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2019 Results

» Continued strong growth in revenues, earnings
and operating cash flow

> Revenues up 63% to $1.45 billion

> Adj. EBITDA* up 45% to $452 million

> Operating cash flow up 33% to $397 million

> Eight more Boeing 767-300 freighter deployments
and one passenger deployment for a total of nine

ATSG Advantage

> Largest global lessor of freighter aircraft

> Owned aircraft portfolio focused on
mid-size freighter

» Business model minimally exposed to
trade disruptions or business cycle

» Long-term leases and operating contracts with
blue-chip customer base

> Differentiated business model providing bundled
services to our Lessees including

$1.45

BILLION

Revenues

$60

MILLION

GAAP Earnings

$452

MILLION

ADJ. EBITDA*

2 /ATSGinc A/CMI, maintenance, and logistics services

m [air-transport-services-group
*Adjusted EBITDA is a non-GAAP measure. For an explanation and a
reconciliation to GAAP measures, see our 8-K filed on March 2,2020
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To Our Sharehoiders

2019 was a year of record financial
performance, as the company's major
initiatives over the last several years yielded
substantial gains in revenues, operating
income, and cash flow.

Thanks to our acquisition of Omni Air
International in November 2018, ATSG
began 2019 as a much larger company, with
passenger as well as freighter aircraft in its
fleet and the U.S. Government—primarily
the Department of Defense-as its largest
customer.

| mentioned last year that diversifying our
customer base has been a major objective
ever since our spin-off from the
DHL/Airborne merger in 2003, when we
were dependent on a single contract with
DHL for 99% of our revenue and earnings.
Sixteen years later, DHL remains a major
customer, but represented just 14% of our
2019 revenues. We earned 23% of our
revenues from Amazon last year, while the
U.S. Department of Defense accounted for
34% of our 2019 revenues, up from 15% the
year before, illustrating the increase in
public sector work resulting from our
acquisition of Omni.

“2000 was a year of record
financial performance, as the
company's major initiatives
over the last several years
yielded substantial

gains in revenues,

operating income,

and cash flow.”

Those revenues grew by 63% to $1.45
billion, a record since we became a public
company in 2003, excluding the
reimbursements we used to include in
revenue. On a Generally Accepted
Accounting Principles basis, our earnings
from continuing operations were $60.0
million, or $1.02 per share basic.

Our operating results overall were strong.
Operating Cash Flow, which excludes the
many non-cash and non-recurring items
affecting our GAAP earnings, increased
33% to a record $397 million last year.
But once again, non-cash gains and
losses had a major effect on our 2019
earnings. The largest impact continues to
be from revaluation of unexercised
warrants issued to Amazon. Those and
other unrealized effects of re-
measurement of financial instrument
values decreased ATSG's 2019 earnings
by $8.1 million for 2019.

Warrant losses for 2019 were a result of
an increase in the probability of additional
warrant issuances related to additional
aircraft leases, and a 3% increase in the
traded value of ATSG shares during the
year. Increases in interest expense,
depreciation and amortization expense,
and in retiree benefit costs were also
significant.



ACMI Services, our airline operations
segment, achieved more than $1 billion in
revenues for the first time last year, and
increased its pretax earnings to $32
million, nearly triple what it earned in 2018.
That was a result of adding Omni, plus
more flying for Amazon in support of its
one-day delivery commitment.

Cargo Aircraft Management, or CAM,
grew larger as well, with a 25% increase in
revenues to $285 millionin 2019, including
amortization of lease incentives to
Amazon. CAM owned ninety-four aircraft
in service at the end of 2019 (82 cargo, 12
passenger) versus 88 a year earlier. It
owned ten other aircraft in cargo
conversion or staging for lease.

In May 2019, we completed another multi-
year extension of our sixteen-year
relationship with DHL. The extensions
were for eleven of the fourteen 767
freighters we lease them; three are
covered under longer leases with more
than three years to run. ABX Air operates
eight of the fourteen in DHL's U.S. network
under a CMI agreement that we also
extended. Six of the leased aircraft are in
the Middle East, operated by one of DHL's
airline affiliates there. We look forward to
continuing our long-standing relationship
with DHL.

“That strateny is paying big
dividends right now, as global
transport is constrained by the
coronavirus even as the
demand for goods continues.”

The acquisition of Omni was an important
step in furthering one of ATSG's
fundamental business goals —to investin
and deploy aircraft assets and related
services in markets that are least
vulnerable to business-cycle swings that
affect other transport companies.

That strategy is paying big dividends right
now, as global transport is constrained by
the coronavirus even as the demand for
goods continues. The Amazon- and
DHL-leased 767s we fly across the U.S.
are helping to fill the gap caused by
reduced belly space in passenger aircraft.
Our military flying is keeping troop
rotations and other force movements on
schedule. The majority of our cash flow
stems from multi-year leases and
operating agreements with some of the
most creditworthy entities in the world.

In 2020, we expect our capital spending to
fall about $30 million from 2019 levels to
$420 million. Of that amount, about $300
million will be used to acquire, convert
and lease more 767 freighters. The eight
to ten additional 767s we expect to deploy
this year include four freighters we will
lease to Amazon, completing our current
commitment for thirty freighters to them,
plus three more of the five we committed
to United Parcel Service, two of which we
delivered lastyear.



Most of those 2020 deployments will be from feedstock 767-300s we acquired in 2019, and we
expect to end 2020 with eight 767s in cargo conversion, including three that by then are virtually
complete.

In 2021, we expect our capital spending to fall again. We will investigate additional opportunities to
allocate incremental cash flow toward debt reduction and other avenues for promoting
shareholder value. As of today, we have more than $60 million in share repurchasing authority
under our current Board authorization. With lender approval, we may even take advantage of
today's low stock prices to exercise some of that authority sooner and keep prudent repurchasing
of shares as a key component of our capital allocation toolkit going forward.

On March 2, 2020, we set a 2020 financial goal of upper single-digit growth in a cash-flow measure
that excludes the warrant and other mainly non-cash items that trigger most of the volatility in our
reported GAAP earnings. At that time, it reflected, among other items, organic growth and the
impact of seven aircraft — three 767 and four 757 freighters — that will be returned to us by their
lessors and operators. We intend to redeploy most of them with other customers, but for several
months they will be staging for their next opportunity. Since early March, however, we have seen
impacts from the coronavirus pandemic particularly through reductions on our passenger flying for
the Department of Defense and others. We expect these operations to return to previous levels
once the pandemic restrictions are lifted.

One of our key goals for 2020 has already been accomplished. We began discussions with our
lenders and underwriters last fall about an offering of unsecured notes that would replace a portion
of our secured variable-rate bank debt. In November, we amended our secured credit facility to
reduce its interest rate pricing and extend its term into late 2024.



_ _ _ “I have been honored to

That action paved the way in January for our first-ever .

: : : work alongside and
publicly rated debt offering. Response to the offering of
eight-year unsecured notes was so favorable that we Iead the hESt team
were able to raise its size from $400 million to $500 in the air cargo industry,
million, and it priced at an attractive 4.75% fixed rate. over my nearly
The addition of the unsecured bond in our debt capital . -
structure lengthens our remaining debt duration, and four decades with ATSE-
along with the favorable bank amendment in
November, reduces our annual interest expense. We
used the proceeds to pay down balances on our revolver debt, which provides us with great
liquidity and flexibility going forward.

We hope to mark off another commitment this summer with federal approval of a Supplemental
Type Certificate for the Airbus A321 freighter conversion program we launched more than two
years ago. When approved, we expect that aircraft to fill a key niche in the air express network
market. It will be a more efficient replacement of the Boeing 757, but with the operating economics
of a Boeing 737. We are talking with customers about it today and may elect to begin A321
feedstock investments in the future.

This is my last letter as your CEO. | will be retiring at the end of our Annual Meeting on May 7th,
when Rich Corrado becomes CEO and | take on the role of Board Chairman. | have been honored
to work alongside and lead the best team in the air cargo industry, over my nearly four decades
with ATSG. Our employees have been dedicated to growing ATSG into a global leader, but our
growth would not have been possible without support from our community and state who have
been supportive throughout our history. From my first day in 1980 to my final day in 2020, | have
been privileged to witness this company achieve results that delivered value to our customers and
shareholders around the globe.

While challenging times can sometimes throw financial markets into turmoil, | am proud of the
long-term shareholder value we have
created together, and the strong
reputation for service and quality we
have earned. | wish all of you well in
the future, as | remain confident that
even better days are ahead for ATSG.

Bestregards,

Chief Executive Officer
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FORWARD LOOKING STATEMENTS

Thisannual report on Form 10-K, including “Management’s Discussion and Analysis of Financial Condition and Results of Operations,”
inItem 7, contains forward-looking statements, within the meaning of the Private Securities Litigation Reform Act of 1995, that involverisks
and uncertainties. Forward-looking statements provide current expectations of future events based on certain assumptions and includes any
statement that does not directly relate to any historical or current fact. Forward-looking statements can also be identified by words such as
“future,” “anticipates,” “believes,” “estimates,” “expects,” “intends,” “plans,” “predicts,” “will,” “would,” “could,” “can,” “may,” and similar
terms. Forward-looking statements are not guarantees of future performance and the Company’s actual results may differ significantly from
theresultsdiscussed in theforward-looking statements. Factorsthat might cause such differencesinclude, but are not limited to, those discussed
in“Risk Factors’ in Item 1A . The Company assumes no obligation to revise or update any forward-looking statementsfor any reason, except

asrequired by law.
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PART I

ITEM 1. BUSINESS
Company Overview

We are aleading provider of aircraft leasing and air cargo transportation and related services in the United States
and internationally and are the largest lessor of freighter aircraft in the world. In addition, we are the largest provider
of passenger charter service to the United States Department of Defense (“DoD”) and other governmental agencies.
Our portfolio of freighter aircraft isfocused on mid-sized air freighters, which isthe category of choicefor expressand
e-commerce driven regional air networks operating both within and outside the United States. Approximately 94% of
our freighter fleet are Boeing 767 aircraft, which is highly sought because of its reliability, cubic cargo capacity and
durable performance. We have also launched ajoint venture to convert Airbus A321 passenger aircraft into freighters,
whichisintended to further support our ability to meet the growing demand worldwide for narrow body air freighters.
(When the context requires, we may use the terms “Company,” "we," "our" and “ATSG” in this report to refer to the
business of Air Transport Services Group, Inc. and its subsidiaries on a consolidated basis.)

Through our subsidiaries, we own and lease aircraft to external customers and to our own airline subsidiaries. In
addition, we provide airline operations, ground handling services, aircraft maintenance and modification services, and
other support services to the air transportation and logistics industries. Our customers consist of delivery businesses,
freight forwarders, ecommerce companies, airlines and governmental agencies. We believe our ability to offer our
customersabundle of customized and differentiated services, including aircraft leasing, airline express operations, line
and heavy maintenance, freighter conversions, material handling equipment and ground handling services makes us
unique from other service providersin the air transportation industry. Through our decades of experience with express
network airline operations, we offer best in class, reliable services to customers including Amazon.com, Inc.
(“Amazon”), DHL Network Operations (USA), Inc. and its affiliates (“DHL"), and United Parcel Service.

We are aleader in an industry with established barriers to entry, possessing reliable airlift capability, and strategic
alignment with our key customers. Weareuniquein our ability to offer abroad range of integrated, operational solutions
to air cargo and express package transportation companies and e-commerce companies, as well as charter passenger
transport to governmental and commercial entities. Our services are tailored to the needs of the customer and include
a combination of aircraft, crews and maintenance services as well as aircraft charter and lease transitioning services.
Wealso offer abroad range of ancillary servicesincluding engineering services, sort and gateway operations, equi pment
installation, maintenanceand leasing, and aircraft modifications. Our differentiated businessmodel reducesour exposure
to trade disruption and cyclical GDP, with limited payload and fuel risk. We believe that the wide scope of our services
combined with our ability to provide servicesin acustomized bundle to meet the requirements of each customer gives
us a competitive advantage over other companiesin our industry.

Wewerefounded in 1980 as awholly-owned subsidiary of Airborne Express. We became an independent, publicly-
owned company in August 2003, as a result of a spin-off by Airborne Express prior to its acquisition by DHL. The
spin-off was necessitated in large part due to restrictionsimposed by federal law on foreign ownership of U.S. airlines.
Our headquarters are located at the Wilmington Air Park in Wilmington, Ohio, which also serves asaregiona air hub
for Amazon. The Company is incorporated in Delaware. Our common shares are publicly traded on the NASDAQ
Stock Market under the symbol ATSG.

Principal Services
Our principal servicesfall into three general categories:

Aircraft leasing. We own and lease aircraft through our subsidiary Cargo Aircraft Management, Inc. (“CAM”).
We are able to provide competitive |ease rates for our cargo freighters by purchasing passenger aircraft, typically 15
to 20 years old, and converting them into cargo freighters, after which we anticipate an economic life of 20 years or
more. We monitor the global market for available passenger aircraft and only purchase aircraft for conversion that
meet our requirementsfor condition and technical specificationsand that can be purchased and converted into freighters
at apricethat will meet or exceed our targeted return on capital. Aircraft freighters that are converted from passenger
aircraft can be deployed into markets more economically in comparison to newly-built freighters.

Aircraft operations. We own and operate three separate airline subsidiaries: ABX Air, Inc. (“ABX"), Air Transport
International, Inc. (“ATI"),and Omni Air International, LLC (“ OAI"). Each of theseairlinesisindependently certificated
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by the United States Department of Transportation ("DOT") and by the Federal Aviation Administration, ("FAA"), a
constituent agency of the DOT. Our airline subsidiaries offer different combinations of aircraft, crews, maintenance
and insurance to provide customized transportation capacity to our customers. We specialize in carrying both freight
and passengers for avariety of customers, including private sector companies and governmental organizations. ABX
operates al-cargo aircraft; ATI operates all-cargo and passenger/freighter combination ("combi") aircraft; and OAl
operates passenger aircraft.

Support services. We provide awide range of air transportation related servicesto our customersincluding aircraft
maintenance and modification, ground handling and crew training. We offer these support services to delivery
companies, e-commerce companies, freight forwarders and other airlines. Our ground support services, which are
provided through our subsidiary, LGSTX Services, Inc. (“LGSTX"), consist of load transfer and sorting, the design,
installation and mai ntenance of material handling equi pment, theleasing and mai ntenance of ground support equipment,
and general facilities maintenance. LGSTX has more than 30 years of experience in material handling, facilities
maintenance, equipment installation and mai ntenance, vehi cle maintenanceand repair, and j et fuel and deicing services.
Our aircraft maintenance and modification services, which are provided by our subsidiaries, Airborne Maintenance
and Engineering Services, Inc. (“AMES") and PemcoWorldAir Services, Inc. (“ Pemco”), provideairframemodification
and heavy maintenance, component repairs, engineering services and aircraft line maintenance. Another subsidiary,
AMESMateria Services, Inc. ("AMS"), resellsand brokersaircraft parts. Our support servicesalsoinvolvethetraining
of flight crews, which we offer through our subsidiary, ABX.

The business development and marketing activities of our operating subsidiaries are supported by our Airborne
Global Solutions, Inc. ("AGS') subsidiary. AGS marketsthe various services and products offered by our subsidiaries
by bundling solutions that leverage the entire portfolio of our subsidiaries capabilities and experience in global cargo
operations. Our bundled services are flexible and scalable to complement our customers own resources and support
our operational growth. AGS assists our subsidiaries in achieving their sales and marketing plans by identifying their
customers' business and operational requirements while providing sales leads.

The Company has two reportable segments, "CAM" which includes our aircraft and engine leasing and “ACMI
Services' whichincludestheairlines operations. Our support servicesoperationsdo not constitute reportabl e ssgments.
External revenues for 2019 are summarized below (in thousands):

ACMI )
CAM Services Support Services
Aircraft
§ Ground
Maint & - Oth
Modification  Services “
External revenues (in thousands) $168,106  $1,078,143 $117,772 69,596 $18,566
Percent of consolidated revenues 12% 74% 8% 5% 1%

Aircraft maintenance and modification services revenues include the operations of our AMES and Pemco
subsidiaries. Ground services revenues include load transfer as well as ground equipment leasing and maintenance
primarily provided by our LGSTX subsidiaries.

Major Customers

We have long-standing, strategic customer relationships with Amazon, DHL and the DoD in addition to numerous
other companies and government agencies that rely on aircraft servicesin their operations.

DHL. We have provided aircraft servicesto DHL under multi-year contracts since August 2003. DHL accounted
for 14% of our consolidated revenues for 2019. As of December 31, 2019, we were leasing 14 of our Boeing 767
aircraft to DHL under multi-year contracts. We operate eight of these aircraft for DHL under a separate operating
agreement. We provide ground service equipment to DHL inmultipleairport locationsin the Unites Statesand provide
aircraft line and heavy maintenance for DHL affiliates.

Amazon. Wehavebeen providing freighter aircraft and cargo handling andl ogi sticssupport servicesto Amazon.com
Services, LLC (“ASI”), successor to Amazon.com Services, Inc., a subsidiary of Amazon, since September 2015.
Revenues from our commercial arrangements with ASI comprised approximately 23% of our consolidated revenues
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for 2019. Our CAM subsidiary has leased 26 Boeing 767 freighter aircraft to AS| as of December 31, 2019, with five
additional aircraft to beleased in 2020. We also provide flight crew and aircraft maintenance servicesfor those aircraft
under an Air Transportation Services Agreement with ASI.

U.S. Department of Defense. Our airline subsidiaries have been providing services to the DoD since the 1990’s.
The DoD comprised 34% of our consolidated revenues for 2019. Our business with the DoD and other government
agencies expanded significantly as aresult of our November 2018 acquisition of OAI, which is discussed below.

Business Development

On November 9, 2018, we acquired OAI, apassenger airline, along with related entities Advanced Flight Services,
LLC; Omni Aviation Leasing, LLC; and T7 Aviation Leasing, LLC (referred to collectively herein as"Omni"). OAl is
aleading provider of contracted passenger airlift for the U.S. Department of Defense ("DoD") via the Civil Reserve
Air Fleet ("CRAF") program, and a provider of full-service passenger charter and ACMI services. OAIl carries
passengers worldwide for avariety of private sector customers and other government services agencies. The addition
of Omni expanded our customer solution offerings primarily through additional passenger transportation capabilities
and the authority to operate Boeing 777 aircraft. The acquisition increased the Company's revenues, cash flows and
customer diversification. (Additiona information about the acquisition of Omni is presented in Note B to the
accompanying consolidated financial statements.)

In September 2015, we began to operate atrial air network for Amazon.com Services, LLC ("ASI"), the successor
to Amazon.com Services, Inc., a subsidiary of Amazon.com, Inc. (“Amazon”). We provided cargo handling and
logistical support as the network grew to five dedicated Boeing 767 freighter aircraft during 2015. On March 8, 2016,
the Company and AS| entered into an Air Transportation Services Agreement (the “ATSA”) which became effective
April 1,2016. Pursuant tothe ATSA, CAM leased 20 Boeing 767 freighter aircraft toASl, including 12 Boeing 767-200
freighter aircraft for aterm of five years and eight Boeing 767-300 freighter aircraft for aterm of seven years. Under
the ATSA, ABX and ATI operate those aircraft for an initial term of five years while our LGSTX subsidiary provides
gateway services for AS| at certain airports.

In conjunction with the execution of the original ATSA, the Company and Amazon entered into an Investment
Agreement and aStockhol dersAgreement, each dated March 8, 2016. Thelnvestment Agreement callsfor the Company
toissuewarrantsin threetranches, whichwill resultin Amazon having theright to acquire up to 19.9% of the Company’s
outstanding common shares measured as further described below. Thefirst tranche of warrants, issued upon execution
of the Investment Agreement, gives Amazon the right to purchase approximately 12.81 million ATSG common shares,
al of which are now vested. The second tranche of warrants, which were issued and vested on March 8, 2018, gives
Amazon the right to purchase approximately 1.59 million ATSG common shares. The third tranche of warrants will
beissued on September 8, 2020 and will immediately be exercisable upon issuance. Thethird tranche of warrants will
give Amazon the right to purchase such additional number of ATSG common shares asis hecessary to bring Amazon's
ownership to 19.9% of the Company’s pre-transaction outstanding common shares measured on aGAAP-diluted basis,
adjusted for share issuances and repurchases by the Company following the date of the Investment Agreement, after
giving effect to theissuance of the warrants. Each of the three tranches of warrants will be exercisable in accordance
withitstermsthrough thefifth anniversary of the date of the Investment Agreement. The exercise price of thewarrants
is $9.73 per share, which represents the closing price of ATSG’s common shares on February 9, 2016.

On December 22, 2018, we announced amendments to our agreements with Amazon to 1) lease and operate ten
additional Boeing 767-300 aircraft for ASI, 2) extend the term of the 12 Boeing 767-200 aircraft then leased to ASI by
two yearsto 2023, with an option for ASI to extend the lease term for three additional years, 3) extend the term of the
eight Boeing 767-300 aircraft then leased to ASI by three yearsto 2026 and 2027, with an option for ASI to extend the
lease term for three additional years and 4) extend the AT SA for five years through March 2026, with an option for AS|
to extend the term for an additional three years. We delivered six of the 767-300 aircraft in 2019 and expect to deliver
the remaining four in 2020, each under aten year |lease.

In conjunction with ASI's commitment for ten additional 767 aircraft leases, extensions of twenty existing Boeing
767 aircraft leases and the AT SA described above, Amazon wasissued warrants for 14.8 million common shareswhich
could expand its potential ownership in the Company to approximately 33.2%, including the warrants described above
under the 2016 agreements. Warrantsfor 11.1 million of these common shares vested as existing |eases were extended
and six additional aircraft leases were executed and added to the ATSA operations. Additional warrants will vest as
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four additional aircraft leases are executed, which is expected to occur in 2020. These warrants will expire if not
exercised within seven years from their issuance date. They have an exercise price of $21.53 per share, based on the
volume-weighted average price of the Company's shares over the 30 trading days immediately preceding execution
of anon-binding term sheet by the parties on October 29, 2018.

Additionally, Amazon can earn incremental warrant rights, increasing its potential ownership from 33.2% up to
approximately 39.9% of the Company, by leasing up to seventeen more cargo aircraft from the Company before January
2026. Theexercise price of incremental warrantsrelated to future aircraft leases will be based on the volume-weighted
average price of ATSG’s shares during the 30 trading daysimmediately preceding the contractual commitment for each
lease.

We have had multi-year contractswith DHL Network Operations (USA), Inc. anditsaffiliates("DHL") sinceAugust
2003. 1n 2010, weentered into commercial agreementswith DHL under which DHL |eased thirteen Boeing 767 freighter
aircraft from CAM and ABX operates those aircraft under a separate crew, maintenance and insurance agreement.
Effective April 1, 2015, the Company and DHL amended and restated the agreements (together, the "CMI agreement™)
which extended the Boeing 767 aircraft lease terms and the operation of those aircraft through March 2019. In March
2019, the expiring Boeing 767 aircraft leases and CM| agreement with DHL were renewed under terms similar to the
previous agreements. OnApril 30, 2019, we extended the leasesfor four of the 767-300 aircraft and one of the 767-200
aircraft leased to DHL through April 2022. We also extended the leases for six of the 767-200 aircraft through March
2022.

Through CAM and the acquisition of Omni, we have expanded our combined fleet of Boeing 777, 767, 757 and
737 aircraft in recent years. Since the beginning of 2016, CAM has managed the modification of 30 Boeing 767-300
passenger aircraft to afreighter configuration and two Boeing 737 passenger aircraft to afreighter configuration. CAM
added two Boeing 767-200 passenger aircraft, six Boeing 767-300 passenger aircraft and three Boeing 777-200
passenger aircraft through the Company's acquisition of Omni on November 9, 2018. We have agreements to acquire
15 more Boeing 767-300 extended-range aircraft through 2021. They were manufactured between 1989 and 2003, and
are powered by General Electric CF6-seriesengines. Most of these will be converted into freighters. Additionally we
own eight Boeing 767-300 aircraft that were being prepared for cargo service as of December 31, 2019. A complete
list of the Company's aircraft isincluded in Item 2, Properties.

On February 1, 2019, the we acquired a group of companies under common control, referred to as TriFactor.
TriFactor resells material handling equipment and provides engineering design solutions for warehousing, retail
distribution and e-commerce operations. TriFactor is managed through our LGSTX business.

On August 3, 2017, we entered into ajoint-venture agreement with Precision Aircraft Solutions, LLC, to develop
a passenger-to-freighter conversion program for Airbus A321-200 aircraft. We anticipate approval of an FAA
supplemental type certificate in 2020. We expect to make contributions equal to our 49% ownership percentage of the
program'stotal costs over the next year and account for our investment in the joint venture under the equity method of
accounting.

In December 2016, we acquired Pemco. Pemco provides aircraft maintenance, modification, and engineering
services. Pemco is based at the Tampa International Airport where it operates atwo-hangar aircraft facility of 311,500
squarefeet. Pemcoisaleading provider of passenger-to-freighter conversionsfor Boeing 737-300 and 737-400 aircraft,
having redelivered over 50 Boeing 737 converted aircraft to Chinese operators over ten years. Pemco's aircraft
conversion capabilities and aircraft hangar operations are marketed with our other air transportation support services.

On January 28, 2020, we completed adebt offering of $500 million in senior unsecured notes (the“ Senior Notes”).
The Senior Notes were sold only to qualified institutional buyersin the United States pursuant to Rule 144A under the
Securities Act of 1933, as amended (the “ Securities Act”), and certain investors pursuant to Regulation S under the
SecuritiesAct. The Senior Notes are senior unsecured obligationsthat bear interest at arate of 4.75% per year, payable
semiannually in arrears on February 1 and August 1 of each year, beginning on August 1, 2020. The Senior Noteswill
mature on February 1, 2028. The Senior Notes contain financial and non-financial covenants and events of default
which are generally no more restrictive than those set forth in the Senior Credit Agreement. The net proceedsfrom the
Senior Notes were used to pay down the Company's revolver credit facility.



Description of Businesses

CAM

CAM leases aircraft to ATSG's airlines and to external customers, including DHL and ASI, usually under multi-
year contracts with a schedul e of fixed monthly payments. Under atypical |ease arrangement, the customer maintains
the aircraft in serviceable condition at its own cost. At the end of the lease term, the customer istypically required to
returntheaircraft in approximately the same mai ntenance condition that existed at theinception of thelease, asmeasured
by airframeand enginetimeand cyclessincethelast scheduled maintenanceevent. CAM examinesthecredit worthiness
of potential customers, their short and long-term growth prospects, their financial condition and backing, the experience
of their management, and the impact of governmental regulation when determining the lease rate that is offered to the
customer. In addition, CAM monitors the customer’s business and financial status throughout the term of the lease.

ACMI Services

ACMI Services consists of the operations of the Company's three airline subsidiaries. Through the airlines, we
provide airlift operations to DHL, ASI, the DoD and other transportation customers. A typical operating agreement
requires our airline to supply, at a specific rate per block hour and/or per month, a combination of aircraft, crew,
maintenance and insurance for specified transportation operations. These services are commonly referred to asACMI,
CMI or charter services depending on the selection of services contracted by the customer. The customer bears the
responsibility for capacity utilization and unit pricing in all cases.

ACMI - The airline provides the aircraft, flight crews, aircraft maintenance and aircraft hull and liability
insurance while the customer is typically responsible for substantially all other aircraft operating expenses,
including fuel, landing fees, parking fees and ground and cargo handling expenses.

CMI -The customer is responsible for providing the aircraft, in addition to the fuel and other operating
expenses. Theairline providestheflight crews, aircraft hull and liability insurance and typically aircraft line
maintenance as needed between network flights.

Charter - The airline is responsible for providing full service, including fuel, aircraft, flight crews,
maintenance, aircraft hull and liability insurance, landing fees, parking fees, ground and cargo handling
expenses and other operating expenses for an al-inclusive price.

Our airlines participate in the DoD CRAF Program which allows our airlinesto bid for military charter operations
for passenger and cargo transportation. Our airlines provide charter operationsto the Air Mobility Command ("AMC")
through contracts awarded by the U.S. Transportation Command ("USTC"), both of which are organized under the
DoD. The USTC secures airlift capacity through fixed awards, which are awarded annually, and through bids for
"expansion routes’ which are awarded on a quarterly, monthly and as-needed basis. Under the contracts, we are
responsiblefor all operating expensesincluding fuel, landing and ground handling expenses. Wereceivereimbursements
from the USTC each month if the price of fuel paid by usfor the flights exceeds a previously set peg price. If the price
of fuel paid by usis less than the peg price, then we pay the difference to the USTC. Airlines may participate in the
CRAF program either independently, or through teaming arrangements with other airlines. Our airlines are members
of the Patriot Team of CRAF airlines. We pay acommission to the Patriot Team, based on certain revenues we receive
under USTC contracts.

ATI contracts with the USTC to operate its unique fleet of four Boeing 757 "combi” aircraft, which are capable of
simultaneously carrying passengersand cargo containersonthemain flight deck. ATI hasbeen operating combi aircraft
for the DoD since 1993. In January 2018, the USTC contracted with ATI to provide combi aircraft operations through
December 2021 and awarded AT| three international routes for combi aircraft. OAI has been operating aircraft for the
DoD since 1995. Contracts with the USTC are typicaly for a one-year period, however, the current passenger
international charter contract has atwo year term with option periods, at the election of the USTC, through September
2024.

Approximately 15% of the Company's consolidated revenues for 2019 were derived from providing airline
operationsfor customersother than DHL, ASl and theDoD. TheseACMI and charter operationsaretypically provided
to delivery companies, freight forwarders, vacation businesses and other airlines.



We provide contracted transportation capacity to our customers. We do not sell passenger travel tickets, nor do
we sell individual package delivery services. Our airlines operate wide-body and medium wide-body aircraft usually
on intra-continental flights and medium and long range inter-continental flights. The airlines typically operate our
freighter aircraft in the customers' regional networksthat connect to and from global cargo networks. Theaircraft types
we operate have lower investment and ongoing maintenance costs and can operate cost efficiently with smaller loads
on shorter routes than the larger capacity aircraft, such as the Boeing 747 and Airbus A380.

Demand for air cargo transportation services correlates closely with general economic conditions and the level of
commercia activity in a geographic area. Stronger general economic conditions and growth in a region typically
increases the need for air transportation. Historicaly, the cargo industry has experienced higher volumes during the
fourth calendar quarter of each year due to increased shipments during the holiday season. Generally, time-critical
delivery needs, such as just-in-time inventory management, increase the demand for air cargo delivery, while higher
costsof aviationfuel generally reducesthedemandfor air delivery services. When aviationfuel pricesincrease, shippers
will consider using ground transportation if the delivery time allows.

We have limited exposure to fluctuations in the price of aviation fuel under contracts with our customers. DHL
and Amazon, like most of our ACMI customers, procurethe aircraft fuel and fueling services necessary for their flights.
Our charter agreements with the U.S. Military are based on a preset pegged fuel price and include a subsequent true-
up to the actual fuel prices.

Aircraft Maintenance and Modification Services

We provide aircraft maintenance and modification services to other air carriers through our ABX, AMES and
Pemco subsidiaries. These subsidiaries have technical expertiserelated to aircraft modifications through along history
inaviation. They own many Supplemental Type Certificates (“STCs’). An STC isgranted by the FAA and represents
an ownership right, similar to an intellectual property right, which authorizes the ateration of an airframe, engine or
component. We market our subsidiaries capabilities by identifying aviation-related maintenance and modification
opportunities and matching them to customer needs.

AMES operates in Wilmington, Ohio, a repair station certified by the Federal Aviation Administration (“FAA")
under Part 145 of the Federal Aviation Regulations, including hangars, a component shop and engineering capabilities.
AMES isAS9100 quality certified for the aerospace industry. AMES' marketable capabilities include the installation
of avionics systems and flat panel displays for Boeing 757 and 767 aircraft. The Wilmington facility is capable of
servicing airframes as large as the Boeing 747-400 and the Boeing 777 aircraft. AMES, through its Pemco subsidiary,
also operates an FAA certificated Part 145 repair station from a two hangar facility in Tampa, Florida. The Tampa
location has the capability to perform airframe maintenance on Boeing 767, 757, 737, McDonnell Douglas MD-80,
Airbus A320, A321 and various regional jet model aircraft. We have the ability to perform line maintenance and
airframe maintenance on McDonnell Douglas MD-80, Boeing 767, 757, 737, 777, 727 and Airbus A320 aircraft. We
also have the capability to refurbish airframe components, including approximately 60% of the components utilized
by Boeing 767 aircraft. Through Pemco, we also perform aircraft modification and engineering services, including
passenger-to-freighter and passenger-to-combi conversionsfor Boeing 737-200, 737-300, 737-400 and 737-700 series
aircraft.

AMSisan Aviation Suppliers Association, ASA 100 Accredited reseller and broker of aircraft parts. AMS carries
an inventory of Boeing 767, 757 and 737 spare parts and also maintains inventory on consignment from original
equipment manufacturers, resellers, lessors and other airlines. AMS's customers include the commercial air cargo
industry, passenger airlines, aircraft manufacturers and contract maintenance companies serving the commercial
aviation industry, as well as other resellers.

Ground Services

Through the Company's LGSTX subsidiaries, we provide labor and management for load transfer and sorting
services at certain facilitiesinside or near airportsin the U.S. LGSTX also arranged similar load transfer servicesto
support ASI at certain locations, but the contracts for these services were terminated as of August 2019. LGSTX also
provides maintenance services for material handling and sorting egquipment as well as ground support equipment
throughout the U.S. LGSTX hasalarge inventory of ground support equipment, such as power units, airstarts, deicers
and pushback vehiclesthat it rentsto airports, ground handlers, airlines and other customers. LGSTX isalso licensed
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to resell aircraft fuel. Additionally, we provide international mail forwarding services through the John F. Kennedy
International Airport and the O'Hare International Airport.

We provided mail sorting services at various United States Postal Service ("USPS") locations between September
2004 and September 2018. The contracts for the five USPS facilities we serviced were not renewed with us after they
expired during September 2018.

Flight Support

ABX and OAIl are FAA certificated to offer flight crew training to customers. ATI hasaBoeing 757 flight simulator
and ABX hasaBoeing 767 flight simulator which can berented for customer outsidetraining programs. Thesimulators
allow airlinesto qualify flight crewmembers under FAA requirements without performing check flightsin an aircraft.

Competitive Conditions

Competition for aircraft |ease placementsis generally affected by aircraft type, aircraft availability and leaserates.
Theaircraft in our fleet provide cost-effective air transportation for medium range requirements. We target our leases
to cargo airlines and delivery companies seeking medium widebody airlift. \We believe our fleet gives usthe ability to
offer our customersasuperior valueproposition. Competitorsintheaircraft leasing marketsinclude GE Capital Aviation
Servicesand Altavair Aviation Leasing, among others. TheAirbusA300-600 and A330 aircraft can provide capabilities
similar to the Boeing 767 for medium wide-body airlift.

Our airlinesubsidiariescompetewith other airlinesto placeaircraft under ACMI arrangementsand charter contracts.
Other cargo airlines include Amerijet International, Inc., Atlas Air, Inc., KalittaAir LLC, Northern Air Cargo, LLC,
National Air Cargo Group, Inc., Southern Air, Inc. and Western Global Airlines, LLC. Of these, AtlasAir, Inc. also
operates passenger aircraft. The primary competitive factorsin the air transportation industry are operating costs, fuel
efficiency, geographic coverage, aircraft range, aircraft reliability and capacity. The cost of arline operations is
significantly impacted by the cost of flight crewmembers, which can vary among airlines depending on their collective
bargaining agreements. Cargo airlines also compete for cargo volumes with passenger airlines that have substantial
belly cargo capacity. The air transportation industry is capital intensive and highly competitive, especially during
periods of excess aircraft capacity competing for commercial cargo and passenger volumes and DoD requirements.

The scheduled delivery industry is dominated by integrated door-to-door delivery companiesincluding DHL, the
USPS, FedEx Corporation, United Parcel Service, Inc. and ASl. Although the volume of our businessisimpacted by
competition among these integrated carriers, we do not usually compete directly with them.

Theaircraft maintenanceindustry islabor intensiveandtypically competesbased on cost, capabilitiesand reputation
for quality. U.S. airlines may contract for aircraft maintenance with maintenance and repair organizations ("MROs")
in other countries or geographies with a lower labor wage base, making the industry highly cost competitive. Other
aircraft MROs include AAR Corp and Hong Kong Aircraft Engineering Co.

Airline Operations
Flight Operations and Control

The Company's airline operations are conducted pursuant to authority granted to each of the three airlines by the
FAA and the U.S. Department of Transportation ("DOT"). Airline flight operations, including aircraft dispatching,
flight tracking, crew training and crew scheduling are planned and controlled by personnel within each airline. The
Company staffs aircraft dispatching and flight tracking 24 hours per day, 7 days per week. The FAA prescribes the
minimum requirements, methods and means by which air carrier flight operations are conducted, including but not
limited to the qualifications and training of flight crew members, therelease of aircraft for flight, thetracking of flights,
thelength of time crew members can be on duty, aircraft operating procedures, proper navigation of aircraft, compliance
with air traffic control instructions and other operational functions.

Aircraft Maintenance

Our airlines’ operations are regulated by the FAA for aircraft safety and maintenance. Each airline performsroutine
inspections and airframe maintenance in accordance with applicable FAA-approved aircraft maintenance programs.
Inaddition, theairlinesbuildintotheir mai ntenance programs FA A-mandated Airworthiness Directiveand manufacturer
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Service Bulletin compliance on al of their aircraft. The airlines’ maintenance and engineering personnel coordinate
routine and non-routine maintenance requirements. Each airline's maintenance program includes tracking the
maintenance status of each aircraft, consulting with manufacturers and suppliers about procedures to correct
irregularities, and training maintenance personnel on the requirementsof its FAA-approved maintenance program. The
airlines contract with MROs, including AMES and Pemco, to perform heavy maintenance on airframes and engines.
Each airline owns and maintains an inventory of spare aircraft engines, engine parts, auxiliary power units, aircraft
parts and consumable items. The quantity of spare items maintained is based on the fleet size, engine type operated
and the reliability history of the item types.

Security

The Transportation Security Administration (“ TSA”) requiresABX and ATI to comply with security protocols as
set out in each carrier’s standard all-cargo aircraft operator security plan which provide for extensive security practices
and procedures that must befollowed. The security plan providesfor the conducting of background checks on persons
with access to cargo and/or aircraft, the securing of the aircraft while on the ground, the acceptance and screening of
cargo to be moved by air, the handling of suspicious cargo and the securing of cargo ground facilities, among other
requirements. Comprehensive internal audit and evaluation programs are actively mandated and maintained. In the
case of OAl, apassenger carrier, and for ATI's passenger/freighter “combi" operations, additional requirements apply
under the carriers' respective security programs, including passenger and baggage screening, airport terminal security,
assessment and distribution of intelligence including the TSA "no-fly" list, and threat response.

Customers are required to inform the airlines in writing of the nature and composition of any freight which is
classified as "Hazardous Materials" or “Dangerous Goods’ by the DOT and passengers are generally prohibited from
carrying "Hazardous Materials' or “Dangerous Goods” in their baggage. Notwithstanding these procedures, our airline
subsidiaries could unknowingly transport contraband or undeclared hazardous materials for customers, or could
unknowingly transport an unauthorized passenger or a passenger in possession of an unauthorized item, which could
result in fines and penalties and possible damage to the aircraft.

