of contract-rel ated equi pnment, inventory, and operating |ease
commtnments, up to $125 mllion (the "Term nation Liability Cap"). On January 7, 2001
the USPS paid EWA $60 nillion toward the term nation costs. The Term nati on Agreenent
provided for this provisional payment to be adjusted if actual term nation costs were
greater or less than $60 nmillion, in which case either the USPS would be required to nmake
an additional paynent with interest or EWA would be required to return a portion of the
provi sional paynent with interest. In July 2002, EWA and the USPS entered into an
agreenment that required the USPS to pay $6 nmillion to EWA, in addition to the $60 mllion
provi si onal paynent on January 7, as the final settlement of EWA's Priority Mail contract
term nation costs.

On Septenber 26, 2001, EWA entered into an agreenment with the USPS to settle clains
relating to the underpaynent of ampunts owed to EWA under the Priority Mail contract with
the USPS (the "Settlement Agreenment"). Under the Settlenent Agreenent, EWA received a
$235 million payment fromthe USPS on Septenmber 28, 2001 to settle all non-term nation
clains under the Priority Mail contract. These clains were to recover costs of operating
under the contract as well as profit and interest thereon. The Priority Miil Terni nation
Agreenent descri bed above was unaffected by the Settl enent Agreenent.

Under the Settlement Agreenent, on Septenber 28, 2001, EWA also received a $70 million
provi si onal paynent fromthe USPS to provisionally pay for term nation costs and ot her
clains related to EWA's Express Mail contract, which was termi nated by the USPS "for
conveni ence" effective August 26, 2001. The Settlenent Agreenent provides for the
provi si onal paynent to be adjusted if actual termnation costs and other agreed-upon
clains related to the Express Mail contract are greater or less than $70 mllion, in which
case either the USPS will be required to nake an additional paynent with interest, subject
to the linmtation described in the foll owi ng paragraph, or EWA will be required to return
a portion of the provisional payment with interest.

As of June 30, 2002 and Decenber 31, 2001, the $70 million provisional payment was
included in Deferred Credits in CNF' s Consolidated Bal ance Sheets. This amount wil |
continue to be included in Deferred Credits until it is used to retire the renmaining $80
mllion in assets included in Deferred Charges related to the Express Mail contract. The
Settl ement Agreenent provides that the total anpbunt payable by the USPS for term nation
costs and other clains relating to the Express Mail contract, including the $70 nmillion
provi sional paynment, may not exceed $150 mllion. On Decenber 14, 2001, EWA filed a
term nation settlenent proposal with the USPS for recovery of EWA's costs of providing
service under the term nated Express Mail contract as well as costs incurred by EWA' s
subcontractors for perform ng services under the Express Mail contract. Any recovery of
such costs would be offset in whole or in part by the $70 million provisional paynment
received in 2001.

Results of the forner Express Mail contract are included in the Enery Forwardi ng reporting
segnent and not as di sconti nued operations.
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perating Results and Gain from Di sconti nuance

As a result of the termnation of the Priority Mail contract, the results of operations,
and cash flows of the Priority Mail operations have been segregated and classified as

di sconti nued operations. Net non-current assets of discontinued operations of $3.1
mllion at June 30, 2002 and Decenber 31, 2001 were included in Deferred Charges and O her
Assets in the Consolidated Bal ance Sheets. Net current liabilities of discontinued
operations of $1.1 million and $5.6 mllion at June 30, 2002 and Decenber 31, 2001
respectively, were included in Accrued Liabilities.

The Priority Mail contract provided for an annual re-determ nation of prices paid to EWA
Because of disputes between the USPS and EWA, these prices never were re-deternm ned and,
as a result, EWA did not receive any additional paynents to which it would have been
entitled upon a favorable re-determination. Accordingly, beginning in the third quarter
of 1999 until January 7, 2001, EWA recogni zed as “unbilled revenue” under the Priority
Mai | contract, an anpount of revenue sufficient only to cover costs of operating under the
contract. As a result, no operating profit has been recognized in connection with the
Priority Mail contract since the third quarter of 1999, when EWA filed a claimfor re-
det erm ned higher prices. Prior to the January 7, 2001 settlenent, CNF recorded revenues
in amounts up to the costs incurred.

As a result of the Settlenent Agreenment, this unbilled revenue was fully recovered and EWA
in the third quarter of 2001 recognized a gain fromdi sconti nuance of $39.0 m|lion, net
of $24.9 million of income taxes.

In the first quarter of 2001, revenue of $10.2 million was recognized for the period prior
to the USPS assumi ng operating responsibility for services covered under the Priority Mi
contract on January 7, 2001. Subsequent to January 7, 2001, no revenue was recognized
under the Priority Mail contract.

3. Restructuring Charges

In June 2001, Emery began an operational restructuring to align it with nmanagenent’s
estimates of future business prospects for donmestic heavy air freight and address changes
in market conditions, which deteriorated due to a slow ng donestic economny, |oss of EWA's
contracts with the USPS to transport Express Mail and Priority Mail and, to a | esser
extent, |oss of business to ground transportation providers.

The $340.5 mllion restructuring charge recognized in the second quarter of 2001 consi sted
primarily of non-cash inpairnent charges, including the wite-off of $184.2 mllion for
unanortized aircraft maintenance and $89.7 million for aircraft operating supplies,

equi pment and ot her assets. Asset inpairnent charges were based on an eval uati on of cash
flows for North American operations and, for certain assets, independent appraisals. Also
included in the restructuring charge was $66.6 million for estimted future cash
expenditures related primarily to the return to the | essors of certain aircraft leased to
Enmery and the termnation of the related | eases.

As described in “Menl o Worl dwi de- Enery Forwar di ng—Regul atory Matters” under “Managenent’s
Di scussion and Analysis,” the Federal Aviation Adm nistration (FAA) required EWA to
suspend its air carrier operations on August 13, 2001. In response to the FAA suspension
as well as the terrorist actions described belowin Note 9, “Conm tnents and

Conti ngenci es—Ferrorist Attacks,” the growi ng unpredictability and uncertainty of the
FAA' s requalification process, and a worseni ng gl obal econom ¢ downturn, Enery re-
evaluated its restructuring plan. CNF announced on Decenber 5, 2001 that Emery in 2002
woul d becone part of CNF's new Menl o Worl dwi de group of supply chain services providers
and woul d continue to provide full North Anmerican forwarding services utilizing aircraft
operated by other air carriers instead of EWA's fleet of aircraft, and that EWA woul d
cease air carrier operations. In connection with the revised restructuring plan, in the
fourth quarter of 2001 Enery recogni zed additional restructuring charges of $311.7 million
for the planned disposal of |eased aircraft, cessation of EWA's renai ni ng operations,

enpl oyee separation costs for 157 Enery enpl oyees, and other costs.
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The restructuring charges in 2001 were based in part on significant estinmates and
assunptions nade by Enery’s nmanagenent as to the ampunt and timng of aircraft renta
paynments and the costs of returning those aircraft upon expiration or early term nation of
the |l eases. The $311.7 million restructuring charge recognized in the fourth quarter of
2001 includes primarily accruals for schedul ed undi scounted rental paynments for aircraft

| eased to Enery and estimated costs of returning those aircraft upon expiration or early
term nation of the related | eases. Actual costs nay differ fromthose estinates (due,
anong other things, to Emery’s efforts to negotiate the early ternmination of aircraft

| eases and potential defaults under aircraft |eases) and that difference would be

recogni zed as additi onal expense or incone in the period when and if that deternination
can be nmade. In the first half of 2002, Emery paid $125.1 mllion for aircraft |eases and
return costs, primarily due to the negotiated early return of approximtely one-half of
EWN' s aircraft fleet. At June 30, 2002, $197.7 nmillion of accrued aircraft |eases and
return costs were classified as current liabilities in the Consolidated Bal ance Sheets
based primarily on Enery’s intention to negotiate the early term nation of those aircraft
| eases. See Note 9, “Conmmitnents and Contingenci es—Restructuring Charges and Regul atory
Matters.”

The followi ng table represents the cunulative activity related to Enmery’s 2001
restructuring plan:

(I'n MI11lions) Tot al Cunul ati ve Char ged Reserves at
Char ges Cash Agai nst June 30,
Usage Asset s 2002
Enpl oyee separations $ 6.1 $ (3.3) $ - $ 2.8
Asset inpairnents 278.0 -- (278.0) --
Aircraft and other costs 368. 1 (129. 4) -- 238.7
$ 652.2 $ (132.7) $ (278.0) $ 241.5

There can be no assurance that Enery will not be required to incur additional charges or

expend additional amunts in the future in connection with natters relating to the
cessation of EWA's air carrier operations or the term nation of EWA' s aircraft |eases,
particularly if one or nore of the events described in Note 9, “Conmm tnents and

Conti ngenci es” were to occur, which could have a material adverse effect on CNF s
financial condition, cash flows, and results of operations.
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4, Conpr ehensi ve I ncome (Loss)

Conpr ehensive Income (Loss), which is a nmeasure of all changes in equity except those
resulting frominvestnments by owners and distributions to owners, was as foll ows:

Three Mont hs Ended Si x Mont hs Ended
June 30, June 30,
(Dol lars in thousands) 2002 2001 2002 2001
Net inconme (| oss) $ 21,889  $(225,809) $ 42,155  $(210, 252)
O her conprehensive income (Il oss)
Cunul ative effect of accounting
change, net of tax (Note 8) -- -- -- 3,005
Change in fair value of cash flow
hedges (Note 8) (99) 175 1, 080 (2,621)
Foreign currency translation
adj ust ment 4,397 (3,096) 3,115 (4,570)
4,298 (2,921) 4,195 (4, 186)
Conpr ehensi ve i ncone (I oss) $ 26,187  $(228,730) $ 46,350 $(214, 438)

The following is a sumary of the conponents of Accumul ated O her Conprehensive Loss:

June 30, Decenber 31,

(Dol lars in thousands) 2002 2001
Cunul ative effect accounting change, net

of tax (Note 8) $ -- $ 3,005
Accunul at ed change in fair value of cash

fl ow hedges (Note 8) (463) (4, 548)
Accunul ated foreign currency translation

adj ustnent s (29, 667) (32, 782)
M ni mum pension liability adjustnment (11, 099) (11, 099)
Accunul at ed ot her conprehensive | oss $ (41, 229) $ (45, 424)

5. Business Segnents

Sel ected financial information for CNF's continuing operations is shown bel ow. CNF
eval uates performance of the segments based on several factors. However, the primary
neasurenent focus is based on segnent operating results, excluding significant non-
recurring and/or unusual itens. The prior period has been reclassified to exclude

di sconti nued operations.

On Decenber 5, 2001, CNF announced effective January 1, 2002, the formation of a new

gl obal supply chain services conpany called Menl o Worl dw de, which for financial reporting
pur poses includes the operating results of Enery Forwardi ng, Menlo Worl dwi de Logi stics,
Menl o Wor | dwi de Technol ogi es, and Vector SCM

Consi stent with SFAS 131, “Discl osures about Segnents of an Enterprise and Rel ated
Information,” CNF discloses segnment information in the manner in which the conponents are
organi zed for making operating decisions, assessing performance and all ocating resources.
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Accordingly, operating results are reported along CNF's three |ines of business: Con-Wy
Transportation Services, Menlo Worldw de, and CNF Gher. Wthin the Menl o Worl dw de
group, Enmery Forwarding, Menlo Worl dwi de Logistics and Menl o Worl dwi de Ot her individually
represent separate segnents for financial reporting purposes. The Enery Forwardi ng
reporting segnent consists of Enery Forwarding and Enery Worldwi de Airlines (“EWA"), a
separate subsidiary of CNF that ceased its air carrier operations in Decenber 2001. The
Menl o Worl dwi de Ot her reporting segment consists of Menl o Worl dwi de Technol ogi es and
Vector SCM The CNF O her reporting segnent includes the operating results of Road Systemns
and certain CNF corporate activities. Qperating results in the prior period have been
reclassified to conformto the current-year reporting segnent presentation.

