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Abstract 

The world economy has been in trouble because of the serious virus. This work believes 
that logistic companies still have a good return compared with other fields. Thus, FedEx 
is evaluated in this work to find out whether logistic companies are a good investment 
opportunity. This paper shows methods for valuing FedEx. Discounted Free Cash Flow 
Model is a general model that is usually used in the valuation. The cash flow of a company 
can often show efficiently the state of operations which also tells investors the value of 
the company. The value of stock often connects with the dividends. Dividend-Discount 
Model is another model used. By eliminating future dividends, the value of the stock is 
obtained. It is also helpful to compare the company with others in the same industry. 
Thus, the last model in the work is the Comparable Model. Three ratios are used, Price 
to Earnings Ratio, Value-to-EBITDA Ratio, and Price to Sales Ratio to evaluate the price 
of FedEx. The results show that Discounted FCF model, DDM and comparable Model give 
$173.85, $170.93, $172.44. Based on these calculations, the price of FedEx stock should 
be around $172 per share. In conclusion, the results show that Logistics companies may 
be good choices to invest in the epidemic. However, FedEx prices grew too much in the 
last half-year. Today, the price is $280. Therefore, it will be better to sell the stock of 
FedEx. 
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1. Introduction 

COVID-19 Plunged the world into crisis. This crisis is not only in health but also in economic. 
During this crisis, Investors will be interested in which kind of company may still have the 
investment value. Logistics companies will be good choices for investors. Because of the spread 
of infectious diseases, citizens must reduce their visits to crowded places. This highlights the 
prospects of the logistic industry. With the development of the Internet, online shopping has 
already become normal. At the same time, COVID-19 causes in-person sales to be more 
dangerous. These all accelerate the normalization of online transactions. The logistic industry 
is an integral part of online transactions. FedEx, one of the largest logistics companies in the 
world, will be an excellent example to study. In this project, FedEx is studied by valuing it in 
three general models. 

2. Data and methods 

2.1. Data 

The accuracy of the data is crucial when evaluating a company. In order to ensure the 
authenticity and reliability of the data, the data used in this research is from official financial 
reports documented by the U.S. Security and Exchange Commission [1] and Yahoo Finance [2] 
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(Figure 1). To further improve the accuracy of the forecast results, the financial reports of FedEx 
in the past ten years from June 1st, 2011 to May 31st, 2020 are adopted. The expected return 
on the market used in model is calculated by averaging the past twenty years the expected 
return on the market. The risk-free rate of return used in the model is from The Center for 
Research in Security Prices database. 

2.2. Models 

With reliable data, the next step is to use the data to apply to the model for computation and 
predictions. There are three major models in the research including the Discounted Free Cash 
Flow Model [3] (Discounted FCF), Dividend-Discount Model [4] (DDM), and Comparable Model 
[5] (Figure 1).  

The Free Cash Flow model is a method that uses the total value of all future cash flows, and then 
uses the Weighted Average Cost of Capital [6] (WACC) discounting them to find the present 
value of that cash.  The WACC is calculated by total equity value, total debt  

𝐸[𝑟] =
𝐸

𝐸+𝐷
𝑟𝐸 +

𝐷

𝐸+𝐷
𝑟𝐷(1 − 𝜏𝐶)                                                  (1) 

value, the cost of debt capital, the cost of equity capital, and marginal corporate tax rate.  

In this model, the coupon rate of bonds of FedEx is used as the cost of debt capital, 21.5% 
marginal corporate tax rate, and the cost of equity capital is calculated by the Capital Asset 
Pricing Model for Equity Returns (CAPM). In the CAPM, the regression of past five years’ excess 
return on market against expected return on the market is used to calculate the measure of 
return covariance between the stock (𝞫), then apply it to the equation (2) to calculate the 
expected return on a stock as cost of equity capital. 

𝐸[𝑅] = 𝑟𝑓 + 𝛽 × (𝐸[𝑅𝑀𝑘𝑡] − 𝑟𝑓)                                                 (2) 

After, the past ten years of free cash flow from 2011 to 2020 is used to forecast the next five 
years of free cash flow from 2021 to 2025. Then the calculated WACC is applied to discount the 
next 5 years’ free cash flow back to present value. 
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After getting the present value, the price per share based on equation 5 is obtained. 

P0 =
V0+Cash−Debt

Outstanding shares
                                                           (5) 

The Dividend-Discount Model mainly focuses on forecasting future dividends payments in the 
company and then discounted back to present value. In this model, the first five dividends are 
used as the first stage and the remaining infinite stream of dividends as the second stage.  
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+
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1
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For the first stage, expected returns on equity discount dividends back to present value are used. 
For the second stage, perpetuity beginning with the sixth-year dividend and the 4% growth rate 
are needed to calculate the present value. The past ten years’ data is also used to forecast the 
next five years’ dividends and use the value of the cost of equity capital in Discounted FCF as 
the expected returns on equity in DDM.  

In the Comparable Model, different logistics companies in different countries are chosen for 
comparison including UPS, Royal Mail, Deutsche Post AG, PostNL, and Nippon Express Co. Then 
the Price to Earnings ratio, Enterprise Value-to-EBITDA Ratio, and Price to Sales Ratio from 
Yahoo Finance are collected and the average of them is used to estimate the stock price of FedEx. 
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Figure 1: Data collection and models 

 

3. Results 

This valuation is obtained by three valuation models, the dividend-discount model, discounted 
free cash flow model and comparable model, based on reliable data. The value of the dividend-
discount model is $170.93 (Table 1). In terms of the discounted free cash flow model, the value 
is $173.85. Based on the comparison with comparable firms, UPS, Royal Mail, Deutsche Post AG, 
PostNL N.V., and Nippon Express Co Ltd, the estimated value for FedEx is $172.44. In this model, 
the price from price to earnings ratio is $218.15, the price from the Enterprise Value-To-
EBITDA ratio is $135.72 and the price from price to sales ratio is $163.44 (Table 2). The results 
obtained from the dividend discount model discounted free cash flow model and comparable 
model are approximately the same. 