Insurance

Our airline subsidiaries are required by the DOT to carry a minimum amount of aircraft liability insurance. Their
aircraft leases, loan agreements and ACMI agreements also require them to carry such insurance. The Company
currently maintains public liability and property damage insurance, and our airline subsidiaries currently maintain
aircraft hull and liability insurance and war risk insurance for their respective aircraft fleetsin amounts consistent with
industry standards. CAM'’s customers are also required to maintain similar insurance coverage.

Employees

Asof December 31, 2019, the Company had approximately 4,380 full-timeand part-timeemployees. The Company
employed approximately 910 flight crewmembers, 355 flight attendants, 1,880 aircraft maintenance technicians and
flight support personnel, 770 employees for airport maintenance and logistics, 45 employees for sales and marketing
and 420 employees for administrative functions. In addition to full time and part time employees, the Company
typically has approximately 275 temporary employees mainly serving the aircraft line maintenance operations. On
December 31, 2018, the Company had approximately 3,830 full-time and part-time employees.



Labor Agreements

The Company’s flight crewmembers are unionized employees. The table below summarizes the representation of
the Company’s flight crewmembers at December 31, 2019.

Contract Percentage of
Amendable the Company’s
Airline Labor Agreement Unit Date Employees

ABX International Brotherhood of Teamsters 12/31/2014 5.3%
ATI Air Line Pilots Association 3/21/2021 8.3%
Omni International Brotherhood of Teamsters 4/1/2021 7.1%
ATI Association of Flight Attendants 11/14/2023 0.9%
Oomni Association of Flight Attendants 12/1/2021 7.3%

Under the Railway Labor Act (“RLA™), as amended, crewmember [abor agreements do not expire, so the existing
contract remains in effect throughout any negotiation process. If required, mediation under the RLA is conducted by
the National Mediation Board, which has the sole discretion as to how long mediation can last and when it will end.
In addition to direct negotiations and mediation, the RLA includes a provision for potential arbitration of unresolved
issues and a 30-day “ cooling-off” period before either party can resort to self-help, including, but not limited to, awork

stoppage.

Training

The flight crewmembers are required to be licensed in accordance with Federal Aviation Regulations (“FARS’),
with specific ratings for the aircraft type to be flown, and to be medically certified as physically fit to operate aircraft.
Licenses and medical certifications are subject to recurrent requirements as set forth in the FARS, to include recurrent
training and minimum amounts of recent flying experience.

The FAA mandatesinitial and recurrent training for most flight, maintenance and engineering personnel, including
flight attendants for passenger and "combi" aircraft. Mechanics and quality control inspectors must also be licensed
and qualified to perform maintenance on Company operated and maintained aircraft. Our airline subsidiaries pay for
all of the recurrent training required for their flight crewmembers and provide training for their ground service and
maintenance personnel. Their training programs have received all required FAA approvals. Similarly, our flight
dispatchers and flight followers receive FAA approved training on the airlines requirements and specific aircraft.

Intellectual Property

The Company owns many STCsissued by the FAA. The Company uses these STCs mainly in support of its own
fleets; however, AMES and Pemco have marketed certain STCsto other airlines.

Information Systems

We are dependent on technology to conduct our daily operations including data processing, communications and
regulatory compliance. We rely on critical computerized systems for aircraft maintenance records, flight planning,
crew scheduling, employee training, financial records, cyber-security and other processes. We utilize information
systemsto maintain records about the maintenance status and history of each major aircraft component, as required by
FAA regulations. Using our information systems, we track maintenance schedules and also control inventories and
maintenance tasks, including the work directives of personnel performing thosetasks. Werely oninformation systems
to track crewmember flight and duty times, and crewmember training status. The Company’sflight operations systems
coordinate flight schedules and crew schedules.

Weinvest significant timeand financial resourcesto acquire, devel op and maintain information systemsto facilitate
our operations. Our information technology infrastructure includes security measures, backup procedures and
redundancy capabilities. We rely increasingly on third party applications and hosted technologies. To remain
competitive we must continue to deploy new technologies while controlling costs and maintaining regulatory
compliance.



Regulation

Our subsidiaries airline operations are primarily regulated by the DOT, the FAA and the Transportation Security
Administration ("TSA"). Those operations must comply with numerous economic, safety, security and environmental
laws, ordinances and regulations. In addition, they must comply with various other federal, state, local and foreign laws
and regulations.

Environment

TheU.S. Environmental Protection Agency ("EPA") isauthorized to regul ateaircraft emissionsand hashistorically
implemented emissions control standards adopted by the International Civil Aviation Organization ("ICAQ"). In 20186,
however, the EPA issued a finding on greenhouse gas ("GHG") emissions from aircraft and its relationship to air
pollution. This finding is aregulatory prerequisite to the EPA’s adoption of a new certification standard for aircraft
emissions. Initsregulatory agendaissued in the fall of 2019, the EPA expressed an intent to publish these proposed
regulations in early 2020; based on previous postponements, the agency may or may not meet that target. Our
subsidiaries’ aircraft currently meet all known requirements for engine emission levels as applicable by engine design
date. Under the Clean Air Act, individual states or the EPA may adopt regulations requiring reductions in emissions
for one or more localities based on the measured air quality at such localities. These regulations may seek to limit or
restrict emissions by restricting the use of emission-producing ground service equipment or aircraft auxiliary power
units. Further, the U.S. Congress has, in the past, considered |egislation that would regulate GHG emissions, and some
form of federal climate change legidation is possiblein the future.

In addition, the European Commission has approved the extension of the European Union Emissions Trading
Scheme ("ETS") for GHG emissionsto theairlineindustry. Currently, under the European Union’sETS, all ABX, ATI
and OA\ flights that are wholly within the European Union are covered by the ETS requirements, and each year our
airlines are required to submit emission allowances in an amount equal to the carbon dioxide emissions from such
flights. If the airline's flight activity during the year produces carbon emissions exceeding the number of carbon
emissions allowances that it had been awarded, the airline must acquire allowances from other airlines in the open
market. Our airlinesoperateintra-EU flights from time to time and management believesthat such flights are operated
in compliance with ETS requirements.

Similarly, in 2016, the ICAO passed a resolution adopting the Carbon Offsetting and Reduction Scheme for
International Aviation (“CORSIA”), which is a global, market-based emissions offset program to encourage carbon-
neutral growth beyond 2020. A pilot phaseis scheduled to beginin 2021 in which countries may voluntarily participate,
and full mandatory participation is scheduled to begin in 2027. ICAO continues to develop details regarding
implementation, but compliance with CORSIA will increase our operating costs.

However, the U.S. recently withdrew from the Paris climate accord, an agreement among 196 countries to reduce
GHG emissions, and the effect of that withdrawal on future U.S. policy regarding GHG emissions, on CORSIA and
on other GHG regulation is uncertain.

The federal government generally regulates aircraft engine noise at its source. However, local airport operators
may, under certain circumstances, regulate airport operations based on aircraft noise considerations. The Airport Noise
and Capacity Act of 1990 providesthat, in the case of Stage 3 aircraft (all of our operating aircraft satisfy Stage 3 noise
compliance requirements), an airport operator must obtain the carriers’ consent to, or the government’s approval of,
the rule prior to its adoption. We believe the operation of our airline subsidiaries’ aircraft either complies with or is
exempt from compliance with currently applicablelocal airport rules. However, some airport authorities have adopted
local noise regulations, and, to the extent more stringent aircraft operating regulations are adopted on a widespread
basis, our airline subsidiaries may be required to spend substantial funds, make schedule changes or take other actions
to comply with such local rules.

Department of Transportation

TheDOT maintainsauthority over certain aspectsof domestic and international air transportation serving the United
States, such as consumer protection, accommodation of passengers with disabilities, requiring a minimum level of
insurance and the requirement that a company be “fit” to hold a certificate to engage in air transportation. In addition,
the DOT continuesto regul ate many aspectsof international aviation, including theaward of certaininternational routes.
The DOT hasissued to ABX aDomestic All-Cargo Air Service Certificate for air cargo transportation between all
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pointswithin the U.S,, the District of Columbia, Puerto Rico, and the U.S. Virgin Islands. The DOT hasissued to ATI
certificate authority to engage in scheduled interstate air transportation, whichis currently limited to al-cargo
operations. ATI'sDOT certificateauthority also authorizesit to engagein interstateand foreign charter air transportation
of persons, property and mail. Additionally, the DOT hasissued to ABX and ATI Certificates of Public Convenience
and Necessity authorizing each of them to engage in scheduled foreign air transportation of cargo and mail between
the U.S. and all current and future U.S. open-skies partner countries, which currently consists of approximately 130
foreign countries. ABX and ATl aso hold exemption authorities issued by the DOT to conduct scheduled all-cargo
operations between the U.S. and certain foreign countries with which the U.S. does not have a liberal ("open-skies')
air transportation agreement. The DOT has issued to OAI a Certificate of Public Convenience and Necessity for
Interstate Charter Air Transportation and a Certificate of Public Convenience and Necessity for Foreign Charter Air
Transportation that authorizes it to engage in interstate and foreign charter air transportation of persons, property and
mail. In 2019, the DOT aso issued OAI exemption authority to engage in scheduled foreign air transportation of
property and mail between the U.S. and all existing and future countries with an open-skies air service agreement with
theU.S.

By maintaining these certificates, the Company, through ABX and ATI, can and currently does conduct all-cargo
charter operations worldwide subject to the receipt of any necessary foreign government approvals. Further, the
certificatesissued to ATl and OAI authorizethe air carriersto conduct passenger charter operations worldwide subject
to the receipt of any necessary foreign government approvals. Periodicaly, the DOT re-examines a company’s
managerial competence, financial resources and plans, compliance disposition and citizenship in order to determine
whether the carrier remains fit, willing and able to engage in the transportation servicesit is authorized to provide.

The DOT hasthe authority toimpose civil penalties, or to modify, suspend or revoke our certificates and exemption
authorities for cause, including failure to comply with federal laws or DOT regulations. A corporation or a limited
liability company structured like a corporation holding the above-referenced certificates and exemption authorities
must continuously qualify asacitizen of the United States, which, pursuant tofederal law, requiresthat (1) it beorganized
under the laws of the U.S. or a state, territory or possession thereof, (2) that its president and at least two-thirds of its
Board of Directors and other managing officers be U.S. citizens, (3) that no more than 25% of its voting interest be
owned or controlled by non-U.S. citizens, and (4) that it not otherwise be subject to foreign control. We believe our
airline subsidiaries possess all necessary DOT-issued certificates and authorities to conduct their current operations
and that each continues to qualify as a citizen of the United States.

Federal Aviation Administration

The FAA regulates aircraft safety and flight operations generally, including equipment, ground facilities,
maintenance, flight dispatch, training, communications, the carriage of hazardous materials and other matters affecting
air safety. The FAA issues operating certificates and detailed "operations specifications' to carriers that possess the
technical competence to safely conduct air carrier operations. In addition, the FAA issues certificates of airworthiness
to each aircraft that meets the requirements for aircraft design and maintenance. ABX, ATl and OAI believe they hold
all airworthiness and other FAA certificates and authorities required for the conduct of their business and the operation
of their aircraft. The FAA has the power to suspend, modify or revoke such certificates for cause and to impose civil
penalties for any failure to comply with federal laws or FAA regulations.

The FAA has the authority to issue regulations, airworthiness directives and other mandatory orders relating to,
among other things, the inspection, maintenance and modification of aircraft and the replacement of aircraft structures,
components and parts, based on industry safety findings, the age of the aircraft and other factors. For example, the FAA
has required ABX to perform inspections of its Boeing 767 aircraft to determineif certain of the aircraft structures and
components meet all aircraft certification requirements. If the FAA were to determine that the aircraft structures or
components are not adequate, it could order operators to take certain actions, including but not limited to, grounding
aircraft, reducing cargo loads, strengthening any structure or component found to be inadequate, or making other
modificationstotheaircraft. New mandatory directivescould a so beissued requiring the Company’sairlinesubsidiaries
to inspect and replace aircraft components based on their age or condition. As a routine matter, the FAA issues
airworthinessdirectivesapplicabletotheaircraft operated by our airlinesubsidiaries, and our airlinescomply, sometimes
at considerable cost, as part of their aircraft maintenance program.

In addition to the FAA practice of issuing regulations and airworthiness directives as conditions warrant, the FAA
hasadopted new regul ationsto addressissuesinvol ving aging, but still economically viable, aircraft onamoresystematic
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basis. FAA regulations mandate that aircraft manufacturers establish aircraft limits of validity and service action
requirements based on the number of aircraft flight cycles (acycle being one takeoff and one landing) and flight hours
before widespread fatigue damage might occur. Service action requirements include inspections and modifications to
preclude development of significant fatigue damage in specific aircraft structural areas. The Boeing Company has
provided its recommendations of the limits of validity to the FAA, and the FAA has now approved the limits for the
Boeing 757, 767 and 777 model aircraft. Consequently, after the limit of validity is reached for a particular model
aircraft, air carriers will be unable to continue to operate the aircraft without the FAA first granting an extension of
time to the operator. There can be no assurance that the FAA would extend the deadline, if an extension were to be
requested. For the oldest aircraft in our fleets, we estimate the limit of validity would not be reached for at least 20
years.

The FAA requires each of our airline subsidiaries to implement a drug and alcohol testing program with respect to
all employees performing safety sensitive functions and, unless already subject to testing, contractor employees that
engage in safety sensitive functions. Each of the Company's airlines complies with these regulations.

Transportation Security Administration

The TSA, an administration within the Department of Homeland Security, is responsible for the screening of
passengers and their baggage. TSA rulesalso dictate the manner in which cargo must be screened prior to being loaded
on aircraft. Our airline subsidiaries comply with all applicable aircraft, passenger and cargo security requirements.
TheTSA hasadopted cargo security-related rulesthat haveimposed additional burdenson our airlinesand our customers.
The TSA aso requires each airline to perform criminal history background checks on all employees. In addition, we
may berequiredtoreimbursethe TSA for thecost of security servicesit may providetothe Company’sairlinesubsidiaries
in the future. The TSA holds (and has exercised) authority to issue regulations, including in cases of emergency the
authority to do so without advance notice, including issuance of agrounding order as occurred on September 11, 2001.
TSA's enforcement powers are similar to the DOT's and FAA's described above.

International Regulations

When operatingin other countries, our airlinesare subject to aviation agreements between the U.S. and therespective
countriesor, inthe absence of such an agreement, theairlines operating rights are governed by principles of reciprocity.
International aviation agreementsare periodically subject to renegotiation, and changesin U.S. or foreign governments
could result in the alteration or termination of the agreements affecting our international operations. Commercial
arrangements such as ACMI agreements between our airlines and our customers in other countries, may require the
approval of foreign governmental authorities. Foreign authorities may limit or restrict the use of our aircraft in certain
countries. Also, foreign government authorities often require licensing and business registration before beginning
operations. Foreign laws, rules, regulations and licensing requirements governing air transportation are generally
similar, in principle, to the regulatory scheme of the United States as described above, although in some cases foreign
reguirements are comparatively less onerous and in others, more onerous. Such authorities have enforcement powers
generally similar to those of the U.S. agencies described above.

Data Protection

There hasrecently been increased regulatory and enforcement focus on data protection in the U.S. (at both the state
andfederal level) andin other countries. For example, the European Union ("E.U.") General DataProtection Regulation
("GDPR"), which became effective in May 2018, greatly increases the jurisdictional reach of E.U. law and increases
the requirements related to the protection of personal data, including individual notice and opt-out preferences and
public disclosure of significant data breaches. Additionally, violations of the GDPR can result in significant fines.
Other governments have enacted or are enacting similar data protection laws, and are considering data localization
laws that would govern the use of data outside of their respective jurisdictions.
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Other Regulations

Various regulatory authorities have jurisdiction over significant aspects of our business, and it is possible that new
lawsor regulationsor changesin existing lawsor regulationsor theinterpretationsthereof could haveamaterial adverse
effect on our operations. In addition to the above, other laws and regulations to which we are subject, and the agencies
responsible for compliance with such laws and regulations, include the following:

. Thelabor relations of our airline subsidiaries are generally regulated under the Railway Labor Act, which
vestsin the National Mediation Board certain regulatory powers with respect to disputes between airlines
and labor unions arising under collective bargaining agreements;

. The Federal Communications Commission regul atesour airlinesubsidiaries’ useof radio facilitiespursuant
to the Federal Communications Act of 1934, as amended;

. U.S. Customs and Border Protection issues |anding rights, inspects passengers entering the United States,
andinspectscargoimportedtotheU.S. from our subsidiaries international operations, and those operations
are subject to similar regulatory requirementsin foreign jurisdictions;

. TheCompany anditssubsidiaries must comply with U.S. Citizenship and Immigration Servicesregulations
regarding the eligibility of our employeesto work in the U.S., and the entry of passengersto the U.S,;

. The Company and its subsidiaries must comply with wage, work conditions and other regulations of the
Department of Labor regarding our employees; and

. The Officeof Foreign Assets Control (OFAC) of theU.S. Department of the Treasury and other government
agencies administer and enforce economic and trade sanctions based on U.S. foreign policy, which may
limit our business activitiesin and for certain areas.

Executive Officers of the Registrant

Information about executive officers of the Company is provided in Item 10. Directors, Executive Officers and
Corporate Governance, of thisreport, and isincorporated in thisitem by reference.

Available Information

Our filingswiththe Securitiesand Exchange Commission (" SEC"), including annual reportson Form 10-K,, quarterly
reports on Form 10-Q, current reports on Form 8-K and amendments to these reports, are available free of charge from
our website at www.atsginc.com as soon as reasonably practicable after filing with the SEC. The SEC maintains an
Internet site that contains reports, proxy and information statements and other information regarding Air Transport
Services Group, Inc. at www.sec.gov.

ITEM 1A. RISK FACTORS

The risks described below could adversely affect our financial condition or results of operations. The risks below
are not the only risks that the Company faces. Additional risks that are currently unknown to us or that we currently
consider immaterial or unlikely could also adversely affect the Company.

A limited number of key customers are critical to our business and the loss of one or more of such customers could
materially adversely affect our business, results of operations and financial condition.

Our businessis dependent on alimited number of key customers. Thereisarisk that any one of our key customers
may not renew their contracts with us on favorable terms or at al, perhaps due to reasons beyond our control. As
discussed below, certain key customers have the opportunity to terminate their agreementsin advance of the expiration
date.

The economic conditions in the U.S. and in other markets may negatively impact the demand for the Company’s aircraft
and services.

Air transportation volumes are strongly correlated to general economic conditions, including the price of aviation
fuel. An economic downturn could reduce the demand for delivery services offered by DHL, AS| and other delivery
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businesses, in particular expedited shipping services utilizing aircraft, aswell asthe demand for the chartered passenger
flights OAI operates. Further, during an economic slowdown, cargo customers generally prefer to use ground-based
or marine transportation services instead of more expensive air transportation services. Accordingly, an economic
downturn could reduce the demand for airlift and aircraft leases. Additionally, if the price of aviation fuel rises
significantly, thedemandfor aircraft and air transportation servicesmay decline. During periodsof downward economic
trends and rising fuel costs, freight forwarders and integrated delivery businesses are more likely to defer market
expansion plans. When the cost of air transportation increases, the demand for passenger transportation may decline.
On occasion, declinesin demand may stem from other uncontrollable factors such as geopolitical tensions or conflicts,
trade embargoes or tariffs, and human health crises. We may experience delaysin the deployment of available aircraft
with customers under lease, ACMI or charter arrangements and our revenues may be adversely affected.

Our operating results could be negatively impacted by the outbreak of contagious diseases.

The recent outbreak of anovel strain of the coronavirus (COVID-19) has resulted in the limitation of flightsin
and out of China, quarantines and supply chain disruptions. In the near term, the coronavirus and the governmental
responses thereto are anticipated to result in reduced activity on international lanes linked to Chinaaswell as
reduced freight activity in the U.S. arising from afall-off in imported container goods. The coronavirus outbreak
may also result in areduction in the passenger flight operations that we perform on behalf of customers.

Our costs incurred in providing airline services could be more than the contractual revenues generated.

Each airline develops business proposals for the performance of ACMI, CMI, charter and other services for its
customers, including DHL, ASI and the DoD, by projecting operating costs, crew productivity and maintenance
expenses. Projections contain key assumptions, including maintenance costs, flight hours, aircraft reliability,
crewmember productivity and crewmember compensation and benefits. We may overestimate revenues, the level of
crewmember productivity, and/or underestimate the actual costs of providing services when preparing business
proposals. If actual costs are higher than projected or aircraft reliability isless than expected, future operating results
may be negatively impacted. Lastly, because the majority of OAI's business currently consists of flights chartered by
the U.S. Department of Defense (DoD) for the transportation of DoD personnel, a downturn in DoD's need for such
services could adversely affect OAl's operating results.

The Company’s airlines rely on flight crews that are unionized. If collective bargaining agreements increase our
costs and we cannot recover such increases, our operating results would be negatively impacted. 1t may be necessary
for usto terminate customer contracts or curtail planned growth.

Our operating results could be adversely impacted by negotiations regarding collective bargaining agreements with
flight crewmember representatives.

The flight crewmembers for each of the Company's airlines are unionized. ABX and OAIl's crewmembers are
represented by the International Brotherhood of Teamsters ("IBT") while ATI's crewmembers are represented by the
Air Line Pilots Association ("ALPA"). The collective bargaining agreement ("CBA") between ABX and the IBT is
currently amendable. The IBT and ABX management are in the process of renegotiating the terms of the CBA. The
airline and the union are each required to maintain the status quo during the renegotiation of the CBA; neither theairline
nor the union may engage in a lock-out, strike or other self-help until such time as they are released from further
negotiations by the mediator for the National Mediation Board ("NMB"), and after the conclusion of a mandatory 30-
day “cooling off” period. Itisrarefor mediatorsto declare animpasse and releasethe parties. Instead, the NMB prefers
to require the parties to remain in negotiations until such time asthey come to an agreement. Despite this process, it's
possible for disruptions in customer service to occur from time to time, resulting in increased costs for the airline and
monetary penalties under certain customer agreements if monthly reliability thresholds are not achieved. Further, if
we do not maintain minimum reliability thresholds over an extended period of time, we could be found in default of
one or more customer agreements.

Contract negotiations with the union could result in reduced flexibility for scheduling crewmembers and higher
operating costs for the airlines, making the Company's airlines less competitive than other airlines.

During 2017, the NMB ruled that ABX and AT do not constitute a single transportation system for the purposes of
collective bargaining. The NMB could reconsider whether the airlines constitute a single transportation system and
requirethat the ABX and AT crewmembers, or that the ABX, ATl and OAI crewmembers, be represented by the same
union. A singletransportation system determination by theNM B could giveriseto complex contractual issues, including
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integrating the airlines’ seniority lists, and materially impact the dynamics with respect to future CBA negotiations.
Whileit is unlikely that the NMB would reconsider or find that ABX and ATI, or that ABX, ATl and OAI, constitute
asingle transportation system, the case-by-case analysis used by the NMB makes such predictions uncertain.

The rate of aircraft deployments may impact the Company’s operating results and financial condition.

The Company's future operating results and financial condition will depend in part on our subsidiaries’ ability to
successfully deploy aircraft in support of customers' operations while generating a positive return on investment. Our
successwill depend, in part, on our customers' ahility to secure additional cargo volumes, inboth U.S. and international
markets. Deploying aircraft ininternational markets can pose additional risks, costsand regulatory requirementswhich
could result in periods of delayed deployments. Deploying an aircraft into servicetypically requires various approvals
from the FAA. Aircraft deployments could be delayed if FAA approval is delayed.

The actual demand for Boeing 777, 767, 757 and 737 aircraft may belessthan we anticipate. The actual |easerates
for aircraft available for lease may be less than we projected, or new leases may start later than we expect. Further,
other airlines and lessors may be willing to offer aircraft to the market under terms more favorable to lessees.

We may fail to meet the scheduled delivery date for aircraft required by customer agreements.

If CAM cannot meet the agreed delivery schedule for an aircraft lease, the customer may have the right to cancel
theaircraft lease, thus delaying revenues until the aircraft can be completed and re-marketed successfully and exposing
CAM to potential liability to the origina customer.

Our airline operating agreements include on-time reliability requirements which can impact the Company's operating
results and financial condition.

Certain of our airline operating agreements contain monthly incentive payments for reaching specific on-time
reliability thresholds. Additionally, such airline operating agreements contain monetary penaltiesfor aircraft reliability
below certain thresholds. As a result, our operating revenues may vary from period to period depending on the
achievement of monthly incentives or the imposition of penalties. Further, an airline could be found in default of an
agreement if it does not maintain minimum thresholds over an extended period of time. If our airlines are placed in
default dueto thefailureto maintain reliability thresholds, the customer may elect to terminate all or part of the services
we provide under certain customer agreements after a cure period.

If ABX fails to maintain aircraft reliability above a minimum threshold under the restated CMI agreement with
DHL for two consecutive calendar months or three months in arolling twelve month period, we would be in default
of the restated CMI agreement with DHL. In that event, DHL may elect to terminate the restated CMI agreement,
unlesswemaintaintheminimumreliability threshold during a60-day cureperiod. If DHL terminatesthe CM| agreement
due to an ABX event of default, we would be subject to a monetary penalty payable to DHL.

If our airlines fail to maintain aircraft reliability above a minimum threshold under the ATSA with ASI for either a
specified number of consecutive calendar monthsor aspecified number of calendar months (whether or not consecutive)
in a specified trailing period, we could be held in default. In that event, ASI may elect to terminate the ATSA and
pursue those rights and remedies available to it at law or in equity.

If OAI failsto maintain reliability above a minimum threshold under its contract with the DoD with respect to the
flight segments flown during agiven month, we could be held in default. Inthat event, the DoD may elect to terminate
the contract. In addition, missions that experience carrier controllable delays are subject to monetary penalties.
Depending on the delay interval, the compensation paid to OAI for the performance of the services can be reduced by
a specified percentage amount.

Under the terms of airline operating and aircraft lease agreements with customers, customers may be able to terminate
the operating agreements or aircraft lease agreements, subject to early termination provisions.

Customers can typically terminate one or more of the aircraft from their related airline operating agreement for
convenience at any time during the term, subject to a60 day notice period and paying the Company afee. Additionally,
thelease agreements may contain provisionsfor terminating an aircraft lease for convenience, including anotice period
and paying alump sum amount to the Company.

Amazon may terminate the ATSA in its entirety after providing 180 days of advance notice and paying to the
Company atermination fee which reduces over the term of the agreement.

15



DHL may terminate the CMI agreement in its entirety after providing 180 days of advance notice and paying a
significant termination fee which amortizes down during the term of the agreement.

The DoD may not renew our contracts or may reduce the number of routes that we operate.

Our contractswith the DoD aretypically for oneyear and are not required to be renewed. The DoD may terminate
the contractsfor convenience or in the event we wereto fail to satisfy reliability requirements or for other reasons. The
number and frequency of routes is sensitive to changes in military priorities and U.S. defense budgets.

The anticipated strategic and financial benefits of our relationship with ASI and Amazon may not be realized.

We have entered into agreements with ASI and Amazon with the expectation that the transactions will result in
various benefits including, among others, growth in revenues, improved cash flows and operating efficiencies.
Achieving the anticipated benefits from the agreements is subject to a number of challenges and uncertainties, such as
unforeseen costs and less flying than expected. If we are unable to achieve our objectives, the expected benefits may
be only partially realized or not at all, or may take longer to realize than expected, which could adversely impact our
financial condition and results of operations.

The Company's future earnings and earnings per share, as reported under generally accepted accounting principles,
will be impacted by the Amazon stock warrants.

The Amazon warrants are subject to fair value measurements during periodsthat they are outstanding. Accordingly,
future fluctuationsin the fair value of the warrants are expected to adversely impact the Company's reported earnings
measuresfromtimetotime. See Note D in the accompanying consolidated financial statementsfor further information
about warrants.

If Amazon exercises its right to acquire shares of our common stock pursuant to the warrants, it will dilute the ownership
interests of our then-existing stockholders and could adversely affect the market price of our common stock.

If Amazon exercises its right to acquire shares of our common stock pursuant to the warrants, it will dilute the
ownership interests of our then-existing stockholders and reduce our earnings per share. In addition, any salesin the
public market of any common stock issuable upon the exercise of the warrants by Amazon could adversely affect
prevailing market prices of our common stock.

Changes in the fair value of certain financial instruments could impact the financial results of the Company.

Certainfinancial instrumentsaresubject tofair valuemeasurementsat theend of each reporting period. Accordingly,
future fluctuations in their fair value may adversely impact the Company's reported earnings. See Note E in the
accompanying consolidated financial statementsfor further information about thefair value of our financial instruments.

The convertible note hedge transactions and the warrant transactions that we entered into in September 2017 may
affect the value of our common stock.

In connection with the pricing of our 1.125% senior convertible notes due 2024 (the "Convertible Notes') and the
exercise by theinitial purchasers of their option to purchase additional Convertible Notes, we entered into privately-
negotiated convertible note hedge transactions with the hedge counterparties. The convertible note hedge transactions
cover, subject to customary anti-dilution adjustments, the number of shares of common stock that initially underlie the
ConvertibleNotes. Weal so enteredinto separate, privately-negotiated warrant transactionswiththehedge counterparties
relating to the same number of shares of our common stock that initially underlie the Convertible Notes, subject to
customary anti-dilution adjustments.

The hedge counterparties and/or their affiliates may modify their hedge positions with respect to the Convertible
Note hedge transactions and the warrant transactions from time to time. They may do so by purchasing and/or selling
shares of our common stock and/or other securities of ours, including the Convertible Notes in privately-negotiated
transactions and/or open-market transactions or by entering into and/or unwinding various over-the-counter derivative
transactions with respect to our common stock. The hedge counterparties are likely to modify their hedge positions
during any observation period for the Convertible Notes.

The effect, if any, of these activities on the market price of our common stock will depend on a variety of factors,
including market conditions, and cannot be determined at thistime. Any of these activities could, however, adversely
affect the market price of our common stock. In addition, the hedge counterparties and/or their affiliates may choose
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to engage in, or to discontinue engaging in, any of these transactions with or without notice at any time, and their
decisions will be at their sole discretion and not within our control.

We are subject to counterparty risk with respect to the Convertible Note hedgetransactions. The hedge counterparties
are financial institutions, and we will be subject to the risk that they might default under the Convertible Note hedge
transactions. Our exposureto the credit risk of the hedge counterpartiesisunsecured by any collateral . Global economic
conditions have from time to time resulted in failure or financial difficultiesfor many financial institutions. If a hedge
counterparty becomes subject to insolvency proceedings, we will become an unsecured creditor in those proceedings
with aclaim equal to our exposure at that time under our transactions with that hedge counterparty. Our exposure will
depend on many factors but, generally, the increase in our exposure will be correlated to the increase in the market
price and volatility of our common stock. In addition, upon a default by a hedge counterparty, we may suffer adverse
tax conseguences and more dilution than we currently anticipate with respect to our common stock. We can provide
no assurances as to the financial stability or viability of any hedge counterparty.

Conversion of the Convertible Notes or exercise of the warrants may dilute the ownership interest of stockholders.
Any salesin the public market of the common stock issuable upon such conversion of the Convertible Notes or such
exercise of thewarrants could adversely affect prevailing market prices of our common stock. In addition, the existence
of the Convertible Notes may encourage short selling by market partici pants because the conversion of the Convertible
Notes could depress the price of our common stock.

Our business could be negatively impacted by adverse audit findings by the U.S. Government.

Our DoD contracts are subject to audit by government agencies, including with respect to performance, costs,
internal controls and compliance with applicable laws and regulations. If an audit uncovers improprieties, we may be
subject to civil or criminal penalties, including termination of such contracts, forfeiture of profits, fines and suspension
from doing business with the DoD. |n addition, the DOT, FAA and TSA can initiate announced or unannounced
investigations of our subsidiary air carriers and repair stations to determine if they are continuously conducting their
operations in accordance with all applicable laws, rules and regulations.

Our participation inthe CRAF Program could adversely restrict our commercial business in times of national emergency.

All three of our airlines participate in the CRAF Program, which permits the DoD to utilize participants aircraft
during national emergencies when the need for military airlift exceeds the capability of military aircraft.

Proposed rules from the DOT, FAA and TSA could increase the Company's operating costs and reduce customer
utilization of airfreight.

FAA rulesfor Flightcrew Member Duty and Rest Requirements (FMDRR) for passenger airline operations became
effective in January 2014. The rules apply to our operation of passenger and combi aircraft for the DoD and other
customersand impact the required amount and timing of rest periodsfor pilots between work assignmentsand modified
duty and rest requirements based on the time of day, number of scheduled segments, flight types, time zones and other
factors. Failureto remain in compliance with these rules may subject us to fines or other enforcement action.

There are separate crew rest requirements applicable to al-cargo aircraft of the type operated by the Company.
TheFAA hasrejected, ashavethe Courts, an attempt to apply the passenger airlinecrew rest rulesto all-cargo operations.
If such rest requirements and restrictions were imposed on our cargo operations, these rules could have a significant
impact on the costs incurred by our airlines. The airlines would attempt to pass such additional costs through to their
customersin theform of priceincreases. Customers, asaresult, may seek to reducetheir utilization of aircraft in favor
of less expensive transportation alternatives.

The concentration of aircraft types and engines in the Company's airlines could adversely affect our operating and
financial results.

The combined aircraft fleet isconcentrated in three aircraft types. If any of these aircraft types encounter technical
difficultiesthat resulted in significant FAA airworthiness directives or grounding, our ability to lease the aircraft would
be adversely impacted, as would our airlines operations. The market growth in demand for the Boeing 777, 767 and
757 aircraft typesand configurations may belessthan we anticipate. Customersmay develop preferencesfor theAirbus
A300-600 and A330 aircraft or other mid-size aircraft types, instead of the Boeing 777, 767 and 757 aircraft.

The cost of aircraft repairs and unexpected delays in the time required to complete aircraft maintenance could negatively
affect our operating results.
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Our airlines provide flight services throughout the world, sometimes operating in remote regions. Our aircraft
may experience maintenance events in locations that do not have the necessary repair capabilities or are difficult to
reach. Asaresult, we may incur additional expenses and |lose billable revenues that we would have otherwise earned.
Under certain customer agreements, we are required to provide a spare aircraft while scheduled maintenance is
completed. If delays occur in the completion of aircraft maintenance, we may incur additional expense to provide
airlift capacity and forgo revenues.

Lessees of our aircraft may fail to make contractual payments or fail to maintain the aircraft as required.

Our financial resultsdepend in part on our lease customers ability to makelease payments and maintain therelated
aircraft. Our customers' ability to make payments could be adversely impacted by changesto their financial liquidity,
competitiveness, economic conditions and other factors. A default of an aircraft ease by a customer could negatively
impact our operating results and cash flows and result in the repossession of the aircraft.

Whileweoften requireleasing customersto pay monthly maintenance deposits, customersarenormally responsible
for maintaining our aircraft during theleaseterm. Failure of acustomer to perform required maintenance and maintain
the appropriate records during the lease term could result in higher maintenance costs, a decrease in the value of the
aircraft, alengthy delay in or even our inability to place the aircraft in a subsegquent lease, any of which could have an
adverse effect on our results of operations and financial condition.

We rely on third parties to modify aircraft and provide aircraft and engine maintenance.

Werely on certain third party aircraft modification service providers and aircraft and engine maintenance service
providersthat have expertise or resources that we do not have. Third party service providers may seek to impose price
increases that could negatively affect our competitivenessin the airline markets. An unexpected termination or delay
involving service providers could have amaterial adverse effect on our operations and financial results. A delay inan
aircraft modification could adversely impact our revenues and our ability to place the aircraft in the market. We must
managethird party service providersto meet schedulesand turn-timesand to control costsin order to remain competitive
to our customers.

Delta TechOps, a division of DeltaAirlines, Inc., is the primary engine maintenance provider for the Company's
General Electric CF6 engines that power our fleet of Boeing 767 aircraft. 1f Delta TechOps does not complete the
refurbishment of our engineswithin the contractual turn-times or if we must replace Delta TechOps as the maintenance
provider for someor al of the Company's CF6 engines, our operationsand financial results may be adversely impacted.

The Company's operating results could be negatively impacted by disruptions of its information technology and
communication systems and data breaches.

Our businesses depend heavily on information technology and computerized systems to communicate and operate
effectively. The Company's systems and technologies, or those of third parties on which we rely, could fail or become
unreliable due to equipment failures, software viruses, ransomware attacks, maware attacks, cyberattacks, natural
disasters, power failures, telecommunication outages, or other causes. Hackers, foreign governments, cyber-terrorists
and cyber-criminals, acting individually or in coordinated groups, may launch distributed denial of service attacks or
other coordinated attacks that may cause service outages, gain inappropriate or block legitimate access to systems or
information, or result in other interruptionsin our business. In addition, the foregoing breachesin security could expose
us and our customers, or the individuals affected, to arisk of loss, disclosure or misuse of proprietary information and
sensitive or confidential data, including personal information of customers, employees and others. Certain disruptions
could prevent our airlinesfrom flying as schedul ed, possibly for an extended period of time, which could haveanegative
impact on our financial resultsand operating reliability. We continually monitor therisksof disruption, take preventative
measures, develop backup plans and maintain redundancy capabilities. The measures we use may not prevent the
causes of disruptions we could experience or help us recover failed systems quickly.

The costs of maintaining safeguards, recovery capabilities and preventive measures may continueto rise. Further,
the costs of recovering or replacing afailed system could be very expensive.

We also depend on and interact with the information technology networks and systems of third parties for some
aspects of our business operations, including our customers and service providers, such as cloud service providers.
Thesethird parties may have access to information we maintain about our company, operations, customers, employees
and vendors, or operating systemsthat are critical to or can significantly impact our business operations. Like us, these
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third parties are subject to risks imposed by data breaches and IT systems disruptions like those described above, and
other eventsor actionsthat could damage, disrupt or closedowntheir networksor systems. Security processes, protocols
and standards that we have implemented and contractual provisions requiring security measures that we may have
sought to impose on such third parties may not be sufficient or effective at preventing such events. These events could
result in unauthorized access to, or disruptions or denials of access to, misuse or disclosure of, information or systems
that areimportant to our business, including proprietary information, sensitiveor confidential data, and other information
about our operations, customers, employees and suppliers, including personal information.

Any of these events that impact our information technology networks or systems, or those of customers, service
providersor other third parties, could result in disruptionsin our operations, the loss of existing or potential customers,
damage to our brand and reputation, regulatory scrutiny, and litigation and potential liability for us. Among other
consequences, our customers' confidence in our ability to protect data and systems and to provide services consistent
with their expectations could be impacted, further disrupting our operations. Similarly, an actual or alleged failure to
comply with applicable U.S. or foreign data protection regulations or other data protection standards may expose us
to litigation, fines, sanctions or other penalties.