Three Mnths Ended Si x Months Ended

June 30, June 30,
(Dol lars in thousands) 2002 2001 2002 2001
Revenues | ncluding I ntersegnent
Con-Way Transportation Services $ 504,097 $ 489, 386 $ 958,896 $ 958,587
Menl o Wor |l dwi de
Emery Forwar di ng 439, 849 530, 205 834, 645 1,113,495
Menl o Worl dwi de Logi stics 245, 037 237,574 464, 993 462, 938
684, 886 767,779 1,299, 638 1,576, 433
CNF Ot her 3,277 7,718 6, 695 16, 920
1,192, 260 1, 264, 883 2,265, 229 2,551, 940
I ntersegment Revenue Elim nations
Con-Way Transportation Services (129) (193) (197) (424)
Menl o Worl dwi de
Enmery Forwar di ng (62) (47) (97) (139)
Menl o Worl dwi de Logi stics (3,426) (3,071) (6,873) (5, 840)
(3, 488) (3,118) (6, 970) (5, 979)
CNF O her (2,370) (4,964) (4, 715) (10, 464)
(5,987) (8, 275) (11, 882) (16, 867)
Revenues
Con-Way Transportation Services 503, 968 489, 193 958, 699 958, 163
Menl o Wor | dwi de
Emery Forwar di ng 439, 787 530, 158 834, 548 1,113, 356
Menl o Worl dwi de Logi stics 241, 611 234,503 458, 120 457,098
681, 398 764, 661 1,292, 668 1,570, 454
CNF Ot her 907 2,754 1, 980 6, 456
$1, 186, 273 $1, 256, 608 $2, 253, 347 $2, 535,073
Operating I ncome (Loss)
Con-Way Transportation Services $ 35, 115 $ 42,431 $ 68, 836 $ 79, 166
Menl o Worl dwi de
Emery Forwar di ng (5,908) (370, 442) (11, 621) (376, 989)
Menl o Worl dwi de Logi stics 7,059 (22, 253) 14,812 (14, 082)
Menl o Worl dwi de Ct her 9, 320 (1,681) 10, 629 (6, 295)
10, 471 (394, 376) 13, 820 (397, 366)
CNF O her (1,677) (42) 1,617 (59)
$ 43,909 $ (351, 987) $ 84,273 $ (318, 259)

Unusual and/or Non-recurring Items Included in Operating Income (Loss) for the Periods Presented:

Con-Way Transportation Services -

Net gainfromthe sale of property $ $ $ 8,675 $ -
Menl o Worl dwi de -
Emery Forwarding -
Net gain froma payment under the Air
Transportation Safety and System
Stabilization Act - 9, 895 -
Loss fromrestructuring charge (340, 531) - (340, 531)
Loss froma legal settlement on returned
aircraft (4, 696) - (4, 696)
Goodwi | | anprtization (2,758) - (5, 458)
Express Mail operating incone 77 - 3,638
Menl o Worl dwi de Logistics -
Net gain froma contract termnation 1, 850 -
Loss fromthe business failure of a
cust omer (31, 605) - (31, 605)
CNF Other -
Net gain fromthe sale of property 2, 367 -
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6. Ear ni ngs Per Comobn Share

Basi ¢ earnings (loss) per comon share (EPS) was computed by dividing net incone (loss) by
t he wei ght ed-average common shares outstanding. The calculation for diluted EPS was
cal cul ated as shown bel ow.

Three Mont hs Ended Si x Mont hs Ended
(Dol lars in thousands except June 30, June 30,
per share data) = e e e e et oo
2002 2001 2002 2001
Earni ngs (Loss):
Net income (loss) applicable
to comon sharehol ders $ 19, 846 $ (227, 888) $ 38,107 $ (214,371)

Add- backs:
Di vi dends on preferred
stock, net of
repl acenent funding 310 - 593 -
Di vi dends on preferred
securities of subsidiary
trust, net of tax 954 - 1,908 -

Shar es:

Basi ¢ shares (wei ght ed-average

conmon shar es out st andi ng) 49, 074, 627 48, 760, 668 49, 001, 489 48, 704, 866
St ock options 782, 286 - 753, 337 -
Series B preferred stock 3,731,109 - 3,731, 109 -
Preferred securities of

subsi diary trust 3,125, 000 - 3,125, 000 -

56, 713, 022 48, 760, 668 56, 610, 935 48, 704, 866

Di |l uted earnings (loss) per

common share $ 0. 37 $ (4.67) $ 0.72 $ (4.40)

For the three and si x nmonths ended June 30, 2001, convertible securities and stock options
were anti-dilutive. As a result, the assumed shares and rel ated add-back to net incone
(loss) from continuing operations under the if-converted nethod have been excl uded from
the calculation of diluted EPS. |If the securities were dilutive, the assuned shares under
the if-converted nethod woul d have been as follows for the three nonths ended June 30,
2001: stock options — 475,043 shares, series B preferred stock — 4,067,561 shares,
preferred securities of subsidiary trust — 3,125,000 shares. For the six nonths ended
June 30, 2001, the shares woul d have been as follows: stock options — 547,625 shares,
series B preferred stock — 4,067,561 shares, preferred securities of subsidiary trust -

3, 125, 000 shares.

7. Preferred Securities of Subsidiary Trust

On June 11, 1997, CNF Trust | (the Trust), a Del aware business trust wholly owned by CNF

i ssued 2,500,000 of its $2.50 Term Convertible Securities, Series A (TECONS) to the public
for gross proceeds of $125 mllion. The conbi ned proceeds fromthe i ssuance of the TECONS
and the issuance to CNF of the conmobn securities of the Trust were invested by the Trust
in $128.9 nmillion aggregate principal amunt of 5% convertible subordi nated debentures due
June 1, 2012 (the Debentures) issued by CNF. The Debentures are the sole assets of the
Trust.

Hol ders of the TECONS are entitled to receive cunulative cash distributions at an annua
rate of $2.50 per TECONS (equivalent to a rate of 5% per annum of the stated |iquidation
amount of $50 per TECONS). CNF has guaranteed, on a subordinated basis, distributions and
ot her paynents due on the TECONS, to the extent the Trust has funds avail able therefore
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and subject to certain other limtations (the Guarantee). The Guarantee, when taken
together with the obligations of CNF under the Debentures, the Indenture pursuant to which
t he Debentures were issued, and the Amended and Restated Declaration of Trust of the
Trust, including its obligations to pay costs, fees, expenses, debts and other obligations
of the Trust (other than with respect to the TECONS and the conmon securities of the
Trust), provide a full and unconditional guarantee of ampbunts due on the TECONS

The Debentures are redeemable for cash, at the option of CNF, in whole or in part, on or
after June 1, 2000, at a price equal to 103.125% of the principal anpbunt, declining
annually to par if redeenmed on or after June 1, 2005, plus accrued and unpaid interest. In
certain circunstances relating to federal incone tax matters, the Debentures nay be
redeened by CNF at 100% of the principal plus accrued and unpaid interest. Upon any
redenmpti on of the Debentures, a |ike aggregate |iquidation anobunt of TECONS will be
redeened. The TECONS do not have a stated maturity date, although they are subject to
mandat ory redenption upon naturity of the Debentures on June 1, 2012, or upon earlier
redenpti on.

Each TECONS is convertible at any tine prior to the close of business on June 1, 2012, at
the option of the holder into shares of CNF's commpn stock at a conversion rate of 1.25
shares of CNF's commpn stock for each TECONS, subject to adjustment in certain

ci rcumnst ances.

8. Derivative Instruments and Hedgi ng Activities

Ef fective January 1, 2001, CNF adopted SFAS 133, “Accounting for Derivative Instrunents
and Hedging Activities,” as anended by SFAS 137 and SFAS 138. SFAS 133 establishes
accounting and reporting standards requiring that every derivative instrunent, as defined,
be recorded on the bal ance sheet as either an asset or liability neasured at fair val ue
and that changes in fair value be recognized currently in earnings unless specific hedge
accounting criteria are met. Qualifying hedges allow a derivative's gain or |oss to of fset
related results on the hedged itemin the incone statenent or be deferred in O her

Conpr ehensive Income (Loss) until the hedged itemis recognized in earnings.

CNF is exposed to a variety of market risks, including the effects of interest rates,
commodity prices, foreign currency exchange rates and credit risk. CNF' s policy is to
enter into derivative financial instrunents only in circunstances that warrant the hedge
of an underlying asset, liability or future cash fl ow agai nst exposure to the rel ated
risk. Additionally, the designated hedges should have high correlation to the underlying
exposure such that fluctuations in the value of the derivatives offset reciprocal changes
in the underlying exposure.

CNF fornally docunents its hedge rel ationships, including identifying the hedge

i nstrunments and hedged itens, as well as its risk managenent objectives and strategies for
entering into the hedge transaction. At hedge inception and at |east quarterly
thereafter, CNF assesses whether the derivatives are effective in offsetting changes in
either the cash flows or fair value of the hedged item |If a derivative ceases to be a
highly effective hedge, CNF will discontinue hedge accounting, and any gains or |osses on
the derivative instrument woul d be recogni zed in earnings during the period it no | onger
qual ifies for hedge accounting.

For derivatives designated as cash fl ow hedges, changes in the derivative's fair value are
recogni zed in & her Conprehensive Income (Loss) until the hedged itemis recognized in
earnings. Any change in fair value resulting fromineffectiveness is recognized

i Mmediately in earnings. For derivatives designated as fair val ue hedges, changes in the
derivative's fair value are recogni zed in earnings and of fset by changes in the fair val ue
of the hedged item which are recognized in earnings to the extent that the derivative is
ef fective.

CNF' s cash flow hedges include interest rate swap derivatives designated to mtigate the
effects of interest rate volatility on floating-rate operating | ease paynents. Fair val ue
hedges include interest rate swap derivatives designated to nitigate the effects of
interest rate volatility on the fair value of fixed-rate long-termdebt. OCNF s current
interest rate swap derivatives qualify for hedge treatnent under SFAS 133.



PAGE 15

In accordance with the transition provisions of SFAS 133, in the first quarter of 2001 CNF
recorded in Gt her Assets a transition adjustnent of $20.6 million to recognize the
estimated fair value of interest rate swap derivatives, a $4.9 mllion ($3.0 mllion after
tax) transition adjustnent in Accumul ated O her Conprehensive Incone (Loss) to recognize
the estimated fair value of interest rate swap derivatives designated as cash fl ow hedges,
and a $15.7 mllion transition adjustnment in Long-Term Debt to recogni ze the esti mated
effect of interest rate changes on the fair value of fixed-rate debt, which is hedged with
interest rate swap derivatives designated as fair val ue hedges.

In the second quarter and the first six nmonths of 2002, the estimated fair value of CNF' s
fair val ue hedges increased $9.0 million and $7.4 mllion respectively, and offset an
equal increase in the estinmated fair value of CNF's fixed-rate long-termdebt attributable
to interest rate changes. Cash flow hedges in the second quarter of 2002 decreased $0.2
mllion ($0.1 mllion after tax), while cash flow hedges in the first half of 2002
increased $1.8 nmillion ($1.1 nmillion after tax).

9. Conmi tments and Conti ngenci es
IRS Matters

CNF is currently under exami nation by the Internal Revenue Service (IRS) for tax years
1987 t hrough 1999 on various issues. In connection with those exani nations, the IRS
proposed adjustnents for tax years 1987 through 1990 after which CNF filed a protest and
engaged in discussions with the Appeals Ofice of the IRS. After those discussions failed
to produce a settlenent, in March 2000, the IRS issued a Notice of Deficiency (the Notice)
for the years 1987 through 1990 with respect to various issues, including aircraft

mai nt enance and matters related to years prior to the spin-off of Consolidated Frei ghtways
Corporation (CFC), CNF' s fornmer |ong-haul |ess-than-truckl oad (LTL) segnment, on Decenber
2, 1996. Based upon the Notice, the total anpbunt of the deficiency for itenms in years 1987
t hrough 1990, including taxes and interest, was $170.8 million as of June 30, 2002. The
amount originally due under the Notice was reduced in the third quarter of 2000 by a
portion of CNF's $93.4 nillion paynment to the IRS, which is described bel ow.

In addition to the issues covered under the Notice for tax years 1987 through 1990, the
IRS in May 2000 proposed additional adjustnents for tax years 1991 through 1996 with
respect to various issues, including aircraft maintenance and matters relating to CFC for
years prior to the spin-off.

Under the Notice, the IRS has assessed a substantial adjustnent for tax years 1989 and
1990 based on the IRS position that certain aircraft maintenance costs shoul d have been
capitalized rather than expensed for federal incone tax purposes. CNF believes that its
practice of expensing these types of aircraft maintenance costs is consistent with

i ndustry practice and Treasury Ruling 2001-4. CNF intends to vigorously contest the Notice
and the proposed adjustnents as they pertain to the aircraft mai ntenance issue.

CNF paid $93.4 nillion to the IRS in the third quarter of 2000 to stop the accrual of

i nterest on anobunts due under the Notice for tax years 1987 t hrough 1990 and under
proposed adjustnents for tax years 1991 through 1996 for natters relating to CFC for years
prior to the spin-off and for all other issues except aircraft mmintenance costs.

There can be no assurance that CNF will not be liable for all of the ampunts due under the
Noti ce and proposed adjustnents. As a result, CNF is unable to predict the ultinmate
outconme of this matter and there can be no assurance that this matter will not have a

mat eri al adverse effect on CNF' s financial condition, cash flows, or results of
operations.

Spin-Of of CFC

On Decenber 2, 1996, CNF conpleted the spin-off to its shareholders of CFC. In connection
with the spin-off of CFC, CNF agreed to indemify certain states, insurance conpani es and
sureties against the failure of CFC to pay certain workers’ conpensation, tax and public
liability clainms that were pending as of Septenber 30, 1996. In sone cases, these

i ndetmi ties are supported by letters of credit and surety bonds under which CNF is |iable
to the issuing bank or the surety conpany. Any failure by CFC to pay its workers’
conpensation, tax or public liability clainms when due could result in denmands for paynent
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bei ng nade agai nst CNF under its indemity, or in denands for paynent bei ng made under the
surety bonds and letters of credit supporting these clains, for which CNF would be liable.
CNF estimates that the aggregate anount of these clainms could be as nmuch as $20 nillion

Al though CFC is obligated to reinburse and i ndemify CNF against liability with respect to
these clains, CFC s obligation is not secured by any collateral and there can be no
assurance that CFCwill, in fact, reinburse and i ndemify CNF.