 

Table 1: Results from valuation models and the current price 

The methods used to obtain the prices Price of FedEx 

Dividend-Discount Model $170.93 

Discounted Free Cash Flow Model $173.85 

Comparable Model $172.44 

Current price $283 

 

Table 2: Values in the comparable model 

Ratio Value 

Price to earnings ratio (P/E) $218.15 

Enterprise Value-to-EBITDA ratio $135.72 

Price to sales ratio(P/S) $163.44 
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4. Discussion 

In the 21st century, society and technology are developing faster than ever before.  To ensure 
the data is timeliness, the data from the last ten years is used. Furthermore, most of the data 
come from the U.S. Security and Exchange Commission and Yahoo Finance, which guarantee 
the accuracy of data. Compared to the historical data, the future data is more uncertain, but 
enough data also can increase the accuracy of the results, so a five years projection will be 
optimal. The terminal growth rate used in the projection is 4%. The GDP growth rate of the 
United States in the last 10 years except 2020 is around 2.5%. The average growth rate except 
2020 is used because 2020 is a special year. Extensive work stoppages were carried out in the 
United States this year, which causes the GDP of the United States is lower than in other years. 
Based on this percent, it is considered that logistics should have a better growth rate, so 3.5% 
and 4% are used as an example.  

Consider each of the models separately, although the results of each of them are reliable, 
uncertain factors are influencing the results. In the Discounted FCF model, the Revenue growth 
rate is used to forecast the future revenue is the average of the last nine-year growth rates. For 
the other information like depreciation, the average percent of revenue in the past ten years is 
used to reduce the complexity of the calculation, which can also help for the accuracy of the 
results. It has a drawback if the revenue changes a lot in the future which may cause the results 
to have a large difference compared with the accuracy. 

In the DDM model, it is also true that the average or median of data cannot fully represent 
reality. To calculate the beta of FedEx, the regression of the stock return of FedEx from the past 
ten years is used. Because the beta of a company usually does not change, long term data can 
make the result more accurate. However, the market return is stable in the short run, so the 
average of the market return in the last five years is used to estimate the expected return, which 
is more accurate than ten years. In addition, the dividends of FedEx from the past ten years 
were low but stable. It doesn’t show the relationship between the dividends per share and 
earning per share. It is considered that FedEx wants to give dividends that have a stable linear 
increase to protect their stock price. The dividend only does not change in 2020. Based on this 
information, it also gives evidence that the data in 2020 is unusual. The dividends are estimated 
by using the linear interpolation because of the stable increase.   

In the Comparable Model, although there are a great number of logistics companies in the world, 
most of them are unlisted companies, so it is unfeasible to collect more credible data in this 
industry for comparison. Also, FedEx is a transnational corporation. To make the comparable 
Model reliable, the companies chosen should also be transnational corporations. This let the 
sample size be so small. The work only chose five companies UPS, Royal Mail, Deutsche Post AG, 
PostNL, and Nippon Express Co. as the sample to estimate the value of FedEx. These five 
companies are all one of the largest companies in the local and all have the overseas business. 
These similarities promise the estimate ratios reliable. The work gets the average ratios of the 
five companies’ price to earnings ratios, price to sales ratio, and valuation to EBITDA ratio. In 
this work, these averages instead of median as the estimate ratios for FedEx are used and the 
value of FedEx for several reasons is then calculated. Although the average is highly influenced 
by the outlier, the data collected suggests that they are close enough that there is no significant 
outlier that may affect the valuation. Moreover, the scale of FedEx is larger than most other 
logistics companies. If the median is used to estimate, the value of FedEx may be 
underestimated. To prove this point, the stock price of FedEx is also calculated by using the 
median, which is $134.01, and it is significantly lower compared with other models. Based on 
the three ratios, the three results are gained and the average of these results as the price of 
FedEx’s stock is used. It is considered that this average will be more accurate to compare with 
the other two models. 
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By comparing these three models together, the results obtained from each model are fairly 
close, indicating that these results have the accuracy to a certain extent. Therefore, it is 
confirmed that the value of FedEx stock price is in the range of $165 and $185 based on the 
valuation.  

5. Conclusion 

FedEx stock keeps increasing to $283 per share on November 18th from Yahoo Finance. Based 
on the price which has been calculated, the estimated price for FedEx stock should be $165 to 
$185.  Although it is believable that online shopping will become more common and the 
logistics industry will grow with this trend, today’s stock price of FedEx is much higher than its 
estimated value.  Therefore, it is preferable to sell the stock now. After the vaccine comes into 
the market, its impact on FedEx remains to be studied.  

6. Additional information 

Disclosures 

Payment/services information: All authors have declared that there is no financial support 
received from any organization for the valuation of FedEx. 

Employment relationships: All authors have declared that they have never been employed by 
FedEx or other organizations in the express delivery industry. 

Other relationships: All authors have declared that there are no other relationships or 
activities that could appear to have influenced the valuation of FedEx. 
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