In addition, the provision of services to our customers and the operation of our networks and systems involve the
storage and transmission of significant amounts of proprietary information and sensitive or confidential data, including
personal information of customers, employees and others. To conduct our operations, we regularly move data across
national borders, and consequently we are subject to a variety of continuously evolving and developing laws and
regulations in the United States and abroad regarding privacy, data protection and security. The scope of the laws that
may be applicableto usisoften uncertain and may be conflicting, particularly with respect to foreign laws. For example,
the European Union's General Data Protection Regulation ("GDPR"), which greatly increases the jurisdictional reach
of European Unionlaw and addsabroad array of requirementsfor handling personal data, including the public disclosure
of significant data breaches, became effective in May 2018. Other countries and states have enacted or are enacting
privacy and data localization laws that require data to stay within their borders. All of these evolving compliance and
operational requirements impose significant costs that are likely to increase over time.

The costs of our aircraft maintenance facilities could negatively impact our financial results.

We |ease and operate a 310,000 square foot, three-hangar aircraft maintenance facility and a 100,000 square foot
component repair shop in Wilmington, Ohio. Additionally, we lease and operate a 311,500 square foot, two-hangar
aircraft maintenance complex in Tampa, Florida. Accordingly, a large portion of the operating costs for our aircraft
maintenance and conversion business are fixed. Asaresult, we need to retain existing aircraft maintenance business
levels to maintain a profitable operation. The actual level of revenues may not be sufficient to cover our operating
costs. Additionally, revenues from aircraft maintenance can vary among periods due to the timing of scheduled
maintenance events and the completion level of work during a period.

Our Senior Credit Agreement and our Senior Notes include covenants that could limit our operating and financial
flexibility.

The Senior Credit Agreement contains covenants including, among other requirements, limitations on certain
additional indebtedness and guarantees of indebtedness. The Senior Credit Agreement is collateralized by certain of
the Company's Boeing 777, 767 and 757 aircraft. Under the terms of the Senior Credit Agreement, the Company is
required to maintain aircraft collateral coverage equal to 115% of the outstanding balance of the term loan and the total
funded revolving credit facility. Our Senior Notes and related Indenture also include a number of restrictions and
covenantsincludinglimitationson our ability toincur additional indebtedness, grant liens, makeinvestments, repurchase
or redeem capital stock, pay dividends, enter into transactions with affiliates, merge with other entities or transfer or
sell assets. The covenants under the Senior Notes, which are generally no more restrictive than those set forth in the
Senior Credit Agreement, are subject to exceptions and qualifications as described in the Indenture. Complying with
these covenantsin the Senior Credit Agreement and the Senior Notes may impair our ability to finance our operations
or capital needs or to take advantage of other business opportunities. Our ability to comply with these covenants will
depend on our future performance, which may be affected by events beyond our control. Our failure to comply with
these covenants would represent an event of default. An event of default under the Senior Credit Agreement or the
Senior Notes could result in al indebtedness thereunder being declared due and payable immediately.
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Operating results may be affected by fluctuations in interest rates.

Weenter intointerest ratederivativeinstrumentsfromtimetotimeinconjunctionwithitsdebt levels. TheCompany's
Senior Credit Agreement requires the Company to maintain derivative instruments for fluctuating interest rates for at
least 50% of the outstanding balance of the unsubordinated term loans. We typically do not designate the derivative
instruments as hedges for accounting purposes. Future fluctuationsin LIBOR interest rateswill result in the recording
of gains and losses on interest rate derivatives that the Company holds.

Under the Senior Credit Agreement, interest rates are adjusted quarterly based on the prevailing LIBOR or prime
ratesand aratio of the Company'soutstanding debt level to earningsbeforeinterest, taxes, depreciation and amortization
expenses ("EBITDA"). At the Company's current debt-to-EBITDA ratio, the unsubordinated term loans and the
revolving credit facility bear variable interest rates of 3.675% and 3.649%, respectively. Additional debt or lower
EBITDA may result in higher interest rates on the variable rate portion of the Company's debt.

The Company sponsors defined benefit pension plans and post-retirement healthcare plans for certain eligible
employees. The Company's related pension expense, the plans funded status and funding requirements are sensitive
to changesin interest rates. The plans funded status and annual pension expense are recalculated at the beginning of
each calendar year using the fair value of plan assets and market-based interest rates at that point in time, as well as
assumptionsfor asset returns and other actuarial assumptions. Futurefluctuationsininterest rates, including theimpact
on asset returns, could result in the recording of additional expense for pension and other post-retirement healthcare
plans.

The costs of insurance coverage or changes to our reserves for self-insured claims could affect our operating results
and cash flows.

The Company is self-insured for certain claims related to workers' compensation, aircraft, automobile, general
liability and employee healthcare. We record a liability for reported claims and an estimate for incurred claims that
have not yet been reported. Accruals for these claims are estimated utilizing historical paid claims data and recent
clamstrends. Changesin claim severity and frequency could impact our results of operations and cash flows.

The ability to use net operating loss carryforwards to offset future taxable income for U.S. federal income tax purposes
may be further limited.

Limitationsimposed on the ability to use net operating losses (“NOLS") to offset future taxabl e income could cause
U.S. federal income taxes to be paid earlier than otherwise would be paid if such limitations were not in effect and
could cause such NOL sto expire unused, in each case reducing or €liminating the benefit of those NOLs. Similar rules
and limitations may apply for state income tax purposes.

Changes in the ownership of the Company on the part of significant shareholders could limit our ability to use
NOL sto offset futuretaxableincome. Ingeneral, under Section 382 of the Internal Revenue Code of 1986, asamended
(the “Code"), a corporation that undergoes an “ownership change” is subject to limitations on its ability to utilize its
pre-change NOLSs to offset future taxable income. In general, an ownership change occurs if the aggregate stock
ownership of significant stockholders increases by more than 50 percentage points over such stockholders' lowest
percentage ownership during the testing period (generally three years).

Strategic investments in other businesses may not result in the desired benefits.

We enter into joint venture and other business ownership agreements with the expectation that such investments
will result in various benefitsincluding revenue growth through geographic diversification and product diversification,
improved cash flows and better operating efficiencies. Achieving the anticipated benefits from such agreementsis
subject to anumber of challenges and uncertainties. The expected benefits may be only partially realized or not at all,
or may take longer to realize than expected, which could adversely impact our financial condition and results of
operations. We may make additional capital contributions to these businesses.

We may need to reduce the carrying value of the Company’s assets.

The Company ownsasignificant amount of aircraft, aircraft parts and related equipment. Additionally, the balance
sheet reflects assets for income tax carryforwards and other deferred tax assets. The removal of aircraft from service
or continual losses from aircraft operations could require usto eval uate the recoverability of the carrying value of those
aircraft, related parts and equipment and record an impairment charge through earnings to reduce the carrying value.
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We have recorded goodwill and other intangible assets related to acquisitions and equity investments. If we are
unableto achievethe projected level s of operating results, it may be necessary to record an impairment chargeto reduce
the carrying value of goodwill, equity investments and related intangible assets. Similarly, if we were to lose a key
customer or one of our airlines were to lose its authority to operate, it could be necessary to record an impairment
charge.

If the Company incurs operating losses or our estimates of expected future earnings indicate a decline, it may be
necessary to reassess the need for a valuation allowance for some or all of the Company’s net deferred tax assets.

We may be impacted by government requirements associated with transacting business in foreign jurisdictions.

The U.Sand other governments have imposed trade and economic sanctionsin certain geopoalitical areas. TheU.S.
Departments of Justice, Commerce and Treasury, aswell as other government agencies have abroad range of civil and
criminal penalties they may seek to impose for violations of the Foreign Corrupt Practices Act (“FCPA”), sanctions
administered by the Office of Foreign Assets Control (“OFAC”) and other regulations. In addition, the DOT, FAA and
TSA may at times limit the ability of our airline subsidiaries to conduct flight operationsin certain areas of the world.
Under such laws and regul ations, we may be obliged to limit our business activities, we may incur costsfor compliance
programs and we may be subject to enforcement actions or penalties for noncompliance. In recent years, the U.S.
government hasincreased their oversight and enforcement activitieswith respect to theselaws and therelevant agencies
may continue to increase these activities.

Penalties, fines and sanctions levied by governmental agencies or the costs of complying with government regulations
and trade policies could negatively affect our results of operations.

The operations of the Company’s subsidiaries are subject to complex aviation, transportation, security,
environmental, labor, employment and other laws and regulations. These laws and regulations generally require our
subsidiaries to maintain and comply with terms of awide variety of certificates, permits, licenses and other approvals.
Their inability to maintain required certificates, permits or licenses, or to comply with applicable laws, ordinances or
regulations could result in substantial fines or, in the case of DOT and FAA requirements, possible suspension or
revocation of their authority to conduct operations.

Recently, trade discussions between the U.S. and some of its trading partners have been fluid and any trade
agreements that may be entered into are subject to a number of uncertainties, including the imposition of new tariffs
or adjustments and changesto the products covered by existing tariffs. Theimpact of new laws, regulationsand policies
that affect global trade cannot be predicted.

The costs of maintaining our aircraft in compliance with government regulations could negatively affect our results of
operations and require further investment in our aircraft fleet.

Manufacturer Service Bulletins and FAA regulations and FAA airworthiness directives issued under its “Aging
Aircraft” program cause operators of older aircraft to be subject to additional inspections and modifications to address
problems of corrosion and structural fatigue at specified times. The FAA may issue airworthiness directives that could
require significant costly inspections and major modifications to such aircraft. The FAA may issue airworthiness
directives that could limit the usability of certain aircraft types. In 2012, the FAA issued an airworthiness directive
that requires the replacement of the aft pressure bulkhead on Boeing 767-200 aircraft based on a certain number of
takeoff-and-landing cycles. Asaresult, some of the Company's Boeing 767-200 aircraft have been affected. The cost
of compliance is estimated to be approximately $1.0 million per aircraft.

In addition, FAA regulations require that aircraft manufacturers establish limits on aircraft flight cycles to address
issues involving aging, but still economically viable, aircraft, as described in Item 1 of this report, under "Federal
Aviation Administration.” These regulations may increase our maintenance costs and eventually limit the use of our
aircraft. See Item 2. Properties, for a description of the company's aircraft, including year of manufacture.

The FAA and ICAO are in the process of developing programs to modernize air traffic control and management
systems. The FAA's program, Next Generation Air Transportation Systems, is an integrated system that requires
updating aircraft navigation and communication equipment. The FAA has mandated the replacement of current ground
based radar systems with more accurate satellite based systems on our aircraft by 2020. The ICAO began phasing in
similar requirements for aircraft operating in Europe during 2015. These programs may increase our costs and limit
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the use of our aircraft. Aircraft not equipped with advanced communication systems may be restricted to certain
airspace.

Failure to maintain the operating certificates and authorities of our airlines would adversely affect our business.

Theairline subsidiaries have the necessary authority to conduct flight operations pursuant to the economic authority
issued by the DOT and the safety based authority issued by the FAA. The continued effectiveness of such authority is
subject to their compliance with applicable statutes and DOT, FAA and TSA rules and regulations, including any new
rules and regulations that may be adopted in the future. The loss of such authority by an airline subsidiary could cause
a default of covenants within the Senior Credit Agreement and would materially and adversely affect its airline
operations, effectively eliminating the airline's ability to continue to provide air transportation services.

The Company may be affected by global climate change or by legal, regulatory or market responses to such potential
climate change.

The Company is subject to the regulations of the U.S. Environmental Protection Agency ("EPA") and state and
local governments regarding air quality and other matters. In part, because of the highly industrialized nature of many
of the locations where the Company operates, there can be no assurance that we have discovered al environmental
contamination or other matters for which the Company may be responsible.

Concern over climate change, including the impact of global warming, has led to significant federal, state and
international legislative and regulatory effortsto limit greenhouse gas ("GHG") emissions. The European Commission
has mandated the extension of the European Union Emissions Trading Scheme ("ETS") for GHG emissions to the
airline industry. Under the European Union ETS, all ABX, ATl and OAIl flights that are wholly within the European
Union are now covered by the ETS requirements, and each year we are required to submit emission allowancesin an
amount equal to the carbon dioxide emissionsfrom such flights. Exceedance of the airlines emission allowanceswould
require the airlines to purchase additional emission allowances on the open market.

Similarly, in 2016, the International Civil Aviation Organization (“1CAQ") passed aresol ution adopting the Carbon
Offsetting and Reduction Scheme for International Aviation (“CORSIA™), which is aglobal, market-based emissions
offset program to encourage carbon-neutral growth beyond 2020. A pilot phaseis scheduled to beginin 2021 in which
countries may voluntarily participate, and full mandatory participation is scheduled to begin in 2027. ICAO continues
to develop details regarding implementation, but compliance with CORSIA will increase our operating costs.

The U.S. Congress and certain states have also considered legislation regulating GHG emissions. In addition, even
inthe absence of such legislation, the EPA could regulate GHG emissions, especially aircraft engine emissions. InJuly
2016, the EPA issued a finding that aircraft engine emissions cause or contribute to air pollution that may reasonably
be anticipated to endanger public health. This finding is a regulatory prerequisite to the EPA's adoption of a new
certificate standard for aircraft emissions. However, the U.S. recently withdrew from the Paris climate accord, an
agreement among 196 countries to reduce GHG emissions, and the effect of that withdrawal on future U.S. policy
regarding GHG emissions, on CORSIA and on other GHG regulationsis uncertain. Nevertheless, the extent to which
other countries implement the agreement could have an adverse impact on us.

The cost to comply with potential new laws and regulations could be substantial for the Company. These costs
could include an increase in the cost of fuel and capital costs associated with updating aircraft. Until the timing, scope
and extent of any future regulation becomes known, we cannot predict its effect on the Company’s cost structure or
operating results. Further, even without such legislation or regulation, increased awareness and adverse publicity in
the global marketplace about greenhouse gas emitted by companies in the airline and transportation industries could
harm our reputation and reduce demand for our services.

Severe weather or other natural or man-made disasters and epidemics could adversely affect our business.

Severe weather conditions and other natural or man-made disasters, including storms, floods, fires or earthquakes,
epidemics or pandemics (including those caused by the emergence of the novel coronavirus (COVID-19)), conflicts
or unrest, or terrorist attacks, may result in decreased revenues, as our customers reduce their transportation needs, or
increased costs to operate our business, which could have a material adverse effect on our results of operations for a
quarter or year. Any such event affecting one of our major facilities could result in a significant interruption in or
disruption of our business.
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ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

We lease portions of the air park in Wilmington, Ohio, under lease agreements with aregional port authority, the
terms of which expirein June 2026 and June 2036 with optionsto extend. Theleasesinclude corporate offices, 310,000
square feet of maintenance hangars and a 100,000 square foot component repair shop at the air park. We aso havethe
non-exclusive right to use the Wilmington airport, which includes one active runway, taxiways and ramp space. We
also lease and operate a 311,500 square foot, two hangar aircraft maintenance complex at the Tampa International
AirportinFlorida. Welease approximately 82,500 square feet of office and warehouse space at the Tulsa International
Airport in Oklahoma. In addition, we lease smaller maintenance stations, offices and ramp space at certain airport and
regional locations typically on a short-term basis. Further, we lease warehousing space inside or near certain U.S.
airports to support our customers' parcel handling requirements.

Asof December 31, 2019, our in-service aircraft fleet consisted of 94 owned aircraft and four aircraft leased from
external companies. The majority of the aircraft were formerly passenger aircraft that have been modified for cargo
operations. These cargo arcraft are generally described as being mid-size or having medium wide-body cargo
capabilities. The cargo aircraft carry gross payloads ranging from approximately 47,900 to 129,000 pounds. These
cargo aircraft are well suited for intra-continental flights and medium range inter-continental flights.

The table below shows the combined fleet of aircraft in service condition.

In-service Aircraft as of
December 31, 2019

Operating Year of Gross Payload Still Air Range

Aircraft Type Total Owned Lease Manufacture (Lbs.) (Nautical Miles)

767-200 SF (1) 33 33 — 1982 - 1987 85,000 - 100,000 1,700 - 5,300

767-200 Passenger 3 2 1 2001 63,000 - 73,000 6,500 - 7,600

767-300 SF (1) 42 40 2 1988-1999 121,000 - 129,000 3,200 - 7,100

767-300 Passenger 8 7 1 1993 - 2002 85,000 - 99,700 6,300 - 7,200

777-200 Passenger 3 3 — 2004 - 2007 119,500 - 123,900 8,700 - 9,500

757-200 PCF (1) 4 4 — 1984 - 1991 68,000 2,100 - 4,800

757-200 Combi (2) 4 4 — 1989 - 1992 58,000 2,600 - 4,300

737-400 SF (1) 1 1 — 1991 47,900 2,200 - 2,800
Total in-service 98 94 4

Q These aircraft are configured for standard cargo containers loaded through large standard main deck cargo

doors.
2 These aircraft are configured as “ combi” aircraft capable of simultaneously carrying passengers and cargo

containers on the main flight deck.

In addition, as of December 31, 2019, CAM had one Boeing 767-200 passenger aircraft that is not reflected in the
tableabove. CAM a soownseight Boeing 767-300 aircraft whichwere undergoing or preparing to undergo modification
to a standard freighter configuration and are expected to be completed in 2020. Additionally, CAM has two Boeing
767-200 cargo aircraft being prepped for future leasing.

We believe that our existing facilities and aircraft fleet are appropriate for our current operations. As described in
Note | to the accompanying financial statements, we plan to invest in additional aircraft to meet our growth plans. We
may make additional investmentsin aircraft and facilitiesif we identify favorable opportunitiesin the markets that we
serve.
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ITEM 3. LEGAL PROCEEDINGS

We are currently a party to legal proceedingsin various federal and state jurisdictions arising out of the operation
of the Company's business. The amount of alleged liahility, if any, from these proceedings cannot be determined with
certainty; however, we believe that the Company's ultimate liability, if any, arising from the pending legal proceedings,
as well as from asserted legal claims and known potential legal claims which are probable of assertion, taking into
account established accruals for estimated liabilities, should not be materia to our financial condition or results of
operations.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable

PART Il

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS, AND
ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

The Company's common stock is publicly traded on the NASDAQ Global Select Market under the symbol ATSG.
The closing price of ATSG’s common stock was $17.55 on March 2, 2020.

Holders

On March 2, 2020, there were approximately 1,360 stockholders of record of ATSG’s common stock.
Dividends

We currently do not pay adividend. Future dividends, if any, and the timing of declaration of any such dividends,
will beat thediscretion of the Board and will depend upon many factorsincluding, but not limited to, certain restrictions
that we have on our ability to pay dividends. We are restricted from paying dividends on our common stock in excess
of $100.0 million during any calendar year under the provisions of the Senior Credit Agreement. Additionally, the
Senior Notes and related Indenture generally restrict our ability to pay dividends on or make distributions in respect
of capital stock or make certain other restricted paymentsor investments, subject to certain exceptionsthereinincluding,
upon the satisfaction of certain conditions, the making of permitted dividends up to $100.0 million during any calendar
year and other additional permitted dividends, investments and other restricted payments not to exceed the amounts
set forth therein.

Securities authorized for issuance under equity compensation plans
For the response to this Item, see Item 12
Purchases of equity securities by the issuer and affiliated purchasers

OnAugust 5, 2014, the Board of Directors authorized the Company to repurchase up to $50.0 million of outstanding
common stock. In May 2016, the Board amended the Company's common stock repurchase program increasing the
amount that management may repurchase from $50.0 million to $100.0 million of outstanding common stock. In
February 2018, the Board increased the authorization from $100.0 million to $150.0 million (less amounts previously
repurchased). The Board's authorization does not require the Company to repurchase a specific number of shares or
establish atimeframefor any repurchase and the Board may terminatetherepurchase program at any time. Repurchases
may be made from time to time in the open market or in privately negotiated transactions. Thereis no expiration date
for the repurchase program. There were no repurchases made during the fourth quarter of 2019. Asof December 31,
2019, the Company had repurchased 6,592,349 shares and the maximum dollar value of shares that could then be
purchased under the program was $61.3 million.
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Performance Graph

The graph below compares the cumulative total stockholder return on a$100 investment in ATSG's common stock
with the cumulativetotal return of a$100 investment in the NASDAQ Composite Index and the cumulativetotal return

of a$100 investment inthe NASDAQ Transportation Index for the period beginning on December 31, 2014 and ending
on December 31, 2019.

12/31/2014  12/31/2015 12/31/2016  12/31/2017  12/31/2018  12/31/2019
Air Transport Services Group, Inc. 100.00 117.76 186.45 270.33 266.47 274.07

NASDAQ Composite Index 100.00 106.96 116.45 150.96 146.67 200.49
NASDAQ Transportation Index 100.00 86.61 104.22 128.89 117.83 137.84
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated financial data should be read in conjunction with the consolidated financial
statements and the notes thereto and the information contained in Item 7 “Management’s Discussion and Analysis of
Financial Conditionand Resultsof Operations.” Thesel ected consolidated financial dataand the consolidated operations
data below are derived from the Company’s audited consolidated financial statements.

As of and for the Years Ended December 31
2019 2018 2017 2016 2015
(In thousands, except per share data)

OPERATING RESULTS:

Revenues from continuing operations (1) $1,452,183 $ 892,345 $1,068200 $ 768,870 $ 619,264
Operating expenses (3) 1,275,186 781,327 968,800 698,307 547,514
Net interest expense and other non operating charges 93,123 30,836 26,147 18,002 10,107
Financial instrument (gain) loss (2) 12,302 (7,296) 79,789 18,107 (920)
Earnings (loss) from continuing operations before 71,572 87,478 (6,536) 34,454 62,563
Income taxes

Income tax gain (expense) (4) (11,589) (19,595) 28,276 (13,394) (23,408)
Earnings (loss) from continuing operations 59,983 67,883 21,740 21,060 39,155
Farnir(lgis (loss) from discontinued operations, net of 1,219 1,402 (3,245) 2,428 2,067
axes

Consolidated net earnings (10ss) $ 61202 $ 69285 $ 18495 $ 23488 $ 41,222

EARNINGS (LOSS) PER SHARE FROM
CONTINUING OPERATIONS:

Basic $ 102 $ 116 $ 037 $ 034 $ 0.61
Diluted $ 078 $ 089 $ 036 $ 033 $ 0.60
FINANCIAL DATA:
Cash and cash equivalents $ 46201 $ 59322 $ 32699 $ 16358 $ 17,697
Property and equipment, net 1,766,020 1,555,005 1,159,962 1,000,992 875,401
Goodwill and intangible assets (5) 527,654 535,359 44,577 45,586 38,729
Total assets 2,820,178 2,470,585 1,548,844 1,259,330 1,041,721
Post-retirement liabilities (3) 40,971 68,907 63,266 79,528 110,166
Long term debt and current maturities, other than leases 1,484,384 1,401,252 515,758 458,721 318,200
Deferred income tax liability (4) 127,476 113,243 99,444 122,532 96,858
Stockholders’ equity 460,342 436,438 395,279 311,902 364,157
@ Revenues reflect the adoption of Financial Accounting Standards Board's Accounting Standards Update No. 2014-09,

“Revenue from Contracts with Customers (Topic 606)” using a modified retrospective approach, under which financial
statements are prepared under the revised guidance for the year of adoption, but not for prior years. (See Note O to the
accompanying consolidated financial statements.)

() During 2019, 2018, 2017 and 2016, the re-measurement of financial instrument fair values, primarily for warrants granted
to acustomer, resulted inlosses of $12.3 million, gainsof $7.3 million, losses of $79.8 million and losses of $18.1 million,
respectively, before income taxes. (See Note D to the accompanying consolidated financial statements.)

(©)] Effective December 31, 2016, ABX modified its unfunded, non-pilot retiree medical plan to terminate benefits to all
participants. Asaresult, ABX settled $0.6 million of retiree medical obligationsand recorded apre-tax gain of $2.0 million
to continued operations. On August 30, 2017, ABX transferred investment assets from the pension plan trust to purchase
agroup annuity contract. Asaresult, ABX recorded pre-tax settlement charges of $5.3 million to continued operations
and $7.6 million to discontinued operations. As aresult of fluctuating interest rates and investment returns, the funded
status of the Company's defined benefit pension and retiree medical plans vary from year to year. (See Note J to the
accompanying consolidated financial statements.)

4 Earnings from continuing operationsfor 2017 wasimpacted by a$59.9 million reduction in deferred income taxes rel ated
tothe Tax Cutsand JobsA ct legislation enacted in December 2017. (SeeNoteK to theaccompanying consolidated financial
statements.)

5) On November 9, 2018, the Company acquired Omni. (SeeNote B and Note C to the accompanying consolidated financial
statements.)
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

Thefollowing Management’s Discussion and Analysis has been prepared with reference to the historical financial
condition and results of operations of Air Transport Services Group, Inc., and its subsidiaries. It should be read in
conjunction with the accompanying consolidated financial statementsand related notesincluded in Item 8 of thisreport
as well as business development described in Item 1 and risk factorsin Item 1A of this report.

OVERVIEW

We lease aircraft and provide airline operations, aircraft modification and maintenance services, ground services,
and other support services to the air transportation and logistics industries. Through the Company's subsidiaries, we
offer arange of complementary servicesto delivery companies, freight forwarders, e-commerce operators, airlinesand
government customers. Our principal subsidiaries include three independently certificated airlines (ABX, ATl and
OALl) and an aircraft leasing company (CAM ). CAM provides competitive aircraft | ease rates by converting passenger
aircraft into cargo freighters and offering them to customers under long-term leases.

We have two reportable segments: CAM, which leasesBoeing 777, 767, 757 and 737 aircraft and aircraft engines,
and ACMI Services, which includes the cargo and passenger transportation operations of the three airlines. Our other
business operations, which primarily provide support services to the transportation industry, include providing aircraft
maintenance and modification services to customers, load transfer and sorting services as well as related equipment
maintenance services. These operations do not constitute reportable segments. On November 9, 2018, the Company
acquired OAl, apassenger airline, along with related entities (referred to collectively asOmni). Revenuesand operating
expenses include the activities of Omni for periods since their acquisition by the Company on November 9, 2018.

At December 31, 2019, we owned 94 Boeing aircraft that were in revenue service. At December 31, 2019, CAM
also owned eight Boeing 767-300 aircraft either already undergoing or awaiting induction into the freighter conversion
process, and two Boeing 767-200 aircraft being staged for redeployment. In addition to these aircraft, we leased two
passenger aircraft and two freighter aircraft provided by acustomer. Our largest customersare DHL ; ASI, whichisa
subsidiary of Amazon; and the U.S. Department of Defense.

DHL accounted for 14%, 26% and 30% of the Company's consolidated revenues, excluding directly reimbursed
revenues, during the years ended December 31, 2019, 2018 and 2017, respectively. Under aCMI agreement with DHL,
ABX operates and maintains aircraft based on pre-defined fees scaled for the number of aircraft hours flown, aircraft
scheduled and flight crews provided to DHL for its network. Under the pricing structure of the CMI agreement, ABX
is responsible for complying with FAA airworthiness directives, the cost of Boeing 767 airframe maintenance and
certain enginemaintenanceeventsfor theaircraft leased to DHL that it operates. Asof December 31, 2019, the Company,
through CAM, leased 14 Boeing 767 aircraft to DHL comprised of seven Boeing 767-200 aircraft and seven Boeing
767-300 aircraft expiring between 2022 and 2024. Eight of the 14 Boeing 767 aircraft were being operated by the
Company's airlines for DHL. We also operated four CAM-owned Boeing 757 aircraft under other operating
arrangements with DHL .

Revenues from our commercial arrangements with ASlI comprised approximately 23%, 27% and 27% of our
consolidated revenues, excluding directly reimbursed revenues, during the years ended December 31, 2019, 2018 and
2017, respectively. On March 8, 2016, we entered into an Air Transportation Services Agreement (the “ATSA”) with
ASI pursuant to which CAM leased 20 Boeing 767 freighter aircraft to ASI, including 12 Boeing 767-200 freighter
aircraft for aterm of five years and eight Boeing 767-300 freighter aircraft for aterm of seven years. The ATSA aso
provides for the operation of those aircraft by our airline subsidiaries for aterm of five years, and the performance of
ground handling services by our subsidiary, LGSTX. In December 2018, the Company announced agreements with
Amazon to 1) lease and operate ten additional Boeing 767-300 aircraft for ASI, 2) extend the term of the 12 Boeing
767-200 aircraft currently leased to ASI by two yearsto 2023 with an option on the part of ASI to extend the leaseterm
for three more years, 3) extend the term of the eight Boeing 767-300 aircraft currently leased to ASI by three yearsto
2026 and 2027 with an option on the part of AS| to extend the lease term for three more years and 4) extend the ATSA
by five years through March 2026, with an option on the part of ASI to extend the term for an additional three years.
During January 2019, amendments to extend the terms of the aircraft |eases were executed. Asof December 31, 2019,
we had executed leaseswith ASI for six of theten Boeing 767-300 aircraft. We plan to deliver the remainder in 2020.
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All ten of these aircraft leases will be for ten years. Under the ATSA, we operate the aircraft based on pre-defined fees
scaled for the number of aircraft hours flown, aircraft scheduled and flight crews provided to ASI for its network.

In conjunction with the execution of the ATSA, the Company and Amazon entered into an Investment Agreement
and a Stockholders Agreement on March 8, 2016. The Investment Agreement callsfor the Company to issue warrants
in three tranches which grant Amazon the right to acquire up to 19.9% of the Company’s pre-transaction outstanding
common shares measured on a GAAP-diluted basis, adjusted for share issuances and repurchases by the Company
following the date of the Investment Agreement and after giving effect to the warrants granted. 1n conjunction with
the commitment for the ten additional 767 aircraft leases, extensions of twenty existing Boeing 767 aircraft |eases and
additional aircraft operationsunder the ATSA, Amazon wasissued additional warrantsfor 14.8 million common shares
which, if exercised, could expand its potential ownership in the Company to approximately 33.2%, including the
warrants described above under the 2016 agreements. These new warrants will vest as existing leases are extended
and additional aircraft |easesareexecuted and added tothe AT SA operations. Additionally, Amazon canearnincremental
warrant rights, increasing its potential ownership from 33.2% up to approximately 39.9% of the Company, by leasing
up to seventeen more cargo aircraft from the Company before January 2026.

Our accounting for the warrants issued to Amazon has been determined in accordance with the financial reporting
guidance for financial instruments. Thefair value of the warrantsissued or issuable to Amazon are recorded as alease
incentive asset and are amortized against revenues over the duration of the aircraft leases. The warrants are accounted
for asfinancial instruments, and accordingly, the fair value of the outstanding warrants are measured and classified in
liabilities at the end of each reporting period. The Company's earnings are impacted by the fair value re-measurement
of the Amazon warrants at the end of each reporting period, customer incentive amortization and the related income
tax effects. For income tax calculations, the value and timing of related tax deductions will differ from the guidance
described below for financial reporting. For additional information about thewarrants, see Note D to the accompanying
consolidated financial statements.

The DoD comprised 34%, 15% and 10% of the Company's consolidated revenues excluding directly reimbursed
revenues during the years ended December 31, 2019, 2018 and 2017, respectively. The Company's airlines provide
passenger and cargo airlift servicesto the U.S. DoD. Dueto the acquisition of OAI, the DoD comprisesalarger portion
of our 2019 consolidated revenues compared to previous years.

RESULTS OF OPERATIONS

Aircraft Fleet Summary

Our fleet of cargo and passenger aircraft is summarized in the following table as of December 31, 2019, 2018 and
2017. Our CAM-owned operating aircraft fleet hasincreased by 24 aircraft since the end of 2017, driven by customer
demand for the Boeing 767-300 converted freighter aswell as the purchase of 11 passenger aircraft operated by OAI.
Our freighters, converted from passenger aircraft, utilize standard shipping contai nersand can be deployed into regional
cargo markets more economically than larger capacity aircraft, newly built freighters or other competing alternatives.
At December 31, 2019, the Company owned eight Boeing 767-300 aircraft that were either aready undergoing or
awaiting induction into the freighter conversion process.

Aircraft fleet activity during 2019 is summarized below:

- CAM completed the modification of four Boeing 767-300 freighter aircraft purchased in the previousyear and
three Boeing 767-300 freighter aircraft purchased in 2019. After leasing one aircraft to AT for a short period,
CAM began to lease that aircraft to an external customer under a multi-year lease. CAM leased four other
aircraft to an external customer under multi-year leases. ATI operatesall five of these aircraft for the customer.
CAM leased the last two aircraft to another external customer under multi-year leases.

- ATl returned one Boeing 767-300 freighter and CAM began to lease thisaircraft to an external customer under
amulti-year lease. ATI operates the aircraft for the customer.

- External customersreturned three Boeing 767-200 freighter aircraft, one Boeing 767-300 freighter aircraft and
one Boeing 737-400 freighter aircraft to CAM. CAM leased two of the Boeing 767-200 aircraft to ABX and
the Boeing 767-300 aircraft to ATI. CAM sold the Boeing 737-400 aircraft to an external customer.
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- ATI began to operate two Boeing 767-300 freighter aircraft provided by our customer, ASI.

- CAM purchased ten Boeing 767-300 passenger aircraft and one Boeing 767-300 freighter aircraft for the
purpose of converting nine of the passenger aircraft into a standard freighter configuration. CAM leased one
of these aircraft to Omni as a passenger aircraft.

2019 2018 2017

ACMI ACMI ACMI
Services CAM  Total Services CAM  Total Services CAM  Total

In-service aircraft
Aircraft owned
Boeing 767-200 Freighter
Boeing 767-200 Passenger
Boeing 767-300 Freighter
Boeing 767-300 Passenger
Boeing 777-200 Passenger
Boeing 757-200 Freighter
Boeing 757-200 Combi
Boeing 737-400 Freighter — 1
Total 32 62 9
Operating lease
Boeing 767-200 Passenger
Boeing 767-300 Passenger
Boeing 767-300 Freighter
Total
Other aircraft

Owned Boeing 767-300
under modification — 8 8 — 5 5 — 6 6
Owned Boeing 737-400
under modification — — — — — — — 1 1

Owned Boeing 767 available = 2 2 — 1 1 — — —
or staging for lease

26 29 34 7 29 36

35 28 33 4 21 25

AR W N 0NN
|
A D WO O N O
| |
N AR WO
NN
|
[N

29 59 88 19 51 70

X

AN P P
|
I R
|
|
|
|
|
|

As of December 31, 2019, ABX, ATl and OAI were leasing 32 in-service aircraft internally from CAM for usein
ACMI Services. Asof December 31, 2019, one of CAM's 26 Boeing 767-200 freighter aircraft shown inthefleet table
above and seven of the 35 Boeing 767-300 freighter aircraft were leased to DHL and operated by ABX. Additionally,
12 of CAM's 26 Boeing 767-200 freighter aircraft and 14 of CAM's 35 Boeing 767-300 freighter aircraft were leased
toASI and operated by ABX or ATI. CAM leased the other 13 Boeing 767-200 freighter aircraft and 14 Boeing 767-300
aircraft to external customers, including six Boeing 767-200 aircraft to DHL that are being operated by aDHL -affiliated
airline. Thecarrying valuesof thetotal in-servicefleet asof December 31, 2019, 2018 and 2017 were $1,387.6 million,
$1,334.9 million and $955.2 million, respectively. The table above does not reflect one Boeing 767-200 passenger
aircraft owned by CAM that is not in service condition or the process of freighter modification.
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Revenue and Earnings Summary

External customer revenues from continuing operations increased by $559.8 million, or 63%, to $1,452.2 million
during 2019 compared to 2018. Revenuesin 2019 primarily grew due to passenger transportation services provided
tothe DoD as aresult of our acquisition of OAI in November 2018. Revenues a so increased due to additional aircraft
leases from CAM's leasing operations, expanded CMI, aviation fuel sales and logistics services for ASI. Externa
customer revenues from continuing operations for 2018, including the historical revenues of OAI, would have been
$1,320.2million. EffectiveJanuary 1, 2018, the Company adopted A ccounting StandardsUpdate ("ASU") No. 2014-09,
“Revenue from Contracts with Customers (Topic 606)” ("Topic 606”). As aresult of adopting Topic 606 beginning
January 1, 2018, the Company reported certain revenues net of related expenses that are directly reimbursed by
customers. Corresponding 2017 revenues include such expense reimbursements. Revenues for 2017, excluding
reimbursablecosts, were$778.3million. Customer revenues, excluding revenuesdirectly reimbursedin 2017, increased
by $113.6 million, or 15%, during 2018 compared to 2017, driven by additional aircraft leases, additional airlines
servicesfor ASI and the inclusion of passenger transportation services for the DoD beginning with the our acquisition
of OAIl in November 2018.

The consolidated net earnings from continuing operations were $60.0 million for 2019 compared to $67.9 million
for 2018 and $21.7 million for 2017. The pre-tax earnings from continuing operations were $71.6 million for 2019
compared to $87.5 million for 2018 and pre-tax losses of $6.5 million for 2017. Earnings were affected by specific
events and certain adjustments that do not directly reflect our underlying operations among the years presented.
Consolidated net earnings for 2017 were impacted by $59.9 million of tax benefits for the re-measurement of the
Company's deferred tax assets and liabilities at the new federal corporate tax rate of 21% enacted by the Tax Cuts and
JobsAct legislation ("Tax Act") in December 2017. Consolidated net earnings for 2019 and 2018 benefited from the
lower corporate tax rate, reduced from 35% in 2017. On apre-tax basis, earningsincluded net losses of $12.3 million,
net gains of $7.3 million and net losses of $79.8 million for the years ended December 31, 2019, 2018 and 2017,
respectively, for the re-measurement of financial instruments, including warrant obligations granted to Amazon. Pre-
tax earnings were also reduced by $17.2 million, $16.9 million and $14.0 million for the years ended December 31,
2019, 2018 and 2017, respectively, for the amortization of customer incentives given to ASI in the form of warrants.
Additionally, pre-tax earnings from continuing operationsincluded expenses of $9.4 million, gains of $8.2 million and
expenses of $6.1 million for the years ended December 31, 2019, 2018 and 2017, respectively, for settlement charges,
curtailments and other non-service components of retiree benefit plans. Pre-tax earnings included losses of $17.4
million, $10.5 million and $3.1 million for the years ended December 31, 2019, 2018 and 2017, respectively, for the
Company's share of development costsfor ajoint venture and the partial sale of an airlineinvestment. Pre-tax earnings
for 2019 and 2018 aso included expense of $0.4 million and $5.3 million, respectively, for acquisition fees incurred
during the Company's acquisition of Omni. After removing the effects of these items, adjusted pre-tax earnings from
continuing operations, a non-GAAP measure (a definition and reconciliation of adjusted pre-tax earnings from
continuing operations follows), were $128.3 million for 2019 compared to $104.6 million for 2018 and $96.5 million
for 2017.