In addition, CFC was, at the tinme of the spin-off, and remains a party to certain nmulti-
enpl oyer pension plans covering its current and forner enployees. |If CFC were to nmake a
conplete or partial withdrawal from sone or all of these pension plans, CFC would be

obligated to pay its share of any unfunded vested liabilities under the applicable plans.

If CFC were to conpletely or partially withdraw fromone or nore underfunded multi-

enpl oyer plans, the pension plan trustees might assert clains that CNF is |liable for the
amounts owed by CFC. Based on advice of |egal counsel and its current know edge of the
facts, CNF believes that it would ultimately prevail if any such clains were nmade.
However, if such clains were made, unless relieved of the obligation, CNF would be

requi red, under federal |aw, to nake periodic cash paynents in an aggregate amunt of up
to the full anmpbunt of CFC s share of the unfunded vested liabilities until the clainms were
adj udi cated. Under federal |aw, those paynents would be refunded, with interest, if CNF
were to prevail on the clains. The conputation of the amount of the periodic paynents
depends on facts specific to CFC, including CFC s historical plan contribution rates and
servi ce-hour data, and, as a result, CNF cannot accurately estimte the anmount of those
payments. However, those paynents could be substantial and could have a significant
adverse effect on CNF's liquidity.

As a result of the foregoing, there can be no assurance that matters relating to CFC wi ||
not have a material adverse effect on CNF' s financial condition, cash flows or results of
operations.

Restructuring Charges and Regul atory Matters

Due in large part to the fourth-quarter 2001 restructuring charge incurred in connection
with the cessation of EWA's air carrier operations as described in Note 3, “Restructuring
Charges,” CNF was required to obtain anendnents to its bank revolving credit facility,

whi ch provide for the pledge of collateral by CNF and its principal subsidiaries upon
speci fi ed downgrades of CNF' s senior unsecured |ong-termdebt securities. The fourth-
quarter 2001 restructuring charge also resulted in defaults under financial covenants in
agreenments pursuant to which EWA | eased sone of its aircraft. However, these aircraft

| eases under default were term nated and settled in the second quarter of 2002 in
connection with the negotiated early return of approxinmately one-half of EWA' s parked
aircraft fleet. The restructuring charges recognized by Emery during 2001 reflect CNF' s
estimate of the costs of terninating EWAN's air carrier operations, returning | eased
aircraft and restructuring Enery’s business and related matters. Although CNF believes
that the estimate is adequate to cover these costs based on information currently
avai | abl e and assunpti ons nmanagenment believes are reasonabl e under the circunstances,
Enmery will be required to recogni ze additional charges or credits if actual results differ
from managenent’s estinates. Additional charges could result in defaults under CNF s bank
revolving credit facility and other debt instrunents and under aircraft |eases. For
further discussion of these matters, see “Menl o Worl dwi de- Enmery Forwar di ng—Regul at ory
Matters” and “Liquidity and Capital Resources—Restructuring Charges and Regul atory
Matters” under “Managenent’s Discussion and Anal ysis.”

As a result of the matters di scussed above and in “Managenment’s Di scussion and Analysis,”
CNF can provide no assurance that these matters will not have a material adverse effect on
CNF' s financial condition, cash flows, or results of operations in the future.

Terrorist Attacks

perating results at Enery were adversely affected by the terrorist attacks on Septenber
11, 2001. Contractors providing air carrier service to Emery were grounded on Septenber 11
and 12 and did not resune service until the evening of Septenber 13, which adversely
affected Enery’s results of operations.
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In response to the terrorist attacks, the U S. Congress passed the Air Transportation

Saf ety and System Stabilization Act (the “Act”), a $15 billion emergency econom c
assi stance package intended to mtigate financial losses in the air carrier industry. The
| egi slation provides for $5 billion in direct |oss reinbursenent and $10 billion in

federal |oan guarantees and credits, expands war risk insurance coverage for air carriers,
and provi des sone government assistance for short-termincreases in insurance prem uns.

In March 2002, Enery received an $11.9 mllion paynment under the Act, resulting in the
recognition of a $9.9 mllion first-quarter net gain in 2002. The paynent nade to Enery
under the Act is subject to audit. Enmery is seeking additional paynents under the Act.

Enery is not able to accurately quantify how the events of Septenber 11, or any subsequent
terrorist activities, will affect the global econony, governmental regulation, the air
transportation industry, Emery’s costs of providing airfreight services and the demand for
Enery’s airfrei ght services. However, Enery believes that any additional security measures
that may be required by future regulations could result in additional costs and could have
an adverse effect on its operations and servi ce.

O her

CNF is a defendant in various other |lawsuits incidental to its businesses. It is the
opi ni on of managenent that the ultimte outcome of these actions will not have a materia
i mpact on CNF's financial condition, cash flows, or results of operations.
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PART 1. FI NANCI AL | NFORVATI ON
| TEM 2. NMANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL CONDI TI ON AND RESULTS OF
OPERATI ONS

On Decenber 5, 2001, CNF announced effective January 1, 2002, the formation of a new

gl obal supply chain services conpany called Menl o Worl dw de, which for financial reporting
pur poses includes the operating results of Enery Forwardi ng, Menlo Worl dwi de Logi stics,
Menl o Wor |l dwi de Technol ogi es, and Vector SCM

Consi stent with SFAS 131, “Discl osures about Segnents of an Enterprise and Rel ated
Information,” CNF discloses segnment information in the manner in which the conponents are
organi zed for making operating decisions, assessing performance and all ocating resources.
Accordingly, operating results are reported along CNF's three |ines of business: Con-Wy
Transportation Services, Menlo Wrldw de, and CNF Gher. Wthin the Menl o Worl dw de
group, Enery Forwarding, Menlo Worl dwi de Logistics and Menl o Worl dwi de Ot her individually
represent separate segnents for financial reporting purposes. The Enery Forwardi ng
reporting segnent consists of Enery Forwarding and Enery Worldwi de Airlines (“EWA"), a
separate subsidiary of CNF that ceased its air carrier operations in Decenber 2001. The
Menl o Worl dwi de Ot her reporting segment consists of Menl o Worl dwi de Technol ogi es and
Vector SCM The CNF O her reporting segnent includes the operating results of Road Systemns
and certain CNF corporate activities. Qperating results in the prior periods have been
reclassified to conformto the current-year reporting segnent presentation

As used in Managenent’s Discussion and Analysis, all references to CNF, “the Conpany,”
“we,” “us,” and “our” and all simlar references nean CNF Inc. and its subsidiaries,
unl ess ot herwi se expressly stated or the context otherw se requires.

CNF nakes estimates and assunptions when preparing the financial statements in conformty
wi th accounting principles generally accepted in the United States. These estinates and
assunptions affect the ampunts reported in the acconpanying financial statenents and notes
thereto. Actual results could differ fromthose estimates. CNF' s nost critica

accounting policies upon which managenent bases estimates are those relating to self-

i nsurance reserves, inconme taxes, restructuring reserves and defined benefit pension plan
costs.

Sel f -1 nsurance Reserves

CNF uses a conbi nation of insurance and self-insurance nechani sns to provide for the
potential liabilities for nedical, casualty, liability, vehicular, cargo and workers’
conpensation clains. Liabilities associated with the risks that are retained by CNF are
estimated, in part, by considering historical clains experience, denobgraphic factors,
severity factors and ot her assunptions. The estinated accruals for these liabilities could
be significantly affected if actual costs differ fromthese assunptions and historica
trends.

I ncone Taxes

In establishing its deferred incone tax assets and liabilities, CNF nakes judgrments and
interpretati ons based on the enacted tax | aws and published tax gui dance that are
applicable to its operations. OCNF records deferred tax assets and liabilities and
periodically evaluates the need for valuation allowances to reduce the deferred tax assets
to realizable amobunts. The likelihood of a material change in CNF' s expected realization
of these assets is dependent on future taxable incone, its ability to use foreign tax
credit carryforwards and carrybacks, final U S. and foreign tax settlenments, and the

ef fectiveness of its tax planning strategies in the various relevant jurisdictions. CNF
is also subject to examination of its income tax returns for nmultiple years by the
Internal Revenue Service and other tax authorities. CNF periodically assesses the

i kelihood of adverse outcones resulting fromthese exaninations to determ ne the adequacy
of its provision for incone taxes. Changes to CNF's income tax provision or in the

val uation of deferred tax assets and liabilities may affect its annual effective incone
tax rate.
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Restructuring Reserves

The restructuring charges recogni zed in 2001 were based on significant estinmates and
assunptions nade by nanagenent. Refer to the “Enery Forwardi ng — Restructuring Charges”
section under “Results of Operations” below for a description of assunptions used and to
Note 3, “Restructuring Charges” for the cunmulative activity related to Emery’s 2001
restructuring plan.

Defi ned Benefit Pension Pl an

CNF has a defined benefit pension plan that covers non-contractual enployees in the United
States. The anmpunt recogni zed as pensi on expense depends upon a nunber of assunptions and
factors including (i) the discount rate used to neasure the present val ue of pension
obligations and (ii) the actual rate of return on plan assets conpared to the assuned rate
of return. CNF adjusts its discount rate periodically to reflect market conditions,
taking i nto account a nunber of factors including the advice of its outside actuaries.
Rates of return on plan assets are affected by econonic conditions and narket

fluctuations. OCNF's assunmed rate of return on plan assets, which has been unchanged since
1995, is based on the expected long-termrate of return on plan assets since inception of
t he pl an.

In 2001, CNF reduced its discount rate to 7.25%from 7.75% Actual returns on plan assets
were a | oss of approximately 4.5% conpared to the assumed rate of return on plan assets of
9.5% The decline in discount rate and asset values at Decenber 31, 2001, the neasurenent
date for estinmating 2002 pensi on expense, increased estinmated annual pension expense in
2002 by approxinmately $5 to $7 mllion. However, the estimate is subject to assunptions
and uncertainties and there can be no assurance that the actual change in 2002 pension
expense will not be different. |[|f market trends continue, pension expense in 2003 may

al so i ncrease over 2002. Plan funding requirenents, which are determ ned i ndependentl|y
from pensi on expense, are governed by the Enployee Retirenent |Incone Security Act (ERISA).
See "Liquidity and Capital Resources" under “Managenent's Di scussion and Analysis.”

Net incone available to CNF common sharehol ders of $19.8 million ($0.37 per diluted share)
in the second quarter of 2002 and $38.1 nmillion ($0.72 per diluted share) in the first
hal f of 2002 conpared to a net |oss applicable to conmon sharehol ders of $227.9 million
($4.67 per diluted share) in last year’s second quarter and $214.4 million ($4.40 per
diluted share) in the first half of last year. The first half of 2002 included $22.8
mllion of unusual first-quarter pre-tax net gains, as sunmarized bel ow. The second
quarter and first half of last year included charges of $379.5 nmillion and $378.7 mllion
respectively, fromthe net effect of unusual and/or non-recurring itens in 2001, including
a $340.5 million restructuring charge at Enery and a $31.6 nmillion loss at Menlo Wrl dwi de
Logistics fromthe business failure of a customer. Excluding unusual and/or non-recurring
itens, second-quarter and first-half net incone available to common sharehol ders in 2002
of $19.8 million and $24.2 nillion, respectively, increased from$9.8 mllion in the
second quarter of last year and $22.8 million in the first half of |ast year due primarily
to a decline in Enery’s operating loss, partially offset by declines in operating incone
at Con-Way and Menl o Worl dwi de Logi stics.
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Pre-tax I ncome (Expense) from unusual and/or non-recurring itens:

Three Mont hs Ended Si x Mont hs Ended
June 30, June 30,
(Thousands of dollars) 2002 2001 2002 2001
Con-Way Transportation Services -
Net gain fromthe sale of property $ - $ - $ 8,675 $ -
Menl o Worl dwi de -
Enery Forwarding -
Net gain froma paynent under the
Air Transportation Safety and
System Stabilization Act - - 9, 895 -
Loss fromrestructuring charge - (340, 531) - (340, 531)
Loss froma | egal settlenent on
returned aircraft - (4, 696) - (4, 696)
Goodwi | | anortization - (2, 758) - (5, 458)
Express Mail operating incone - 77 - 3,638
Menl o Worl dwi de Logistics -
Net gain froma contract term nation - - 1, 850 -
Loss fromthe business failure of a
cust oner - (31, 605) - (31, 605)
CNF O her -
Net gain fromthe sale of property - - 2,367 -

CONTI NUI NG OPERATI ONS

CNF' s second-quarter and first-half revenue in 2002 fell 5.6%and 11.1% respectively,
fromthe sane periods |ast year due substantially to | ower revenue from Enmery Forwardi ng,
partially offset by higher revenue from Con-Way and Menl o Worl dwi de Logi sti cs.