Adjusted pre-tax earnings from continuing operations for 2019 improved by 22.6% compared to 2018, driven
primarily by additional revenues and the improved financial results of our airline operations, including Omni. We
experienced additional revenues and earnings due to the acquisition of Omni in November 2018. Adjusted pre-tax
earnings from continuing operations also improved due to additional aircraft leases and the expansion of gateway
ground operations for ASI. Growth in revenue was partially offset by the costs necessary to support expanded flight
operations, higher costs for flight crews, higher depreciation expense and employee expenses, particularly in support
of logistical services. Pre-tax earnings for 2019 and 2018 included additional interest expense of $37.8 million and
$11.8 million due to the acquisition of Omni and the expansion of the fleet. Pre-tax earnings for 2018 included
contributions from the Company's former USPS contracts for parcel sorting, which expired in September 2018.
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A summary of our revenues and pre-tax earnings and adjusted pre-tax earnings from continuing operationsis
shown below (in thousands):

Years Ending December 31

2019 2018 2017
Revenues from Continuing Operations:
CAM
Aircraft leasing and related services $ 301,984 $ 245860 $ 223,199
L ease incentive amortization (16,708) (16,904) (13,986)
Total CAM 285,276 228,956 209,213
ACMI Services 1,078,288 548,839 459,272
Other Activities 314,014 286,579 299,257
Total Revenues 1,677,578 1,064,374 967,742
Eliminate internal revenues (225,395) (172,029) (188,962)
Customer Revenues - non reimbursed $ 1,452,183 $ 892,345 $ 778,780
Revenues for reimbursed expenses — — 289,420
Customer Revenues $ 1,452,183 $ 892,345 $ 1,068,200
Pre-Tax Earnings (Loss) from Continuing Operations:
CAM, inclusive of interest expense $ 68,643 $ 65576 $ 61,510
ACMI Services 32,055 11,448 1,747
Other Activities 13,422 11,170 13,748
Net unallocated interest expense (3,024) (460) (512)
Net financial instrument re-measurement (loss) gain (12,302) 7,296 (79,789)
Transaction fees (373) (5,264) —
Other non-service components of retiree benefits costs, net (9,404) 8,180 (6,105)
Loss from non-consolidated affiliate (17,445) (10,468) (3,135)
Pre-Tax Earnings (Loss) from Continuing Operations 71,572 87,478 (6,536)
Add other non-service components of retiree benefit costs, net 9,404 (8,180) 6,105
Add charges for non-consolidated affiliates 17,445 10,468 3,135
Add lease incentive amortization 17,178 16,904 13,986
Add transaction fees 373 5,264 —
Add net loss (gain) on financial instruments 12,302 (7,296) 79,789
Adjusted Pre-Tax Earnings from Continuing Operations $ 128,274 $ 104,638 $ 96,479

Adjusted pre-tax earnings from continuing operations, a non-GAAP measure, is pre-tax earnings excluding
settlement charges and other non-service components of retiree benefit costs, gains and losses for the fair value re-
measurement of financial instruments, customer incentive amortization, the transaction fees related to the acquisition
of Omni, the start-up costs of anon-consolidated joint venture and the partial sale of an airlineinvestment. We exclude
these items from adjusted pre-tax earnings because they are distinctly different in their predictability or not closely
related to our on-going operating activities. Management uses adjusted pre-tax earnings to compare the performance
of core operating results between periods. Presenting this measure provides investors with a comparative metric of
fundamental operations while highlighting changes to certain items among periods. Adjusted pre-tax earnings should
not be considered in isolation or as a substitute for analysis of the Company's results as reported under GAAP.

We adopted Topic 606 using a modified retrospective approach under which financial statements are prepared
under the revised guidance for the year of adoption, but not for prior years. We determined that under Topic 606, the
Company is an agent for aircraft fuel and certain other costs reimbursed under its ACMI and CMI contracts and for
certain ground servicesthat it arrangesfor ASI. Under the new standard, such reimbursed amounts are reported net of
the corresponding expenses beginning in 2018. Revenues during 2017 included $289.4 million for reimbursable
revenuesunder itsACMI and CM1 contractsand for directly reimbursed ground serviceswhich, under the new standard,
have been reported net of the related expensesin 2019 and 2018.
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2019 and 2018

CAM

CAM offers aircraft leasing and related services to external customers and also leases aircraft internally to the
Company'sairlines. CAM acquires passenger aircraft and managesthe modification of the aircraft into freighters. The
follow-on aircraft leases normally cover aterm of five to eight years.

As of December 31, 2019 and 2018, CAM had 62 and 59 aircraft under |ease to external customers, respectively.
CAM 'srevenuesgrew by $56.3 million during 2019 compared to 2018, primarily asaresult of additional aircraft leases.
Revenues from externa customerstotaled $168.1 million and $156.5 million for 2019 and 2018, respectively. CAM's
revenuesfromthe Company'sairlinestotaled $117.2 million during 2019, compared to $72.4 millionfor 2018, reflecting
lease revenues for the addition of the eleven passenger aircraft acquired with Omni in November 2018. CAM'saircraft
leasing and related services revenues, which exclude customer |ease incentive amortization, increased $56.1 million
in 2019 compared to 2018, primarily as aresult of the addition of the eleven passenger aircraft acquired with Omni in
November 2018 and new aircraft leasesin 2019. Since the beginning of 2019, CAM has added eight Boeing 767-300
aircraft to its lease portfolio. CAM also added two Boeing 767-200 passenger aircraft, six Boeing 767-300 passenger
aircraft and three Boeing 777-200 passenger aircraft to its lease portfolio after the Company's acquisition of Omni in
November 2018.

CAM's pre-tax earnings, inclusive of internally allocated interest expense, were $68.6 million and $65.6 million
during 2019 and 2018, respectively. Increased pre-tax earnings reflect the eleven passenger aircraft leased to Omni as
well as the eight aircraft placed into service in 2019, offset by a $16.5 million increase in internally allocated interest
expense due to higher debt levels and $31.6 million more depreciation expense driven by the addition of eight Boeing
aircraft in 2019 compared to 2018.

During 2019, CAM purchased ten Boeing 767-300 passenger aircraft for freighter conversion and one Boeing
767-300freighter aircraft. Three of the passenger aircraft were converted to freightersand leased to external customers
during 2019 and one of the passenger aircraft was leased internally as a passenger aircraft. Asof December 31, 2019,
CAM has eight Boeing 767-300 aircraft being modified from passenger to freighter configuration.

In addition to the eight Boeing 767-300 aircraft which were in the modification process at December 31, 2019,
CAM hasagreementsto purchase 15 more Boeing 767-300 aircraft and expectsto compl ete their modificationsthrough
2021. CAM's operating results will depend on its continuing ability to convert passenger aircraft into freighters within
planned costs and within the time frames required by customers. During 2020, four leases for Boeing 767-200 aircraft
aretimed to expire. CAM's future operating results will also depend on the timing and lease rates under which these
aircraft are ultimately leased or redeployed. CAM's future operating results will also be impacted by the amortization
of additional warrants committed to Amazon in conjunction with agreements for additional long-term aircraft leases.

ACMI Services

The ACMI Services segment provides airline operations to its customers, typically under contracts providing for
acombination of aircraft, crews, maintenance, insurance and aviation fuel. Our customers are typically responsible
for supplying the necessary aviation fuel and cargo handling services and reimbursing our airline for other operating
expenses such as landing fees, ramp expenses, certain aircraft maintenance expenses and fuel procured directly by the
airline. Aircraft charter agreements, including those for the DoD, usually require the airline to provide full service,
including fuel and other operating expensesfor afixed, al-inclusive price. Asof December 31, 2019, ACMI Services
included 71 in-service aircraft as follows:

»  Twelve passenger aircraft and 20 freighter aircraft leased internally from CAM

»  Eight CAM-owned freighter aircraft which are under lease to DHL and operated by ABX under the DHL CMI
agreement

»  Twenty-six CAM-owned freighter aircraft which are under leaseto ASI and operated by ATl and ABX under
the ATSA

e Two freighter aircraft from an external lessor under lease to ASI and operated by ATI under the ATSA
*  Another CAM-owned freighter |eased to a customer and operated by ATI
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»  Two passenger aircraft leased from an external lessor

As of December 31, 2019, ACMI Services revenues included the operation of seven more CAM-owned aircraft
compared to December 31, 2018. Total revenuesfrom ACMI Servicesincreased $529.4 million during 2019 compared
with 2018to $1,078.3 million. Improved revenuesweredriven by the acquisition of OAl and a40% increasein billable
block hours. Increased revenuesfor 2019 included additional aircraft operationsfor ASl and the DoD. On acombined
basis, ACMI Servicesrevenuesfor theyear ended December 31, 2018 would have been $980.6 millionwiththeinclusion
of OAI.

ACMI Services had pre-tax earnings of $32.1 million during 2019, compared to $11.4 million for 2018 inclusive
of internally allocated interest expense. Improved pre-tax resultsin 2019 compared to 2018 were bol stered by expanded
revenues from the acquisition of OAI and the timing of scheduled airframe maintenance events. Scheduled airframe
maintenance expense decreased $2.9 million during 2019 compared to 2018. Airframe maintenance expense varies
depending upon the number of C-checks and the scope of the checks required for those airframes scheduled for
maintenance. Internally allocated interest expense increased to $25.0 million for 2019 compared to $6.3 million for
2018 as aresult of acquiring OAl. ACMI Services results were negatively impacted by unscheduled engines repairs
and the training costs of new flight crew members to keep pace with customers expanding flight schedules. In March
2018, ATI began to implement an amendment to the collective bargaining agreement with its crewmembers. The
amendment resulted in increased wages for the AT crewmembers beginning in the second quarter of 2018.

The future growth of the ACMI Services segment may be impacted by additional aircraft operations for Amazon.
During 2019, we began to operate six CAM-owned Boeing 767-300 aircraft under the ATSA and we expect Amazon
to lease at |least four additional Boeing 767-300 aircraft from CAM with placements in 2020. We expect Amazon to
contract the operation of those aircraft through our existing ATSA. Future operating results would also be impacted
by the vesting of additional warrants for Amazon, as Amazon |leases additional aircraft from CAM and our airlines
begin to operate the aircraft under the ATSA.

Maintaining profitability in ACMI Serviceswill depend onanumber of factors, including customer flight schedul es,
crewmember productivity and pay, employee benefits, aircraft maintenance schedules and the number of aircraft we
operate. DHL hasinformed usthat it intends to discontinue the ACMI agreementsfor the Boeing 757 freighter aircraft
in 2020. While we are evaluating alternatives for these aircraft, interruptions to revenue are expected to occur. ABX
is negotiating with its flight crewmembers' collective bargaining unit. These negotiations could result in changes that
may affect ABX's productivity, its crewmembers compensation levels and the marketability of its services.

Other Activities

We provide other support servicesto our ACMI Services customersand other airlinesby leveraging our knowledge
and capabilities developed for our own operations over the years. Through AMES and Pemco, we sell aircraft parts
and provide maintenance and modification services. We arrange and perform logistical services and package sorting
services for certain ASI gateway locationsin the U.S. We also provide maintenance for ground equipment, facilities
and material handling equipment and we also resell aviation fuel in Wilmington, Ohio. Additionally, our airlines also
provide flight training services.

We provided mail and package sorting and | ogistical support tothe USPS at five USPSfacilitiesthrough September
30, 2018. During the second quarter of 2019, ASI began to in-source some of the gateway locations for which we
arrange contracted logistical support.

External customer revenues from all other activitiesincreased $18.9 million in 2019 compared to 2018. Declines
in USPS revenue during 2019 were offset by additional facility maintenance services, ground support services and fuel
sales provided to ASI. The pre-tax earnings from other activitiesincreased by $2.3 million to $13.4 million in 2019,
primarily due to additional ground services and fuel salesto ASI.

Expenses from Continuing Operations

Salaries, wages and benefits expense increased $133.0 million during 2019 compared to 2018 driven by higher
headcount for flight operations, maintenance services and package sorting services. Theincrease in expense for 2019
included $100.4 million for Omni, acquired in November 2018. The increase during 2019 also included higher flight
crew wagesin conjunction with an amendment to the collective bargaining agreement with the ATl crewmembers, and

33



additional aircraft maintenance technician time to support increased block hours. Increases in salaries, wages and
benefits expense were partially offset by personnel reductions due to the expiration of the USPS contracts.

Depreciation and amortization expense increased $78.6 million during 2019 compared to 2018. Theincreasein
depreciation expense included $56.5 million for Omni assets acquired in November 2018. The increase also reflects
incremental depreciation for 12 Boeing 767-300 aircraft and additional aircraft engines added to the operating fleet
sincemid-2018, aswell as capitalized heavy maintenance and navigation technology upgrades. We expect depreciation
expense to increase during future periods in conjunction with our fleet expansion and capital spending plans.

Maintenance, materialsand repairsexpenseincreased by $23.5million during 2019 comparedto 2018. Theincrease
in expense for 2019 included $15.6 million for Omni, acquired in November 2018. Increased maintenance expense
for 2019 included unscheduled engine repairs and additional costs to support increased block hours that were flown
for cargo customers. Aircraft maintenance and material expenses can vary among periods due to the number of
maintenance events and the scope of airframe checks that are performed.

Fuel expenseincreased by $115.7 million during 2019 compared to 2018. Fuel expense includes the cost of fuel
to operate DoD charters, fuel used to position aircraft for service and for maintenance purposes, as well as the cost of
fuel sales. The increase for 2019 included $95.8 million for Omni and $14.8 million for increased fuel sales. The
remainder of the increase was due to increased fuel for more cargo block hours flown for the DoD in 2019.

Contracted ground and aviation services expense includes navigational services, aircraft and cargo handling
services, baggage handling servicesand other airport services. Contracted ground and aviation servicesincreased $47.4
million during 2019 compared to 2018. Thisincrease included $45.7 million for Omni.

Travel expense increased by $56.6 million during 2019 compared to 2018. The increase for 2019 included $50.5
million for Omni.

Landing and ramp expense, which includes the cost of deicing chemicals, increased by $5.2 million during 2019
compared to 2018. The increase included $5.7 million for Omni.

Rent expense increased by $2.1 million during 2019 compared to 2018. Thisincrease included $5.1 million for
Omni. Thisincrease was partialy offset by decreasesin building rent after the expiration of the contracts for the five
USPS facilities.

Insurance expenseincreased by $1.2 million during 2019 compared to 2018. Aircraft fleet insurance hasincreased
due to additional aircraft operations during 2019 compared to 2018.

Other operating expenses increased by $35.4 million during 2019 compared to 2018. Other operating expenses
include professional fees, employee training, utilities, commission expense to our CRAF team for DoD revenues and
other expenses. The increase for 2019 included $27.4 million for Omni which was acquired in November 2018 and
over $6.5 million related to employee training for additional flight crews necessary to support revenue growth.



The following table provides pro forma operating expenses (in thousands) for the Company after giving effect to
the Omni acquisition. Thisinformation is based on adjustments to the historical consolidated financial statements of
Omni using the purchase method of accounting for business combinations. The pro forma adjustments do not include
any of the cost savings and other synergies anticipated to result from the acquisition. These pro forma expenses have
been prepared for comparative purposes only and do not purport to be indicative of results that would have actually
been reported as of the date or for the quarter presented had the acquisition taken place on such date or at the beginning
of the quarter indicated, or to project the Company’s financial position or results of operations which may be reported
in the future. The pro forma results exclude non-recurring charges recorded by Omni that were directly related to the
acquisition by the Company.

Year Ended December 31, 2018

Actual Pro Forma Pro Forma
ATSG Actual Omni  Adjustments Results

Operating Expenses

Salaries, wages and benefits $ 300514 $ 85316 $ (2,880) $ 382,950
Depreciation and amortization 178,895 54,118 9,960 242,973
Maintenance, materials and repairs 146,692 14,525 (467) 160,750
Fuel 39,293 89,653 — 128,946
Contracted ground and aviation services 16,640 44,898 — 61,538
Travel 34,443 39,101 — 73,544
Landing and ramp 5,968 6,171 — 12,139
Rent 13,899 6,471 — 20,370
Insurance 6,112 1,724 — 7,836
Transaction fees 5,264 — (5,264) —
Other operating expenses 33,607 21,012 — 54,619
Total Operating Expenses $ 781,327 $ 362989 $ 1,349 $ 1,145,665

The following adjustments were made to the historical financial records to create the unaudited pro forma
information in the table above:

* Adjustments to eliminate transactions between the Company and Omni during the year ended December 31,
2018.

*  Adjustment to reflect estimated additional depreciation and amortization expense of $10.0 million for the year
ended December 31, 2018, resulting from the fair value adjustments to Omni’sintangible and tangibl e assets.
Pro forma combined depreciation expense for the periods presented reflect the increased fair values of the
aircraft acquired and longer useful livesof theaircraft, indicative of the Company's policesand intent to modify
certain aircraft to freighters as an aircraft is removed from passenger service.

Non Operating Income, Adjustments and Expenses

Interest expense increased by $37.8 million during 2019 compared to 2018. Interest expense increased due to a
higher averagedebt level, including additional financing under the Senior Credit Agreement of $675.0 milliontofinance
the acquisition of Omni and higher interest rates on the Company's outstanding loans. We expect interest expense to
increase for 2020 reflecting a higher average borrowing level.

The Company recorded unrealized pre-tax losseson financial instrumentsre-measurementsof $12.3 millionduring
the year ended December 31, 2019, compared to unrealized pre-tax net gains of $7.3 million for 2018. The gains and
lossesinclude the results of re-valuing, as of December 31, 2019 and 2018, the fair value of the stock warrants granted
to Amazon. Generally, thewarrant valueincreases or decreases with corresponding increases or decreasesinthe ATSG
stock priceduringthemeasurement period. Additionally, thevalueof certainwarrantsdepend partially onthe probability
that warrantswill vest upon the execution of aircraft leases. Increasesin thetraded value of AT SG shares and increases
in the probability of vested warrants each result in an increase to the warrant value and resulted in warrant losses
recorded to financial instruments for 2019. Warrant losses for 2019 were aresult of a 3% increase in the traded value
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of ATSG shares and an increase in the probabilities of additional aircraft leases. The decrease in the fair value of the
warrant obligation between December 31, 2017 and December 31, 2018 corresponded to adecrease in the traded price
of ATSG's shares and resulted in a gain in 2018. The unrealized gains and losses resulting from quarterly re-
measurements of the warrants may vary widely among quarters.

Non service components of retiree benefits were anet loss of $9.4 million for 2019 compared to anet gain of $8.2
million for 2018. The non service component gain and losses of retiree benefits are actuarially determined and include
the amortization of unrecognized gain and loss stemming from changes in assumptions regarding discount rates,
expected investment returns and other retirement plan assumptions. Non service components of retiree benefits can
varying significantly from oneyear to the next based on investment resultsand changesin discount rates used to account
for defined benefit retirement plans.

Income tax expense from earnings from continuing operations decreased $8.0 million for 2019 compared to 2018.
Income taxes included deferred income tax effects for the gains and losses from warrants re-measurements and the
amortization of the customer incentive. The income tax effects of the warrant re-measurements and the amortization
of the customer incentive are different than the book expenses and benefits required by generally accepted accounting
principles because for tax purposes, the warrants are valued at a different time and under a different valuation method.
The recognition of discrete tax items, such asthe conversion of employee stock awards, the issuance of stock warrants
and other items have an impact on the effective rate during aperiod. Theeffectivetax rate, beforeincluding the warrant
reval uations and incentive amortization was 19 % for 2019 compared to 24.0% for the year ended December 31, 2018.
The adjusted effective tax rate declined for 2019 compared to 2018 due to a higher percentage of our revenues and
earnings occurring in states and other tax jurisdictions with lower tax rates than previously estimated for the services
and leases that we provide. Income tax expense for 2019 reflects a tax benefit of $4.9 million to re-measure deferred
state income taxes using lower tax rates than previously estimated.

The effectiverate for 2020 will beimpacted by anumber of factors, including the apportionment of income among
taxing jurisdictions and the re-measurement of the stock warrants at the end of each reporting period. As aresult of
the warrant re-measurements and related income tax treatment, the overall effective tax can vary significantly from
period to period. We estimate that the Company's effective tax rate for 2020, before applying the deductibility of the
stock warrant re-measurement and related incentive amortization and the benefit of the stock compensation, will be
approximately 24%.

As of December 31, 2019, the Company had operating loss carryforwards for U.S. federal income tax purposes
of approximately $172.5 million which do not expire but which useis limited to 80% of taxable income in any given
year. We expect to utilize the loss carryforwards to offset federal income tax liabilities in the future. As aresult, we
do not expect to pay federal income taxes until 2024 or later. The Company may, however, be required to pay certain
federal minimum taxes and certain state and local income taxes before then. The Company's taxable income earned
frominternational flightsis primarily sourced to the United States under international aviation agreementsand treaties.
When we operate in countries without such agreements, the Company could incur additional foreign income taxes.

Discontinued Operations

Thefinancial results of discontinued operations primarily reflect pension, workers' compensation cost adjustments
and other benefits for former employees previously associated with ABX's former hub operations pursuant to which
ABX performed package sorting services for DHL. Pre-tax gains related to the former sorting operations were $1.6
million for 2019 compared to $1.8 million for 2018. Pre-tax earningsduring 2019 and 2018 were aresult of reductions
in self-insurance reserves for former employee claims and pension credits.

2018 compared to 2017

Fleet Summary 2018 & 2017

Asof December 31, 2018, ABX, ATI and OAI were leasing 29 in-service aircraft internally from CAM for usein
ACMI Services. Asof December 31, 2018, three of CAM's 29 Boeing 767-200 aircraft shown in the aircraft fleet table
above and seven of the 28 Boeing 767-300 aircraft were leased to DHL and operated by ABX. Additionally, 12 of
CAM's 29 Boeing 767-200 aircraft and eight of CAM's 28 Boeing 767-300 aircraft were leased to AS| and operated
by ABX or ATI. CAM leased the other 14 Boeing 767-200 aircraft and 13 Boeing 767-300 aircraft to external customers,
including six Boeing 767-200 aircraft to DHL that are being operated by a DHL-owned airline. The carrying values
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of thetotal in-servicefleet as of December 31, 2018, 2017 and 2016 were $1,334.9 million, $955.2 million and $793.9
million, respectively. The table above does not reflect one Boeing 767-200 passenger aircraft owned by CAM that is
not in service condition or the process of freighter modification.

Aircraft fleet activity during 2018 is summarized below:

- CAM compl eted the modification of nine Boeing 767-300 freighter aircraft, six purchased in the previous year
and three purchased in 2018. CAM began to lease seven of those aircraft under multi-year leases to external
customers. CAM began to lease the other two aircraft to ATI.

- CAM completed the modification of one Boeing 737-400 freighter aircraft purchased in the previous year and
entered into a multi-year lease with an external customer.

- With the Company's acquisition of Omni, CAM added two Boeing 767-200 passenger aircraft, six Boeing
767-300 passenger aircraft and three Boeing 777-200 passenger aircraft. All eleven of these passenger aircraft
are being leased to OAI. Additionally, OAI leases two other Boeing 767 aircraft from third party lessors.

- ABX returned one Boeing 767-300 and two Boeing 767-200 freighter aircraft to CAM. The 767-300 aircraft
was then leased to an external customer under a multi-year lease and is being operated by ABX while the two
767-200 aircraft were leased to different external customers under multi-year |eases.

- CAM sold one Boeing 767-300 freighter aircraft, which was under |ease to an external customer.

- CAM purchased eight Boeing 767-300 passenger aircraft for the purpose of converting the aircraft into standard
freighter configuration.

- External lesseesreturned two Boeing 767-200 freighter aircraft to CAM. One of theseaircraft isbeing prepped
for redeployment to another lessee while the other aircraft was removed from service.

Asof December 31, 2017, ABX and ATl wereleasing 19 in-service aircraft internally from CAM for usein ACMI
Services. Asof December 31, 2017, six of CAM's 29 Boeing 767-200 aircraft shown in the aircraft fleet table above
and six of the 21 Boeing 767-300 aircraft were leased to DHL and operated by ABX. Additionally, 12 of CAM's 29
Boeing 767-200 aircraft and eight of CAM's 21 Boeing 767-300 aircraft were leased to AS| and operated by ABX or
ATIl. CAM leased the other 11 Boeing 767-200 aircraft and seven Boeing 767-300 aircraft to external customers,
including four Boeing 767-200 aircraft to DHL that are being operated by a DHL-owned airline. The carrying values
of the total in-service fleet as of December 31, 2017, 2016 and 2015 were $955.2 million, $793.9 million and $742.6
million, respectively.

Aircraft fleet activity during 2017 is summarized below:

- CAM completed the modification of seven Boeing 767-300 freighter aircraft purchased in the previous year
and beganto leasefive of thoseaircraft, which are being operated by ATI, under multi-year leasestoASl. CAM

began to lease the sixth aircraft to AT and the Company |leased the seventh aircraft under amulti-year lease to
an external customer.

- CAM leased one Boeing 767-300 freighter aircraft, which was modified during 2016, to ASI under a multi-
year lease. ATI was separately contracted to operate that aircraft.

- CAM leased one Boeing 767-200 freighter, which was being staged for leasing, to ATI.

- External lessees returned two Boeing 767-200 freighter aircraft which were operated by ABX. Two Boeing
767-200 aircraft were redeployed to external customers.

- CAM purchased eight Boeing 767-300 passenger aircraft during 2017 for the purpose of converting the aircraft
into astandard freighter configuration. Two of these aircraft completed the freighter modification process and
entered into multi-year |eases with external customers.

- The Company purchased two Boeing 737-400 passenger aircraft during 2017 for the purpose of converting the
aircraft into a standard freighter configuration. One aircraft completed the freighter modification process and
entered into a multi-year lease with an external customer.
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CAM

As of December 31, 2018 and 2017, CAM had 59 and 51 aircraft under lease to external customers, respectively.
CAM'srevenuesgrew by $19.4 million during 2018 compared to 2017, primarily asaresult of additional aircraft |eases.
Revenues from external customers totaled $156.5 million and $140.4 million for 2018 and 2017, respectively. CAM's
revenues from the Company'sairlinestotaled $72.4 million during 2018, compared to $69.1 million for 2017, reflecting
lease revenuesfor the addition of the eleven passenger aircraft acquired with Omni in November 2018. CAM's aircraft
leasing and related services revenues, which exclude customer |ease incentive amortization, increased $22.3 million
in 2018 compared to 2017, primarily as aresult of new aircraft leasesin 2018. Since the beginning of 2018, CAM has
added nine Boeing 767-300 freighter aircraft and one Boeing 737-400 freighter aircraft to itslease portfolio. CAM also
added two Boeing 767-200 passenger aircraft, six Boeing 767-300 passenger aircraft and three Boeing 777-200
passenger aircraft to its lease portfolio after the Company's acquisition of Omni in November 2018.

CAM's pre-tax earnings, inclusive of internally allocated interest expense, were $65.6 million and $61.5 million
during 2018 and 2017, respectively. Increased pre-tax earnings reflect the eleven passenger aircraft leased to Omni as
well as the ten freighter aircraft placed into service in 2018, offset by a $6.2 million increase in internally allocated
interest expense due to higher debt levels, the $2.9 million increase in the amortization of the ASI lease incentive in
2018 compared to 2017, and $18.8 million more depreciation expense driven by the addition of ten Boeing aircraft in
2018 compared to 2017.

During 2018, CAM purchased eight Boeing 767-300 passenger aircraft for freighter conversion, two of which
were leased to external customers and one leased internally during 2018 after completing the conversion process. As
of December 31, 2018, the remaining five of these Boeing 767-300 passenger aircraft were being modified from
passenger to freighter configuration. The Company also leased one Boeing 737-400 aircraft which was purchased
during 2017 to an external customer after completing the conversion processin 2018.

ACMI Services

As of December 31, 2018, ACMI Services included 62 in-service aircraft, including 29 leased internally from
CAM, ten CAM-owned freighter aircraft which are under lease to DHL and operated by ABX under a CM| agreement,
20 CAM-owned freighter aircraft which are under lease to ASI and operated by ATI and ABX under the ATSA, two
passenger aircraft leased from an external lessor and another CAM-owned freighter operated by ATI.

Total revenues from ACMI Services decreased $65.9 million during 2018 compared with 2017 to $548.8 million.
ACMI Servicesrevenuesfor the 2017 year included $155.5 million for the reimbursement of fuel and certain operating
expenses. Such revenuesfor 2018 arereported net of expenses after the adoption of Topic 606. Airline servicesrevenues
from external customers, excluding revenues for the reimbursement of fuel and certain operating expenses, increased
$89.6 million. Improved revenues, excluding directly reimbursed expenses, weredriven by additional aircraft operations
for ASI, a 5% increase in hillable block hours as well as the acquisition of OAI. As of December 31, 2018, ACMI
Services revenues included the operation of eleven more CAM-owned aircraft compared to December 31, 2017.

ACMI Services had pre-tax earnings of $17.7 million during 2018, compared to $8.6 million for 2017. Improved
pre-tax results in 2018 compared to 2017 were bolstered by expanded revenues, the timing of scheduled airframe
maintenance events, and the acquisition of OAIl. Scheduled airframe maintenance expense decreased $0.7 million
during 2018 compared to 2017. Airframe mai ntenance expense varies depending upon the number of C-checksand the
scope of the checks required for those airframes scheduled for maintenance. In March 2018, ATI began to implement
an amendment to the collective bargaining agreement with its crewmembers. The amendment resulted in increased
wages for the ATI crewmembers beginning in the second quarter of 2018.

Other Activities

External customer revenuesfrom all other activities decreased $126.0 million to $187.0 million for 2018. External
customer revenues from al other activities, excluding directly reimbursed revenues, increased 7.9 million. Revenues
for 2018 reflect the change in accounting standards beginning in 2018 after the adoption of Topic 606 to recognize
certain aircraft maintenance and modification services over timeinstead of upon completion. During 2017, revenues
were recognized in large amounts upon completion and redelivery of an aircraft to the customer. Customer revenues
also increased due to additional ground support services provided to ASI, offset by declines in USPS revenue during
2018. The pre-tax earnings from other activities decreased by $2.6 million to $11.2 million in 2018, reflecting a mix
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of more lower margin maintenance services revenues and longer completion times partially offset by additional ASI
services and improved results from an airline affiliate accounted for under the equity method.

Expenses from Continuing Operations

Salaries, wages and benefits expense increased $24.4 million during 2018 compared to 2017 driven by higher
headcount for flight operations, maintenance services and package sorting services. The increase in expense for 2018
included $13.4 million for Omni, acquired in November 2018. The increase during 2018 also included higher flight
crew wages in conjunction with an amendment to the collective bargaining agreement with the ATl crewvmembers,
additional employeesand additional aircraft maintenancetechniciantimeto supportincreased block hoursandincreased
aircraft maintenance and modification services revenues.

Depreciation and amortization expense increased $24.3 million during 2018 compared to 2017. The increase in
depreciation expense included $8.7 million for Omni assets acquired in November 2018. The increase aso reflects
incremental depreciation for 15 Boeing 767-300 aircraft and additional aircraft engines added to the operating fleet
sincemid-2017, aswell as capitalized heavy maintenance and navigation technology upgrades. We expect depreciation
expense to increase during future periods in conjunction with our fleet expansion and capital spending plans.

Maintenance, materialsand repairsexpenseincreased by $5.1 million during 2018 compared to 2017. Theincrease
in expense for 2018 included $2.8 million for Omni, acquired in November 2018. The remainder of the increase was
due primarily to aircraft maintenance and modification services for external customers. During 2018, the Company
had an increased level of aircraft maintenance and modification customer revenues and direct expenses compared to
2017. Aircraft maintenance and material expenses can vary among periods due to the number of maintenance events
and the scope of airframe checks that are performed.

Fuel expense decreased by $110.3 million during 2018 compared to 2017. In 2017, fuel expense included
reimbursable fuel billed to DHL, ASI and other ACMI customers which is being netted against the revenue in 2018
after the adoption of Topic 606. The customer-reimbursed fuel for 2017 was $133.5 million. Fuel expenseincludesthe
cost of fuel to operate DoD charters as well as fuel used to position aircraft for service and for maintenance purposes.
Fuel expense, excluding customer-reimbursed fuel, increased $23.2 million for 2018 compared to 2017. The increase
for 2018 included $13.8 million for Omni. The remainder of theincrease was dueto moreblock hoursflown for military
customersin 2018.

Contracted ground and aviation services expense includes navigational services, aircraft and cargo handling
services, baggage handling services and other airport services. Contracted ground and aviation services decreased
$130.5 million during 2018 compared to 2017. The decrease is primarily due to the netting of reimbursable revenues
from certain ground services arranged for AS| against the expense in 2018 due to the adoption of Topic 606. The
customer-reimbursed expensesin 2017 were $138.4 million. Without these customer-reimbursed expenses, contracted
ground and aviation servicesincreased $7.9 million during 2018 compared to 2017. Thisincreaseincluded $5.8 million
for Omni.

Travel expense increased by $7.1 million during 2018 compared to 2017. The increase for 2018 included $6.3
million for Omni.

Landing and ramp expense, which includes the cost of deicing chemicals, decreased by $16.3 million during 2018
compared to 2017. The decrease is primarily due to the netting of reimbursable revenues from landing and ramp fees
billed to DHL, ASI and other ACMI customers against expense in 2018 due to the adoption of Topic 606.

Rent expense increased by $0.3 million during 2018 compared to 2017. This increase included $1.1 million for
Omni. Thisincrease was partially offset by decreases in building rent after the expiration of the contracts for the five
USPS facilities.

Insurance expenseincreased by $1.3 million during 2018 compared to 2017. Aircraft fleet insurance hasincreased
due to additional aircraft operations during 2018 compared to 2017.

Other operating expenses increased by $1.8 million during 2018 compared to 2017. Other operating expenses
include professional fees, employeetraining and utilities. Theincrease for 2018 included $4.0 million for Omni. Other
operating expenses during 2018 were partially offset by improved operating results of an airline affiliate accounted for
under the equity method.
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Non Operating Income, Adjustments and Expenses

Interest expense increased by $11.8 million during 2018 compared to 2017. Interest expense increased due to a
higher averagedebt level, including additional financing under the Senior Credit Agreement of $675.0 millionto finance
the acquisition of Omni and higher interest rates on the Company's outstanding loans. Interest expense in 2018 and
2017 was aso impacted by the convertible notes issued in September 2017. The convertible notes have a principal
value of $258.8 million and bear interest at a cash coupon rate of 1.125%. At the time of issuance, the value of the
conversion feature of the convertible notes was recorded as a debt discount and is being amortized along with debt
issuance coststo interest expense over the seven year term of the convertible notes. The amortization of the convertible
debt discount and issuance costs was $8.3 million and $2.1 million during 2018 and 2017, respectively.

The Company recorded pre-tax net gainson financial instruments of $7.3 million during the year ended December
31, 2018, compared to losses of $79.8 million during 2017. The gains and losses are primarily aresult of re-measuring,
as of December 31, 2018 and 2017, the fair value of the stock warrants granted to Amazon. The increase in the fair
valueof thewarrant obligation since December 31, 2016 correspondedto anincreaseinthetraded price of the Company's
shares and resulted in anon-cash lossin 2017.

Non service components of retiree benefits were anet gain of $8.2 million for 2018 compared to anet loss of $6.1
million for 2017. The non service component gains and losses of retiree benefits are actuarially determined and include
the amortization of unrecognized gains and losses stemming from changes in assumptions regarding discount rates,
expected investment returns and other retirement plan assumptions. Non service components also include the effects
of large pension settlement transactions. Asaresult of apension settlement transaction, the Company recognized pretax
settlement charges of $5.3 million to continued operations during 2017.

Incometax expense from earnings from continuing operations decreased $47.9 million for 2018 compared to 2017.
Income tax benefits from earnings from continuing operations for 2017 included a benefit of $59.9 million due to the
enactment of Federa legislation known as The Tax Cuts and Jobs Acts ("Tax Act") in December 2017. The re-
measurement of deferred tax balances using the lower federal rates enacted by the Tax Act, resulted in areduction in
our net deferred tax liability and the recognition of adeferred tax benefit. Income taxes included deferred income tax
effects for the gains and losses from warrants re-measurements and the amortization of the customer incentive. The
effective tax rate, before including the warrant revaluations and incentive amortization was 24.0% for 2018 compared
to 37.5% for the year ended December 31, 2017. The effective tax rate declined for 2018 primarily due to the effects
of the lower statutory tax rates enacted by the Tax Act.

Discontinued Operations

Pre-tax gains related to the former sorting operations were $1.8 million for 2018 compared to pre-tax losses of
$5.1 million for 2017. Pre-tax earnings during 2018 were a result of reductions in self-insurance reserves for former
employeeclaimsand pension credits. During 2017, pension expensefor discontinued operationsincluded a$7.6 million
pre-tax charge for the settlement of certain retirement obligations through athird party group annuity contract.

FINANCIAL CONDITION, LIQUIDITY AND CAPITAL RESOURCES

Cash Flows

Net cash generated from operating activities totaled $396.9 million, $298.0 million and $235.0 million in 2019,
2018 and 2017, respectively. Improved cash flows generated from operating activities during 2019 and 2018 were
driven primarily by additional aircraft leases to customers and by increased operating levels of the ACMI Services
segment. Cash outlays for pension contributions were $5.4 million, $22.2 million and $4.5 million in 2019, 2018 and
2017, respectively.

Capital spending levels were primarily the result of aircraft modification costs and the acquisition of aircraft for
freighter modification. Cash paymentsfor capital expenditureswere $453.5 million, $292.9 million and $296.9 million
in 2019, 2018 and 2017, respectively. Capital expenditures in 2019 included $328.0 million for the acquisition of
eleven Boeing 767-300 aircraft and freighter modification costs; $76.1 million for required heavy maintenance; and
$49.4 million for other equipment, including purchases of aircraft engines and rotables. Capital expendituresin 2018
included $197.1 million for the acquisition of eight Boeing 767-300 aircraft and freighter modification costs; $61.7
million for required heavy maintenance; and $34.1 million for other equi pment, including purchases of aircraft engines
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and rotables. Our capital expendituresin 2017 included $209.4 million for the acquisition of eight Boeing 767-300
aircraft, two Boeing 737-400 aircraft and freighter modification costs; $53.3 million for required heavy maintenance;
and $34.2 million for other equipment, including purchases of aircraft engines and rotables.

Cash proceeds of $10.8 million, $17.6 million and $0.4 million werereceived in 2019, 2018 and 2017, respectively,
for the sale of aircraft engines and airframes.

During 2019 and 2018, we spent $24.4 million and $866.6 million, respectively, for acquisitions and investments
inother businesses. Spending in 2018 included $855.1 million for the acquisition of Omni, net of cash acquired. During
2019,2018and 2017, wecontributed $12.3million, $11.4 millionand $8.7 millionfor entry and subsequent contributions
into a joint-venture with Precision Aircraft Solutions, LLC, to develop a passenger-to-freighter conversion program
for AirbusA321-200 aircraft. In 2019, we acquired agroup of companiesthat had been under common control referred
to as TriFactor, a material handling systems integrator.

Net cash provided by financing activities was $57.0 million, $870.5 and $79.7 million in 2019, 2018 and 2017,
respectively. On November 9, 2018, in conjunction with the Omni acquisition, the Company amended its Senior Credit
Agreement to include aterm loan of $675.0 million and drew an additional $180.0 million from the revolving credit
facility. During 2019, we drew a total $100.0 million from the revolving credit facility. We made debt principal
payments of $39.5 million. Our borrowing activities were necessary to purchase and modify aircraft for deployment
into air cargo markets.

In September 2017, we received proceeds of $258.8 million from theissuance of convertible notes. In conjunction
with the issuance of convertible notes, we received $38.5 million for the issuance of stock warrants and paid $56.1
million for related convertible note hedges. We paid issuance costs of $6.5 million for these transactions. The net
proceeds from these transactions were $234.7 million, of which $205.0 million was used to pay down the balance of
our revolving credit facility, thereby increasing theamount availablefor futuredrawsunder that facility. Theconvertible
notesand therelated transactions are described further in Note G of the accompanying condensed consolidated financial
statements.