Second-quarter and first-half operating income in 2002 was $43.9 million and $84. 3
mllion, respectively, conpared to operating | osses of $352.0 million and $318.3 mllion
in the second quarter and first half of |ast year, respectively. Excluding unusual gains
inthe first quarter of 2002 and the adverse net effect of last year’s unusual and/or non-
recurring items, second-quarter operating income of $43.9 mllion in 2002 increased from
$27.5 mllion in 2001 and first-half operating income of $61.5 mllion in 2002 rose from
$60.4 million last year due primarily to a decline in Emery’'s operating |oss, partially

of fset by | ower operating i ncone at Con-Way and Menl o Worl dwi de Logi sti cs.

O her net expense in the second quarter of 2002 rose 4.6% over the sane quarter |ast year,
but fell 2.0%in the first half of 2002 conpared to the first half of last year. The
second quarter and first half of 2002 was positively affected by |ower interest expense on
| ong-term debt, which was effectively converted fromfixed-rate to floating-rate with
interest rate swaps. Declines in the cash surrender val ue of corporate-owned |ife

i nsurance policies adversely affected the first two quarters of 2002 conpared to the sane
peri ods | ast year, which benefited fromgains on those policies.

The effective tax rate in the first two quarters of 2002 was 39.0% conpared to |ast year’s
second-quarter and first-half effective tax benefit rates of 37.2% and 37.0% which
resulted primarily fromthe significant unusual charges recognized in June 2001
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Con-Way Transportation Services

Second- quarter revenue for Con-Way Transportation Services (Con-Wy) in 2002 increased
3.0% over | ast year’s second quarter due primarily to increased revenue from Con-VWay's
regional carriers, which had a 1.4%increase in revenue per hundredwei ght (yield) on
essentially flat |ess-than-truckload (LTL) and total weight per day (weight). Con-Way's
second-quarter revenue in 2002 also benefited froma $5.1 nillion increase in revenue from
Con-Way Air Express (CAX), which began operations in May 2001, and Con-Way NOW (NOW and
Con-Way Logistics (CLI). Con-Way's revenue in the first half of 2002 increased 0.1% from
the first half of 2001 as a decline in revenue fromthe regional carriers was
substantially offset by a $10.7 million increase in revenue from NON CLI and CAX. The
decrease in first-half revenue fromthe regional carriers in 2002 was due prinmarily to LTL
and total -weight declines of 1.2% and 1.1% respectively, a 1.1%drop in yield, and one
fewer working day in the first half of 2002 conpared to the sane period | ast year. Wi ght
shi pped by the regional carriers in the second quarter and first half of 2002 reflects the
| oss of a nmajor custoner in the first quarter of 2002, which |last year accounted for

m nimal profit on an estimated $75 million of annual revenue. Yield over the sane
conparative periods was positively affected by a hi gher percentage of inter-regional joint
servi ces, which typically conmmand higher rates on |onger |engths of haul, but was
negatively inpacted by a decline in fuel surcharges and a nore conpetitive pricing

envi ronnent when conpared to the sane periods |ast year

Con-Way’' s second-quarter operating inconme in 2002 fell 17.2%from 2001 to $35.1 nillion
and first-half operating income in 2002 declined 13.1%fromlast year to $68.8 mllion

Excl udi ng an unusual $8.7 mllion 2002 first-quarter net gain fromthe sale of excess
property, second-quarter and first-half operating inconme in 2002 fell 17.2% and 24.0% from
the respective periods |ast year due prinmarily to an increase in enpl oyee conpensati on and
benefits expense, and to a |l esser extent, a rise in vehicular clains costs. The second
quarter and first half of both 2002 and 2001 were adversely affected by operating | osses
from Con-Way Air Express, which began operations in May 2001, and Con-Way Logi sti cs.

In July 2002, Con-Way announced the addition of next-day and second-day delivery service
to over six thousand cities within the Con-Way LTL network. The new project, called
“Extended Service Lanes,” utilizes special sleeper-teamoperations that are intended to
repl ace two-day service with next-day service in a |large nunber of markets as well as
expand t he coverage of second-day service.

Menl o Wor | dwi de

Qperating Results

Second-quarter and first-half revenue for Enery Forwardi ng (Enery) declined in 2002 by
17. 1% and 25.0% respectively, fromthe sanme periods |ast year due primarily to | ower
North Anerican revenue. International airfreight revenue increased slightly in the second
quarter of 2002 conpared to the sane quarter of last year, while first-half internationa
airfreight revenue in 2002 declined fromthe sane period | ast year. Enmery’s revenue
decline in the second quarter and first half of 2002 was al so due in part to the

term nation by the USPS of EWA's contract to transport Express Mail, effective August 26,
2001, as described bel ow under “ - Express Mail Contract.” 1In the second quarter and
first half of last year, Enery recognized revenue of $41.9 mllion and $89.4 mllion
respectively, fromthe Express Ml contract. Enery’'s second quarter of 2002 included 0.5
nore wor ki ng days than the same quarter of last year while the first half of 2002 included
1.0 fewer working day than the first half of 2001

Average international airfreight revenue per day in the second quarter of 2002, including
fuel surcharges, increased 0.3% fromthe sane quarter of |last year as internationa
average pounds transported per day (weight) increased 5.1% and revenue per pound (yield)
fell 4.5% International airfreight revenue per day in the first half of 2002 decreased
7.3% fromthe first half of last year due primarily to a 2.0%drop in weight and a 5.4%
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decline in yield. Enery s managenent believes the slight increase in 2002 second-quarter
wei ght reflects an inmproving freight narket in international regions served by Emery,
particularly the Asian region. However, Enmery’s nmnanagenent believes that internationa
airfreight market conditions in the first half of 2002 were conparatively weaker than the
first half of 2001, which contributed to the 2. 0% decline in weight over the sane
conparative hal f-year period. International yields in the second quarter and first half
of 2002 were negatively affected by a decline in fuel surcharges fromthe sanme periods

| ast year.

Average North American airfreight revenue per day in the second quarter and first half of
2002, including surcharges, fell 21.0% and 26.0% respectively, fromthe second quarter
and first half of |ast year due largely to declines in weight and yield. Second-quarter
and first-half North Anerican weight in 2002 decreased 9. 7% and 16.4% respectively, while
yield fell 12.5% and 11.5% respectively, fromthe second quarter and first half of |ast
year. Enery’s managenent believes that |ower second-quarter and first-half weight in 2002
was due prinarily to conparatively weaker U. S. economic conditions in the first two
quarters of 2002 conpared to the sane period in 2001, a reduction in the nunber of
aircraft routes and donestic markets served by Enery, |oss of business to ground
transportation providers, and | ower fuel surcharges in the second quarter and first half
of 2002 conpared to the sane periods |last year. Emery’s managenent al so believes that

| ower weight and yield in the second quarter and first half of 2002 was due in part to
Enery’'s efforts to i ncrease second-day and economny service, which contributed to a higher
percentage of |lower-yield service offerings and a | ower percentage of higher-yielding
next - day service.

Emery’ s second-quarter and first-half operating loss in 2002 was $5.9 million and $11.6
mllion, respectively, conpared to |ast year’s second-quarter and first-half operating

| oss of $370.4 million and $377.0 million, respectively. The first quarter of 2002
included a $9.9 nmillion net gain froma paynment under the Air Transportation Safety and
System Stabilization Act. The second quarter and first half of |ast year included severa
unusual and/or non-recurring itens, including a restructuring charge; a loss froma | ega
settlenent; goodwi Il anortization, which was elimnated upon the adopti on of SFAS 142,
“Goodwi I | and Qther Intangible Assets,” effective January 1, 2002; and operating incone
fromthe Express Mail contract with the USPS, which was term nated effective August 26,
2001. Excludi ng unusual and/or non-recurring itens, Enery’'s second-quarter operating |oss
of $5.9 mllion in 2002 declined from$22.5 mllion in 2001, and Enery’'s first-half
operating loss declined to $21.5 million in 2002 from $29.9 mllion |ast year due
primarily to cost reductions. Despite |ower revenues, the second-quarter and first-half
operating | osses in 2002 were reduced fromthe same periods |ast year prinmarily through
decreases in airhaul costs, enpl oyee conpensation and benefits, depreciation, aircraft
rentals and other aircraft-rel ated expenses.

Restructuring Charges

In June 2001, Emery began an operational restructuring to align it with nmanagenent’s
estimates of future business prospects for donmestic heavy air freight and address changes
in market conditions, which deteriorated due to a slow ng donestic economny, |oss of EWA's
contracts with the USPS to transport Express Mail and Priority Mail and, to a | esser
extent, |loss of business to ground transportation providers.

The $340.5 mllion restructuring charge recognized in the second quarter of 2001 consi sted
primarily of non-cash inpairnent charges, including the wite-off of $184.2 mllion for
unanortized aircraft maintenance and $89.7 million for aircraft operating supplies,

equi pment and ot her assets. Asset inpairnent charges were based on an eval uati on of cash
flows for North American operations and, for certain assets, independent appraisals. Also
included in the restructuring charge was $66.6 mllion for estimted future cash
expenditures related primarily to the return to the | essors of certain aircraft leased to
Enmery and the termnation of the related | eases.

As described bel ow under “—Regul atory Matters,” the Federal Aviation Adm nistration (FAA)
required EWA to suspend its air carrier operations on August 13, 2001. In response to the
FAA action, as well as the terrorist actions described bel ow under “ — Terrorist Attacks,”
the growi ng unpredictability and uncertainty of the FAA's requalification process, and a
wor seni ng gl obal econom ¢ downturn, Enery re-evaluated its restructuring plan. As

descri bed above, CNF announced on Decenber 5, 2001 that Emery in 2002 woul d becone part of
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CNF's new Menl o Worl dwi de group of supply chain services providers and would continue to
provide full North Anerican forwarding services utilizing aircraft operated by other air
carriers instead of EWAN's fleet of aircraft, and that EWA woul d cease air carrier
operations. In connection with the revised restructuring plan, in the fourth quarter of
2001 Emery recogni zed additional restructuring charges of $311.7 mllion for the planned
di sposal of |eased aircraft, cessation of EWAN s renmi ning operations, enployee separation
costs for 157 Enmery enpl oyees, and other costs.

The restructuring charges in 2001 were based in part on significant estinmtes and
assunptions nade by Enery’s nmanagenent as to the ampunt and timng of aircraft renta
paynments and the costs of returning those aircraft upon expiration or early term nation of
the | eases. The $311.7 mllion restructuring charge recognized in the fourth quarter of
2001 includes primarily accruals for schedul ed undi scounted rental paynments for aircraft

| eased to Enery and estimated costs of returning those aircraft upon expiration or early
term nation of the related | eases. Actual costs nay differ fromthose estinmates (due,
anong other things, to Emery’s efforts to negotiate the early termination of aircraft

| eases and potential defaults under aircraft |eases) and that difference would be

recogni zed as additi onal expense or incone in the period when and if that deternination
can be nade. In the first half of 2002, Emery paid $125.1 mllion for aircraft |eases and
return costs, primarily due to the negotiated early return of approximtely one-half of
EWN' s aircraft fleet. At June 30, 2002, $197.7 million of accrued aircraft |eases and
return costs were classified as current liabilities in the Consolidated Bal ance Sheets
based primarily on Enery’s intention to negotiate the early term nation of those aircraft
| eases. See “—Regulatory Matters” and “Liquidity and Capital Resources—Restructuring
Charges and Regul atory Matters” bel ow

Refer to Note 3, “Restructuring Charges,” for the cunulative activity related to Enery’s
2001 restructuring plan

Regul atory Matters

Internationally, Enmery operates as an air freight forwarder using nostly comercia
airlines to transport freight. Prior to the suspension and subsequent cessation of EWA' s
air carrier operations in 2001, Enery provided air transportation services in North
America using owned and | eased aircraft operated by EWA and aircraft operated by third
parties.

Until August 13, 2001, EWA operated as an airline. Al though EWA has ceased air carrier
operations, EWA still has an air carrier certificate issued by the FAA and is subject to
mai nt enance, operating and other safety-related regul ati ons pronul gated by the FAA and is
subj ect to FAA inspections. Based on issues identified during inspections conducted by the
FAA, on August 13, 2001 EWA was required to suspend its air carrier operations as part of
an interimsettlenent agreement with the FAA. On Decenber 5, 2001, CNF announced that EWA
was ceasing its air carrier operations. Since EWN s suspension of its air carrier
operations on August 13, 2001, Emery has been providing services to its custoners in North
America by utilizing aircraft operated by other air carriers. This resulted in substantia
addi ti onal expense during 2001, partially offset by savings resulting fromthe furl ough of
approxi nately 800 EWA enpl oyees as described in the next paragraph. Enery intends to
continue to use aircraft operated by third parties to provide service to its custoners in
North Anerica, which will result in Enmery continuing to pay both the ongoing | ease
paynments and other costs associated with EWN' s own fleet of grounded aircraft in addition
to the cost of having other air carriers provide service to Enery’s North Anerican
custoners. However, for financial reporting purposes, Enery’s operating expenses wll
continue to include the cost of aircraft operated by other carriers but will not include
the schedul ed rental paynents relating to EWAN s fleet of grounded aircraft and the costs
of returning those aircraft upon expiration or early term nation of the related | eases,
except to the extent that those rental paynents and the costs of returning those aircraft
upon expiration or early termnation of the related | eases differ fromthe correspondi ng
amounts al ready accrued as part of the 2001 restructuring charges.