During 2018, we spent $3.6 million to buy 157,000 shares of the Company's common stock pursuant to a share
repurchase plan authorized in 2014. The repurchase plan, which originally authorized the Company to purchase up to
$50.0 million of common stock, was amended by the Board in May 2016 to increase such authorization to up to $100
million and amended by the Board again in February 2018 to increase such authorization to up to $150 million. We
spent $11.2 million during 2017 to repurchase shares under the authorized plan.

Commitments

The table below summarizes the Company's contractual obligations and commercial commitments (in thousands)
as of December 31, 2019.

Payments Due By Year
2021 and 2023 and 2025 and

Contractual Obligations Total 2020 2022 2024 after

Debt obligations, including interest payments  $ 1,772,087 $ 65,756 $ 145339 $1551,340 $ 9,652
Facility leases 31,938 8,690 10,904 7,689 4,655
Aircraft and modification obligations 369,088 270,416 98,672 — —
Aircraft and other leases 16,033 5,859 6,285 3,389 500
Total contractual cash obligations $2,189,146 $ 350,721 $ 261,200 $1,562,418 $ 14,807

Thelongtermdebt bearsinterest at 1.125%t0 3.675% per annum at December 31, 2019. For additional information
about the Company's debt obligations, see Note G of the accompanying financial statements.

The Company provides defined benefit pension plansto certain employeegroups. Thetableabovedoesnot include
cash contributions for pension funding, due to the absence of scheduled maturities. The timing of pension and post-
retirement healthcare payments cannot be reasonably determined, except for $11.3 million expected to be funded in
2020. For additional information about the Company's pension obligations, see Note J of the accompanying financial
statements.

41



As of December 31, 2019, the Company had eight aircraft that were in or awaiting the modification process.
Additionally, we placed non-refundabl e deposits to purchase 15 more Boeing 767-300 passenger aircraft through 2021.
We estimate that capital expenditures for 2020 will total $420 million of which the majority will be related to aircraft
purchases and freighter modifications. Actua capital spending for any future period will be impacted by aircraft
acquisitions, maintenance and modification processes. We expect to finance the capital expendituresfrom current cash
balances, future operating cash flows and the Senior Credit Agreement. The Company outsources asignificant portion
of the aircraft freighter modification process to a non-affiliated third party. The modification primarily consists of the
installation of a standard cargo door and loading system. For additional information about the Company's aircraft
modification obligations, see Note | of the accompanying financial statements.

Since August 3, 2017, the Company has been part of ajoint-venture with Precision Aircraft Solutions, LLC, to
develop a passenger-to-freighter conversion program for Airbus A321-200 aircraft. We anticipate approval of a
supplemental type certificate from the FAA in 2020. We expect to make contributions equal to the Company's 49%
ownership percentage of the program's total costs during 2020.

Liquidity
We have a Senior Credit Agreement with a consortium of banks that includes an unsubordinated term loan of
$626.3 million, net of debt issuance costs, and a revolving credit facility from which the Company has drawn $632.9
million, net of repayments, as of December 31, 2019. The Senior Credit Agreement expires in November 2024 if
certain liquidity measures are maintained during the 2024 and contains an incremental accordion capacity based on
debt ratios. Asof December 31, 2019, the unused revolving credit facility totaled $103.9 million, net of drawsof $632.9
million and outstanding letters of credit of $13.2 million. As of December 31, 2019, the Senior Credit Agreement

permitted additional indebtedness, subject to compliance with other covenants, of up to $750.0 million of which $258.8
million had been utilized for the issuance of convertible notes as of such date.

On January 28, 2020, we completed adebt offering of $500 million in senior unsecured notes (the“ Senior Notes”).
The Senior Notes were sold only to qualified institutional buyersin the United States pursuant to Rule 144A under the
Securities Act of 1933, as amended (the “ Securities Act”), and certain investors pursuant to Regulation S under the
SecuritiesAct. The Senior Notesare senior unsecured obligationsthat bear interest at arate of 4.750% per year, payable
semiannually in arrears on February 1 and August 1 of each year, beginning on August 1, 2020. The Senior Noteswill
mature on February 1, 2028. The Senior Notes contain customary events of default and covenants which are generally
no more restrictive than those set forth in the Senior Credit Agreement. The net proceeds from the Senior Notes were
used to pay down the revolver credit facility.

The Senior Credit Agreement is collateralized by our fleet of Boeing 777, 767 and 757 freighter aircraft. Under
the terms of the Senior Credit Agreement, we are required to maintain collateral coverage equal to 115% of the
outstanding balances of the term loans and the total funded revolving credit facility. The minimum collateral coverage
which must be maintained is 50% of the outstanding balance of the term loan plus the revolving credit facility
commitment, which was $750.0 million.

Under the Senior Credit Agreement, the Company is subject to covenants and warranties that are usual and
customary including, among other things, limitations on certain additional indebtedness, guarantees of indebtedness,
aswell asatotal debt-to-EBITDA (earnings before interest, taxes, depreciation and amortization expenses) ratio and
afixed charge coverage ratio. The Senior Credit Agreement stipulates events of default including unspecified events
that may have amaterial adverse effect on the Company. If an event of default occurs, the Company may be forced to
repay, renegotiate or replace the Senior Credit Agreement.

Additional debt or lower EBITDA may result in higher interest rates. Under the Senior Credit Agreement, interest
rates are adjusted quarterly based on the prevailing LIBOR or prime rates and a ratio of the Company's outstanding
debt level toEBITDA. Atthe Company'scurrent debt-to-EBITDA ratio, theunsubordinated termloansand therevolving
credit facility bear variable interest rates of 3.675% and 3.649%, respectively.

At December 31, 2019, the Company had $46.2 million of cash balances. We believe that the Company's current
cash balances and forecasted cash flows provided from its operating agreements, combined with its Senior Credit
Agreement, will be sufficient to fund operations, capital spending, scheduled debt payments and required pension
funding for at least the next 12 months.
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Off-Balance Sheet Arrangements

Aspart of our ongoing business, we do not participatein transactionsthat generaterel ationshi pswith unconsolidated
entities or financial partnerships, such as entities often referred to as structured finance or specia purpose entities
(“SPES"), which would have been established for the purpose of facilitating off-balance sheet arrangements or other
contractually narrow or limited purposes. As of December 31, 2019 and 2018, we were not involved in any material
unconsolidated SPE transactions.

Certain of our operating leases and agreements contain indemnification obligations to the lessor or one or more
other parties that are considered usual and customary (e.g. use, tax and environmental indemnifications), the terms of
which range in duration and are often limited. Such indemnification obligations may continue after the expiration of
the respective lease or agreement. No amounts have been recognized in our financial statements for the underlying
fair value of guarantees and indemnifications.

CRITICALACCOUNTING POLICIES AND ESTIMATES

“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” as well as certain
disclosures included elsewhere in this report, are based upon our consolidated financial statements, which have been
prepared in accordance with accounting principles generally accepted in the United States of America. The preparation
of these financial statements requires us to select appropriate accounting policies and make estimates and judgments
that affect the reported amounts of assets, liahilities, revenues and expenses, and related disclosures of contingencies.
In certain cases, there are alternative policies or estimation techniques which could be selected. On an ongoing basis,
weeva uateour selection of policiesand theestimation techniquesweuse, including thoserel ated to revenuerecognition,
post-retirement liabilities, bad debts, self-insurance reserves, valuation of spare parts inventory, useful lives, salvage
values and impairment of property and equipment, income taxes, contingencies and litigation. We base our estimates
on historical experience, current conditions and on various other assumptions that are believed to be reasonable under
the circumstances. Those factorsform the basisfor making judgments about the carrying val ues of assetsand liabilities
that are not readily apparent from other sources, aswell asfor identifying and assessing our accounting treatment with
respect to commitments and contingencies. Actual results may differ from these estimates under different assumptions
or conditions. We believe the following significant and critical accounting policies involve the more significant
judgments and estimates used in preparing the consolidated financial statements.

Revenue Recognition

Aircraft lease revenues are recognized as operating lease revenues on a straight-line basis over the term of the
applicable lease agreements. Revenues generated from airline service agreements are typically recognized based on
hours flown or the amount of aircraft and crew resources provided during a reporting period. Certain agreements
include provisions for incentive payments based upon on-time reliability. These incentives are typically measured on
amonthly basis and recorded to revenuein the corresponding month earned. Revenuesfor operating expensesthat are
reimbursed through airline service agreements, including consumption of aircraft fuel, are generally recognized asthe
costs are incurred, on a net basis. Revenues from charter service agreements are recognized on scheduled and non-
scheduled flights when the specific flight has been completed. Revenues from the sale of aircraft parts and engines
are recognized when the parts are delivered. Effective January 1, 2018, the Company records revenues and estimated
earningsfor itsairframe maintenance and aircraft modification contracts using the percentage-of -compl etion cost input
method. Prior to January 1, 2018, revenues earned and expenses incurred in providing aircraft-related maintenance,
repair or modification serviceswereusually recognized in the period in which the serviceswere completed and delivered
to the customer. Revenues derived from sorting parcels are recognized in the reporting period in which the services
are performed.

Goodwill and Intangible Assets

We assess in the fourth quarter of each year whether the Company’s goodwill acquired in acquisitionsisimpaired
inaccordancewith the Financial Accounting Standards Board A ccounting Standards Codification (“FASB ASC”) Topic
350-20 Intangibles—Goodwill and Other. Additional assessments may be performed on an interim basis whenever
events or changes in circumstances indicate an impairment may have occurred. Indefinite-lived intangible assets are
not amortized but are assessed for impairment annually, or more frequently if impairment indicators occur. Finite-lived
intangible assetsareamortized over their estimated useful economic livesand are periodically reviewed for impairment.
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The goodwill impairment test requires significant judgment, including the determination of the fair value of each
reporting unit that has goodwill. We estimate the fair value using amarket approach and an income approach utilizing
discounted cash flows applied to a market-derived rate of return. The market approach utilizes market multiples from
comparable publicly traded companies. The market multiplesinclude revenuesand EBITDA (earningsbeforeinterest,
taxes, depreciation and amortization). We derive cash flow assumptions from many factors including recent market
trends, expected revenues, cost structure, aircraft mai ntenance schedulesand long term strategi ¢ plansfor thedeployment
of aircraft. Key assumptions under the discounted cash flow models include projections for the number of aircraft in
service, capital expenditures, long term growth rates, operating cash flows and market-derived discount rates.

The performance of the goodwill impairment test is the comparison of the fair value of the reporting unit to its
respective carrying value. If the carrying value of areporting unit is less than its fair value no impairment exists. If
the carrying value of areporting unit is higher than its fair value an impairment lossis recorded for the difference and
charged to operations. See additional information about the goodwill impairment testsin Note C of the accompanying
consolidated financial statements.

Based on our analysis, the individual fair values of each reporting unit having goodwill exceeded their respective
carrying values as of December 31, 2019. We have used the assistance of an independent business valuation firm in
estimating an expected market rate of return, and in the devel opment of amarket approach for CAM and OAI separately,
using multiples of EBITDA and revenues from comparable publicly traded companies. Our key assumptions used for
CAM's goodwill testing include uncertainties, including the level of demand for cargo aircraft by shippers, the DoD
and freight forwarders and CAM's ability to lease aircraft and the lease rates that will be realized. The demand for
customer airlift is projected based on input from customers, management's interface with customer planning personnel
and aircraft utilization trends. Our key assumptions used for OAI's goodwill testing include the number of aircraft that
OAI will operate, the amount of revenues that the aircraft will generate, the number of flight crews and cost of flight
crews needed. Our key assumptions used for Pemco's and TriFactor's goodwill testing includes the level of revenues
that customers will seek and the cost of labor, parts and contract resources expected to be utilized. Certain events or
changes in circumstances could negatively impact our key assumptions. Customer preferences may be impacted by
changes in aviation fuel prices. Key customers, including DHL, Amazon and the DoD may decide that they do not
need as many aircraft as projected or may find alternative providers.

Long-lived assets

Aircraft and other long-lived assets are tested for impairment whenever events or changesin circumstancesindicate
the carrying value of the assets may not be recoverable. Factors which may cause an impairment include termination
of aircraft from acustomer's network, extended operating cash flow | osses from the assets and management's decisions
regarding the future use of assets. To conduct impairment testing, we group assets and liabilities at the lowest level
for which identifiable cash flows are largely independent of cash flows of other assets and liabilities. For assets that
areto be held and used, impairment is recognized when the estimated undiscounted cash flows associated with an asset
group islessthan the carrying value. If impairment exists, an adjustment is made to write the assetsdown to fair value,
and alossisrecorded asthedifference between thecarrying valueandfair value. Fair valuesaredetermined considering
quoted market values, discounted cash flows or internal and external appraisals, as applicable.

Depreciation

Depreciation of property and equipment is provided on a straight-line basis over the lesser of an asset’s useful life
or lease term. We periodically evaluate the estimated service lives and residual values used to depreciate our property
and equipment. The accel eration of depreciation expense or the recording of significant impairment losses could result
from changes in the estimated useful lives of our assets. We may change the estimated useful lives due to a number of
reasons, such as the existence of excess capacity in our air networks, or changes in regulations grounding or limiting
the use of aircraft.

Self-Insurance

We self-insure certain claimsrel ated to workers’ compensation, aircraft, automobile, general liability and employee
healthcare. We record aliability for reported claims and an estimate for incurred claimsthat have not yet been reported.
Accrualsfor these claims are estimated utilizing historical paid claims dataand recent claimstrends. Changesin claim
severity and frequency could result in actua claims being materialy different than the costs provided for in our results
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of operations. We maintain excess claims coverage with common insurance carriers to mitigate our exposure to large
claim losses.

Contingencies

We areinvolved in legal matters that have a degree of uncertainty associated with them. We continually assess the
likely outcomes of these matters and the adequacy of amounts, if any, provided for these matters. There can be no
assurance that the ultimate outcome of these matterswill not differ materially from our assessment of them. There also
can be no assurance that we know all matters that may be brought against us at any point in time.

Income Taxes

We account for income taxes under the provisions of FASB ASC Topic 740-10 Income Taxes. The objectives of
accounting for incometaxes areto recogni ze the amount of taxes payabl e or refundablefor the current year and deferred
tax liabilitiesand assetsfor the future tax consequences of eventsthat have been recognized in the Company’s financial
statements or tax returns. Judgment is required in assessing the future tax consequences of events that have been
recognized in the Company’s financial statements or tax returns. Fluctuationsin the actual outcome of expected future
tax consequences could materially impact the Company’s financial position or its results of operations.

The Company hassignificant deferred tax assetsincluding net operating losscarryforwards (“NOL CFs”) for federal
income tax purposes. Based upon projections of taxable income, we determined that it was more likely than not that
the NOL CF swill berealized. Accordingly, we do not have an allowance against these deferred tax assets at thistime.

We recognize theimpact of atax position if that position is more likely than not of being sustained on audit, based
on the technical merits of the position.

Stock Warrants

The Company’s accounting for warrantsissued to alessee is determined in accordance with the financial reporting
guidance for equity-based payments to non-employees and for financial instruments. The warrants issued to lessees
arerecorded asaleaseincentive asset using their fair value at thetimethat the lessee has met its performance obligation.
Theleaseincentiveisamortized against revenues over the duration of related aircraft |eases. The unexercised warrants
areclassifiedinliabilitiesand re-measured to fair value at the end of each reporting period, resulting in anon-operating
gainor loss.

Post-retirement Obligations

The Company sponsors qualified defined benefit pension plans for ABX’s flight crewmembers and other eligible
employees. The Company also sponsors non-qualified, unfunded excess plans that provide benefits to executive
management and crewmembers that are in addition to amounts permitted to be paid through our qualified plans under
provisions of the tax laws. Employees are no longer accruing benefits under any of the defined benefit pension plans.
The Company also sponsors unfunded post-retirement healthcare plans for ABX’s flight crewmembers.

The accounting and valuation for these post-retirement obligations are determined by prescribed accounting and
actuarial methods that consider a number of assumptions and estimates. The selection of appropriate assumptions and
estimatesis significant due to the long time period over which benefitswill be accrued and paid. Thelong term nature
of these benefit payoutsincreasesthe sensitivity of certain estimates on our post-retirement costs. Inactuarialy valuing
our pension obligations and determining related expense amounts, key assumptions include discount rates, expected
long term investment returns, retirement ages and mortality. Actual results and future changes in these assumptions
could result in future costs that are materially different than those recorded in our annual results of operations.

Our actuarial valuation includes an assumed long term rate of return on pension plan assets of 6.10%. Our assumed
rateof returnisbased on atargeted|ong terminvestment all ocation of 30% equity securities, 65% fixedincomesecurities
and 5% cash. The actual asset allocation at December 31, 2019 was 26% equities, 74% fixed income and 0% cash.
The pension trust includes $2.1 million of investments (less than 1% of the plans' assets) whose fair values have been
estimated in the absence of readily determinable fair values. Such investments include private equity, hedge fund
investments and real estate funds. Management’s estimates are based on information provided by the fund managers
or general partners of those funds.

In evaluating our assumptions regarding expected long term investment returns on plan assets, we consider a
number of factors, including our historical plan returnsin connection with our asset alocation policies, assistance from
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investment consultants hired to provide oversight over our actively managed investment portfolio, and long term
inflation assumptions. The selection of the expected return rate materially affects our pension costs. Our expected long
term rate of return was 6.10% after analyzing expected returns on investment vehicles and considering our long term
asset allocation expectations. Fluctuations in long-term interest rates can have an impact on the actual rate of return.
If wewereto lower our long term rate of return assumption by a hypothetical 100 basis points, expense in 2019 would
beincreased by approximately $7.3 million. We useamarket val ue of assetsas of the measurement datefor determining
pension expense.

In selecting the interest rate to discount estimated future benefit payments that have been earned to date to their
net present value (defined as the projected benefit obligation), we match the plan’s benefit payment streams to high-
quality bonds of similar maturities. The selection of the discount rate not only affects the reported funded status
information as of December 31 (as shown in Note J to the accompanying consolidated financial statements), but also
affects the succeeding year’s pension and post-retirement healthcare expense. The discount rates selected for
December 31, 2019, based on the method described above, were 3.65% for crewmembers and 3.70% for non-
crewmembers. If wewereto lower our discount rates by ahypothetical 50 basis points, pension expensein 2019 would
be increased by approximately $9.4 million.

Our mortality assumptions at December 31, 2019, reflect the most recent projections released by the Actuaries
Retirement Plans Experience Committee, a committee within the Society of Actuaries, a professional association in
North America. The assumed futureincreasein salaries and wages is not asignificant estimate in determining pension
costs because each defined benefit pension plan was frozen during 2009 with respect to additional benefit accruals.

Thefollowing tableillustrates the sensitivity of the af orementioned assumptions on our pension expense, pension
obligation and accumulated other comprehensive income (in thousands):

Effect of change
December 31, 2019
Accumulated

2019 other
Pension Pension comprehensive
Change in assumption expense obligation income (pre-tax)
100 basis point decrease in rate of return $ 7325 $ — $ _
50 basis point decrease in discount rate 9,362 (48,377) 48,377
Aggregate effect of all the above changes 16,687 (48,377) 48,377

New Accounting Pronouncements

For information regarding recently issued accounting pronouncements and the expected impact on our annual
statements, see Note A "SUMMARY OF FINANCIAL STATEMENT PREPARATION AND SIGNIFICANT
ACCOUNTING POLICIES" inthe accompanying notesto Consolidated Financial StatementsincludedinPart 11, Item
8 of this Form 10-K.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
The Company is exposed to market risk for changesin interest rates.

The Company's Senior Credit Agreement requires the Company to maintain derivative instruments for fluctuating
interest rates for at least twenty-five percent of the outstanding balance of the term loan issued in November 2018.
Accordingly, the Company has entered into an interest rate swap instruments. Asaresult, future fluctuationsin LIBOR
interest rateswill result inthe recording of unrealized gainsand losses on interest rate derivatives held by the Company.
The combined notional values were $460.6 million as of December 31, 2019. See Note H in the accompanying
consolidated financial statements for a discussion of our accounting treatment for these hedging transactions.

As of December 31, 2019, the Company has $213.5 million of fixed interest rate convertible debt and $1,259.2
million of variable interest rate debt outstanding. Variable interest rate debt exposes us to differences in future cash
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flows resulting from changes in market interest rates. Variable interest rate risk can be quantified by estimating the
changein annual cash flows resulting from a hypothetical 20% increase in interest rates. A hypothetical 20% increase
or decrease in interest rates would have resulted in achangein interest expense of approximately $11.1 million for the
year ended December 31, 2019.

The convertible debt issued at fixed interest ratesis exposed to fluctuationsin fair value resulting from changesin
market interest rates. Fixed interest rate risk can be quantified by estimating the increase in fair value of our long term
convertible debt through a hypothetical 20% increase in interest rates. As of December 31, 2019, a 20% increase in
interest rates would have decreased the fair value of our fixed interest rate convertible debt by approximately $0.6
million.

TheCompany isexposedto concentration of credit risk primarily through cash deposits, cash equivalents, marketable
securities and derivatives. As part of its risk management process, the Company monitors and evaluates the credit
standing of thefinancial institutions with which it does business. The financial institutions with which it does business
aregenerally highly rated. The Company isexposed to counterparty risk, whichisthelossit couldincur if acounterparty
to aderivative contract defaulted.

As of December 31, 2019, the Company's liabilities reflected stock warrants issued to a customer. Thefair value
of the stock warrants obligation is re-measured at the end of each reporting period and marked to market. The fair
value of the stock warrantsis dependent on anumber of factorswhich change, including the Company's common stock
price, the volatility of the Company’s common stock and the risk-free interest rate. See Note E in the accompanying
consolidated financia statements for further information about the fair value of the stock warrants

The Company sponsors defined benefit pension plans and post-retirement healthcare plans for certain eligible
employees. The Company's related pension expense, plans funded status, and funding requirements are sensitive to
changesininterest rates. Thefunded status of the plans and the annual pension expenseisrecal culated at the beginning
of each calendar year using the fair value of plan assets, market-based interest rates at that point in time, as well as
assumptions for asset returns and other actuarial assumptions. Higher interest rates could result in alower fair value
of plan assets and increased pension expense in the following years. At December 31, 2019, ABX's defined benefit
pension plans had total investment assets of $746.8 million under investment management. See Note J in the
accompanying consolidated financial statements for further discussion of these assets.

The Company is exposed to market risk for changes in the price of jet fuel. The risk associated with jet fuel,
however, islargely mitigated by reimbursement through the agreements with its customers.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the stockholders and the Board of Directors of Air Transport Services Group, Inc.
Opinion on the Financial Statements

We have audited the accompanying consolidated balance sheets of Air Transport Services Group, Inc. and subsidiaries
(the"Company") as of December 31, 2019 and 2018, the related consolidated statements of operations, comprehensive
income, cash flows, and stockholders' equity, for each of the three years in the period ended December 31, 2019, and
therelated notesand the schedulelisted in the Table of Contentsat Item 15(a)(2) (collectively referredto asthe"financial
statements"). In our opinion, the financial statements present fairly, in all material respects, the financial position of
the Company as of December 31, 2019 and 2018, and the results of its operations and its cash flows for each of the
three yearsin the period ended December 31, 2019, in conformity with accounting principles generally accepted in the
United States of America.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States) (PCAOB), the Company's internal control over financial reporting as of December 31, 2019, based on criteria
established in Internal Control - Integrated Framework (2013) issued by the Committee of Sponsoring Organizations
of the Treadway Commission and our report dated March 2, 2020, expressed an unqualified opinion on the Company's
internal control over financial reporting.

Changes in Accounting Principles

As discussed in Note A to the financia statements, the Company changed its method of accounting for warrants in
fiscal year 2019 due to the adoption of amendments to the standard for share-based payments to non-employees. The
Company changed its method of accounting for revenue from contracts with customersin fiscal year 2018 due to the
adoption of the new revenue standard. The Company adopted these new standards using the modified retrospective
approach.

Emphasis of a Matter

Asdiscussed in Note D to the financia statements, the Company's three principal customers account for a substantial
portion of the Company's revenue. The Company's financial security is dependent on its ongoing relationship with its
three principal customers existing as of December 31, 20109.

Basis for Opinion

These financial statements are the responsibility of the Company's management. Our responsibility is to express an
opinion on the Company's financial statements based on our audits. We are a public accounting firm registered with
the PCAOB and are required to be independent with respect to the Company in accordance with the U.S. federal
securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and
performtheaudit to obtai nreasonabl e assurance about whether thefinancial statementsarefreeof material misstatement,
whether due to error or fraud. Our audits included performing procedures to assess the risks of material misstatement
of thefinancial statements, whether dueto error or fraud, and performing procedures that respond to those risks. Such
procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the financial
statements. Our audits aso included evaluating the accounting principles used and significant estimates made by
management, as well as evaluating the overall presentation of the financial statements. We believe that our audits
provide a reasonable basis for our opinion.

Critical Audit Matter

Thecritical audit matter communi cated bel ow isamatter arising fromthe current-period audit of thefinancial statements
that was communicated or required to be communicated to the audit committee and that (1) relates to accounts or
disclosures that are material to the financial statements and (2) involved our especially challenging, subjective, or
complex judgments. The communication of critical audit matters does not alter in any way our opinion on thefinancial

49



statements, taken as a whole, and we are not, by communicating the critical audit matter below, providing a separate
opinion on the critical audit matter or on the accounts or disclosuresto which it relates.

Fair Value Measurements - Level 3 Liabilities - Refer to Notes D and E to the financial statements
Critical Audit Matter Description

In conjunction with alease incentive agreement entered into with a customer on December 20, 2018, the Company
conditionally granted to the customer unvested warrants to purchase Company common stock, which will vest as
existing leases with the customer are extended and additional aircraft leases are executed. The warrants are reported
in the financial statements at fair value as aliability. These warrants do not have readily determinable market values
and werevalued at $42.3 million as of December 31, 2019, based on apricing model using several inputs. Thoseinputs
include two significant unobservable inputs, which are the estimated warrant strike prices and the probabilities that
future vesting events will occur.

We identified the valuation of these unvested warrants to purchase the Company’s stock, conditionally granted to a
customer, as a critical audit matter because of the significant unobservable inputs management uses to estimate fair
value. Vauation of these warrantsincluded the use of awarrant valuation model with estimated warrant strike prices
and adjustments for the probability of the future vesting events occurring. A high degree of auditor judgment and an
increased extent of effort, including the use of avaluation specialist, were required to audit the estimated warrant strike
prices and the probabilities of the future vesting events occurring.

How the Critical Audit Matter Was Addressed in the Audit

Our audit procedures related to the significant unobservable inputs used in management’s estimate of fair value of the
conditionally granted, unvested warrants included the following, among others:

*  Wetested the effectiveness of management’s controls over the valuation of these warrants.

*  Weevaluated the reasonableness of management’s estimate of the probability that future vesting eventswill occur
andtherel ated timing by comparing theassumptionsinthewarrant val uation with theassumptionsinthe Company’s
forecast of aircraft leasesand extensions, itsproj ected aircraft avail ability, itsinternal and external communications,
the customer’s projected revenue growth, and customer communications.

e We performed a retrospective review of management’s ability to accurately estimate the probability of future
vesting events occurring by comparing initial aircraft availability estimates prepared by management for the
Company’s prior |ease agreements to the actual results.

e We assessed the consistency by which management has applied valuation assumptions to the significant
unobservable inputs.

»  Withthe assistance of our fair value specialists, we developed independent fair val ue estimates and compared our
estimates to the Company’s recorded amounts.

/s/ Deloitte & Touche LLP

Cincinnati, Ohio
March 2, 2020

We have served as the Company's auditor since 2002.
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AIR TRANSPORT SERVICES GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)

December 31, December 31,

2019 2018
ASSETS
CURRENT ASSETS:
Cash, cash equivalents and restricted cash $ 46,201 $ 59,322
Accounts receivable, net of allowance of $975 in 2019 and $1,444 in 2018 162,870 147,755
Inventory 37,397 33,536
Prepaid supplies and other 20,323 18,608
TOTAL CURRENT ASSETS 266,791 259,221
Property and equipment, net 1,766,020 1,555,005
Customer incentive 146,678 63,780
Goodwill and acquired intangibles 527,654 535,359
Operating |ease assets 44,302 —
Other assets 68,733 57,220
TOTALASSETS $ 2,820,178 $ 2,470,585
LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:
Accounts payable $ 141,094 $ 109,843
Accrued salaries, wages and benefits 59,429 50,932
Accrued expenses 17,586 19,623
Current portion of debt obligations 14,707 29,654
Current portion of lease obligations 12,857 —
Unearned revenue 17,566 19,082
TOTAL CURRENT LIABILITIES 263,239 229,134
Long term debt 1,469,677 1,371,598
Stock warrant obligations 383,073 203,782
Post-retirement obligations 36,744 64,485
Long term lease obligations 30,334 —
Other liabilities 49,293 51,905
Deferred income taxes 127,476 113,243
TOTAL LIABILITIES 2,359,836 2,034,147
Commitments and contingencies (Note |)
STOCKHOLDERS' EQUITY:
Preferred stock, 20,000,000 shares authorized, including 75,000 Series A Junior
Participating Preferred Stock — —
Common stock, par value $0.01 per share; 150,000,000 shares authorized;
59,329,431 and 59,134,173 shares issued and outstanding in 2019 and 2018,
respectively 593 591
Additional paid-in capital 475,720 471,158
Retained earnings 45,895 56,051
Accumulated other comprehensive loss (61,866) (91,362)
TOTAL STOCKHOLDERS' EQUITY 460,342 436,438
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 2,820,178 $ 2,470,585

See notes to consolidated financial statements.
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AIR TRANSPORT SERVICES GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

REVENUES

OPERATING EXPENSES
Salaries, wages and benefits
Depreciation and amortization
Maintenance, materials and repairs
Fuel
Contracted ground and aviation services
Travel
Landing and ramp
Rent
Insurance
Transaction fees
Other operating expenses

OPERATING INCOME
OTHER INCOME (EXPENSE)
Interest income
Non-service component of retiree benefit (costs) gains
Net gain (loss) on financial instruments
Loss from non-consolidated affiliate
Interest expense

EARNINGS (LOSS) FROM CONTINUING OPERATIONS BEFORE INCOME
TAXES

INCOME TAX BENEFIT (EXPENSE)
EARNINGS FROM CONTINUING OPERATIONS

EARNINGS (LOSS) FROM DISCONTINUED OPERATIONS, NET OF TAXES
NET EARNINGS

BASIC EARNINGS (LOSS) PER SHARE
Continuing operations
Discontinued operations
TOTAL BASIC EARNINGS PER SHARE

DILUTED EARNINGS (LOSS) PER SHARE
Continuing operations
Discontinued operations
TOTAL DILUTED EARNINGS PER SHARE
WEIGHTED AVERAGE SHARES
Basic
Diluted

Year Ended December 31

2019

2018

2017

$ 1,452,183 $ 892345 $ 1,068,200

See notes to consolidated financial statements.
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433,518 300,514 276,106
257,532 178,895 154,556
170,151 146,692 141,575
155,033 39,293 149,579
64,076 16,640 147,092
90,993 34,443 27,390
11,184 5,968 22,271
16,006 13,899 13,629
7,342 6,112 4,820
373 5,264 —
68,978 33,607 31,782
1,275,186 781,327 968,800
176,997 111,018 99,400
370 251 116
(9,404) 8,180 (6,105)
(12,302) 7,29 (79,789)
(17,445) (10,468) (3,135)
(66,644) (28,799) (17,023)
(105,425) (23540)  (105,936)
71572 87,478 (6,536)
(11,589) (19,595) 28,276
59,983 67,883 21,740
1,219 1,402 (3,245)

$ 61202 $ 69285 18,495

$ 102 $ 1.16 0.37

0.02 0.02 (0.06)
$ 104 $ 1.18 0.31
$ 0.78 0.89 0.36
0.01 0.02 (0.05)

$ 0.79 0.91 0.31

0889 58765 58907
69,348 68,356 59,686



AIR TRANSPORT SERVICES GROUP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In thousands)

Years Ended December 31

2019 2018 2017
NET EARNINGS $ 61,202 $ 69,285 $ 18,495
OTHER COMPREHENSIVE INCOME (LOSS):
Defined Benefit Pension 27,890 (28,467) 16,513
Defined Benefit Post-Retirement 139 256 204
Foreign Currency Translation 1,467 (131) 129

TOTAL COMPREHENSIVE INCOME, net of tax $ 90,698 $ 40943 $ 35,341

See notes to consolidated financial statements.
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AIR TRANSPORT SERVICES GROUP, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)

Years Ended December 31

2019

2018

2017

OPERATING ACTIVITIES:
Net earnings from continuing operations

$ 59983 $ 67883 $ 21,740

Net earnings (loss) from discontinued operations 1,219 1,402 (3,245)
Adjustments to reconcile net earnings to net cash provided by operating
activities:
Depreciation and amortization 285,353 204,559 170,751
Pension and post-retirement 15,700 3,766 20,933
Deferred income taxes 10,478 18,986 (30,771)
Amortization of stock-based compensation 7,002 5,047 3,632
L oss from non-consolidated affiliates 17,445 10,468 3,135
Net (gain) loss on financial instruments 12,302 (7,296) 79,789
Changes in assets and liahilities:
Accounts receivable (14,551) 25,380 (31,313)
Inventory and prepaid supplies (6,493) (3,273) (4,107)
Accounts payable 3,340 10,724 23,500
Unearned revenue 1,446 (3,824) (7,332)
Accrued expenses, salaries, wages, benefits and other liabilities 13,390 3,605 780
Pension and post-retirement assets (12,132) (35,293) (13,083)
Other 2,456 (4,109) 582
NET CASH PROVIDED BY OPERATINGACTIVITIES 396,938 298,025 234,992
INVESTING ACTIVITIES:
Expenditures for property and equipment (453,502)  (292,915) (296,939)
Proceeds from property and equipment 10,804 17,570 381
Acquisitions and investments in businesses, net of cash acquired (24,360)  (866,558) (11,792)
Redemption of long term deposits — — 9,975
NET CASH (USED IN) INVESTING ACTIVITIES (467,058) (1,141,903) (298,375)
FINANCING ACTIVITIES:
Principal payments on long term obligations (39,500) (58,640) (254,446)
Proceeds from borrowings 100,018 945,000 115,000
Payments for financing costs (1,081) (9,953) (7,887)
Proceeds from convertible notes — — 258,750
Purchase convertible note hedges — — (56,097)
Proceeds from issuance of warrants — — 38,502
Purchase of common stock — (3,581) (11,184)
Withholding taxes paid for conversion of employee stock awards (2,438) (2,325) (2,914)
NET CASH PROVIDED BY FINANCING ACTIVITIES 56,999 870,501 79,724
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (13,121) 26,623 16,341
CASH AND CASH EQUIVALENTSAT BEGINNING OF YEAR 59,322 32,699 16,358
CASH AND CASH EQUIVALENTS AT END OF YEAR $ 46201 $ 59,322 32,699
SUPPLEMENTAL CASH FLOW INFORMATION:
Interest paid, net of amount capitalized $ 57546 $ 17,278 13,693
Federal alternative minimum and state income taxes paid $ 1294 $ 1,213 1,938
SUPPLEMENTAL NON-CASH INFORMATION:
Accrued expenditures for property and equipment $ 383% $ 11,234 25,142
Accrued consideration for acquisition $ — $ 7845 —

See notes to consolidated financial statements.
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AIR TRANSPORT SERVICES GROUP, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

(In thousands, except share data)

Accumulated

Common Stock Additional  Accumulated Other
Paid-in Earnings Comprehensive
Number Amount Capital (Deficit) Income (Loss) Total

BALANCE AT JANUARY 1, 2017 59,461,291 $ 595 $ 443416 $ (32,243) $ (79,866) $ 331,902
Stock-based compensation plans

Grant of restricted stock 113,000 1 1) —

Issuance of common shares, net of

withholdings 17,441 — (2,914) (2,914)

Forfeited restricted stock (3,900) — — —

Purchase of common stock (530,637) (5) (11,279) (11,184)

Warrants issued 38,502 38,502

Amortization of stock awards and

restricted stock 3,632 3,632
Total comprehensive income (loss) 18,495 16,846 35,341
BALANCE AT DECEMBER 31,2017 59,057,195 $ 591 $ 471456 $ (13,748) $ (63,020) $ 395,279
Stock-based compensation plans

Grant of restricted stock 198,900 2 2 —

Issuance of common shares, net of

withholdings 36,378 — (2,329) (2,329)

Forfeited restricted stock (1,300) — — —

Purchase of common stock (157,000) @) (3,578) (3,580)

Reclassification of bond hedge, net

of taxes (50,435) (50,435)

Reclassification of note conversion

obligation, net of taxes 50,999 50,999

Cumulative effect in change in

accounting principle 514 514

Amortization of stock awards and

restricted stock 5,047 5,047
Total comprehensive income (loss) 69,285 (28,342) 40,943
BALANCE AT DECEMBER 31,2018 59,134,173 $ 591 $ 471,158 $ 56,051 $ (91,362) $ 436,438
Stock-based compensation plans

Grant of restricted stock 151,300 2 2 —

Issuance of common shares, net of

withholdings 46,958 — (2,438) (2,438)

Forfeited restricted stock (3,000) — — —

Cumulative effect in changein

accounting principle (71,358) (71,358)

Amortization of stock awards and

restricted stock 7,002 7,002
Total comprehensive income 61,202 29,496 90,698
BALANCE AT DECEMBER 31,2019 59,329431 $ 593 $ 475720 $ 45895 $ (61,866) $ 460,342

See notes to consolidated financial statements.
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AIR TRANSPORT SERVICES GROUP, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A—SUMMARY OF FINANCIAL STATEMENT PREPARATION AND SIGNIFICANT
ACCOUNTING POLICIES

Nature of Operations

Air Transport Services Group, Inc. is a holding company whose subsidiaries lease aircraft, provide contracted
airline operations, ground services, aircraft modification and maintenance services and other support services mainly
to the air transportation, e-commerce and package delivery industries. The Company's subsidiaries offer a range of
complementary services to delivery companies, freight forwarders, airlines and government customers.

The Company's leasing subsidiary, Cargo Aircraft Management, Inc. (“CAM”), leases aircraft to each of the
Company's airlines as well as to non-affiliated airlines and other lessees. The Company's airlines, ABX Air, Inc.
(“ABX™), Air Transport International, Inc. (“ATI”) and Omni Air International, LLC ("OAI" ) each have the authority,
through their separate U.S. Department of Transportation ("DOT") and Federal Aviation Administration ("FAA™)
certificates, to transport cargo worldwide. The Company provides air transportation services to a concentrated base of
customers. The Company providesacombination of aircraft, crews, maintenanceand insuranceservicesfor acustomer's
transportation network through customer "CMI" and " ACMI" agreementsand through charter contractsinwhich aircraft
fuel isasoincluded. Inaddition to its aircraft leasing and airline services, the Company sells aircraft parts, provides
aircraft maintenance and madification services, equipment mai ntenance servicesand arranges| oad transfer and package
sorting services for customers.