As a result of EWAN's suspension of its air carrier operations on August 13, 2001, EWA
furl oughed approxi mately 400 pilots and crewrenbers. Those pilots and crewnenbers are
represented by the Air Line Pilots Association (ALPA) union under a collective bargaining
agreenent and ALPA filed a grievance on their behalf protesting the furlough. The

gri evance sought pay during the course of the suspension. EWA is currently involved in
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arbitration with respect to this claim On Decenber 5, 2001, EWA announced that it would
cease operating as an air carrier, and in connection therewith term nated the enpl oynent
of all of its pilots and crewrenbers, bringing the total nunber of term nated enpl oyees in
2001 to 800. In addition, ALPA has filed a grievance on behalf of the pilots and
crewnenbers protesting the cessation of EWAN s air carrier operations and Enery’ s use of
other air carriers. Sone aspects of the ALPA matters may be subject to binding
arbitration. Based on CNF's current eval uati on, managenent believes that it has addressed
its estimated exposure related to the ALPA matters. However, CNF cannot predict with
certainty the ultimte outcone of these matters.

In a final settlenment agreenment with the FAA entered into on Septenber 17, 2001, EWA
agreed to pay a $1 nmillion civil penalty related to alleged operations, avionics, and

mai ntenance irregularities. The final settlenent agreenent was first anended on Decenber
4, 2001 as a result of Enery's decision to termnate EWA's air carrier operations. Under
the first anended settlenent agreement, the FAA agreed not to take action to revoke EWA' s
air carrier certificate until, at the earliest, May 15, 2002. The FAA agreed on May 13,
2002, to an extension of the certificate until Decenber 4, 2002. Under a second anended
settl enent agreenent, the FAA agreed not to take action to suspend or revoke the air
carrier certificate until Decenber 4, 2002, and EWA agreed to surrender the certificate
not later than Decenber 4, 2002. Based on current circunstances, nmanagenent believes that
there is a reasonable possibility that EWA will be able to conplete negotiations relating
to the early term nation of |eases of substantially all of its aircraft on acceptable
terns, although there can be no assurance in this regard. However, while the matter is
not free fromdoubt, the surrender of EWA's certificate may constitute a default under

| eases pursuant to which EWA | eases sone of its remmining aircraft. The fourth-quarter
2001 restructuring charge relating to the cessation of EWA's air carrier operations
resulted in defaults under financial covenants in agreenents pursuant to which EWA | eased
sone of its aircraft. However, these aircraft |eases in default were term nated and
settled in the second quarter of 2002 in connection with the negotiated early return of
approxi nately one-half of EWA's parked aircraft fleet. See “Liquidity and Capita

Resour ces—Rest ruct uri ng Charges and Regul atory Matters” for further discussion

Due in large part to the fourth-quarter 2001 restructuring charge incurred in connection
with the cessation of EWA's air carrier operations, CNF was required to obtain amendnents
to its bank revolving credit agreement in Decenber 2001 in order to remamin in conpliance
with the financial covenants in that agreenent. CNF can provide no assurance that events
relating to the cessation of EWA's air carrier operations will not result in a future
breach of the financial covenants under CNF's revolving credit facility. See “Liquidity
and Capital Resources—Restructuring Charges and Regul atory Matters” for further

di scussi on.

Terrorist Attacks
perating results at Enery were adversely affected by the terrorist attacks on Septenber
11, 2001. Contractors providing air carrier service to Emery were grounded on Septenber 11
and 12 and did not resune service until the evening of Septenber 13, which adversely
affected Enery’s results of operations.

In response to the terrorist attacks, the U S. Congress passed the Air Transportation

Saf ety and System Stabilization Act (the “Act”), a $15 billion emergency econom c
assi stance package intended to mtigate financial losses in the air carrier industry. The
| egi slation provides for $5 billion in direct |oss reinbursenent and $10 billion in

federal |oan guarantees and credits, expands war risk insurance coverage for air carriers,
and provi des sone government assistance for short-termincreases in insurance prem uns.

In March 2002, Enery received an $11.9 mllion payment under the Act, resulting in the
recognition of a $9.9 million first-quarter net gain in 2002. The paynent nmade to Enery
under the Act is subject to audit. Enmery is seeking additional paynents under the Act.

Enery is not able to accurately quantify how the events of Septenber 11, or any subsequent
terrorist activities, will affect the global econony, governmental regulation, the air
transportation industry, Emery’s costs of providing airfreight services and the demand for
Enery’'s airfrei ght services. However, Enery believes that any additional security measures
that may be required by future regulations could result in additional costs and could have
an adverse effect on its operations and servi ce.
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Express Mil Contract

In January 2001, the USPS and Federal Express Corporation (FedEx) announced an excl usive
agreenment under which FedEx will transport Express Mail and Priority Mail. EWA transported
Express Mail and other classes of mail for the USPS under a contract (the “Express Mi
contract”), which was originally scheduled to expire in January 2004; however, the USPS
term nated the Express Mail contract “for conveni ence” effective August 26, 2001

On Septenber 26, 2001, EWA entered into an agreenment with the USPS to settle clains
relating to its Priority Mail contract with the USPS (the “Settl enent Agreenent”), which
is described bel ow under “Di scontinued Operations.” Under the Settlenent Agreement, EWA
received a $235 nillion paynent fromthe USPS on Septenmber 28, 2001 to settle all non-
term nation clainms under the Priority Mail contract and a $70 nmillion provisional paynent
fromthe USPS for term nation costs and other clains related to the Express Ml contract.
The Settl enment Agreement provides for the provisional paynent to be adjusted if actua
term nation costs and other agreed-upon clains relating to the Express Miil contract are

greater or less than $70 million, in which case either the USPS will be required to make
an additional paynent with interest, subject to the lintation described in the follow ng
paragraph, or EWA will be required to return a portion of the provisional payment with

i nterest.

As of June 30, 2002 and Decenber 31, 2001, the $70 million provisional payment was
included in Deferred Credits in CNF' s Consolidated Bal ance Sheets. This amount wil |
continue to be included in Deferred Credits until it is used to retire the renmaining $80
mllion in assets related to the Express Miil contract. The Settl enment Agreenent provides
that the total anount payable by the USPS for termination costs and other clainms relating
to the Express Mail contract, including the $70 million provisional paynment, nmay not
exceed $150 mllion. On Decenmber 14, 2001, EWA filed a termination settlement proposa
with the USPS for recovery of EWAN' s costs of providing service under the terninated
Express Mail contract as well as costs incurred by EWAN' s subcontractors for performng
services under the Express Mail contract. Any recovery of such costs would be offset in
whol e or in part by the $70 million provisional paynment received in 2001

Cut | ook

Under the new Menl o Worl dwi de group, managerment will continue Emery’s focus on expandi ng
its variabl e-cost-based international operations and actively renegotiating airhaul rates
in an effort to inmprove international operating margins. In North Anerica, nanagement wil|
continue to position Enery as a freight forwarder utilizing aircraft operated by other
carriers. As a result, managenent expects a nore flexible variabl e-cost-based operating
structure in North Anmerica with a decline in revenue from next-day frei ght services and an
increase in revenue from second-day and deferred services, although there can be no
assurance this will occur. Managenent will continue its efforts to reduce Enmery’s costs,
by initiatives intended to reduce the cost structure of the North Anerican service center
and hub network and admi nistrative costs.

Menl o Worl dwi de Logi stics

Second- quarter 2002 revenue of $241.6 million for Menlo Worl dwi de Logistics increased 3.0%
over the sane quarter |ast year, while revenue of $458.1 nmillion in the first half of 2002
rose 0.2% fromthe first half of last year. The second-quarter and first-half increases
in 2002 were due in part to higher second-quarter revenue recognized fromcarrier and

war ehouse managenent services. However, the first half of 2002 was adversely affected by
lower first-quarter revenue fromtransacti on-based contracts conpared to the first quarter
of last year, which Menl o Worl dwi de Logi stics’ nmanagenent believes was due to the adverse
ef fect of weak econonic conditions in the first quarter of 2002.

A portion of Menlo Worl dwi de Logistics revenue is attributable to |logistics contracts for
whi ch Menl o Worl dwi de Logi stics nanages the transportation of freight but subcontracts the
actual transportation and delivery of products to third parties. Menlo Wrldw de Logistics
refers to this as purchased transportation. Menlo Worl dw de Logistics’ net revenue
(revenue | ess purchased transportation) in the second quarter and first half of 2002 was
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$69.0 million and $132.1 million, respectively, conpared to $72.8 mllion and $140. 2
mllion, respectively, in the sanme periods of 2001

Menl o Worl dwi de Logi stics’ operating incone in the second quarter and first half of 2002
was $7.1 million and $14.8 million, respectively, conpared to a second-quarter and first-
hal f operating loss of $22.3 mllion and $14.1 million in the respective periods |ast
year. Excluding a $1.9 million net gain fromthe early term nation of a contract in the
first quarter of 2002 and a $31.6 million loss fromthe business failure of a customer in
the second quarter of |ast year, second-quarter operating incone in 2002 of $7.1 mllion
declined from$9.4 nillion |ast year and operating incone in the first half of 2002
declined to $13.0 million from$17.5 mllion in the first half of |ast year due primarily
to hi gher enployee and benefits costs. Prior-year operating incone in the second quarter
and first half of 2002 included $0.6 nmillion and $2.6 mllion of operating incone

recogni zed prior to the failure of a customer that filed for bankruptcy in the second
quarter of |ast year.

Menl o Wor | dwi de O her

The Menl o Worl dwi de Ot her reporting segnent includes the results of Vector SCM and Menl o
Wor | dwi de Technol ogi es. Vector SCM (Vector) is a joint venture formed with General Mdtors
in Decenber 2000 to provide |ogistics services to General Mdtors. The operating results
of Vector are reported as an equity-nmethod investnent.

Vect or earned operating income of $9.3 mllion and $10.6 nmillion in the second quarter and
first half of 2002, respectively, conpared to | ast year’s second-quarter and first-half
operating losses of $1.7 mllion and $6.3 nmillion, which were incurred during Vector’s
start-up phase. 1In the first half of 2002, CNF reported substantially all of Vector’s
profit, as CNF is contractually entitled to substantially all of Vector's profit to the
extent of Vector’s cunul ative | osses, of which all were allocated to CNF in prior periods.
During the second quarter of 2002, CNF's allocated cumul ative | osses fromthe Vector joint
venture had been recouped through allocated profit. As a result, General Mtors wll
begin sharing in Vector’s profit in the third quarter of 2002. Accordingly, quarterly
operating inconme reported by CNF in the future will be conparatively | ower than what would
be reportable by CNF if CNF continued to be allocated substantially all of Vector’s
profit, as was the case in the first half of 2002.

The CNF O her segnent includes the results of Road Systens and certain corporate
activities. The second-quarter operating loss in 2002 was $1.7 mllion, which reflects
primarily corporate expenses. Operating income of $1.6 million in the first half of 2002
was due primarily to a $2.4 million net gain fromthe sale of excess corporate properties.

DI SCONTI NUED OPERATI ONS

On Novenber 3, 2000, EWA and the USPS announced an agreenent (the “Ternination Agreenent”)
to termnate their contract for the transportation and sortation of Priority Miil (the
“Priority Mail contract”). The Priority Mail contract was originally scheduled to
termnate in the first quarter of 2002, subject to renewal options. Under the ternms of the
Term nation Agreenent, the USPS on January 7, 2001 assuned operating responsibility for
services covered under the Priority Mail contract, except certain air transportation and
rel ated services, which were term nated effective April 23, 2001

The Term nati on Agreenment preserved EWA's right to pursue clains for underpaynent of
amounts owed to EWA under the contract, which were ultinmately settled in Septenber 2001 as
descri bed bel ow. The USPS agreed to reinmburse EWA for Priority Mail contract term nation
costs, including costs of contract-rel ated equi pnment, inventory, and operating |ease
commtments, up to $125 mllion (the “Term nation Liability Cap”). On January 7, 2001, the
USPS paid EWA $60 million toward the termination costs. The Term nation Agreenment provided
for this provisional paynent to be adjusted if actual termination costs were greater or
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less than $60 million, in which case either the USPS would be required to make an
addi ti onal paynment with interest or EWA would be required to return a portion of the
provi sional paynent with interest. In July 2002, EWA and the USPS entered into an
agreenment that required the USPS to pay $6 nmillion to EWA, in addition to the $60 mllion
provi si onal paynent on January 7, as the final settlement of EWA's Priority Ml contract
term nation costs.

On Septenber 26, 2001, EWA entered into an agreenment with the USPS to settle clains
relating to the underpaynent of anmpbunts owed to EWA under the Priority Mail contract (the
“Settlement Agreenent”). Under the Settlenment Agreenent, EWA received a $235 nillion
paynment fromthe USPS on Septenmber 28, 2001 to settle all non-term nation clains under the
Priority Mail contract. These clains were to recover costs of operating under the contract
as well as profit and interest thereon. The Priority Ml Term nation Agreenent described
above was unaffected by the Settlenment Agreenent.

Under the Settlement Agreenent, on Septenber 28, 2001, EWA also received a $70 million
provi si onal paynent fromthe USPS to provisionally pay EWA for termi nation costs and ot her
clains related to EWA's Express Mail contract, which is described above under “Enery

For war di ng—Express Mail Contract.” Results of the fornmer Express Miil contract are
included in the Emery Forwarding reporting segnment and not under Di scontinued Operations.

As a result of the termnation of the Priority Mail contract, the results of operations
and cash flows of the Priority Mail operations have been segregated and classified as

di sconti nued operations. Sunmary financial data and related information are included in
Note 2, “Discontinued Operations.”

In the first half of 2002, cash and cash equival ents decreased by $45.3 nmillion to $355.5
mllion at June 30, 2002. Net capital expenditures of $52.5 mllion and $35.9 nmillion of
net cash used in financing activities were funded with the reduction in cash and from
operating activities, which generated $47.6 m|lion of cash despite significant paynents
for aircraft |leases and return costs in the first half of 2002.

Qperating activities in the first half of 2002 generated net cash of $47.6 nillion
conpared to $172.2 nillion of cash generated by operating activities in the first half of
2001. Cash fromoperations in the first half of 2002 was provided primarily by net incone
bef ore non-cash itens (including nostly depreciation, anortization, deferred incone taxes,
and gains from sales of property). Positive operating cash flows in the first half of 2002
were al so provided by an increase in accrued liabilities, which consisted primarily of a
hi gher accrual for enployee conmpensation. Cash outflows from operations included
primarily aircraft |ease paynents and return costs, which are described bel ow under “-
Restructuring Charges and Regul atory Matters”; an increase in accounts receivable; and a
decline in incone taxes.

Investing activities in the first half of 2002 used $52.5 million, a $68.7 mllion decline
fromthe first half of 2001. Capital expenditures of $51.9 million in the first half of
2002 fell from$113.1 million in the first half of 2001 primarily due to capita
expenditure reductions at all reporting segnents, including prinmarily a $39.5 nmillion
decline at Con-Way and an $11.7 million reduction at Enery Forwarding. Financing
activities in the first half of 2002 used cash of $35.9 million conpared to $20.5 mllion
used in the first half of 2001, due prinarily to capital |ease paynents on aircraft in the
first half of 2002.

CNF has a $385 nillion revolving credit facility that matures on July 3, 2006. The
revolving credit facility is also available for the issuance of letters of credit up to
$385 million, although the aggregate anpbunt of letters of credit outstanding under the
facility at any tinme reduces the ampbunt of borrow ngs avail able under the facility at that
time by a like amount. At June 30, 2002, no borrow ngs were outstanding under the facility
and $203.1 mllion of letters of credit were outstanding, |leaving $181.9 mllion of
avai | abl e capacity for letters of credit or cash borrow ngs, subject to conpliance with
financial covenants and other custonmary conditions to borrowing. Al so, at June 30, 2002,
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CNF had $20.0 million of uncommitted lines of credit with no outstandi ng borrow ngs. Under
ot her unsecured facilities, $61.0 million in letters of credit, bank guarantees, and
overdraft facilities were outstanding at June 30, 2002. O the total letters of credit

out standi ng at June 30, 2002, $197.4 million provided collateral for CNF workers
conpensati on and vehicul ar sel f-insurance prograns.

Restructuring Charges and Regul atory Matters

Due in large part to the fourth-quarter 2001 restructuring charge incurred in connection
with the cessation of EWA's air carrier operations as descri bed above under “Results of
Oper ati ons—Menl o Wor | dwi de—Enery Forwar di ng—Restructuring Charges,” CNF was required to
obt ain anendnents to its bank revolving credit agreement in Decenber 2001 in order to
remain in conpliance with the financial covenants in that agreement. The anended credit
agreenment provides that, if CNF s senior unsecured |ong-termdebt securities are rated at

| ess than “BBB-" by Standard & Poor’s and | ess than “Baa3” by Mody's, CNF, including its
principal subsidiaries, will be required to pledge its accounts receivable as collatera

to secure borrowi ngs and ot her anpunts due under the credit facility, subject to specified
limtations, and, if the aggregate borrow ngs and ot her anpbunts due under the credit
facility exceed a specified amunt, CNF, including its principal subsidiaries, will be
required to provide such additional collateral as the agent bank under the credit facility
may reasonably request. CNF' s senior unsecured long-termdebt is currently rated “BBB-" by
Standard & Poor’s with a stable outlook and “Baa3” by Mody’'s with a negative outl ook

and, as a result, any further reduction in CNF' s senior unsecured |ong-termdebt ratings
by both of these credit rating agencies will require that CNF, including its principa
subsi diaries, pledge collateral to secure the credit facility as descri bed above. To the
extent CNF, including its principal subsidiaries, pledges collateral to secure anpbunts due
under the debt facility, CNF, including its principal subsidiaries, nmay also be required
to pledge sonme or all of that collateral to equally and ratably secure its $200 nmillion
aggregate principal anmounts of 8 7/8% notes due 2010, its $100 million aggregate principa
amount of 7.35% notes due 2005, and $111.8 nmillion aggregate principal amunt of Thrift
and Stock Plan notes due through 2009, which are guaranteed by CNF

CNF cannot provide assurance that matters relating to the cessation of EWA's air carrier
operations will not have a material adverse effect on CNF's financial condition, cash
flows, or results of operations in the future. Enery intends to continue to use aircraft
operated by third parties to provide service to its custoners in North Anerica, which wll
continue to result in Enmery naking additional cash paynents, primarily because Enery will
be required to pay both the ongoi ng | ease paynents and ot her paynments associated with
EWA's own fleet of grounded aircraft in addition to paynents to other air carriers
providing service to Emery’s North Anerican custoners.

In addition, the restructuring charges recogni zed by Emery during 2001 reflect CNF s
estimate of the costs of terninating EWAN's air carrier operations and restructuring
Enery’s business and related matters. CNF believes that the estimate is adequate to cover
these costs based on information currently avail abl e and assunpti ons nanagenent believes
are reasonabl e under the circunstances. However, there can be no assurance that actua
costs will not differ fromthis estimate, and if such costs exceed CNF' s estinate Enmery
will be required to recognize additional charges, which could result in defaults under
CNF's $385 nmillion credit facility and other debt instruments and under aircraft |eases,
or other costs and expenses in connection with these matters. [|f any of the financia
covenants are breached, CNF will be required to obtain appropriate wai vers or amendnents
fromthe requisite banks under the credit facility. If CNF is unable to obtain these
amendnments or waivers, CNF would be in default under the credit facility, and woul d be
prohi bited from maki ng borrowi ngs under the revolving credit facility and could be

requi red by the banks to repay any outstanding borrow ngs and replace letters of credit
out st andi ng under the facility. Under cross-default or cross-accel eration clauses
contained in other debt instrunents to which CNF is a party, these events could al so
result in other indebtedness becom ng or being declared due and payable prior to its
stated maturity. Moreover, to the extent that collateral was provided to secure borrow ngs
and ot her anpunts due under the $385 million facility or the notes described above, the
banks or the notehol ders would generally be entitled to take possession of the collatera
followi ng a default. There can be no assurance that CNF woul d be able to obtain the
necessary waivers or amendnments under the $385 nillion bank credit agreenment were any such
defaults to occur or to obtain additional financing to repay indebtedness or replace
letters of credit that nay becone due as a result of those defaults. As a result, if a
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default were to occur under CNF's $385 nmillion credit facility and if CNF is unable to
obtain all required anmendnents or waivers, this would |ikely have a nmaterial adverse
effect on CNF's financial condition, cash flows, and results of operations.

As di scussed nore fully above under "Enery Worl dwi de - Regulatory Matters," under EWA's
second anended settlement agreenent with the FAA, EWA agreed to surrender its air carrier
certificate no later than Decenber 4, 2002. Based on current circunstances, nanagenent
bel i eves that there is a reasonable possibility that EWA will be able to conplete
negotiations relating to the early term nation of |eases of substantially all of its
aircraft on acceptable terns, although there can be no assurance in this regard. However,
while the matter is not free fromdoubt, the surrender of EWA's certificate nmay result in
a default under |eases pursuant to which EWA | eases sone of its remaining aircraft. The
fourth-quarter 2001 restructuring charge relating to the cessation of EWAN's air carrier
operations resulted in defaults under financial covenants in agreements pursuant to which
EWA | eased some of its aircraft. However, these aircraft |eases in default were

term nated and settled in the second quarter of 2002 in connection with the negotiated
early return of approximately one-half of EWAN' s parked aircraft fleet. Any further
unusual charges could also result in defaults under additional aircraft |eases. Upon the
occurrence of a default under any of EWAN's remaining aircraft |eases, the | essors
generally are entitled to termnate the | eases and demand term nati on paynments or, in
certain cases, |iquidated danages or simlar paynents, which could be substantial. As a
result, any future defaults under these | eases could require that EWA nake substantia
cash paynents to the |l essors and otherwi se could have a material adverse effect on CNF' s
financial condition, cash flows, and results of operations. In addition, certain of the

| eases are guaranteed by Enery or CNF, and upon a default the | essors under those |eases
woul d be entitled to seek recovery fromthe guarantors.

Hol ders of certain notes issued by CNF's Thrift and Stock Plan (“TASP’), which are
guaranteed by CNF, have the right to require CNF to repurchase those notes if, anbng other
t hi ngs, both Mody's and Standard & Poor’s have publicly rated CNF' s | ong-term senior debt
at less than investnment grade unless, within 45 days, CNF shall have obtai ned, through a
guarantee, letter of credit or other permtted credit enhancenent or otherwi se, a credit
rating for such notes of at least “A” from Mody's or Standard & Poor’s (or another
national ly recogni zed rating agency sel ected by the hol ders of such notes) and shal
maintain a rating on such notes of “A’ or better thereafter. As of June 30, 2002, $62.0
mllion in aggregate principal amount of these TASP notes was outstanding. CNF's |ong-term
senior debt is currently rated “Baa3” by Mody's with a negative outl ook and “BBB-" by
Standard & Poor’s with a stable outlook; “Baa3” is the | owest investnent grade rating from
Moody’s and “BBB-" is the |owest investnent grade rating from Standard & Poor’s. As a
result, any further decrease in CNF's long-termseni or debt ratings by both of these
credit rating agencies would give the holders of TASP notes the right to require CNF to
repurchase those notes unless CNF was able to obtain appropriate credit enhancenent as
descri bed above, and there can be no assurance that CNF would be able to do so. The
occurrence of any event or condition requiring CNF to repay these TASP notes could likely
have a material adverse effect on CNF's financial condition, cash flows, and results of
operations.

In the event that CNF is required to repay any borrow ngs or other indebtedness before its
schedul ed maturity date or to replace any letters of credit before their schedul ed expiry
dat e, whether upon a default under its revolving credit facility, as a result of a
reduction in the credit ratings on its long-termdebt or otherw se, or to nake paynents to
the lessors as a result of default under aircraft |eases, there can be no assurance that
CNF woul d have sufficient funds to do so or be able to arrange financing for those

pur poses. Accordingly, any of these events could have a material adverse effect on CNF' s
financial condition, cash flows, and results of operations.

In the first half of 2002, Enery paid $125.1 nmillion for aircraft |eases and return costs,
primarily due to the negotiated early return of approximately one-half of EWAN's aircraft
fleet. At June 30, 2002, $197.7 million of accrued aircraft |eases and return costs were
classified as current liabilities in the Consolidated Bal ance Sheets based on Enery’s
intention to negotiate the early termnation of the remaining aircraft |eases or in
connection with defaults under aircraft leases. EWA is currently seeking to reach
agreenment with lessors of its remaining aircraft in order to termnate the | eases prior to
their schedul ed expirati on dates. However, CNF can provide no assurance that EWA will be
able to enter into any such agreenents with the lessors. If EWA negotiates for the early
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term nation of one or nore of these remaining aircraft |eases, EWA will substantially
accelerate the timng of schedul ed cash paynents to the | essors.

At June 30, 2002, CNF had $355.5 nmillion in cash and cash equival ents avail able to neet
its cash needs, including paynment of ampunts due under or in connection with aircraft

| eases. In addition, CNF intends to use borrowings and letters of credit issued under its
$385 million credit facility to nmeet cash needs subject to conpliance with financia
covenants and satisfaction of customary conditions precedent. However, there can be no
assurance that CNF will be able to conply with these financial covenants or neet these
conditions precedent and any inability of CNF to obtain additional borrowi ngs or letters
of credit under this credit facility could have a nmaterial adverse effect on its financia
condition, cash flows, and results of operations.