Basis of Presentation

The accompanying consolidated financial statements include the accounts of Air Transport Services Group, Inc.
anditswholly-owned subsidiaries. Inter-company balancesand transactionsare eliminated. The consolidated financial
statements are prepared in accordance with accounting principles generally accepted in the United States of America
("GAAP").

Investmentsin affiliatesin which the Company has significant influence but does not exercise control are accounted
for using the equity method of accounting. Under the equity method, the Company’s share of the nonconsolidated
affiliate'sincomeor lossisrecognizedintheconsolidated statement of earningsand cumul ative post-acquisition changes
in the investment are adjusted against the carrying amount of the investment. Investmentsin affiliates in which the
Company does not exercise control or have significant influence are reflected at cost less impairment, if any, plus or
minus changes resulting from observable price changesin orderly transactions for the identical or asimilar investment
of the sameissuer.

On November 9, 2018, the Company acquired OAI, apassenger airline, along with related entities Advanced Flight
Services, LLC; Omni AviationLeasing, LLC; and T7 Aviation Leasing, LLC (referred to collectively hereinas”Omni").
OAl is aleading provider of contracted passenger airlift for the U.S. Department of Defense ("DoD") via the Civil
ReserveAir Fleet ("CRAF") program, and aprovider of full-service passenger charter and ACMI services. OAI carries
passengers worldwide for avariety of private sector customers and other government services agencies. Revenues and
operating expenses include the activities of Omni for periods since their acquisition by the Company on November 9,
2018.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptionsthat affect amounts reported in the consolidated financial statements. Estimates and assumptions are used
to record allowances for uncollectible amounts, self-insurance reserves, spare parts inventory, depreciation and
impairments of property, equipment, goodwill and intangibles, stock warrants and other financial instruments, post-
retirement obligations, income taxes, contingencies and litigation. Changesin estimates and assumptions may have a
material impact on the consolidated financial statements.
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Cash and Cash Equivalents

The Company classifies short-term, highly liquid investments with maturities of three months or less at the time
of purchase as cash and cash equivalents. These investments, consisting of money market funds, are recorded at cost,
which approximates fair value. Substantialy all deposits of the Company’s cash are held in accounts that exceed
federally insured limits. The Company deposits cash in common financial institutions which management believesare
financially sound.

Cash includesrestricted cash of $10.6 million as of December 31, 2019 and $5.3 million asof December 31, 2018.
Restricted cash consists of customers’ deposits held in an escrow account as required by DOT regulations. The cash
isrestricted to the extent of customers’ deposits on flights not yet flown. Restricted cashisreleased from escrow upon
completion of specific flights, which are scheduled to occur within the twelve months.

Accounts Receivable and Allowance for Uncollectible Accounts

The Company's accounts receivable is primarily due from its significant customers (see Note D), other airlines,
delivery companies and freight forwarders. The Company performs a quarterly evaluation of the accounts receivable
and theallowancefor uncollectible accounts by reviewing specific customers recent payment history, growth prospects,
financial condition and other factors that may impact a customer's ahility to pay. The Company establishes allowances
for uncollectibleaccountsfor probablelossesdueto acustomer's potential inability or unwillingnessto make contractual
payments. Account balances are written off against the allowances when the Company ceases collection efforts.

Inventory

The Company’s inventory is comprised primarily of expendable aircraft parts and supplies used for aircraft
maintenance. Inventory is generally charged to expense when issued for use on a Company aircraft. The Company
valuesitsinventory of aircraft partsand suppliesat weighted-average cost and maintainsarel ated obsol escence reserve.
The Company records an obsolescence reserve on a base stock of inventory. The Company monitors the usage rates
of inventory parts and segregates parts that are technologically outdated or no longer used in its fleet types. Slow
moving and segregated items are actively marketed and written down to their estimated net realizable values based on
market conditions.

Management analyzes the inventory reserve for reasonableness at the end of each quarter. That analysis includes
consideration of the expected fleet life, amounts expected to be on hand at the end of afleet life, and recent eventsand
conditionsthat may impact the usability or value of inventory. Events or conditionsthat may impact the expected life,
usability or net realizable value of inventory include additional aircraft maintenance directives from the FAA, changes
in DOT regulations, new environmental laws and technological advances.

Goodwill and Intangible Assets

The Company assesses, during the fourth quarter of each year, the carrying value of goodwill. The assessment
requires an estimation of fair value of each reporting unit that has goodwill. The goodwill impairment test requires a
comparison of the fair value of the reporting unit to its respective carrying value. If the carrying value of areporting
unit is less than its fair value no impairment exists. If the carrying amount of a reporting unit is higher than its fair
value an impairment loss is recorded for the difference and charged to operations.

The Company assesses, during the fourth quarter of each year, whether it ismorelikely than not that an indefinite-
lived intangible asset isimpaired by considering all relevant events and circumstances that could affect the significant
inputs used to determine the fair value of the indefinite-lived intangible asset.

The Company also conducts impairment assessments of goodwill, indefinite-lived intangible assets and finite-
lived intangible assets whenever events or changesin circumstance indicate an impairment may have occurred. Finite-
lived intangible assets are amortized over their estimated useful economic lives.
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Property and Equipment

Property and equipment held for use is stated at cost, net of any impairment recorded. The cost and accumulated
depreciation of disposed property and equi pment are removed from the accounts with any related gain or loss reflected
in earnings from operations.

Depreciation of property and equipment is provided on astraight-line basis over the lesser of the asset’s useful life
or lease term. Depreciable lives are summarized as follows:

Boeing 777, 767, 757 and 737 aircraft and flight equipment 7to 18 years
Ground equipment 3to 10 years
L easehold improvements, facilities and office egquipment 3to 25 years

The Company periodically evaluates the useful lives, salvage values and fair values of property and equipment.
Acceleration of depreciation expense or the recording of significant impairment losses could result from changesin
the estimated useful lives of assets dueto anumber of reasons, such asexcessaircraft capacity or changesin regulations
governing the use of aircraft.

Aircraft and other long-lived assets are tested for impairment when circumstances indicate the carrying value of
the assets may not be recoverable. To conduct impairment testing, the Company groups assets and liabilities at the
lowest level for which identifiable cash flows are largely independent of cash flows of other assets and liabilities. For
assets that are to be held and used, impairment is recognized when the estimated undiscounted cash flows associated
with the asset group arelessthan the carrying value. If impairment exists, an adjustment is recorded to write the assets
down to fair value, and aloss is recorded as the difference between the carrying value and fair value. Fair values are
determined considering quoted market values, discounted cash flows or internal and external appraisals, as applicable.
For assets held for sale, impairment is recognized when the fair value less the cost to sell the asset is less than the
carrying value.

The Company’s accounting policy for major airframe and engine maintenance varies by subsidiary and aircraft
type. Thecostsof airframemaintenancefor Boeing 767-200 aircraft operated by ABX areexpensed asthey areincurred.
The costs of major airframe maintenance for the Company's other aircraft are capitalized and amortized over the useful
life of the overhaul. Many of the Company's General Electric CF6 enginesthat power the Boeing 767-200 aircraft are
maintained under a"power by the cycle" agreement with an engine maintenance provider. Further, in May 2017, the
Company entered into similar maintenance agreements for certain General Electric CF6 engines that power many of
the Company's Boeing 767-300 aircraft. Under these agreements, the engines are maintained by the service provider
for afixed fee per cycle. Asaresult, the cost of maintenance for these enginesis generally expensed as flights occur.
Maintenance for the airlines’ other aircraft engines, including Boeing 777 and Boeing 757 aircraft, are typicaly
contracted to service providers on atime and material basis and the costs of those engine overhauls are capitalized and
amortized over the useful life of the overhaul.

For aircraft leased from external lessors, the Company may be required to make periodic payments to the lessor
under certain aircraft leases for future maintenance events such as engine overhauls and major airframe maintenance.
Such payments are recorded as deposits until drawn for qualifying maintenance costs. The maintenance costs are
expensed or capitalized in accordance with the airling's accounting policy for major airframe and engine maintenance.
The Company evaluates at the balance sheet date, whether it is probable that an amount on deposit will be returned by
the lessor to reimburse the costs of the maintenance activities. When it is less than probable that a deposit will be
returned, it is recognized as additional maintenance expense.

Capitalized Interest

Interest costs incurred while aircraft are being modified are capitalized as an additional cost of the aircraft until the
date the asset is placed in service. Capitalized interest was $3.7 million, $1.8 million and $1.8 million for the years
ended December 31, 2019, 2018 and 2017, respectively.

Discontinued Operations

A business component whose operations are discontinued is reported as discontinued operations if the cash flows
of the component have been eliminated from the ongoing operations of the Company and represents a strategic shift
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that had amajor impact on the Company. Theresultsof discontinued operationsare aggregated and presented separately
in the consolidated statements of operations.

Self-Insurance

The Company is self-insured for certain workers' compensation, employee healthcare, automobile, aircraft, and
general liability claims. The Company maintains excess claim coverage with common insurance carriers to mitigate
its exposure to large claim losses. The Company records a liability for reported claims and an estimate for incurred
claimsthat have not yet been reported. Accrualsfor these claimsare estimated utilizing historical paid claims dataand
recent claimstrends. Other liabilitiesincluded $16.1 million and $17.6 million at December 31, 2019 and December 31,
2018, respectively, for self-insured reserves. Changes in claim severity and frequency could result in actual claims
being materially different than the costs accrued.

Pension and Post-Retirement Benefits

The funded status of any of the Company's defined benefit pension or post-retirement health care plans is the
difference between the fair value of plan assets and the accumul ated benefit obligations to plan participants. The over
funded or underfunded status of a plan isreflected in the consolidated balance sheet as an asset for over funded plans,
or asaliability for underfunded plans.

The funded statusis ordinarily re-measured annually at year end using the fair value of plans assets, market based
discount rates and actuarial assumptions. Changes in the funded status of the plans as a result of re-measuring plan
assets and benefit obligations, are recorded to accumulated comprehensive loss and amortized into expense using a
corridor approach. The Company's corridor approach amortizes into earnings variances in plan assets and benefit
obligations that are aresult of the previous measurement assumptions when the net deferred variances exceed 10% of
the greater of the market value of plan assets or the benefit obligation at the beginning of the year. The amount in
excessof thecorridor isamortized over theaverageremaining serviceperiodtoretirement date of activeplan participants.
Cost adjustments for plan amendments are also deferred and amortized over the expected working life or the life
expectancy of plan participants. Irrevocable settlement transactions that relieve the Company from responsibilities of
providing retiree benefits and significantly eliminate the Company's related risk may result in recognition of gains or
losses from accumulated other comprehensive loss.

Customer Security and Maintenance Deposits

The Company's customer leasestypically obligate the |essee to maintain the Company'saircraft in compliance with
regulatory standards for flight and aircraft maintenance. The Company may require an aircraft lessee to pay a security
deposit or provide aletter of credit until the expiration of the lease. Additionally, the Company's leases may require a
lessee to make monthly paymentstoward future expenditures for scheduled heavy maintenance events. The Company
records security and maintenance deposits in other ligbilities. If alease requires monthly maintenance payments, the
Company is typically required to reimburse the lessee for costs they incur for scheduled heavy maintenance events
after completion of the work and receipt of qualifying documentation. Reimbursements to the lessee are recorded
against the previously paid maintenance deposits.

Income Taxes

Income taxes have been computed using the asset and liability method, under which deferred income taxes are
provided for the temporary differences between the financial reporting basis and the tax basis of the Company’s assets
and liabilities. Deferred taxes are measured using provisions of currently enacted tax laws. A valuation allowance
against net deferred tax assetsisrecorded when it is more likely than not that such assetswill not be fully realized. Tax
credits are accounted for as areduction of income taxesin the year in which the credit originates. All deferred income
taxes are classified as noncurrent in the statement of financial position.

The Company recognizes the benefit of atax position taken on atax return, if that position is more likely than not
of being sustained on audit, based on the technical merits of the position. An uncertain income tax position is not
recognized if it has less than a 50% likelihood of being sustained. The Company recognizes interest and penalties
accrued related to uncertain tax positions in operating expense.
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Purchase of Common Stock

The Company's Board of Directors has authorized management to repurchase outstanding common stock of the
Company from time to time on the open market or in privately negotiated transactions. The authorization does not
requirethe Company to repurchase a specific number of sharesand the Company may terminatethe repurchase program
at any time. Upon the retirement of common stock repurchased, the excess purchase price over the par valuefor retired
shares of common stock is recorded to additional paid-in-capital.

Stock Warrants

The Company’s accounting for warrantsissued to alessee is determined in accordance with the financial reporting
guidance for equity-based payments to non-employees and for financial instruments. The warrants issued to a lessee
are recorded as a lease incentive asset using their fair value at the time of issuance. The lease incentive is amortized
against revenues over the duration of related aircraft leases. The unexercised warrants are classified in liabilities and
re-measured to fair value at the end of each reporting period, resulting in a non-operating gain or loss.

Comprehensive Income

Comprehensive income includes net earnings and other comprehensive income or loss. Other comprehensive
income or loss results from certain changesin the Company’sliabilities for pension and other post-retirement benefits,
gains and losses associated with interest rate hedging instruments and fluctuations in currency exchange rates related
to the foreign affiliate.

Fair Value Information

Assets or liahilities that are required to be measured at fair value are reported using the exchange price that would
be received for an asset or paid to transfer aliability (an exit price) in the principal or most advantageous market for
the asset or liability in an orderly transaction between market participants on the measurement date. FASB ASC Topic
820-10 Fair Value Measurements and Disclosures establishes three levels of input that may be used to measure fair
value:

. Level 1: Unadjusted quoted pricesin activemarketsthat areaccessibleat themeasurement datefor identical,
unrestricted assets or liahilities.

. Level 2: Observableinputs other than Level 1 prices such as quoted pricesfor similar assets or liabilities;
quoted pricesin markets that are not active; or other inputs that are observable or can be corroborated by
observable market data for substantially the full term of the assets or liabilities.

. Level 3: Unobservable inputs that are supported by little or no market activity and that are significant to
thefair value of the assetsor liabilities. Level 3 assetsand liabilitiesinclude itemswhere the determination
of fair value requires significant management judgment or estimation.

Revenue Recognition

Aircraft lease revenues are recognized as operating lease revenues on a straight-line basis over the term of the
applicable lease agreements. Revenues generated from airline service agreements are typically recognized based on
hours flown or the amount of aircraft and crew resources provided during a reporting period. Certain agreements
include provisions for incentive payments based upon on-time reliability. These incentives are typically measured on
amonthly basis and recorded to revenue in the corresponding month earned. Revenuesfor operating expensesthat are
reimbursed through airline service agreements, including consumption of aircraft fuel, are generally recognized net,
asthe costs are incurred. Revenues from charter service agreements are recognized on scheduled and non-scheduled
flights when the specific flight has been completed. Contracts for the sale of aircraft parts typicaly result in the
recognition of revenue when the parts are delivered. Effective January 1, 2018, the Company records revenues and
estimated earnings over time for its airframe maintenance and aircraft modification contracts based on the percentage
of costs completed. Prior to January 1, 2018, revenues earned and expenses incurred in providing aircraft-related
maintenance, repair or modification serviceswereusually recognizedin the period in which the serviceswere compl eted
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and delivered to the customer. Revenues derived from sorting parcels are recognized in the reporting period in which
the services are performed.

Accounting Standards Updates

Effective January 1, 2018, the Company adopted the Financial Accounting Standards Board's ("FASB") Accounting
Standards Update ("ASU") No. 2014-09, “Revenue from Contracts with Customers (Topic 606)” ("Topic 606”) which
superseded previous revenue recognition guidance. Topic 606 is a comprehensive revenue recognition model that
requires a company to recognize revenue to depict the transfer of goods or services to a customer at an amount that
reflects the consideration it expectsto receive in exchange for those goods or services. The Company's |ease revenues
within the scope of Accounting Standards Codification 840, Leases, (" Topic 840") are specifically excluded from Topic
606.

The Company determined that under Topic 606, it is an agent for aviation fuel and certain other costs reimbursed
by customersunder itsACMI and CMI contracts and for certain cargo handling servicesthat it arranges for acustomer.
Under Topic 606, such reimbursed amounts are reported net of the corresponding expenses beginning in 2018. This
application of Topic 606 did not have a material impact on the Company's reported earnings in any period.

Under Topic 606, the Company is required to record revenue over time, instead of at the time of completion, for
certain customer contracts for airframe and modification services that do not have an alternative use and for which the
Company has an enforceable right to payment during the service cycle. The Company adopted the provisions of this
new standard using the modified retrospective method which required the Company to record a one-time adjustment
to retained earnings for the cumulative effect that the standard had on open contracts at the time of adoption. In
conjunction with the adoption of the new standard, the Company accelerated $3.6 million of revenue resulting in an
immaterial adjustment to its January 1, 2018 retained deficit for open airframe and modification services contracts.

Effective January 1, 2019, the Company adopted the FASB's ASU No. 2016-02, “Leases (Topic 842)" which
superseded previous lease guidance ASC 840, Leases. Topic 842 is a new lease model that requires a company to
recognize right-of-use (“ROU") assets and lease liabilities on the balance sheet. The Company adopted the standard
using the modified retrospective approach that does not require the restatement of prior year financial statements. The
adoption of Topic 842 did not have a material impact on the Company’s consolidated statement of operations and
consolidated statement of cash flows. The adoption of Topic 842 resulted in the recognition of ROU assets and
corresponding lease liabilities as of January 1, 2019 in the amount of $52.6 million for leases classified as operating
leases. Topic 842 aso applies to the Company's aircraft lease revenues, however, the adoption of Topic 842 did not
have a significant impact on the Company's accounting for its customer |ease agreements.

The Company adopted the package of practical expedientsand transition provisionsavailablefor expired or existing
contracts, which allowed the Company to carryforward its historical assessments of 1) whether contractsare or contain
leases, 2) lease classification, and 3) initial direct costs. Additionally, for real estate leases, the Company adopted the
practical expedient that allowslesseesto treat thelease and non-lease components of |eases asasinglelease component.
The Company also elected the hindsight practical expedient to determine the reasonably certain lease term for existing
leases. Further, the Company elected the short-term lease exception policy, permitting it to exclude the recognition
requirements for leases with terms of 12 months or less. See Note | for additional information about |eases.

In February 2018, the FASB issued ASU No. 2018-02 “ Reclassification of Certain Tax Effects From Accumulated
Other Comprehensive Income” ("ASU 2018-02"). ASU 2018-02 amends ASC 220, Income Statement - Reporting
Comprehensive lncome, to allow areclassification from accumul ated other comprehensiveincometo retained earnings
for stranded tax effects resulting from U.S. federal tax legislation known as the Tax Cuts and Jobs Act. ASU 2018-02
is effective for years beginning after December 15, 2018 and interim periods within those fiscal years. The Company
elected to retain stranded tax effects in accumulated other comprehensive income.

In June 2018, the FASB issued ASU No. 2018-07 “Improvements to Non-employee Share-based Payment
Accounting” ("ASU 2018-07"). ASU 2018-07 amendsASC 718, "Compensation - Stock Compensation” ("ASC 718"),
withtheintent of simplifying the accounting for share-based paymentsgranted to non-employeesfor goodsand services
and aligning the accounting for share-based payments granted to non-employees with the accounting for share-based
payments granted to employees. The Company adopted ASU 2018-07 on January 1, 2019 using the modified
retrospective approach as required. ASU 2018-07 replaced ASC 505-50, "Equity-Based Payments to
Nonemployees' ("ASC 505-50") which was previously applied by the Company for warrants granted to Amazon.com,

61



Inc. ("Amazon") as customer incentives. Asaresult of ASU 2018-07, the Company applied accounting guidance for
financial instruments to the unvested warrants conditionally granted to Amazon in conjunction with an investment
agreement reached with Amazon on December 22, 2018. Applying ASU 2018-07 as of January 1, 2019, through the
modified retrospective approach, resulted in the recognition of $176.9 million for unvested warrant liabilities, $100.1
million for customer incentive assets and cumulative-effect adjustments of $71.4 million, net of tax, to reduce retained
earnings for customer incentives that were not probable of being realized.

The adoption of ASU 2018-07 on January 1, 2019 did not have an impact on the accounting for vested warrants.

In January 2017, the FASB issued ASU "Intangibles-Goodwill and Other (Topic 350): Simplifying the Test for
Goodwill Impairment” (“*ASU 2017-04"). Thisnew standard eliminates Step 2 from the goodwill impairment test and
requiresan entity to performitsgoodwill impairment test by comparing thefair value of areporting unit withitscarrying
amount. An entity recognizesan impairment charge for the amount by which the carrying amount exceedsthereporting
unit’s fair value. ASU 2017-04 is effective for any annua or interim goodwill impairment tests in the fiscal years
beginning after December 15, 2019 and must be applied prospectively. Early adoptionispermitted for interim or annual
goodwill impairment tests performed on testing dates after January 1, 2017. The Company adopted this new accounting
guidance on January 1, 2018. The adoption did not have an impact on the Company's financial position, results of
operations, or cash flows.

InMarch 2017, the FASB issued ASU " Compensation - Retirement Benefits(Topic 715): Improving the Presentation
of Net Periodic Pension Cost and Net Periodic Postretirement Benefit Cost "(ASU 2017-07"). ASU 2017-07 requires
anemployer to report the service cost component of retiree benefitsin the samelineitem or itemsas other compensation
costsarising from servicesrendered by the pertinent employees during the period. The other components of net benefit
costs are required to be presented separately from the service cost component and outside a subtotal of income from
operations. The Company adopted ASU 2017-07 on January 1, 2018, retrospectively to all periods presented. Asa
result, retiree benefit plan interest expense, investment returns, settlements and other non-service cost components of
retiree benefit expenses are excluded from the Company's operating income subtotal as reported in the Company's
Consolidated Statement of Operations, but remain included in earnings before incometaxes. Information about retiree
benefit plans interest expense, investment returns and other components of retiree benefit expenses can be found in
Note J.

In June 2016, the FASB issued ASU "Financial Instruments - Credit Losses (Topic 326), Measurement of Credit
Losseson Financia Instruments. ("ASU 2016-13"). Under ASU 2016-13, an entity isrequired to utilize an “ expected
creditlossmodel” on certainfinancial instruments, including tradereceivables. Thismodel requiresan entity to estimate
expected credit losses over thelifetime of thefinancial asset including trade receivablesthat are not past due. Operating
lease receivables are not within the scope of Topic 326. ASU 2016-13 is effective for interim and annual reporting
periods beginning after December 15, 2019. The Company adopted the ASU effective January 1, 2020 and does not
expect the adoption to have a material impact on the consolidated financial statements or related disclosures.

NOTE B—ACQUISITION OF OMNI

On November 9, 2018, the Company acquired Omni including OAI and its aircraft fleet. The Company acquired
Omni for cash consideration of $867.7 million. The Company funded the all-cash acquisition by amending its senior
credit agreement to issue a new term loan for $675.0 million, drawing $180.0 million from itsrevolving credit facility
and using its available cash.

The acquisition of Omni by the Company is reported in accordance with Accounting Standards Codification 805,
Business Combinations, in which thetotal purchase priceisallocated to Omni’stangible and intangible assets acquired
and liabilities assumed based on their estimated fair values as of the date of the acquisition. The excess of the purchase
price over the estimated fair value of net assets acquired was recorded as goodwill. The purchase price exceeded the
fair value of the net assets acquired due to the strategic opportunities and expected benefits associated with adding
Omni'scapabilitiestothe Company'sexisting offeringsinthemarket. Thebenefitsof adding Omni includethefollowing:

e Additional passenger transportation capabilities
e FAA operating authority for the Boeing 777 aircraft

e Increased revenues, cash flows and customer diversification
e Passenger aircraft life cycle leading to potentia freighter conversion
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The allocation of the purchase price to specific assets and liabilities is based, in part, upon internal estimates of
assets and liabilities and independent appraisals. Based on the valuations, the following table summarizes estimated
fair values of the assets acquired and liabilities assumed (in thousands) for the consideration paid:

Cash $ 4,693
Accounts receivable 63,041
Other current assets 8,366
Other assets 7,836
Intangibles 140,000
Goodwill 353,466
Property and equipment 328,869
Current liabilities (32,646)
Customer deposits (5,950)
Net assets acquired $ 867,675

Property and equipment acquired includes the engines and airframes of eight Boeing 767 and three Boeing 777
passenger aircraft owned by Omni and leasehold improvements for two Boeing 767 aircraft under operating |eases.
The fair values assigned to the acquired aircraft were derived from market comparisons with the assistance of an
independent appraiser. Depreciation expense of property and equipment is provided on a straight-line basis over the
lesser of the asset’sremaining useful life or lease term. The estimated remaining life of these airframes range between
seven and eighteen years. The estimated life of the airframes and engines include the Company's intent to convert a
portion of Omni's passenger aircraft to freighter aircraft after the aircraft are no longer used for passengers. Thevalue
of major airframe maintenance and engine overhauls are depreciated over the useful life of the overhaul. Intangible
assets consisted of $134.0 millionfor customer relationshipsand $6.0 millionfor airlinecertificates. Thevalueassigned
to Omni's customer relationships was determined by discounting the estimated cash flows associated with the existing
customers as of the acquisition date, taking into consideration expected attrition of the existing customer base. The
estimated cash flowswerebased on revenuesfor those existing customers, net of operati ng expensesand net contributory
asset charges associated with servicing those customers. The estimated revenues were based on revenue growth rates
and customer renewal rates. Operating expenses were estimated based on the supporting infrastructure expected to
sustain the assumed revenue levels. The customer relationship intangibles are estimated to amortize over seven to
twenty years on a straight-line basis and airline certificates have indefinite lives and therefore are not amortized. The
goodwill is deductible for U.S. income tax purposes over 15 years.

The following table provides unaudited pro forma financia results (in thousands) for the Company after giving
effect to the acquisition of Omni and adjustments described below. This information is based on adjustments to the
historical consolidated financial statementsof Omni using the purchase method of accounting for businesscombinations
asif the acquisition had taken place on January 1, 2017. The unaudited pro forma adjustments do not include any of
the cost savings and other synergieswhich may result from the acquisition. These unaudited pro formafinancial results
are based on assumptions considered appropriate by management and include all material adjustments as considered
necessary. These unaudited pro forma results have been prepared for comparative purposes only and do not purport
to be indicative of results that would have actualy been reported as of the date or for the year presented had the
acquisition taken place on such date or at the beginning of the year indicated, or to project the Company’s financial
position or results of operations which may be reported in the future (in thousands).

Year Ended December 31,

2018 2017
Pro formarevenues 1,320,234 1,425,823
Pro forma net earnings from continuing operations 88,454 13,660

Revenues for 2018 reflect the adoption of Topic 606 on January 1, 2018, as described in Note O. Under this new
revenue standard, such reimbursed amounts are reported net of the corresponding expenses beginning in 2018. Pro
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forma revenues for 2017 included $289.4 million of reimbursed expenses. The following adjustments were made to
the historical financial records to create the unaudited pro formainformation in the table above:

e Adjustmentsto eliminate transactions between the Company and Omni during the years ended December 31, 2017
and the ten and one half months ended November 9, 2018 respectively.

e Adjustment toreflect estimated additional depreci ation and amorti zation expense of $10.6 millionand $10.0million
for the year ended December 31, 2017 and the ten and one half months ended November 9, 2018, respectively,
resulting primarily from the fair value adjustments to Omni’sintangible assets. Pro formacombined depreciation
expense for the periods presented reflect the increased fair values of the aircraft acquired and longer useful lives
of the aircraft, indicative of the Company's polices and intent to modify certain aircraft to freighters as an aircraft
isremoved from passenger service.

* Adjustment to reflect additional interest expense and amortization of debt issuance costs for the year ended
December 31, 2017 and theten and one half monthsended November 9, 2018, rel ated to the combined $855 million
from an unsubordinated term loan and revolving facility draws using the prevailing rates of 4.57%.

e Adjustment to apply the statutory tax rate of the Company to the pre-tax earnings of Omni and the pro forma
adjustments for the year ended December 31, 2017 and the ten and one half months ended November 9, 2018.
Omni had historically elected to be treated as pass-through entities for income tax purposes. Accordingly, no
provision for income taxes had been made in Omni's consolidated statements of earnings. The adjustments reflect
tax rates of 35% for 2017 and 22.58% for the first ten and one half months ended November 9, 2018.

* Adjustment to remove acquisition related expenses of $5.3 million for professional fees and classified as
"Transaction fees " within the consolidated statement of operations for 2018.

NOTE C—GOODWILL, INTANGIBLES AND EQUITY INVESTMENTS

Asdisclosed in Note B, on November 9, 2018, the Company acquired Omni. The purchase price was alocated
to tangible and identifiable intangibl e assets acquired and liabilities assumed based on their estimated fair values at the
date of acquisition. The excess purchase price over the estimated fair value of net assets acquired was recorded as
goodwill. Identified intangible assetsincluded OAI's certificated authority granted by the FAA to operate asan airline
and OAl'slong term customer relationships.

On February 1, 2019, the Company acquired agroup of companies under common control, referred to as TriFactor.
Trifactor resells material handling equipment and provides engineering design solutions for warehousing, retail
distribution and e-commerce operations. Revenues and operating expensesincludethe activities of TriFactor for periods
since its acquisition by the Company. The excess purchase price over the estimated fair value of net assets acquired
was recorded as goodwill. The acquisition of TriFactor did not have a significant impact on the Company's financial
statements or results of operations.

As of December 31, 2019, 2018 and 2017, the goodwill amounts for reporting units that have goodwill were
separately tested for impairment. To perform the goodwill impairment test, the Company determined the fair value of
the reporting units using industry market multiples and discounted cash flows utilizing amarket-derived cost of capital
(level 3fair valueinputs). The goodwill amountswere not impaired. The carrying amounts of goodwill are asfollows
(in thousands):

ACMI
CAM Services  All Other Total
Carrying value as of December 31, 2017 $ 34395 $ — $ 2884 $ 37,279
Acquisition of Omni 118,895 234,571 — 353,466
Carrying value as of December 31, 2018 $ 153290 $ 234571 $ 2,884 $ 390,745
Acquisition of TriFactor — — 5,229 5,229
Carrying value as of December 31, 2019 $ 153290 $ 234571 $ 8113 $ 395974




The Company's acquired intangible assets are as follows (in thousands):

Airline Amortizing
Certificates Intangibles Total
Carrying value as of December 31, 2017 $ 3000 $ 4,298 $ 7,298
Acquisition of Omni 6,000 134,000 140,000
Amortization — (2,684) (2,684)
Carrying value as of December 31, 2018 $ 9,000 $ 135,614 $ 144,614
Amortization — (11,434) (11,434)
Right of use asset — (1,500) (1,500)
Carrying value as of December 31, 2019 $ 9,000 $ 122,680 $ 131,680

The airline certificates have an indefinite life and therefore are not amortized. The Company amortizes finite-
livedintangiblesassets, including customer rel ationship and STCintangibles, over 3to 19years. The Company recorded
intangible amortization expense of $11.4 million, $2.7 million and $1.2 million for the years ending December 31,
2019, 2018 and 2017, respectively. Estimated amortization expense for the next five years is $11.4 million, $10.6
million, $10.6 million, $10.6 million and $10.6 million.

Stock warrants issued to a lessee (see Note D) as an incentive are recorded as a lease incentive asset using their
fair valueat thetimethat thelessee hasmet its performance obligations and amortized agai nst revenues over theduration
of related aircraft |eases. The Company's lease incentive granted to the lessee was as follows (in thousands):

Lease
Incentive
Carrying value as of December 31, 2017 $ 80,684
Amortization (16,904)
Carrying vaue as of December 31, 2018 $ 63,780
Adoption of ASU 2018-07 100,076
Amortization (17,178)
Carrying value as of December 31, 2019 $ 146,678

The lease incentive began to amortize in April 2016 with the commencement of certain aircraft leases. Based on
the warrants granted as of December 31, 2019, the Company expectsto record amortization, as areduction to the lease
revenue, of $20.5 million, $22.2 million, $22.3 million, $17.7 million and $14.8 million for each of the next five years
ending December 31, 2024.

In January 2014, the Company acquired a 25 percent equity interest in West Atlantic AB of Gothenburg, Sweden
("West"). West, through its two airlines, West Atlantic UK and West Atlantic Sweden, operates a fleet of aircraft on
behalf of European regional mail carriers and express logistics providers. The airlines operate a combined fleet of
British Aerospace ATPs, Bombardier CRJ-200-PFs, and Boeing 767 and 737 aircraft. In April 2019, West issued
additional shares to a new investor in conjunction with a capital investment and purchase agreement which reduced
the Company's ownership to approximately 10% and reduced the Company's influence over West. West |eases three
Boeing 767 aircraft and one Boeing 737 from the Company.

On August 3, 2017 the Company entered into a joint-venture agreement with Precision Aircraft Solutions, LLC,
to develop a passenger-to-freighter conversion program for Airbus A321-200 aircraft. The Company anticipates
approval of asupplemental type certificate from the FAA in 2020. The Company expects to make contributions equal
to its 49% ownership percentage of the program'stotal costs over the next two years. During the 2019, 2018 and 2017
years, the Company contributed $12.3 million, $11.4 million and $8.7 million to the joint venture, respectively. The
Company accounts for its investment in the aircraft conversion joint venture under the equity method of accounting,
in which the carrying value of each investment is reduced for the Company's share of the non-consolidated affiliates
operating results.
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The carrying value of West and the joint venture totaled $10.9 million and $12.5 million at December 31, 2019
and 2018, respectively, and arereflected in“ Other Assets’ inthe Company’sconsolidated bal ance sheets. The Company
monitors its investments in affiliates for indicators of other-than-temporary declines in value on an ongoing basis in
accordance with GAAP. If the Company determines that an other-than-temporary decline in value has occurred, it
recognizes an impairment loss, which is measured as the difference between the recorded carrying value and the fair
value of the investment. The fair value is generally determined using an income approach based on discounted cash
flows or using negotiated transaction values.

NOTE D—SIGNIFICANT CUSTOMERS
DHL

The Company has had long term contracts with DHL Network Operations (USA), Inc. and its affiliates ("DHL")
since August 2003. Revenues from aircraft leases and related services performed for DHL were approximately 14%,
26% and 24% of the Company's consolidated revenues from continuing operations for the years ended December 31,
2019, 2018 and 2017, respectively. Revenues excluding directly reimbursed expenses from continuing operations
performed for DHL comprised approximately 30% of the Company's consolidated revenuesfrom continuing operations
for the year ended December 31, 2017. The Company’s balance sheetsinclude accounts receivable with DHL of $12.7
million and $13.4 million as of December 31, 2019 and December 31, 2018, respectively.

The Company leases Boeing 767 aircraft to DHL under both long-term and short-term lease agreements. Under
a separate crew, maintenance and insurance (“CMI”) agreement, the Company operates Boeing 767 aircraft that DHL
leases from the Company. Pricing for services provided through the CMI agreement is based on pre-defined fees,
scaled for the number of aircraft operated and the number of flight crews provided to DHL for its U.S. network. The
Company provides DHL with scheduled maintenance servicesfor aircraft that DHL leases. The Company also provides
additional air cargo transportation services for DHL through ACMI agreements in which the Company provides the
aircraft, crews, maintenance and insurance under a single contract. Revenues generated from the ACMI agreements
aretypically based on hours flown. The Company also provides ground equipment, such as power units, air starts and
related maintenance services to DHL under separate agreements.

Amazon

The Company has been providing freighter aircraft and services for cargo handling and logistical support for
Amazon.com Services, LLC ("ASI"), successor to Amazon.com Services, Inc., a subsidiary of Amazon.com, Inc.
("Amazon") since September 2015. On March 8, 2016, the Company entered into an Air Transportation Services
Agreement (the “ATSA”) with ASI, pursuant to which CAM leases 20 Boeing 767 freighter aircraft to ASI, including
12 Boeing 767-200 freighter aircraft for aterm of five years and eight Boeing 767-300 freighter aircraft for aterm of
seven years. The ATSA also provides for the operation of those aircraft by the Company’s airline subsidiaries, and the
management of ground services by the Company's subsidiary LGSTX Services Inc. ("LGSTX"). The ATSA became
effective on April 1, 2016 and had an original term of five years.

In conjunction with the execution of the ATSA, the Company and Amazon entered into an I nvestment Agreement
and a Stockholders Agreement on March 8, 2016. The Investment Agreement calls for the Company to issue warrants
in three tranches which will grant Amazon the right to acquire up to 19.9% of the Company’s outstanding common
shares as described below. The first tranche of warrants, issued upon the execution of the Investment Agreement and
all of which are now fully vested, granted Amazon the right to purchase approximately 12.81 million ATSG common
shares, with the first 7.69 million common shares vesting upon issuance on March 8, 2016, and the remaining 5.12
million common sharesvesting asthe Company delivered additional aircraft leased under the ATSA. Thesecond tranche
of warrants, which wereissued and vested on March 8, 2018, grants Amazon the right to purchase approximately 1.59
million ATSG common shares. The third tranche of warrants will be issued and vest on September 8, 2020, and will
grant Amazon the right to purchase such additional number of ATSG common sharesasis necessary to bring Amazon’s
ownership to 19.9% of the Company’s pre-transaction outstanding common shares measured on aGAAP-diluted basis,
adjusted for shareissuances and repurchases by the Company following the date of the I nvestment Agreement and after
giving effect to thewarrants granted. The exercise price of thewarrantsis $9.73 per share, which representsthe closing
priceof ATSG’scommon shareson February 9, 2016. Each of thethreetranchesof warrantsareexercisableinaccordance
with its terms through March 8, 2021.
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On December 22, 2018 the Company announced agreements with Amazon to 1) lease and operate ten additional
Boeing 767-300 aircraft for ASI, 2) extend the term of the 12 Boeing 767-200 aircraft currently leased to ASI by two
years to 2023 with an option for three more years, 3) extend the term of the eight Boeing 767-300 aircraft currently
leased to ASI by three yearsto 2026 and 2027 with an option for three more years and 4) extend the ATSA by fiveyears
through March 2026, with an option to extend for an additional threeyears. The Company delivered six of the 767-300
aircraft in 2019 and plans to deliver the remainder in 2020. All ten of these aircraft leases will be for ten years.

In conjunction with the commitment for ten additional 767 aircraft leases, extensions of twenty existing Boeing
767 aircraftleasesand the AT SA described above, Amazon and the Company entered into another I nvestment Agreement
on December 20, 2018. Pursuant to the 2018 Investment Agreement, Amazon will be issued warrantsfor 14.8 million
common shares which could expand its potential ownership in the Company to approximately 33.2%, including the
warrants described above for the 2016 agreements. Warrantsfor 11.1 million common shares vested as existing | eases
wereextended and six additional aircraft |easeswere executed and added to the AT SA operations. More of thesewarrant
will vest asfour additional aircraft leaseswere executed. These new warrantswill expireif not exercised within seven
years from their issuance date. They have an exercise price of $21.53 per share.

Additionally, Amazon will be able to earn incremental warrant rights, increasing its potential ownership from
33.2% up to approximately 39.9% of the Company, by leasing up to seventeen more cargo aircraft from the Company
before January 2026. Incremental warrants granted for Amazon’s commitment to any such future aircraft leases will
have an exercise price based on the volume-weighted average price of the Company's shares during the 30 trading days
immediately preceding the contractual commitment for each lease.