IRS Matters

CNF is currently under exami nation by the Internal Revenue Service (IRS) for tax years
1987 t hrough 1999 on various issues. |In connection with those exani nations, the IRS

i ssued a Notice of Deficiency (the Notice) with respect to various issues, including
aircraft maintenance and natters related to years prior to the spin-off of Consolidated
Frei ght ways Corporation (CFC). Based upon the Notice, the total anpbunt of the deficiency
for items in years 1987 through 1990, including taxes and interest, was $170.8 mllion as
of June 30 2002. CNF believes that its practice of expensing certain types of aircraft
mai nt enance costs is consistent with industry practice and Treasury Ruling 2001-4. CNF
intends to vigorously contest the Notice and the proposed adjustnments as they pertain to
the aircraft maintenance i ssue. However, there can be no assurance that CNF will not be
liable for all of the anpbunts due under the Notice and proposed adjustnents. As a result,
CNF is unable to predict the ultinate outcone of this natter and there can be no assurance
that this matter will not have a material adverse effect on CNF's financial condition
cash flows, or results of operations. See Note 9 “Commitments and Conti ngencies.”

Spin-Of of CFC

On Decenber 2, 1996, CNF conpleted the spin-off to its shareholders of CFC. In connection
with the spin-off of CFC, CNF agreed to indemify certain states, insurance conpani es and
sureties against the failure of CFC to pay certain workers’ conpensation, tax and public
liability clainms that were pending as of Septenber 30, 1996. In sone cases, these
indetmi ties are supported by letters of credit and surety bonds under which CNF is |iable
to the issuing bank or the surety conpany. Any failure by CFC to pay its workers’
conpensation, tax or public liability clainms when due could result in denmands for paynent
bei ng nade agai nst CNF under its indemity, or in denands for paynent bei ng made under the
surety bonds and letters of credit supporting these clains, for which CNF would be liable.
CNF estimates that the aggregate anount of these clainms could be as nmuch as $20 nillion

Al though CFC is obligated to reinburse and i ndemify CNF against liability with respect to
these clains, CFC s obligation is not secured by any collateral and there can be no
assurance that CFCwill, in fact, reinburse and i ndemify CNF.

In addition, CFC was, at the tinme of the spin-off, and remains a party to certain nmulti-
enpl oyer pension plans covering its current and forner enployees. |If CFC were to nmake a
conplete or partial withdrawal fromsone or all of these pension plans, CFC would be

obligated to pay its share of any unfunded vested liabilities under the applicable plans.

If CFC were to conpletely or partially withdraw fromone or nore underfunded multi-

enpl oyer plans, the pension plan trustees mght assert clains that CNF is |liable for the
amounts owed by CFC. Based on advice of |egal counsel and its current know edge of the
facts, CNF believes that it would ultimately prevail if any such clains were nmade.
However, if such clains were made, unless relieved of the obligation, CNF would be

requi red, under federal |aw, to nake periodic cash paynents in an aggregate amunt of up
to the full anmpbunt of CFC s share of the unfunded vested liabilities until the clainms were
adj udi cated. Under federal law, those paynents would be refunded, with interest, if CNF
were to prevail on the clains. The conputation of the amount of the periodic paynents
depends on facts specific to CFC, including CFC s historical plan contribution rates and
servi ce-hour data, and, as a result, CNF cannot accurately estimte the anmount of those
payments. However, those paynents could be substantial and could have a significant
adverse effect on CNF's liquidity.
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As a result of the foregoing, there can be no assurance that matters relating to CFC wil |
not have a material adverse effect on CNF' s financial condition, cash flows or results of
operations.

O her

CNF periodically reviews the funding status of its defined benefit pension plan for non-
contractual enployees, and makes contributions fromtine to tinme as necessary in order to
conply with the funding requirements of the Empl oyee Retirenent Incone Security Act. OCNF
currently estimates that it will be required to contribute a total of approximtely $75
mllion in cash to the plan in 2002 and $75 million in cash in 2003. However, these
estimates are subject to uncertainties and assunptions, including assunptions as to the
rate of return on plan assets and the nunber of non-contractual enployees, and the actua
amount of CNF' s cash contributions may differ. CNF has not nade any contributions to the
pl an since 1995, due in part to the high rate of return realized on plan assets from 1996
t hr ough 2000.

In general, CNF expects its future liquidity to be affected by the tim ng and anount of
cash flows related to pension plan funding requirements, restructuring charge reserves,

| ong-term debt and guarantees, capital and operating | eases, and the preferred securities
of a subsidiary trust, which are in part discussed above and in Note 3, “Restructuring
Charges,” and Note 7, “Preferred Securities of Subsidiary Trust.”

CNF's ratio of total debt to capital decreased to 41.0% at June 30, 2002 from 43. 4% at
December 31, 2001 due primarily to net income and the repaynment of debt and capital |ease
obligations in the first half of 2002.

Di sconti nued Operations

As described above under “Results of Operations—Bbi scontinued Operations,” cash flows from
the Priority Mail operations have been segregated and classified as net cash flows from
di sconti nued operations in the Statenments of Consolidated Cash Flows. As described in Note
2 to the Consolidated Financial Statenents, in 2001 EWA received paynents fromthe USPS
related to the discontinued Priority Mail operations. In January 2001, EWA received a $60
mllion provisional paynent toward rei nmbursable term nation costs, as provided under the
Term nation Agreenent signed by EWA and the USPS i n Novenber 2000. In Septenber 2001, EWA
received a $305 mllion paynent fromthe USPS, including $235 nmllion to settle all non-
term nation clains under the Priority Mail contract, as described above under “Results of
per ati ons—bi sconti nued Operations.” In July 2002, EWA and the USPS entered into an
agreenment that required the USPS to pay $6 nmillion to EWA, in addition to the $60 mllion
provi si onal paynent on January 7, as the final settlement of EWA's Priority Mail contract
term nation costs.

OTHER MATTERS

Cyclicality and Seasonality

CNF' s busi nesses operate in industries that are affected directly by general economc
conditions and seasonal fluctuations, both of which affect demand for transportation
services. In the trucking and airfreight industries, for a typical year, the nonths of
Sept enber and Cctober usually have the hi ghest business |evels while the nonths of January
and February usually have the | owest business | evels.

Mar ket Ri sk

CNF is exposed to a variety of market risks, including the effects of interest rates,
commodity prices, foreign currency exchange rates and credit risk. CNF' s policy is to
enter into derivative financial instrunents only in circunstances that warrant the hedge
of an underlying asset, liability or future cash fl ow agai nst exposure to sone form of
commodity, interest rate or currency-related risk. Additionally, the designated hedges
shoul d have high correlation to the underlying exposure such that fluctuations in the
val ue of the derivatives offset reciprocal changes in the underlying exposure.
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CNF is subject to the effect of interest rate fluctuations in the fair value of its |ong-
term debt and capital |ease obligations, as summarized in Notes 5 and 6 to the
Consol i dated Financial Statenments included in CNF's 2001 Annual Report to Sharehol ders.
As described in Note 8 to the Consolidated Financial Statements, CNF uses interest rate
swaps to nitigate the inpact of interest rate volatility on cash flows related to
operating | ease paynents and on the fair value of its fixed-rate |long-termdebt. At June
30, 2002, CNF had not entered into any derivative contracts to hedge foreign currency
exchange exposure.

Busi ness Interruption

Al t hough the operations of CNF's subsidiaries are largely decentralized, Enery Forwarding
mai ntai ns a maj or hub operation at the Dayton International Airport in Dayton, Ohio.

Wil e Emery Forwarding currently maintains casualty and business interruption insurance
covering the Dayton hub, there can be no assurance that this insurance coverage will be
sufficient. As a result, a mpjor casualty or sustained interruption in the business
operations at the Dayton hub, whether due to terrorist activities or otherw se, could have
a material adverse effect on CNF's financial condition, cash flows, and results of
operations.

In addition, CNF and its subsidiaries rely on centralized conputer facilities located in
Portland, Oregon in the conduct of their businesses. Although CNF maintains backup
systens and has disaster recovery processes and procedures in place, a sustained
interruption in the operation of these facilities, whether due to terrorist activities,
eart hquakes or otherw se, could have a material adverse effect on CNF' s financia
condition, cash flows, and results of operations.

Enpl oyees

Most of the workforce of CNF and its subsidiaries is conposed of non-union enpl oyees. CNF
bel i eves that the operations of its subsidiaries have significant advantages over
conpar abl e uni oni zed conpetitors (particularly in the trucking industry) in providing
reliable and cost-conpetitive custoner services, including greater efficiency and
flexibility. Custoner choice and retention of a freight carrier is beyond a conpany's
control and there can be no assurance that CNF subsidiaries will be able to maintain their
current advantages over certain of their conpetitors.

Accounti ng Standards

Ef fective January 1, 2002, CNF adopted SFAS 142, “Goodwi || and Ot her Intangible Assets.”

SFAS 142 specifies that goodwi || and sone intangi ble assets will no | onger be anortized
but instead will be subject to periodic inpairnent testing. Pursuant to SFAS 142, CNF has
eval uated whether its goodwill is inpaired and has determ ned that, as of January 1, 2002,

CNF was not required to make an adjustnent to the carrying value of the assets. Effective
January 1, 2002, CNF ceased goodwi || anortization associated with the Enmery Forwardi ng
segment. Prior to adoption of SFAS 142, CNF anortized goodwill of $2.8 nmillion and $5.5
mllion, respectively, in the second quarter and first half of |ast year

In June 2001, the FASB issued SFAS 143, "Accounting for Asset Retirenent Obligations,”
which will be effective for CNF on January 1, 2003. SFAS 143 addresses the financi al
accounting and reporting for obligations associated with the retirenent of tangi ble |ong-
lived assets and the associated asset retirenent costs. CNF is in the process of

eval uating the financial statenent inpact of adoption of SFAS 143.

In April 2002, the FASB issued SFAS 145, “Rescission of FASB Statenments 4, 44, and 64,
Amendnent of FASB Statenent 13, and Technical Corrections.” SFAS 145 updates, clarifies
and sinplifies existing accounting pronouncenents, by rescinding SFAS 4, which required
all gains and | osses from extingui shnent of debt to be aggregated and, if material
classified as an extraordinary item net of related inconme tax effect. As a result, the
criteria in Accounting Principles Board Opinion 30 will now be used to classify those
gai ns and | osses. Additionally, SFAS 145 anends SFAS 13 to require that certain | ease
nodi ficati ons that have econom c effects simlar to sal e-l1easeback transacti ons be
accounted for in the sane manner as sal e-| easeback transactions. Finally, SFAS 145 also
makes technical corrections to existing pronouncenents. While those corrections are not
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substantive in nature, in sone instances, they may change accounting practice. CNF adopted
t he provisions of SFAS 145 that amended SFAS 13 for transactions occurring after May 15,
2002 in its consolidated financial statements with no naterial inpact. CNF will adopt al

ot her provisions of SFAS 145, as required, effective January 1, 2003. CNF is eval uating
the financial statenent inpact of adopting these other provisions of SFAS 145.

In July 2002, the FASB i ssued SFAS 146, “Accounting for Costs Associated with Exit or

Di sposal Activities,” which is effective for exit or disposal activities initiated after
December 31, 2002. SFAS 146, once adopted, nullifies EITF Issue No. 94-3. SFAS 146
requires that a liability for a cost associated with an exit or disposal activity be
recogni zed when the liability is incurred, whereas EITF No. 94-3 had recogni zed t he
liability at the conmtnent date to an exit plan. CNF is in the process of evaluating the
financial statenent inpact of adoption of SFAS 146.