The warrantsissuable under these new agreements with Amazon required an increase in the number of authorized
common shares of the Company. Management submitted proposals for shareholder consideration at the Company's
annual meeting of shareholders on May 9, 2019 calling for an increase in the number of authorized common shares
and approval of the warrants as required under the rules of the Nasdaq Global Select Market. Both proposals were
approved by shareholders on May 9, 2019.

TheCompany’saccountingfor thewarrantshasbeen determinedin accordancewiththefinancial reporting guidance
for financial instruments. Warrants obligations are marked to fair value at the end of each reporting period. The value
of warrantsis recorded as a customer incentive asset if it is probable of vesting at the time of grant and further changes
inthefair value of warrant obligations are recorded to earnings. Upon awarrant vesting event, the customer incentive
asset is amortized as a reduction of revenue over the duration of the related revenue contract

As of December 31, 2019, the Company's liabilities reflected 14.83 million warrants from the 2016 Investment
Agreement having afair value of $206.6 million and 24.7 million warrants from the 2018 Amazon agreements having
afair value of $176.5 million. During the years ended December 31, 2019, 2018 and 2017 the re-measurements of all
the warrantsto fair value resulted in a net non-operating losses of $2.3 million, net gains of $7.4 million and losses of
$81.8 million before the effect of income taxes, respectively.

Revenues from Amazon comprised approximately 23%, 27% and 44% of the Company's consolidated revenues
from continuing operationsfor the years ending December 31, 2019, 2018 and 2017, respectively. Revenuesexcluding
directly reimbursed expenses from continuing operations performed for Amazon comprised approximately 27% of the
Company's consolidated revenues from continuing operations for the year ended December 31, 2017. The Company’s
bal ance sheets include accounts receivable with Amazon of $50.1 million and $29.2 million as of December 31, 2019
and December 31, 2018, respectively.

The Company's earnings in future periods will be impacted by the re-measurements of warrant fair value,
amortizations of the lease incentive asset and the related income tax effects. For income tax calculations, the value
and timing of related tax deductions will differ from the guidance described above for financial reporting.

DoD

The Company is a provider of cargo and passenger airlift services to the DoD. The DoD awards flightsto U.S.
certificated airlines through annual contracts and through temporary “expansion” routes. Revenues from services
performed for the DoD were approximately 34%, 15% and 7% of the Company's total revenues from continuing
operationsfor theyearsended December 31, 2019, 2018 and 2017, respectively, including revenuesfor Omni beginning
November 9, 2018. Revenues excluding directly reimbursed expenses from continuing operations performed for the
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DoD comprised approximately 10% of the Company's consolidated revenues from continuing operations for the year
ended December 31, 2017. The Company's balance sheetsincluded accounts receivable with the DoD of $44.5 million
and $50.5 million as of December 31, 2019 and December 31, 2018, respectively.

NOTE E—FAIR VALUE MEASUREMENTS

The Company’s money market funds and interest rate swaps are reported on the Company’s consolidated balance
sheets at fair values based on market values from comparable transactions. The fair value of the Company’s money
market funds, convertible note, convertible note hedges and interest rate swaps are based on observable inputs (Level
2) from comparable market transactions.

The fair value of the stock warrant obligations resulting from aircraft leased to Amazon were determined using a
Black-Scholes pricing model which considers various assumptions, including the Company’s common stock price, the
volatility of the Company’s common stock, the expected dividend yield, exercise price and the risk-free interest rate
(Level 2inputs). Thefair value of the stock warrant obligations for unvested stock warrants, conditionally granted to
Amazon for the execution of incremental, future aircraft leases, include additional assumptionsincluding the expected
exercise prices and the probabilities that future leases will occur (Level 3 inputs).

Thefollowing table reflects assets and liabilities that are measured at fair value on arecurring basis (in thousands):

As of December 31, 2019 Fair Value Measurement Using
Level 1 Level 2 Level 3 Total

Assets

Cash equivalents—money market $ — 3 1129 $ — 3 1,129

Interest rate swap — 111 — 111
Total Assets $ — % 1,240 $ — $ 1,240
Liabilities

Interest rate swap $ — 8 (8237) $ — $ (8,237)

Stock warrant obligations — (340,767) (42,306) (383,073)
Total Liabilities $ — $ (349,004) $ (42,306) $ (391,310)
As of December 31, 2018 Fair Value Measurement Using

Level 1 Level 2 Level 3 Total

Assets

Cash equivalents—money market $ — 3 17,986 $ — 3 17,986

Interest rate swap — 2,971 — 2,971
Total Assets $ — % 20,957 $ — $ 20,957
Liabilities

Interest rate swap $ — $ (1,138) $ — $ (1,138)

Stock warrant obligation — (203,782) — (203,782)
Total Liabilities $ — 3 (204,920) $ — $ (204,920)

At December 31, 2019, vested stock warrants having an exercise price of $9.73 were valued at $13.93 each using
arisk-freeinterest rate of 1.6% and astock volatility of 35%, based on the time period corresponding with the expiration
period of the warrants. At December 31, 2019, vested stock warrants from the 2018 Amazon agreements having an
exercise price of $21.53 were valued at $9.30 each, using a risk-free interest rate of 1.8% and a stock volatility of
35.0%, based on the time period corresponding with the expiration period of the warrants. At December 31, 2019,
unvested stock warrants from the 2018 Amazon agreement were valued using additional assumptions for an expected
grant date, expected exercise price, the risk free rate to the expected grant date and the probabilities that future leases
will occur. At December 31, 2018, each vested stock warrant having an exercise price of $9.73 was valued at $13.76
using arisk-free rate of 2.5% and a stock volatility of 37.5%.
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The fair value of the note conversion obligations were estimated using discounted cash flows and the fair value of
convertible note hedges were estimated using a Black-Scholes pricing model and incorporate the terms and conditions
of the underlying financial instruments (Level 2 Inputs). The valuations are, anong other things, subject to changes
in both the Company's credit worthiness and the counter-partiesto the instruments aswell aschangesin general market
conditions. While the change in fair value of the note conversion obligations and the convertible note hedges are
generally expected to move in opposite directions, the net change in any given period may be material. At December
31, 2018, the value of the convertible note hedges and note conversion obligations were valued at $50.0 million and
$50.8 million respectively.

As aresult of lower market interest rates compared to the stated interest rates of the Company’s fixed rate debt
obligations, the fair value of the Company’s debt obligations, based on Level 2 observable inputs, was approximately
$2.7 million lessthan the carrying value, which was $1,484.4 million at December 31, 2019. Asof December 31, 2018,
the fair value of the Company’s debt obligations was approximately $6.0 million less than the carrying value, which
was $1,401.3 million. The non-financial assets, including goodwill, intangible assets and property and equipment are
measured at fair value on anon-recurring basis.

NOTE F—PROPERTY AND EQUIPMENT

The Company's property and equipment consists primarily of cargo aircraft, aircraft engines and other flight
equipment. Property and equipment, to be held and used, is summarized as follows (in thousands):

December 31, December 31,

2019 2018
Flight equipment $ 2598113 $ 2,340,840
Ground equipment 59,628 57,455
L easehold improvements, facilities and office equipment 33,649 28,745
Aircraft modifications and projectsin progress 220,827 74,449

2,912,217 2,501,489
Accumulated depreciation (1,146,197) (946,484)
Property and equipment, net $ 1766020 $ 1,555,005

CAM owned aircraft with acarrying value of $889.3 million and $803.7 million that were under leasesto external
customers as of December 31, 2019 and 2018, respectively.

NOTE G—DEBT OBLIGATIONS
Debt obligations consisted of the following (in thousands):

December 31, December 31,
2019 2018
Unsubordinated term loans $ 626,277 $ 721,406
Revolving credit facility 632,900 475,000
Convertible debt 213,461 204,846
Other financing arrangements 11,746 —
Total debt obligations 1,484,384 1,401,252
Less: current portion (24,707) (29,654)
Total long term obligations, net $ 1,469,677 $ 1,371,598

The Company utilizes asyndicated credit agreement (" Senior Credit Agreement™) which includes unsubordinated
term loans and arevolving credit facility. In November 2019, the Senior Credit Agreement was amended to increase
the maximum revolver capacity from $645.0 million to $750.0 million, combine two terms loans into one loan and
reduce theinterest rate spread of the LIBOR based financing at various debt-to-EBITDA levels. Thisamendment also
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extended the agreement to November 2024 provided certain liquidity measures are maintained during 2024 and added
incremental accordion capacity based on debt ratios. As of December 31, 2019, the unused revolving credit facility
totaled $103.9 million, net of draws of $632.9 million and outstanding letters of credit of $13.2 million. The Senior
Credit Agreement permitted additional indebtedness of up to $750.0 million, excluding the unsecured convertible notes
outstanding of $258.8 million as of December 31, 2019.

The balance of the unsubordinated term loan is net of debt issuance costs of $8.7 million and $9.8 million for the
years ended December 31, 2019 and 2018, respectively. Under the terms of the Senior Credit Agreement, interest rates
are adjusted at least quarterly based on the Company's EBITDA, its outstanding debt level and prevailing LIBOR or
primerates. At the Company's current debt-to-EBITDA ratio, the LIBOR based financing for the unsubordinated term
loan and revolving credit facility bear variable interest rates of 3.675% and 3.649%, respectively.

The Senior Credit Agreement iscollateralized by certain of the Company'sBoeing 777, 767 and 757 aircraft. Under
the terms of the Senior Credit Agreement, the Company is required to maintain collateral coverage equal to 115% of
the outstanding bal ance of theterm loan and thetotal funded revolving credit facility. The minimum collateral coverage
which must be maintained is 50% of the outstanding balance of the term loan plus the revolving credit facility
commitment of $750.0 million.

The Senior Credit Agreement limits the amount of dividends the Company can pay and the amount of common
stock it can repurchase to $100.0 million during any calendar year, provided the Company'stotal debt to earningsbefore
interest, taxes, depreciation and amortization expenses ("EBITDA") ratio is under 3.00 times, after giving effect to the
dividend or repurchase. The Senior Credit Agreement contains covenants, including a maximum permitted total
EBITDA to debt ratio, afixed charge covenant ratio requirement, limitations on certain additional indebtedness, and
on guarantees of indebtedness. The Senior Credit Agreement stipulates events of default, including unspecified events
that may have material adverse effects on the Company. If an event of default occurs, the Company may be forced to
repay, renegotiate or replace the Senior Credit Agreement.

On January 28, 2020, the Company, through a subsidiary, completed a debt offering of $500.0 million in senior
unsecured notes (the “ Senior Notes’). The Senior Notes were sold only to qualified institutional buyersin the United
States pursuant to Rule 144A under the SecuritiesAct of 1933, asamended (the“ SecuritiesAct”), and certain investors
pursuant to Regulation Sunder the SecuritiesAct. The Senior Notes are senior unsecured obligations that bear interest
at arate of 4.75% per year, payable semiannually in arrears on February 1 and August 1 of each year, beginning on
August 1, 2020. The Senior Notes will mature on February 1, 2028. The Senior Notes contain customary events of
default and certain covenantswhich are generally no morerestrictive than those set forthin the Senior Credit Agreement.
The net proceeds of $495.0 million from the Senior Notes were used to pay down the revolving credit facility. The
Senior Notes do not require principal paymentsin 2020.

In September 2017, the Company issued $258.8 million aggregate principa amount of 1.125% Convertible Senior
Notes due 2024 (" Convertible Notes") in a private offering to qualified institutional buyers pursuant to Rule 144A
under the Securities Act. The Convertible Notes bear interest at a rate of 1.125% per year payable semi-annualy in
arrears on April 15 and October 15 each year, beginning April 15, 2018. The Convertible Notes mature on October
15, 2024, unless repurchased or converted in accordance with their terms prior to such date. The Convertible Notes
areunsecuredindebtedness, subordinated to the Company'sexisting and future secured indebtednessand other liabilities,
including trade payables. Conversion of the Convertible Notes can only occur upon satisfaction of certain conditions
and during certain periods, beginning any calendar quarter commencing after December 31, 2017 and thereafter, until
theclose of businesson the second schedul ed trading day immediately preceding thematurity date. Upontheoccurrence
of certain fundamental changes, holders of the Convertible Notes can require the Company to repurchase their notes
at the cash repurchase price equal to the principal amount of the notes, plus any accrued and unpaid interest.

The Convertible Notes may be settled in cash, the Company’s common shares or a combination of cash and the
Company’s common shares, at the Company’s election. The initial conversion rate is 31.3475 common shares per
$1,000 principal amount of Convertible Notes (equivalent to an initial conversion price of approximately $31.90 per
common share). If a“make-wholefundamental change” (asdefined in the offering circular with the Convertible Notes)
occurs, the Company will, in certain circumstances, increase the conversion rate for a specified period of time.

In conjunction with the Convertible Notes, the Company purchased convertible note hedges under privately
negotiated transactionsfor $56.1 million, having the same number of the Company's common shares, 8.1 million shares
and same strike price of $31.90, that underlie the Convertible Notes. The convertible note hedges are expected to
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reduce the potential equity dilution with respect to the Company's common stock, and/or offset any cash paymentsin
excess of the principal amount due, as the case may be, upon conversion of the Convertible Notes. The Company's
current intent and policy isto settleall Note conversions through acombination settlement which satisfies the principal
amount of the Convertible Notes outstanding with cash. The Convertible Notes could have a dilutive effect on the
computation of earnings per sharein accordance with accounting principlesto the extent that the average traded market
price of the Company’s common shares for a reporting period exceeds the conversion price.

Theconversionfeatureof the Convertible Notesrequired bifurcation fromthe principal amount under theapplicable
accounting guidance. Settlement provisions of the Convertible Notes and the convertible note hedges required cash
settlement of theseinstrumentsuntil the Company's sharehol dersincreased the number of authorized shares of common
stock to cover the full number of shares underlying the Convertible Notes. As a result, the conversion feature of the
Convertible Notes and the convertible note hedges were initially accounted for as liabilities and assets, respectively,
and marked to market at the end of each period. Thefair value of the note conversion obligation at issuance was $57.4
million.

On May 10, 2018, the Company's shareholders increased the number of authorized shares of common stock to
cover the full number of shares underlying the Convertible Notes. The Company reevaluated the Convertible Notes
and convertible note hedges under the applicable accounting guidance including ASC 815, "Derivatives and Hedging,"
and determined that the instruments, which meet the definition of derivative and are indexed to the Company's own
stock, should be classified in shareholder's equity. On May 10, 2018, the fair value of the conversion feature of the
Convertible Notes and the convertible note hedges of $51.3 million and $50.6 million, respectively, were reclassified
to paid-in capital and are no longer remeasured to fair value.

The net proceeds from the issuance of the Convertible Notes was approximately $252.3 million, after deducting
initial issuance costs. These unamortized issuance costs and discount are being amortized to interest expense through
October 2024, using an effectiveinterest rate of approximately 5.15%. The carrying value of the Company'sconvertible
debt is shown below.

December 31, December 31,
2019 2018
Principal value, Convertible Senior Notes, due 2024 258,750 258,750
Unamortized issuance costs (4,864) (5,799)
Unamortized discount (40,425) (48,105)
Convertible debt 213,461 204,846

In conjunction with the offering of the Convertible Notes, the Company also sold warrants to the convertible note
hedge counterparties in separate, privately negotiated warrant transactions at a higher strike price and for the same
number of the Company’s common shares, subject to customary anti-dilution adjustments. The amount received for
these warrants and recorded in Stockholders' Equity in the Company’s consolidated bal ance sheets was $38.5 million.
These warrants could result in 8.1 million additional shares of the Company's common stock, if the Company's traded
market price exceeds the strike price which is $41.35 per share and is subject to certain adjustments under the terms
of the warrant transactions. The warrants could have a dilutive effect on the computation of earnings per share to the
extent that the average traded market price of the Company's common shares for a reporting periods exceed the strike
price.
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The scheduled cash principal paymentsfor the Company's debt obligations, as of December 31, 2019, for the next
five years are as follows (in thousands):

Principal

Payments
2020 $ 16,481
2021 16,491
2022 32,378
2023 32,389
2024 1,432,050
2025 and beyond 8,607
Total principal cash payments 1,538,396
Less: unamortized issuance costs and discounts (54,012
Total debt obligations $ 1,484,384

NOTE H—DERIVATIVE INSTRUMENTS

The Company's Senior Credit Agreement requires the Company to maintain derivative instruments for protection
from fluctuating interest rates, for at least twenty-five percent of the outstanding balance of the term loan issued in
November 2018. Accordingly, the Company entered into additional interest rate swapsin December 2018 and January
2019 having initial values of $150.0 million and $150.0 million, respectively, and forward start dates of December 31,
2018 and June 28, 2019. Thetablebelow providesinformation about the Company’sinterest rate swaps (in thousands):

December 31, 2019 December 31, 2018

Stated Market Market

Interest Notional Value Notional Value
Expiration Date Rate Amount (Liability) Amount (Liability)
May 5, 2021 1.090% 20,625 111 28,125 650
May 30, 2021 1.703% 20,625 (25) 28,125 366
December 31, 2021 2.706% 146,250 (3,242) 150,000 (1,138)
March 31, 2022 1.900% 50,000 (408) 50,000 829
March 31, 2022 1.950% 75,000 (696) 75,000 1,126
March 31, 2023 2.425% 148,125 (3,866) = —

The outstanding interest rate swaps are not designated as hedges for accounting purposes. The effects of future
fluctuationsin LIBOR interest rates on derivatives held by the Company will result in the recording of unrealized gains
and losses into the statement of operations. The Company recorded a net |oss on derivatives of $10.0 million and $8.0
thousand and net gains of $1.4 million for the years ending December 31, 2019, 2018 and 2017, respectively. The
liability for outstanding derivativesis recorded in other liabilities and in accrued expenses.

The Company recorded anet loss before the effects of income taxes of $0.1 million and anet gain before the effects
of income taxes of $0.6 million during the years ended December 31, 2018 and 2017, respectively, for the revaluation
of the convertiblenotehedgesand the note conversion obligationstofair valuebeforetheseinstrumentswererecl assified
to paid-in-capital.

72



NOTE I—COMMITMENTS AND CONTINGENCIES
Lease Commitments

The Company |eases property, four aircraft, aircraft engines and other types of equipment under operating leases.
Property |leases include hangars, warehouses, offices and other space at certain airports with fixed rent payments and
lease terms ranging from one month to seven years. The Company is obligated to pay the lessor for maintenance, real
estate taxes, insurance and other operating expenses on certain property leases. These expenses are variable and are
not included in the measurement of the lease asset or lease liability. These expenses are recognized as variable lease
expense when incurred and are not material. Equipment leases include ground support and industrial equipment as
well as computer hardware with fixed rent payments and terms of one month to five years.

TheCompany recordstheinitial right-to-use asset and leaseliability at the present val ue of |ease payments scheduled
during the lease term. For the year ended December 31, 2019, non-cash transactions to recognize right-to-use assets
and corresponding liabilities for new leases were $17.0 million. Unless the rate implicit in the lease is readily
determinable, the Company discounts the |ease payments using an estimated incremental borrowing rate at the time of
lease commencement. The Company estimates the incremental borrowing rate based on the information available at
the lease commencement date, including the rate the Company could borrow for asimilar amount, over asimilar lease
termwith similar collateral. The Company'sweighted-average discount rate for operating leases at December 31, 2019
was4.7%. Leases often include rental escalation clauses, renewal options and/or termination optionsthat are factored
into the determination of lease payments when appropriate. Although not material, the amount of such options is
reflected below in the maturity of operating lease liabilitiestable. Lease expenseisrecognized on astraight-line basis
over the lease term. Our weighted-average remaining lease term is 4.6 years.

For the year ended December 31, 2019, cash payments against operating lease liabilities were $19.7 million. As
of December 31, 2019, the maturities of operating lease liabilities are as follows (in thousands):

Operating Leases

2020 $ 14,549
2021 10,425
2022 6,764
2023 6,138
2024 4,940
2025 and beyond 5,155
Total undiscounted cash payments 47,971
Less: amount representing interest (4,780)
Present value of future minimum lease payments 43,191
Less: current obligations under |eases 12,857
Long-term lease obligation $ 30,334

The Company expects to lease two additional passenger aircraft commencing in 2020 that are not reflected in the
table above.
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The future minimum lease payments of the Company as of December 31, 2018 are scheduled below (in thousands):

Operating Leases

2019 $ 17,505
2020 15,418
2021 12,703
2022 6,735
2023 4,641
2024 and beyond 12,462
Total minimum lease payments $ 69,464

Purchase Commitments

The Company has agreements with Israel Aerospace Industries Ltd. ("IAl") for the conversion of Boeing 767
passenger aircraft into a standard configured freighter aircraft. The conversions primarily consist of the installation of
astandard cargo door and loading system. As of December 31, 2019, the Company had eight aircraft that werein or
awaiting the modification process. As of December 31, 2019, the Company had placed non-refundable deposits of
$23.2 million to purchase 15 more Boeing 767-300 passenger aircraft through 2021. As of December 31, 2019, the
Company's commitments to acquire and convert aircraft totaled $369.1 million through 2021.

Guarantees and Indemnifications

Certain leases and agreements of the Company contain guarantees and indemnification obligations to the lessor, or
one or more other parties that are considered reasonable and customary (e.g. use, tax and environmental
indemnifications), the terms of which range in duration and are often limited. Such indemnification obligations may
continue after expiration of the respective lease or agreement.

Other

In addition to the foregoing matters, the Company is also a party to legal proceedingsin various federal and state
jurisdictions from time to time arising out of the operation of the Company's business. The amount of alleged liability,
if any, from these proceedings cannot be determined with certainty; however, the Company believes that its ultimate
liability, if any, arising from pending legal proceedings, aswell asfrom asserted legal claimsand known potential legal
claimswhich are probable of assertion, taking into account established accruals for estimated liabilities, should not be
material to our financial condition or results of operations.

Employees Under Collective Bargaining Agreements

Asof December 31, 2019, theflight crewmember employeesof ABX, ATl and Omni and flight attendant employees
of ATl and Omni were represented by the labor unions listed below:

Percentage of

the

Company’s
Airline Labor Agreement Unit Employees
ABX International Brotherhood of Teamsters 5.3%
ATI Air Line Pilots Association 8.3%
OAl International Brotherhood of Teamsters 7.1%
ATI Association of Flight Attendants 0.9%
OAl Association of Flight Attendants 7.3%

74



NOTE J—PENSION AND OTHER POST-RETIREMENT BENEFIT PLANS
Defined Benefit and Post-retirement Healthcare Plans

ABX sponsors a qualified defined benefit pension plan for ABX crewmembers and a qualified defined benefit
pension plan for amajor portion of its other ABX employees that meet minimum eligibility requirements. ABX aso
sponsors non-qualified defined benefit pension plans for certain employees. These non-qualified plans are unfunded.
Employees are no longer accruing benefits under any of the defined benefit pension plans. ABX also sponsors a post-
retirement healthcare plan for itsABX crewmembers, which is unfunded. Benefits for covered individuals terminate
upon reaching age 65 under the post-retirement healthcare plans.

The accounting and valuation for these post-retirement obligations are determined by prescribed accounting and
actuarial methods that consider a number of assumptions and estimates. The selection of appropriate assumptions and
estimatesis significant due to the long time period over which benefitswill be accrued and paid. Thelong term nature
of thesebenefit payoutsincreasesthe sensitivity of certain estimatesof our post-retirement obligations. Theassumptions
considered most sensitive in actuarially valuing ABX’s pension obligations and determining related expense amounts
arediscount ratesand expected long term i nvestment returnson plan assets. Additionally, other assumptionsconcerning
retirement ages, mortality and employee turnover also affect the valuations. Actual results and future changesin these
assumptions could result in future costs significantly higher than those recorded in our results of operations.

ABX measures plan assets and benefit obligations as of December 31 of each year. Information regarding ABX’s
sponsored defined benefit pension plans and post-retirement healthcare plans follow below. The accumulated benefit
obligation reflects pension benefit obligations based on the actual earnings and service to-date of current employees.

On August 30, 2017, the Company transferred investment assets totaling $106.6 million from the pension plan trust
to purchase a group annuity contract from Mutual of AmericaLife Insurance Company ("MUA"). The group annuity
contract transfers payment obligations for pension benefits owed to certain former, non-pilot retirees of ABX (or their
beneficiaries) toMUA. Asaresult of thetransaction, the Company recognized pre-tax settlement chargesof $5.3million
to continued operationsand $7.6 million to discontinued operations due to the recl assification of $12.9 million of pretax
losses from accumulated other comprehensive loss.
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Funded Status (in thousands):

Accumulated benefit obligation
Change in benefit obligation

Obligation as of January 1

Service cost

Interest cost

Plan transfers

Benefits paid

Actuarial (gain) loss

Obligation as of December 31
Change in plan assets

Fair value as of January 1

Actual gain (loss) on plan assets

Plan transfers

Return of excess premiums

Employer contributions

Benefits paid

Fair value as of December 31
Funded status

Overfunded plans, net asset

Underfunded plans

Current liabilities
Non-current ligbilities

Components of Net Periodic Benefit Cost

Pension Plans

Post-retirement
Healthcare Plans

2019 2018 2019 2018
$ 779,031 $ 690,729 $ 3707 $ 3,824
$ 690,729 $ 740783 $ 3824 $ 4,056
— — 107 123
31,299 29,135 148 127
3,313 1,603 — —
(31,718) (29,439) (365) (365)
85,408 (51,353) @ (117)
$ 779,031 $ 690,729 $ 3707 $ 3,824
$ 625646 $ 681573 $ — 3 —
144,108 (51,274) — —
3,313 1,603 — —
— 963 — —
5,414 22,220 365 365
(31,718) (29,439) (365) (365)
$ 746,763 $ 625646 $ — § —
$ 49% $ — 8 — 3 —
$ (3,796) $ (3971) $ (431) $ (451)
$ (33,468) $ (61,112) $ (3276) $ (3,373)

ABX’s net periodic benefit costs for its defined benefit pension plans and post-retirement healthcare plans for the
years ended December 31, 2019, 2018 and 2017, are as follows (in thousands):

Service cost

Interest cost

Expected return on plan assets
Curtailments and settlements
Amortization of prior service cost
Amortization of net (gain) loss
Net periodic benefit cost (income)

Pension Plans

Post-Retirement Healthcare Plan

2019 2018 2017 2019 2018 2017
$ — % — % — $ 107 $ 123 158
31,299 29,135 33,585 148 127 142
(37,907)  (42,093)  (42,080) — — —
— — 12,923 — — —

= = = = = (51)
15,528 3,547 7,778 172 219 283
$ 8920 $ (9411) $ 12206 $ 427 $ 469 532
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Unrecognized Net Periodic Benefit Expense

The pre-tax amounts in accumulated other comprehensive loss that have not yet been recognized as components
of net periodic benefit expense at December 31 are as follows (in thousands):

Post-Retirement

Pension Plans Healthcare Plans

2019 2018 2019 2018
Unrecognized prior service cost $ — % — % — % —
Unrecognized net actuarial loss 89,871 126,192 1,031 1,210
Accumulated other comprehensive loss $ 89871 $126,192 $ 1031 $ 1,210

The amounts of unrecognized net actuarial loss recorded in accumul ated other comprehensive lossthat is expected
to be recognized as components of net periodic benefit expense during 2020 is $3.8 million and $0.1 million for the
pension plans and the post-retirement healthcare plans, respectively.

Assumptions

Assumptions used in determining the funded status of ABX’s pension plans at December 31 were as follows:

Pension Plans

2019 2018 2017
Discount rate - crewmembers 3.65% 4.65% 4.00%
Discount rate - non-crewmembers 3.70% 4.65% 4.05%
Expected return on plan assets 6.10% 6.20% 6.25%

Net periodic benefit cost was based on the discount rate assumptions at the end of the previous year.

The discount rate used to determine post-retirement healthcare obligations was 2.60%, 4.10% and 3.30% for pilots
at December 31, 2019, 2018 and 2017, respectively. Post-retirement healthcare plan obligations have not been funded.
The Company'sretiree healthcare contributions have been fixed for each participant, accordingly, healthcare cost trend
rates do not affect the post-retirement healthcare obligations.

Plan Assets

The weighted-average asset allocations by asset category are as shown below:

Composition of Plan Assets
as of December 31

Asset category 2019 2018
Cash —% 1%
Equity securities 26% 25%
Fixed income securities 74% 74%
100% 100%

ABX uses an investment management firm to advise it in developing and executing an investment policy. The
portfolio is managed with consideration for diversification, quality and marketability. The investment policy permits
the following ranges of asset allocation: equities — 15% to 35%; fixed income securities — 60% to 80%; cash — 0% to
10%. Except for U.S. Treasuries, no more than 10% of the fixed income portfolio and no more than 5% of the equity
portfolio can be invested in securities of any single issuer.

The overall expected long term rate of return was devel oped using various market assumptionsin conjunction with
the plans' targeted asset allocation. The assumptions were based on historical market returns.
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Cash Flows

In 2019 and 2018, the Company made contributions to its defined benefit plans of $5.4 million and $22.2 million,
respectively. The Company estimates that its contributionsin 2020 will be approximately $10.9 million for its defined
benefit pension plans and $0.4 million for its post-retirement healthcare plans.

The following benefit payments, which reflect expected future service, as appropriate, are expected to be paid out
of the respective plans as follows (in thousands):

Post-retirement

Pension Healthcare

Benefits Benefits
2020 $ 37829 $ 431
2021 38,583 483
2022 41,350 511
2023 43,759 545
2024 45,496 520
Years 2025 to 2029 239,019 1,724

Fair Value Measurements

The pension plan assets are stated at fair value. The following is a description of the valuation methodol ogies used
for the investments measured at fair value, including the general classification of such instruments pursuant to the
valuation hierarchy.

Common Trust Funds—Common trust funds are composed of shares or units in non-publicly traded funds
whereby the underlying assetsin these funds (cash, cash equivalents, fixed income securities and equity securities)
arepublicly traded on exchanges and price quotesfor the assets held by these funds are readily available. Holdings
of common trust funds are classified as Level 2 investments.

Corporate Stock—Thisinvestment category consists of common and preferred stock issued by domestic and
international corporations that are regularly traded on exchanges and price quotes for these shares are readily
available. Theseinvestments are classified as Level 1 investments.

Mutual Funds—Investments in this category include shares in registered mutual funds, unit trust and
commingled funds. These funds consist of domestic equity, international equity and fixed income strategies.
Investments in this category that are publicly traded on an exchange and have a share price published at the close
of each business day are classified as Level 1 investments and holdingsin the other mutual funds are classified as
Level 2 investments.

Fixed Income | nvestments—Securitiesin this category consist of U.S. Government or Agency securities, state
and local government securities, corporate fixed income securities or pooled fixed income securities. Securities
in this category that are valued utilizing published prices at the close of each business day are classified as Level
linvestments. Thoseinvestments valued by bid data prices provided by independent pricing sources are classified
asLevel 2 investments.
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The pension plan assets measured at fair value on arecurring basis were as follows (in thousands):

As of December 31, 2019 Fair Value Measurement Using
Level 1 Level 2 Total
Plan assets
Common trust funds $ — 3467 $ 3,467
Corporate stock 14,553 442 14,995
Mutual funds 59,710 117,067 176,777
Fixed income investments — 549,441 549,441
Benefit Plan Assets $ 74,263 % 670,417 $ 744,680
Investments measured at net asset value ("NAV") 2,083
Total benefit plan assets m
As of December 31, 2018 Fair Value Measurement Using
Level 1 Level 2 Total
Plan assets
Common trust funds $ — $ 391 $ 3,961
Corporate stock 13,142 — 13,142
Mutual funds 48,645 91,085 139,730
Fixed income investments 2,065 462,149 464,214
Benefit Plan Assets $ 63,852 $ 557,195 $ 621,047
Investments measured at net asset value ("NAV") 4,599
Total benefit plan assets m

Investmentsthat were measured at NAV per share (or itsequivalent) asapractical expedient have not been classified
inthefair value hierarchy. Theseinvestmentsinclude hedgefunds, private equity and real estate funds. Management’s
estimates are based on information provided by the fund managers or general partners of those funds.

Hedge Funds and Private Equity—These investments are not readily tradeable and have valuations that are not
based on readily observable data inputs. The fair value of these assets is estimated based on information provided by
the fund managers or the general partners. These assets have been valued using NAV as a practical expedient.
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The following table presents investments measured at fair value based on NAV per share as a practical expedient:

Redemption Redemption Unfunded
Fair Value Frequency Notice Period Commitments

As of December 31, 2019

Hedge Funds & Private Equity $ 2,083 @ 2 90 days $ —

Readl Estate — 3 90 days —
Total investments measured at NAV $ 2,083 $ —
As of December 31, 2018

Hedge Funds & Private Equity $ 4,599 1 (2 90 days $ —

Real Estate — (3 90 days —
Total investments measured at NAV $ 4,599 $ _

(1) Quarterly - hedge funds
(2) None - private equity
(3) Monthly

Defined Contribution Plans

The Company sponsors defined contribution capital accumulation plans (401k) that are funded by both voluntary
employee salary deferrals and by employer contributions. Expenses for defined contribution retirement plans were
$12.6 million, $9.0 million and $7.8 million for the years ended December 31, 2019, 2018 and 2017, respectively.

NOTE K—INCOME TAXES

The Company's deferred income taxes reflect the value of its net operating loss carryforwards and the tax effects
of temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes and
their amounts used for income tax calculations. Federal legislation known as The Tax Cuts and JobsActs ("Tax Act")
was enacted on December 22, 2017. The Tax Act reducesthe U.S. federal corporate tax rate from the previous rate of
35% to 21% effective January 1, 2018. The Tax Act also made broad and complex changes to the U.S. tax code,
including, but not limited to a onetime tax on earnings of certain foreign subsidiaries, limitations of net operating loss
carryforwardscreated intax yearsbeginning after December 31, 2017, bonusdepreciation for full expensing of qualified
property, and limitations on the deductibility of certain executive compensation. At December 31, 2017, the Company
calculated the effects of the enactment of the Tax Act as written, and made an estimate of the effects on the existing
deferred tax balances. The re-measurement of deferred tax balances in 2017 using the lower federal rates enacted by
the Tax Act, resulted in a reduction in the Company's net deferred tax liability and the recognition of a deferred tax
benefit as depicted by the changein the federal statutory tax rate included below. The Company continues to analyze
and monitor the effects of the Tax Act on its operations.

At December 31, 2019, the Company had cumulative net operating loss carryforwards (“NOL CFs’) for federal
income tax purposes of approximately $172.5 million, which do not expire but whose use is limited to 80% of taxable
incomein any givenyear. Thedeferred tax asset balanceincludes $3.4 million net of a$0.3 million valuation allowance
related to state NOL CFs, which haveremaining livesranging from oneto twenty years. TheseNOL CFsareattributable
to excesstax deductionsrelated primarily to the accelerated tax depreciation of fixed assets and cash contributions for
itsdefined benefit pension plans. At December 31, 2019 and 2018, the Company determined that, based upon projections
of taxable income, it was more likely than not that the NOL CF's will be, accordingly, no allowance against these
deferred tax assets was recorded. The Company had alternative minimum tax credits of $3.1 million which will be
recovered over the next three years.
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The significant components of the deferred income tax assets and liabilities as of December 31, 2019 and 2018 are
as follows (in thousands):

December 31

2019 2018
Deferred tax assets:
Net operating loss carryforward and federal credits $ 40,467 $ 55,760
Lease Obligation 9,070 —
Warrants 17,174 7,314
Post-retirement employee benefits 6,355 13,777
Employee benefits other than post-retirement 9,435 8,751
Inventory reserve 2,055 2,374
Deferred revenue 5,132 4,389
Other 9,309 5,333
Deferred tax assets 98,997 97,698
Deferred tax liahilities:
Accelerated depreciation (192,651) (189,719)
Partnership items (6,088) (5,850)
Operating lease assets (9,051) —
Goodwill (4,916) (620)
State taxes (12,355) (14,474)
Valuation allowance against deferred tax assets (1,412 (278)
Deferred tax liabilities (226,473) (210,941)
Net deferred tax (liability) $ (127,476) $ (113,243)

The following summarizes the Company’s income tax provisions (benefits) (in thousands):

Years Ended December 31

2019 2018 2017

Current taxes:

Federal $ 1332 $ — $ 9

Foreign 1 — 48

State 138 1,043 590
Deferred taxes:

Federal 14,155 15,642 27,625

Foreign — (63) —

State (3,677) 2,973 3,396

Change in federal statutory tax rates — — (59,944)
Total deferred tax expense 10,478 18,552 (28,923)
Total income tax expense (benefit) from continuing operations  $ 11,589 $ 19,595 $ (28,276)
Income tax expense (benefit) from discontinued operations $ 360 $ 434 $ (1,848)
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Thereconciliation of incometax from continuing operations computed at the U.S. statutory federal incometax rates
to effective income tax rates is as follows:

Years Ended December 31

2019 2018 2017
Statutory federal tax rate 21.0 % 21.0 % 35.0 %
Foreign income taxes — % (0.1)% (0.5%
State income taxes, net of federal tax benefit 1.4 % (0.2% (39.7%
Tax effect of non-deductible warrant expense (2.9% (1.5)% (485.0)%
Tax effect of stock compensation — % (0.8)% 21.7 %
Tax effect of other non-deductible expenses 1.7 % 0.8 % (19.6)%
Change in federal and state tax laws — % — % 917.2 %
Change to state statutory tax rates (5.49)% 38 % — %
Other 0.4 % (0.6)% 35%
Effective income tax rate 16.2 % 224 % 432.6 %

The income tax deductibility of the warrant expense is less than the expense required by GAAP because for tax
purposes, the warrants are valued at a different time and under a different valuation method.

The reconciliation of income tax from discontinued operations computed at the U.S. statutory federal income tax
rates to effective income tax ratesis as follows:

Years Ended December 31

2019 2018 2017
Statutory federal tax rate 21.0% 21.0% 35.0%
State income taxes, net of federal tax benefit 1.8% 2.6% 1.3%
Change in federal statutory tax rates —% —% —%
Effective income tax rate 22.8% 23.6% 36.3%

The Company files income tax returns in the U.S. federal jurisdiction and various international, state and local
jurisdictions. The returns may be subject to audit by the Internal Revenue Service (“IRS") and other jurisdictional
authorities. International returns consist primarily of disclosure returns where the Company is covered by the sourcing
rules of U.S. international treaties. The Company recognizes the impact of an uncertain income tax position in the
financia statementsif that position is more likely than not of being sustained on audit, based on the technical merits
of the position. At December 31, 2019, 2018 and 2017, the Company's unrecognized tax benefits were $0.0 million,
$0.0 million and $0.0 million respectively. Accrued interest and penalties on tax positions are recorded as acomponent
of interest expense. Interest and penalties expense was immaterial for 2019, 2018 and 2017.