FORWARD- LOCKI NG STATEMENTS

Certain statenents included herein constitute "forward-1|ooking statenments” within the
nmeani ng of Section 21E of the Securities Exchange Act of 1934, as anended, and are subject
to a nunber of risks and uncertainties, and should not be relied upon as predictions of
future events. Al statenents other than statements of historical fact are forward-

| ooki ng statenents, including any projections of earnings, revenues, weight, volunes,

i ncome or other financial or operating itens, any statenments of the plans, strategies,
expectations or objectives of CNF or managenent for future operations or other future
itens, any statements concerning proposed new products or services, any statenents
regarding CNF's estimated future contributions to pension plans, any statenents regarding
expectations as to the early termnation of aircraft |eases or the costs thereof, any
statenments as to the adequacy of reserves, any statenments regarding future economc
conditions or perfornance, any statenents of estinates or belief and any statenents or
assunptions underlying the foregoing. Certain such forward-I|ooking statenments can be
identified by the use of forward-1|ooking term nology such as “believes,” “expects,” “my,”
“will,” “should,” “seeks,” “approxinately,” “intends,” “plans,” “estinmates” or
“anticipates” or the negative of those terms or other variations of those terns or

conpar abl e term nol ogy or by discussions of strategy, plans or intentions. Such forward-
| ooki ng statenents are necessarily dependent on assunptions, data and nethods that nay be
incorrect or inprecise and there can be no assurance that they will be realized. In that
regard, the followi ng factors, anong others and in addition to the nmatters di scussed

el sewhere in this docunent and in CNF's 2001 Annual Report on Form 10-K and other reports
and docunents filed by CNF with the Securities and Exchange Conmi ssion, could cause actua
results and other natters to differ materially fromthose discussed in such forward-

| ooki ng statenents: changes in general business and econonic conditions, including the
sl owdown in the gl obal econony; the creditworthiness of CNF's custoners and their ability
to pay for services rendered; increasing conpetition and pricing pressure; changes in fue
prices; the effects of the cessation of EWAN's air carrier operations, including the
expense of using aircraft operated by other air carriers in Emery’'s North Anerican
operations while also bearing the cash costs of EWAN s grounded aircraft fleet, the

possi bility of substantial cash payments in connection with the early term nation of or
defaults under aircraft |eases, the possibility of additional unusual charges and ot her
costs and expenses relating to Emery’s operations, existing defaults and possibility of
future defaults under aircraft |eases, and the possibility of future | oss of business due
to publicity surrounding the grounding of EWAN' s fleet of aircraft; the possibility of
defaults under CNF's $385 nmillion credit agreenent and other debt instruments and aircraft
| eases, including defaults resulting from additional unusual charges or CNF's failure to
performin accordance with nmanagenent’s expectations, and the possibility that CNF nay be
required to pledge collateral to secure some of its indebtedness or to repay other

i ndebt edness in the event that the ratings assigned to its long-term senior debt by credit
rati ng agenci es are reduced; the requirenent that EWA surrender its air carrier
certificate no | ater than Decenber 4, 2002, which could potentially result in defaults
under aircraft |eases requiring substantial cash paynents to the | essors, defaults under
CNF's $385 nmillion credit agreenent and the reduction in the ratings assigned to CNF' s
long term senior debt by credit rating agencies; uncertainties regarding EWA's ability to
recover termnation costs and other clains relating to the termnation of its forner
Express Mail contract with the USPS; |abor matters, including the grievance by furl oughed
pilots and crewnenbers, renegotiations of |abor contracts, |abor organizing activities,
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wor k st oppages or strikes; enforcenent of and changes in governnental regul ations;
environnental and tax matters (including clainms made by the Internal Revenue Service with
respect to aircraft maintenance tax nmatters); the Department of Transportation, FAA and
Departnent of Justice investigation relating to Enery Wirl dwi de’s handli ng of hazardous
materials; the February 2000 crash of an EWA aircraft and related investigation and
litigation; and matters relating to CNF's 1996 spin-off of Consolidated Frei ghtways (see
Note 9 to the Consolidated Financial Statenents and “Managenment’s Di scussion of Financia
Condition and Results of Operations-Liquidity and Capital Resources” include el sewhere
herein). As a result of the foregoing, no assurance can be given as to future financia
condition, cash flows, or results of operations See Note 9 to the Consolidated Fi nancia
Statenments and “Managenent’s Di scussion of Financial Condition and Results of QOperations—
Liquidity and Capital Resources” included el sewhere herein
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PART 11. OTHER | NFORVATI ON

I TEM 1. Legal Proceedings

As previously reported, CNF has been designated a potentially responsible party (PRP) by
the EPA with respect to the disposal of hazardous substances at various sites. OCNF
expects its share of the clean-up costs will not have a material adverse effect on its
financial condition, cash flows, or results of operations.

The Departnent of Transportation, through its Ofice of Inspector General, and the FAA
have been conducting an investigation relating to the handling of so-called hazardous
materials by Enmery. The Departnment of Justice has joined in the investigation and has been
seeking to obtain additional information through the grand jury process. The

i nvestigation is ongoing and Emery is cooperating fully. OCNF is unable to predict the
outconme of this investigation.

EWA has recei ved subpoenas issued by federal grand juries in Massachusetts and the
District of Colunmbia and the USPS | nspector General for docunents relating to the Priority
Mai |l contract. EWA has provided, and is continuing to provide, the docunments.

On February 16, 2000, a DC-8 cargo aircraft operated by EWA personnel crashed shortly
after take-off from Mather Field, near Sacramento, California. The crew of three was
killed. The cause of the crash has not been conclusively determ ned. The Nationa
Transportation Safety Board (NTSB) is conducting an investigation. A NTSB hearing
regardi ng the crash commenced on May 9 and 10, 2002, and is currently in recess. EWAis
currently unable to predict the outcone of this investigation or the effect it may have on
Emery or CNF. Enmery, EWA and CNF have been naned as defendants in wongful death |awsuits
brought by the famlies of the three deceased crew nenbers, seeking conpensatory and
punitive damages. Enmery, EWA and CNF al so may be subject to other clains and proceedi ngs
relating to the crash, which could include other private | awsuits seeking nonetary damages
and governnmental proceedings. Although Enery, EWA and CNF naintain insurance that is

i ntended to cover clains that may arise in connection with an airplane crash, there can be
no assurance that the insurance will in fact be adequate to cover all possible types of
clains. |In particular, any clainms for punitive damages or any sanctions resulting from
possi bl e governnental proceedi ngs woul d not be covered by insurance.

As a result of EWAN's suspension of its air carrier operations on August 13, 2001, EWA

furl oughed approxi mately 400 pilots and crewrenbers. Those pilots and crewnenbers are
represented by the Air Line Pilots Association (ALPA) union under a collective bargaining
agreenment and ALPA filed a grievance on their behalf protesting the furlough. The

gri evance sought pay during the course of the suspension. EWA is currently involved in
arbitration with respect to this claim On Decenber 5, 2001, EWA announced that it would
cease operating as an air carrier, and in connection therewith term nated the enpl oynent
of all pilots and crewnenbers, bringing the total nunber of term nated enployees in 2001
to 800. In addition, ALPA has filed a grievance on behal f of the pilots and crewrenbers
protesting the cessation of EWAN' s air carrier operations and Enery’'s use of other air
carriers. Sone aspects of the ALPA matters may be subject to binding arbitration. Based on
CNF' s current evaluation, nmanagerment believes that it has addressed its estinmated exposure
related to the ALPA matters. However, CNF cannot predict with certainty the ultimte

out come of these matters.

EWA has been naned as a defendant in a lawsuit and arbitration proceedi ng brought by a
subcontractor that operated aircraft under EWA's former Express Mail contract with the
USPS. The USPS terninated the Express Miil contract “for conveni ence” on August 26, 2001
The subcontractor is seeking $28.5 m|lion and other unspecified damages in connection
with such termnation. EWA believes it is entitled to and intends to seek recovery from
the USPS of any term nation costs to which the subcontractor nay be entitled.

As described in Note 9, “Commitnents and Contingencies,” CNF is subject to certain | ega
and adm ni strative proceedings with the IRS and the FAA. There can be no assurance that
t hese proceedings will not have a material adverse effect on CNF's financial condition
cash flows, or results of operations.
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Exhi bits and Reports on Form 8-K

(a) Exhibits

(b)

99.1 [a] Conputati on of Ratios of Earnings to Fixed Charges — For the
si x nonths ended June 30, 2002 and 2001, the ratios of earnings
to fixed charges were 3.2x and —6.3x, respectively.

[ b] Conput ati on of Ratios of Earnings to Conbined Fi xed Charges —
For the six nonths ended June 30, 2002 and 2001, the ratios of
earnings to conbined fixed charges and preferred stock
di vi dends were 3.0x and -5.9x, respectively.

99.2 Certification by the Chief Executive Oficer pursuant to
Section 906 of the Sarbanes-Oxl ey Act of 2002

99. 3 Certification by the Chief Financial Oficer pursuant to
Section 906 of the Sarbanes-Oxl ey Act of 2002

Reports on Form 8-K
One report on Form 8-K, dated May 30, 2002, was filed during the quarter

ended June 30, 2002, reporting a change in auditors from Arthur Andersen LLP
to KPMG LLP.
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SI GNATURES

Pursuant to the requirenents of Section 13 or 15(d) of the Securities Exchange Act of
1934, the Conpany (Registrant) has duly caused this Form 10-Q Quarterly Report to be
signed on its behalf by the undersigned, thereunto duly authorized.

CNF I nc.
(Regi strant)

August 9, 2002 / s/ Chutta Rat nat hi cam
Chutt a Rat nat hi cam
Seni or Vice President and
Chi ef Financial Oficer
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Exhibit 99.1(a)

CNF | NC.
COVPUTATI ON OF RATI OGS OF EARNINGS TO FI XED CHARGES
(Dol l'ars in thousands)

Si x Mont hs Ended

June 30,
2002 2001
Fi xed Charges
I nterest Expense $ 11, 523 $ 15, 027
Capitalized Interest 368 612
Anortizati on of Debt Expense 658 482
Di vi dend Requi rement on Series B
Preferred Stock [1] 5, 208 5, 333
I nterest Conmponent of
Rental Expense [2] 11, 674 24,966
$ 29, 431 $ 46, 420
Ear ni ngs (Loss):
I ncomre (Loss) from Continuing Operations before Taxes $ 69, 106 $ (333, 733)
Fi xed Charges 29, 431 46, 420
Capitalized Interest (368) (612)
Preferred Dividend Requirenents [3] (5, 208) (5, 333)
$ 92, 961 $ (293, 258)
Rati o of Earnings (Loss) to Fixed Charges: 3.2 X (6.3)
Deficiency in the coverage of Fixed Charges by Earnings
(Loss) before Fixed Charges $ - $ (339, 678)

[1] Dividends on shares of the Series B cumul ative convertible preferred
stock are used to pay debt service on notes issued by the Conpany's
Thrift and Stock Pl an

[2] Estimate of the interest portion of |ease paynents.
[3] Preferred stock dividend requirenents included in fixed charges but not

included in the determination of Incone (Loss) from Continuing Operations before
Taxes.
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Exhibit 99.1(b)

CNF | NC.
COVPUTATI ON OF RATI OS OF EARNI NGS TO COMBI NED FI XED CHARGES
AND PREFERRED STOCK DI VI DENDS
(Dol lars in thousands)

Si x Mont hs Ended

June 30,
2002 2001
Conbi ned Fi xed Charges and Preferred
St ock Divi dends:
I nt erest Expense $ 11, 523 $ 15, 027
Capitalized Interest 368 612
Anortization of Debt Expense 658 482
Di vi dend Requirenent on Series B
Preferred Stock [1] 5, 208 5, 333
Di vi dend Requirenent on Preferred Securities
of Subsidiary Trust 3,126 3,126
I nterest Conponent of
Rental Expense [ 2] 11, 674 24,966
$ 32, 557 $ 49, 546
Ear ni ngs (Loss):
Income (Loss) from Continuing Operations before Taxes $ 69, 106 $ (333, 733)
Fi xed Charges 32, 557 49, 546
Capitalized Interest (368) (612)
Preferred Divi dend Requirenments [ 3] (5, 208) (5,333)
$ 96, 087 $ (290, 132)
Rati o of Earnings (Loss) to Conbi ned Fi xed Charges
and Preferred Stock Dividends: 3.0 x (5.9)
Deficiency in the coverage of Fixed Charges by Earnings
(Loss) before Fixed Charges $ - $ (339, 678)

[1] Dividends on shares of the Series B cunul ative convertible preferred
stock are used to pay debt service on notes issued by the Conpany's
Thrift and Stock Pl an.

[2] Estimate of the interest portion of |ease paynents.
[3] Preferred stock dividend requirements included in fixed charges but not

included in the determination of Income (Loss) from Continuing Operations before
Taxes.
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Exhibit 99.2

CERTI FI CATI ON PURSUANT TO 18 U. S. C. SECTI ON 1350,
AS ADOPTED PURSUANT TO SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of CNF Inc. (the “Conpany”) for the
quarterly period ended June 30, 2002 as filed with the Securities and Exchange Conmi ssion
on the date hereof (the “Report”), I, Gregory L. Quesnel, Chief Executive Oficer of the
Company, certify, pursuant to 18 U S.C. 81350, as adopted pursuant to 8906 of the

Sar banes- Oxl ey Act of 2002, that:

(1) The Report fully conplies with the requirenents of section 13(a) or 15(d) of
the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all materi al
respects, the financial condition and results of operations of the Conpany.

/sl Gregory L. Quesnel

Nane: Gregory L. Quesnel
Title: Chi ef Executive Oficer
Dat e: August 9, 2002
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Exhibit 99.3

CERTI FI CATI ON PURSUANT TO 18 U. S. C. SECTI ON 1350,
AS ADOPTED PURSUANT TO SECTI ON 906 OF THE SARBANES- OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of CNF Inc. (the “Company”) for the quarterly period ended June 30, 2002 as
filed with the Securities and Exchange Commission on the date hereof (the “Report”), 1, Chutta Ratnathicam, Chief Financial Officer
of the Company, certify, pursuant to 18 U.S.C. 81350, as adopted pursuant to 8906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully conplies with the requirenents of section 13(a) or 15(d) of
the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all materi al
respects, the financial condition and results of operations of the Conpany.

/sl Chutta Ratnathi cam

Name: Chutt a Rat nat hi cam
Title: Chi ef Financial Oficer
Dat e: August 9, 2002