The Company began tofile, effectivein 2008, federal tax returns under acommon parent of the consolidated group
thatincludesABX andall thewholly-owned subsidiaries. Thereturnsfor 2018, 2017 and 2016 rel ated to the consoli dated
group remain opento examination. Theconsolidated federal tax returnsprior to 2016 remain opentofederal examination
only to the extent of net operating loss carryforwards carried over from or utilized in those years. Pemco and Omni
filed returnsontheir own behalf prior to their acquisition by the Company. Stateandlocal returnsfiled for 2005 through
2018 are generally also open to examination by their respective jurisdictions, either in full or limited to net operating
losses. The Company files tax returns with the Republic of Ireland for its leasing operations based in Ireland.
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NOTE L—ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)
Accumulated other comprehensive income (loss) includes the following items by components for the years ended

December 31, 2019, 2018 and 2017 (in thousands):

Balance as of January 1, 2017

Other comprehensive income (loss) before reclassifications:
Actuarial gain (loss) for retiree liabilities
Foreign currency trandation adjustment

Amounts reclassified from accumulated other comprehensive
income:

Plan curtailment and settlement

Actuarial costs (reclassified to salaries, wages and benefits)

Negative prior service cost (reclassified to salaries, wages and
benefits)

Income Tax (Expense) or Benefit
Other comprehensive income (loss), net of tax
Balance as of December 31, 2017

Other comprehensive income (loss) before reclassifications:
Actuarial gain (loss) for retiree liabilities
Foreign currency trandlation adjustment

Amounts reclassified from accumulated other comprehensive
income:

Actuarial costs (reclassified to saaries, wages and benefits)
Income Tax (Expense) or Benefit
Other comprehensive income (loss), net of tax
Balance as of December 31, 2018

Other comprehensive income (loss) before reclassifications:
Actuarial gain (loss) for retiree liabilities
Foreign currency trandation adjustment

Amounts reclassified from accumulated other comprehensive
income:

Foreign currency loss

Actuarial costs (reclassified to salaries, wages and benefits)
Income Tax (Expense) or Benefit
Other comprehensive income (loss), net of tax
Balance as of December 31, 2019
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Defined Defined Foreign
Benefit Benefit Post- Currency
Pension Retirement Translation Total
(77,088) (1,301) (1,477) (79,866)
3,116 63 — 3,179
— — 195 195
12,923 — 12,923
7,778 283 — 8,061
— (51) — (51
(7,304) (91) (66) (7,461)
16,513 204 129 16,846
(60,575) (1,097) (1,348) (63,020)
(41,051) 117 — (40,934)
— — (171) a7y
3,547 219 — 3,766
9,037 (80) 40 8,997
(28,467) 256 (131) (28,342)
(89,042) (841) (1,479) (91,362)
20,793 7 — 20,800
— — (18) (18)
— — 2,253 2,253
15,528 172 — 15,700
(8,431) (40) (768) (9,239)
27,890 139 1,467 29,496
(61,152) (702) (12 (61,866)




NOTE M—STOCK-BASED COMPENSATION

The Company's Board of Directors has granted stock incentive awards to certain employees and board members
pursuant to along term incentive plan which was approved by the Company's stockholders in May 2005 and in May
2015. Employees have been awarded non-vested stock unitswith performance conditions, non-vested stock unitswith
market conditions and non-vested restricted stock. The restrictions on the non-vested restricted stock awards lapse at
the end of a specified service period, which is typically three years from the date of grant. Restrictions could lapse
sooner upon a business combination, death, disability or after an employee qualifies for retirement. The non-vested
stock unitswill beconvertedinto anumber of sharesof Company stock depending on performanceand market conditions
at the end of a specified service period, lasting approximately three years. The performance condition awards will be
converted into anumber of shares of Company stock based on the Company's average return on invested capital during
the service period. Similarly, the market condition awardswill be converted into a number of shares depending on the
appreciation of the Company's stock compared to the NASDAQ Transportation Index. Board members were granted
time-based awards with vesting periods of approximately six or twelve months. The Company expectsto settle all of
the stock unit awards by issuing new shares of stock. The table below summarizes award activity.

Year Ended December 31

2019 2018 2017

Weighted Weighted Weighted

average average average
Number of grant-date  Number of grant-date Number of grant-date
Awards fair value Awards fair value Awards fair value
Outstanding at beginning of period 969,928 $ 15.89 873849 $ 1230 1,040,569 $ 9.97
Granted 302,596 23.22 304,795 24.18 243,940 17.52
Converted (291,064) 17.14 (205,616) 12.74 (320,810) 9.47
Expired (7,900) 23.78 (500) 28.38 (82,050) 9.22
Forfeited (9,728) 23.37 (2,600) 26.76 (7,800) 13.55
Outstanding at end of period 963832 $ 17.67 969,928 $ 15.89 873849 $ 1230
Vested 476,389 $ 11.11 463422 $ 10.25 441424 $ 7.61

Theaverage grant-datefair value of each performance condition award, non-vested restricted stock award and time-
based award granted by the Company was $22.80, $25.15 and $16.72 for 2019, 2018 and 2017, respectively, the fair
value of the Company’s stock on the date of grant. The average grant-date fair value of each market condition award
granted was $24.75, $31.60 and $20.18 for 2019, 2018 and 2017, respectively. The market condition awards were
valued using a Monte Carlo simulation technique based on volatility over three years for the awards granted in 2019,
2018 and 2017 using daily stock prices and using the following variables:

2019 2018 2017
Risk-free interest rate 2.5% 2.4% 1.7%
Volatility 35.6% 33.8% 34.7%

For the years ended December 31, 2019, 2018 and 2017, the Company recorded expense of $7.0 million, $5.0
million and $3.6 million, respectively, for stock incentive awards. At December 31, 2019, there was $6.7 million of
unrecognized expense related to the stock incentive awards that is expected to be recognized over aweighted-average
period of 1.5years. Asof December 31, 2019, none of theawardswere convertible, 337,060 unitsof the Board members
time-based awards had vested and none of the outstanding shares of the restricted stock had vested. These awards
could result in a maximum number of 1,198,507 additional outstanding shares of the Company’s common stock
depending on service, performance and market results through December 31, 2021.



NOTE N—COMMON STOCK AND EARNINGS PER SHARE
Earnings per Share

The calculation of basic and diluted earnings per common share are as follows (in thousands, except per share
amounts):

December 31

2019 2018 2017
Numerator:
Earnings from continuing operations - basic $ 59,983 $ 67,883 $ 21,740
Gain from stock warrants revaluation, net of tax (6,219) (7,118) —
Earnings from continuing operations - diluted $ 53,764 $ 60,765 $ 21,740
Denominator:
Weighted-average shares outstanding for basic earnings per share 58,899 58,765 58,907
Common equivalent shares:

Effect of stock-based compensation awards and warrants 10,449 9,591 779
Weighted-average shares outstanding assuming dilution 69,348 68,356 59,686
Basic earnings per share from continuing operations $ 1.02 $ 116 $ 0.37
Diluted earnings per share from continuing operations $ 0.78 089 % 0.36

Basic weighted average shares outstanding for purposes of basic earnings per share are less than the shares
outstanding due to 317,600 shares, 329,600 shares and 241,000 shares of restricted stock for 2019, 2018 and 2017,
respectively, which are accounted for as part of diluted weighted average shares outstanding in diluted earnings per
share.

The determination of diluted earnings per share requiresthe exclusion of the fair value re-measurement of the stock
warrants recorded as a liability (see Note D), if such warrants have an anti-dilutive effect on earnings per share. The
dilutive effect of the weighted-average diluted shares outstanding is calculated using the treasury method for periods
inwhich equivalent shares have adilutive effect on earnings per share. Under thismethod, the number of diluted shares
isdetermined by dividing the assumed proceeds of the warrants recorded asaliability by the average stock price during
the period and comparing that amount with the number of corresponding warrants outstanding.

The underlying warrants recorded as a liability as of December 31, 2019 and 2018 would have resulted in 39.5
million and 14.8 million additional shares of the Company's common stock, respectively, if the warrants were settled
by tendering cash.

The number of equivalent shares that were not included in weighted average shares outstanding assuming dilution
because their effect would have been anti-dilutive, were 7.8 million for the year ended December 31, 2017.

Purchase of Common Stock

The Company's Board of Directors has authorized management to repurchase outstanding common stock of the
Company from time to time on the open market or in privately negotiated transactions. The authorization does not
reguirethe Company to repurchase aspecific number of sharesand the Company may terminate the repurchase program
at any time. Upon the retirement of common stock repurchased, the excess purchase price over the par valuefor retired
shares of common stock is recorded to additional paid-in-capital.

TheCompany repurchased common stock during 2017, including 380,637 shareson June6, 2017 fromanunderwriter
in conjunction with an underwritten secondary offering by its largest shareholder, Red Mountain Partners, L.P, afund
that isaffiliated with Red Mountain Capital Partners, LLC (“Red Mountain”), arelated party, for an aggregate purchase
priceof $8.5million. Thesharepriceof $22.42 wasequal tothepriceper share paid by theunderwriter to Red Mountain.
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NOTE O—SEGMENT AND REVENUE INFORMATION

The Company operatesin two reportable segments. The CAM segment consists of the Company's aircraft leasing
operations. The ACMI Services segment consists of the Company's airline operations, including CMI agreements as
well as ACMI, charter service and passenger service agreements that the Company has with its customers. The
Company's aircraft maintenance services, aircraft modification services, ground services and other services, are not
large enough to constitute reportable segments and are combined in All other. Intersegment revenues are valued at
arms-length market rates.

The Company's segment information from continuing operations is presented below (in thousands):

Year Ended December 31

2019 2018 2017
Total revenues:
CAM $ 285276 $ 228956 $ 209,213
ACMI Services 1,078,288 548,839 614,741
All other 314,014 286,579 433,208
Eliminate i nter-segment revenues (225,395) (172,029) (188,962)
Total $ 1,452,183 $ 892,345 $ 1,068,200
Customer revenues:
CAM $ 168,106 $ 156,516 $ 140,434
ACMI Services 1,078,143 548,804 614,721
All other 205,934 187,025 313,045
Total $ 1,452,183 $ 892,345 $ 1,068,200

ACMI Servicesrevenues are generated from airline service agreements and are typically based on hours flown, the
amount of aircraft operated and crew resources provided during amonth. ACMI Servicesrevenues are recognized over
time using the invoice practical expedient as flight hours are performed for the customer. Certain agreementsinclude
provisions for incentive payments based upon on-time reliability. These incentives are measured on a monthly basis
and recorded to revenue in the corresponding month earned. Under CMI agreements, the Company's airlines have an
obligation to provide integrated servicesincluding flight crews, aircraft maintenance and insurance for the customer's
cargo network. Under ACMI agreements, the Company's airlines are also obligated to provide aircraft. Under CMI
and ACMI agreements, customers are generally responsible for aviation fuel, landing fees, navigation fees and certain
other flight expenses. When functioning as the customers' agent for arranging such services, the Company records
amounts reimbursabl e from the customer asrevenuesnet of therel ated expensesasthe costsareincurred. Under charter
agreements, the Company's airline is obligated to provide full services for one or more flights having specific origins
and destinations. Under charter agreements in which the Company'sairlineis responsible for fuel, airport feesand all
flight services, therelated costs are recorded in operating expenses. Any salescommissions paid for charter agreements
aregenerally expensed whenincurred becausethe amortization period islessthan oneyear. ACMI Servicesareinvoiced
monthly or morefrequently. (Thereareno customer rewards programs associated with servicesoffered by the Company
nor does the Company sell passenger tickets or issue freight bills.)

The Company's revenues for customer contracts for airframe maintenance and aircraft modification services that
do not have an alternative use and for which the Company has an enforceabl e right to payment are generally recognized
over time based on the percentage of costs completed. Services for airframe maintenance and aircraft modifications
typically have project durations lasting afew weeksto afew months. Other revenuesfor aircraft part sales, component
repairs and line service are recognized at a point in time typically when the parts are delivered to the customer and the
services are completed. For airframe maintenance, aircraft modifications and aircraft component repairs, contracts
include assurance warranties that are not sold separately.

The Company records revenues and estimated earnings over time for its airframe maintenance and aircraft
modification contracts using the costs to costs input method. For such services, the Company estimates the earnings
on acontract as the difference between the expected revenue and estimated coststo complete a contract and recognizes
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revenues and earnings based on the proportion of costs incurred compared to the total estimated costs. Unexpected or
abnormal coststhat are not reflected in the price of acontract are excluded from cal culations of progresstoward contract
obligations. The Company's estimates consider the timing and extent of the services, including the amount and rates
of labor, materialsand other resources required to perform the services. These production costs are specifically planned
and monitored for regulatory compliance. The expenditure of these costs closely reflect the progress made toward
completion of an airframe maintenance and aircraft modification project. The Company recognizes adjustments in
estimated earnings on a contract under the cumulative catch-up method in which the impact of the adjustment on
estimated earnings of a contract is recognized in the period the adjustment is identified.

The Company's ground services revenues include load transfer and sorting services, facility and equipment
maintenance services. Theserevenuesarerecognized astheservicesare performed for the customer over time. Revenues
from related facility and equipment maintenance services are recognized over time and at a point in time depending
on the nature of the customer contracts.

The Company's external customer revenues from other activities for the years ending December 31, 2019, 2018
and 2017 are presented below (in thousands):

Year Ended December 31,

2019 2018 2017
Aircraft maintenance, modifications and part sales $ 117,772 $ 117,832 $ 106,767
Ground services 69,596 66,567 204,151
Other, including aviation fuel sales 18,566 2,626 2,127
Total customer revenues $ 205934 $ 187,025 $ 313,045

CAM's aircraft lease revenues are recognized as operating lease revenues on a straight-line basis over the term of
the applicable lease agreements. Customer payments for leased aircraft and equipment are typically paid monthly in
advance. CAM'sleasesdo not contain residual guarantees. Approximately 10% of CAM'sleasesto external customers
contain purchase optionsat projected market values. Asof December 31, 2019, minimum future paymentsfrom external
customersfor |eased aircraft and equi pment were scheduled to be $186.8 million, $178.2 million, $152.0 million, $110.1
million and $75.5 million, respectively, for each of the next 5 years ending December 31, 2024 and $186.2 million
thereafter.

For customers that are not a governmental agency or department, the Company generally receives partial payment
in advance of services, otherwise customer balances are typically paid within 30 to 60 days of service. The Company
recognized $2.8 million of nonleaserevenuethat wasreportedin deferred revenue at the beginning of theyear, compared
t0$9.3millionin2018. Deferred revenuewas$3.0 millionand $3.1 millionat December 31, 2019 and 2018, respectively,
for contracts with customers.

The Company had revenues of approximately $716.9 million, $231.8 million and $170.1 million for 2019, 2018
and 2017, respectively, derived primarily from aircraft leases in foreign countries, routes with flights departing from
or arriving in foreign countries or aircraft maintenance and modification services performed in foreign countries. All
revenues from the CM 1 agreement with DHL and the ATSA agreement with ASI are attributed to U.S. operations. As
of December 31, 2019 and 2018, the Company had 20 and 23 aircraft, respectively, deployed outside of the United
States.
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Effective January 1, 2018, the Company adopted Topic 606 for revenue recognition using amodified retrospective
approach, under which financial statements are prepared under the revised guidance for the year of adoption, but not
for prior years. The effects of Topic 606 on the Company's customer revenues and earnings are summarized below for
the year of adoption:

For the year ended December 31, 2018

Without Increase
As Reported  Topic 606 (decrease)

Revenue

CAM $ 156,516 $ 156,516 $ —

ACMI Services 548,804 743,112 (194,308)

All other 187,025 350,012 (162,987)
Total Revenue 892,345 1,249,640 (357,295)
Operating Expense 781,327 1,138,462 (357,135)
Earnings (Loss) from Continuing Operations before Income Taxes 87,478 87,638 (160)
Income Tax Benefit (Expense) (19,595) (19,559) (36)
Income from Continuing Operations $ 67,883 $ 68,079 $ (296)

The Company's other segment information from continuing operationsis presented below (in thousands):

Year Ended December 31,

2019 2018 2017
Depreciation and amortization expense:
CAM $ 158,470 $ 126,856 $ 108,106
ACMI Services 96,191 49,068 41,929
All other 2,871 2,971 4,521
Total $ 257532 $ 178,895 $ 154,556
Interest expense
CAM 38,300 21,819 15,585
ACMI Services 24,950 6,269 810
Segment earnings (10ss):
CAM $ 68,643 $ 65,576 $ 61,510
ACMI Services 32,055 11,448 7,747
All other 13,422 11,170 13,748
Net unallocated interest expense (3,024) (460) (512)
Net gain (loss) on financial instruments (12,302) 7,296 (79,789)
Transaction fees (373) (5,264) —
Other non-service components of retiree benefit costs, net (9,404) 8,180 (6,105)
L oss from non-consolidated affiliate (17,445) (10,468) (3,135)
Pre-tax earnings from continuing operations $ 71572 % 87478 $ (6,536)

In previous years, the Company disclosed reportable segments for "Ground Services' and "MRO Services' which
included aircraft maintenance and modification businesses. Due to the relative size of these business units and
organizational changes, Ground Services and MRO Services and no longer reportable segments.
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The Company's assets are presented below by segment (in thousands). Cash and cash equivalents are reflected in
Assets - All other.

December 31

2019 2018 2017
Assets:
CAM $ 1857687 $ 1577182 $ 1,192,890
ACMI Services 830,620 759,131 189,379
Discontinued operations 1,499 — —
All other 130,372 134,272 166,575
Total $ 2820178 $ 2470585 $ 1,548,844

During 2019, the Company had capital expendituresfor property and equipment of $87.2 million and $368.8 million
for the ACMI Services and CAM, respectively.

NOTE P—DISCONTINUED OPERATIONS

The Company's results of discontinued operations consist primarily of changesin liabilities related to benefits for
former employeespreviously associated with ABX'sformer hub operation for DHL. The Company may incur expenses
and cash outlays in the future related to pension obligations, self-insurance reserves for medical expenses and wage
loss for former employees. Carrying amounts of significant assets and liabilities of the discontinued operations are
below (in thousands):

December 31
2019 2018

Assets
Pension assets, net of obligations 1,499 —
Total Assets

1,499

Liabilities
Employee compensation and benefits $ 15,189 $ 16,807
Post-retirement — 846
Total Liabilities $ 15189 $ 17,653

During 2019 and 2018, pre-tax earnings from discontinued operations were $1.6 million and $1.8 million,
respectively. Pre-tax results from discontinued operations were losses of $5.1 million during 2017.

NOTE Q—INVESTMENTS IN NON-CONSOLIDATED AFFILIATES (Unaudited)

As described in Note C, the Company had investments in two non-consolidated affiliates. While management
considers the Company's participation in these non-consolidated affiliates as potentially beneficial to future operating
results, such participationisnot essential tothe Company. Thefollowingtabl e presentscombined condensedinformation
from the statements of operations of the Company's non-consolidated affiliates (in thousands):

Year Ended December 31,

2019 2018 2017
Revenues $ 114,265 $ 202,028 $ 172,526
Expenses (143,775) (228,169) (196,334)
Income (Loss) $ (29,510) $ (26,141) $ (23,808)
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The following table presents combined condensed balance sheet information for our unconsolidated affiliates (in

thousands):

Current assets

Non current assets
Current liabilities
Non current liabilities
Equity

NOTE R—QUARTERLY RESULTS (Unaudited)

December 31,

2019 2018
$ 64,392 $ 64,262
213,940 80,724
(155,451) (38,938)
(123,837) (102,657)
$ 956 $ (3,391)

Thefollowing isasummary of quarterly results of operations (in thousands, except per share amounts):

2019 (3
Revenues from continuing operations
Operating income from continuing operations
Net earnings (loss) from continuing operations
Net earnings from discontinued operations
Weighted average shares:
Basic
Diluted
Earnings (loss) per share from continuing operations
Basic
Diluted
2018 (3
Revenues from continuing operations
Operating income from continuing operations
Net earnings (loss) from continuing operations
Net earnings (loss) from discontinued operations
Weighted average shares:
Basic
Diluted
Earnings (loss) per share from continuing operations
Basic
Diluted

1st 2nd 3rd 4th
Quarter Quarter Quarter Quarter
$ 348183 $ 334576 $ 366,073 $ 403,351
46,528 37,482 40,766 52,221
22,634 (26,632) 105,085 (41,104)
31 31 243 914
58,838 58,909 58,919 58,929
60,437 58,909 68,718 58,929
$ 038 $ (045) $ 178 % (0.70)
$ 025 $ (045) $ 019 $ (0.70)
$ 203,040 $ 203607 $ 204919 $ 280,779
27,643 23,898 26,827 32,650
15,682 24,464 32,933 (5,196)
196 170 170 866
58,840 58,739 58,739 58,740
59,558 68,363 68,323 58,740
$ 027 $ 042 % 056 $ (0.09)
$ 026 $ 021 $ 024 $ (0.09)

1. During 2019, the Company recorded a $4.5 million gain, a $35.9 million loss, a $92.0 million gain and a $72.9 million
loss on the remeasurement of financial instruments, primarily related to the warrants issued to Amazon for the quarters
ended March 31, 2019, June 30, 2019, September 30, 2019 and December 31, 2019, respectively.

2. During 2018, the Company recorded a $0.9 million loss, a $11.7 million gain, a $17.9 million gain and a $21.4 million
gain on the remeasurement of financial instruments, primarily related to the warrants issued to Amazon for the quarters
ended March 31, 2018, June 30, 2018, September 30, 2018 and December 31, 2018, respectively.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

(a) Evaluation of Disclosure Controls and Procedures

Asof December 31, 2019, the Company carried out an evaluation, under the supervision and with the participation
of the Company's Chief Executive Officer and Chief Financial Officer of the effectiveness of the design and operation
of the Company's disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(€) under the Securities
ExchangeAct of 1934, asamended (the "ExchangeAct")). Based upon the evaluation, the Company's Chief Executive
Officer and Chief Financial Officer concluded that the Company's disclosure controls and procedures were effective
to ensure that information required to be disclosed by the Company in the reports filed or submitted by it under the
Exchange Act is recorded, processed, summarized and reported within time periods specified in the Securities and
Exchange Commission rules and forms and is accumulated and communicated to management, including the Chief
Executive Officer and Chief Financial Officer, or persons performing similar functions, as appropriate to allow timely
decisions regarding required disclosure.

(b) Changesin Internal Controls

There were no changesin internal control over financial reporting during the most recently completed fiscal year
that has materially affected, or is reasonably likely to materially affect, the Company's internal control over financial

reporting.

Management’s Annual Report on Internal Controls over Financial Reporting

The management of the Company is responsible for establishing and maintaining adequate internal control over
financial reporting. The Company’sinternal control system is designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes, in accordance with
generally accepted accounting principles.

All internal control systems, no matter how well designed, haveinherent limitations. Therefore, even those systems
determined to be effective can provide only reasonable assurance with respect to financial statement preparation and
presentation.

The Company’s management assessed the effectiveness of the Company’sinternal control over financial reporting
as of December 31, 2019. In making this assessment, it used the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) in Internal Control—Integrated Framework (2013).

Based on management’s assessment of those criteria, management believes that, as of December 31, 2019, the
Company’sinternal control over financial reporting was effective.

The effectiveness of our internal controls over financia reporting as of December 31, 2019 has been audited by
our independent registered accounting firm as stated in its attestation report that follows this report.

March 2, 2020
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the stockholders and the Board of Directors of Air Transport Services Group, Inc.
Opinion on Internal Control over Financial Reporting

We have audited the internal control over financia reporting of Air Transport Services Group, Inc. and subsidiaries
(the “Company”) as of December 31, 2019, based on criteria established in Internal Control - Integrated Framework
(2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). In our opinion,
the Company maintained, in all material respects, effective internal control over financial reporting as of December
31, 2019, based on criteria established in Internal Control - Integrated Framework (2013) issued by COSO.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States) (PCAOB), the consolidated financial statements and financial statement schedule as of and for the year ended
December 31, 2019, of the Company and our report dated March 2, 2020, expressed an unqualified opinion on those
consolidated financial statements and financial statement schedule and includes an explanatory paragraph regarding
the Company's adoption of new accounting standards and an emphasis of a matter paragraph regarding the Company's
three principal customers.

Basis for Opinion

The Company’s management is responsible for maintaining effective internal control over financial reporting and for
its assessment of the effectiveness of internal control over financial reporting, included in the accompanying
Management'sAnnual Report on Internal Controlsover Financial Reporting. Our responsibility isto expressan opinion
onthe Company’sinternal control over financial reporting based on our audit. Weareapublic accounting firm registered
with the PCAOB and are required to be independent with respect to the Company in accordance with the U.S. federal
securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtaining an understanding of internal control over financial
reporting, ng therisk that amaterial weaknessexists, testing and eval uating the design and operating effectiveness
of internal control based on the assessed risk, and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion.

Definition and Limitations of Internal Control over Financial Reporting

A company’sinternal control over financial reporting is a process designed to provide reasonabl e assurance regarding
the reliability of financia reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. A company’s internal control over financial reporting includes those
policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (2) provide reasonabl e assurance that transactions
arerecorded asnecessary to permit preparation of financial statementsin accordancewith generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on
the financia statements.

Because of itsinherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

/s/ Deloitte & Touche LLP

Cincinnati, Ohio
March 2, 2020

92



ITEM 9B. OTHER INFORMATION
None.

PART Il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

Theresponseto thisItemisincorporated herein by reference to the definitive Proxy Statement for the 2020 Annual
Meeting of Stockholders under the captions “Election of Directors,” “Beneficial Ownership of Common Shares --
Delinquent Section 16(a) Reports’ and “ Corporate Governance and Board Matters.”

Executive Officers

Thefollowing table sets forth information about the Company’s executive officers. The executive officers serve at
the pleasure of the Company’s Board of Directors.

Name Age Information

Joseph C. Hete 65 Chief Executive Officer, Air Transport Services Group, Inc., since
December 2007 and Chief Executive Officer, ABX Air, Inc., since
August 2003.

Mr. HetewasPresident of ABX Air, Inc. from January 2000to February
2008. Mr. Hete was Chief Operating Officer of ABX Air, Inc. from
January 2000to August 2003. From 1997 until January 2000, Mr. Hete
held the position of Senior Vice President and Chief Operating Officer
of ABX Air, Inc. Mr. Hete served as Senior Vice President,
Administrationof ABX Air, Inc. from1991to 1997 and VicePresident,
Administration of ABX Air, Inc. from 1986 to 1991. Mr. Hete joined
ABX Air, Inc. in 1980.

Quint O. Turner 57 Chief Financial Officer, Air Transport Services Group, Inc., since
February 2008 and Chief Financial Officer, ABX Air, Inc. since
December 2004.

Mr. Turner wasVicePresident of Administrationof ABX Air, Inc.from
February 2002 to December 2004. Mr. Turner was Corporate Director
of Financial Planning and Accounting of ABX Air, Inc. from 1997 to
2002. Prior to 1997, Mr. Turner held positions of Manager of Planning
and Director of Financial Planning of ABX Air, Inc. Mr. Turner joined
ABX Air, Inc. in 1988.

Richard F. Corrado 60 President, Air Transport Services Group, Inc. since September 2019.
Chief Operating Officer, Air Transport Services Group, Inc., from
September 2017 to September 2019. President of Cargo Aircraft
Management Inc., since April 2010. President of Airborne Global
Solutions, Inc. since July 2010. Mr. Corrado was Chief Commercial
Officer, Air Transport Services Group, Inc., from April 2010 to
September 2017

Before joining ATSG, Mr. Corrado was President of Transform
Consulting Group from July 2006 through March 2010 and Chief
Operating Officer of AFMS Logistics Management from February
2008 through March 2010. He was Executive Vice President of Air
Servicesand Business Devel opment for DHL Expressfrom September
2003 through June of 2006; and Senior Vice President of Marketing
for Airborne Express from August 2000 through August 2003.
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Edward J. Koharik 49 Chief Operating Officer, Air Transport Services Group, Inc. since
September 2019. Before joining ATSG, Mr. Koharik served asVice
President of FlightSafety International, a global provider of flight
training for commercial, business and military aviation professionals
and flight simulation equipment, from January 2019 to September
2019. He was the General Manager and Executive Director of
FlightSafety International Visual Systems from 2015 to 2018. He
served as the Enterprise Readiness Center Chief for the U.S.
Transportation Command from 2011 to 2015.

W. Joseph Payne 56 Chief Legal Officer & Secretary, Air Transport Services Group, Inc.,
since May 2016; Senior Vice President, Corporate General Counsel
and Secretary, Air Transport Services Group, Inc., since February
2008; and Vice President, General Counsel and Secretary, ABX Air,
Inc. since January 2004.

Mr. Payne was Corporate Secretary/Counsel of ABX Air, Inc. from
January 1999 to January 2004, and Assistant Corporate Secretary
from July 1996 to January 1999. Mr. Payne joined ABX Air, Inc. in
April 1995.

Michael L. Berger 58 Chief Commercia Officer, Air Transport Services Group, Inc. and
President of Airborne Global Solutions since February 2018. Before
joining ATSG, Mr. Berger was Chief Commercia Officer for Dicom
Transportation group of Canada from March 2017 through February
2018. Mr. Berger was Global Head of Salesfor TNT Express based
in Amsterdam from September 2014 through February 2017.

Mr. Berger joined Airborne Express in 1986 and worked 28 years
for Airborne Express and its successor, DHL Express where he held
many rolesincluding Head of Sales for the United States.

The executive officersof the Company are appointed annually at the Board of Directors meeting heldin conjunction
with the annual meeting of stockholders and serve at the pleasure of the Board of Directors. There are no family
relationships between any directors or executive officers of the Company.

ITEM 11. EXECUTIVE COMPENSATION

Theresponseto thisItemisincorporated herein by reference to the definitive Proxy Statement for the 2020 Annual
Meeting of Stockholders under the captions “ Executive Compensation” and “ Director Compensation.”

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The responses to this Item are incorporated herein by reference to the definitive Proxy Statement for the 2020
Annual Meeting of Stockholdersunder the captions*” Equity Compensation Plan Information,” “Voting at the Meeting,”
“Stock Ownership of Management” and “Common Stock Ownership of Certain Beneficial Owners.”

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE

Theresponseto this Item isincorporated herein by referenceto the definitive Proxy Statement for the 2020 Annual
Meeting of Stockholders under the captions “Related Person Transactions’ and “Independence.”
ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

Theresponseto thisItemisincorporated herein by reference to the definitive Proxy Statement for the 2020 Annual
Meeting of Stockholders under the caption “Fees of the Independent Registered Public Accounting Firm.”
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
@ List of Documents filed as part of this report:
1) Consolidated Financial Statements
The following are filed in Part 11, item 8 of this Form 10-K Annua Report:

Report of Independent Registered Public Accounting Firm
Consolidated Balance Sheets

Consolidated Statements of Operations

Consolidated Statements of Comprehensive Income
Consolidated Statements of Cash Flows

Consolidated Statements of Stockholders’ Equity

Notes to Consolidated Financial Statements

(2 Financial Statement Schedules

Schedule I1—Valuation and Qualifying Account

Balance at Additions
beginning charged to Balance at end
Description of period cost and expenses Deductions of period
Accounts receivabl e reserve:
Year ended:
December 31, 2019 $ 1,443,805 $ 2277217 $ 2,746,140 $ 974,882
December 31, 2018 2,445,310 596,000 1,597,505 1,443,805
December 31, 2017 1,264,211 1,184,099 3,000 2,445,310

All other schedules are omitted because they are not applicable or are not required, or because the required
information isincluded in the consolidated financial statements or notes thereto.

(3)  Exhibits

The following exhibits are filed with or incorporated by reference into this report.

Exhibit No. Description of Exhibit
Avrticles of Incorporation

31 Restated Certificate of Incorporation of Air Transport Services Group, Inc. (31)

3.2 First Amendment to Restated Certificate of Incorporation of Air Transport Services Group, Inc.
(34

3.3 Amended and Restated Bylaws of Air Transport Services Group, Inc. (16)
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41

4.2
4.3
44

4.5

10.1
10.2

10.3

104

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

Instruments defining the rights of security holders

Indenture, dated September 29, 2017, by and between Air Transport Services Group, Inc. and
U.S. Bank National Association. (28)

Form of 1.125% Convertible Senior Note due 2024 (included in Exhibit 4.1). (28)
Description of Capital Stock registered under the Securities Exchange Act, filed herewith.

Indenture, dated January 28, 2020, by and among Cargo Aircraft Management, Inc., Air
Transport Services Group, Inc., the guarantors named therein and Regions Bank, as trustee (37)

Form of 4.750% Senior Notes due 2028 (included in Exhibit 4.4). (37)

Material Contracts

Director compensation fee summary. (8)

Aircraft Loan and Security Agreement and related promissory note, dated August 24, 2006, by
and among ABX Air, Inc. and Chase Equipment Leasing, Inc. (2)

Aircraft Loan and Security Agreement and related promissory note, dated October 10, 2006, by
and among ABX Air, Inc. and Chase Equipment Leasing, Inc. (3)

Aircraft Loan and Security Agreement and related promissory note, dated February 16, 2007, by
and among ABX Aiir, Inc. and Chase Equipment Leasing, Inc. (4)

Aircraft Loan and Security Agreement and related promissory note, dated April 25, 2007, by
and among ABX Aiir, Inc. and Chase Equipment Leasing, Inc. (5)

Aircraft Loan and Security Agreement and related promissory note, dated October 26, 2007, by
and among ABX Air, Inc. and Chase Equipment Leasing, Inc. (7)

Aircraft Loan and Security Agreement and related promissory note, dated December 19, 2007,
by and among ABX Air, Inc. and Chase Equipment Leasing, Inc. (7)

Guaranty by Air Transport Services Group, Inc. in favor of DHL Express (USA), Inc., dated
May 8, 2009 (6), as amended by Amendment to the Guaranty dated as of January 14, 2015 (20)

Form of Time-Based Restricted Stock Award Agreement under Air Transport Services Group, Inc.
2005 Amended and Restated Long-Term Incentive Plan. (9)

Form of Performance-Based Stock Unit Award Agreement under Air Transport Services Group,
Inc. 2005 Amended and Restated L ong-Term Incentive Plan. (9)

Form of Restricted Stock Unit Award Agreement under Air Transport Services Group, Inc. 2005
Amended and Restated L ong-Term Incentive Plan. (18)

Conversion Agreement dated August 3, 2010, between Cargo Aircraft Management, Inc., M&B
Conversions Limited and Israel Aerospace Industries Ltd. (10)

Credit Agreement, dated as of May 9, 2011, among Cargo Aircraft Management, Inc., as
Borrower, Air Transport Services Group, Inc., the Lenders from time to time party thereto,
SunTrust Bank, as Administrative Agent, Regions Bank and JPMorgan Chase Bank, N.A., as
Syndication Agents, and Bank of America, N.A., as Documentation Agent. (11)

Guarantee and Collateral Agreement, dated as of May 9, 2011, made by Cargo Aircraft
Management, Inc. and certain of its Affiliatesin favor of SunTrust Bank, asAdministrative
Agent. (11)

Amendment to Confidentiality and Standstill Agreement, dated as of June 11, 2012, between
Air Transport Services Group, Inc. and Red Mountain Capital PartnersLLC. (12)
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10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

Form of amended and restated change-in-control agreement in effect between Air Transport
Services Group, Inc. and its executive officers. (14)

Amendment to the Credit Agreement, dated July 20, 2012, among Cargo Aircraft Management,
Inc., as Borrower, Air Transport Services Group, Inc., the Lenders from time to time party
thereto, SunTrust Bank, as Administrative Agent, Regions Bank and JPMorgan Chase Bark,
NL.A., as Syndication Agents, and Bank of America, N.A., as Documentation Agent. (13)

Amended and Restated L ease Agreement, dated December 27, 2012, between Clinton County
Port Authority and Air Transport Services Group, Inc. (15)

Loan Agreement, Chapter 166, Ohio Revised Code, dated December 1, 2012, between the
Director of Development Services Agency of Ohio and Clinton County Port Authority. (15)

Guaranty Agreement, dated December 1, 2012, among Air Transport Services Group, Inc.,
Airborne Maintenance and Engineering Services, Inc., Air Transport International, LLC,
Clinton County Port Authority, the Directory of Development Services Agency of Ohio, and the
Huntington National Bank. (15)

Lease Agreement for the Jump Hangar Facility, dated December 1, 2012, between Clinton
County Port Authority and Air Transport International, LLC. (15)

Leasehold Mortgage, Assignment of Leases and Rents, Security Agreement and Financing
Statement, dated December 1, 2012, among Air Transport International, LLC and the Director
of Development Services Agency of Ohio. (15)

Bond Purchase Agreement, dated December 13, 2012, among the State of Ohio, acting by and
through its Treasurer of State, the Development Services Agency of Ohio, acting by and through
aduly authorized representative, Clinton County Port Authority, Air Transport International,
LLC and Stifel, Niolaus & Company, Inc. (15)

Air Transport Services Group, Inc. Nonqualified Deferred Compensation Plan, dated October
31, 2013. (17)

Second Amendment to the Credit Agreement, dated October 22, 2013, among Cargo Aircraft
Management, Inc., as Borrower, Air Transport Services Group, Inc., the Lenders from time to
time party thereto, SunTrust Bank, as Administrative Agent, Regions Bank and JPMorgan
Chase Bank, N.A., as Syndication Agents, and Bank of America, N.A., as Documentation
Agents. (17)

Third Amendment to Credit Agreement and First Amendment to Guarantee and Collateral
Agreement, dated May 6, 2014, by and among Cargo Aircraft Management, Inc., as Borrower,
Air Transport Services Group, Inc., each of the Guarantors party thereto, each of the financial
institutions party thereto as"Lenders', and SunTrust Bank as Administrative Agent. (19)

Amended and Restated Air Transportation Services Agreement between DHL Network
Operations (USA), Inc., ABX Air, Inc. and Cargo Aircraft Management, Inc., dated January 14,
2015. Those portions of the Agreement marked with an [*] have been omitted pursuant to a
request for confidential treatment and have been filed separately with the SEC. (20)

Fifth Amendment to Credit Agreement, dated May 8, 2015, by and among Cargo Aircraft
Management, Inc., as Borrower, Air Transport Services Group, Inc., each of the Guarantors
party thereto, each of the financial institutions party thereto as"Lenders' and SunTrust Bank, in
its capacity as Administrative Agent. (21)

Air Transportation Services Agreement, dated as of March 8, 2016, by and between Airborne
Global Solutions, Inc. and Amazon Fulfillment Services Inc. Those portions of the Agreement
marked with an [*] have been omitted pursuant to a request for confidential treatment and have
been filed separately with the SEC. (22)

Investment Agreement, dated as of March 8, 2016, by and between Air Transport Services
Group, Inc., and Amazon.com, Inc. Those portions of the Agreement marked with an [*] have
been omitted pursuant to arequest for confidential treatment and have been filed separately with
the SEC. (22)
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10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39

10.40

10.41

10.42

10.43

10.44

10.45

10.46

10.47

Warrant to Purchase Common Stock, issued March 8, 2016, by and between Air Transport
Services Group, Inc. and Amazon.com. Those portions of the Warrant marked with an [*] have
been omitted pursuant to arequest for confidential treatment and have been filed separately with
the SEC. (22)

Stockholders Agreement, dated as of March 8, 2016, by and between Air Transport Services
Group, Inc., and Amazon.com, Inc. Those portions of the Agreement marked with an [*] have
been omitted pursuant to a request for confidential treatment and have been filed separately with
the SEC. (22)

Amended and Restated Credit Agreement, dated as of May 31, 2016, among Cargo Aircraft
Management, Inc., as Borrower, Air Transport Services Group, Inc., the Lenders from time to
time party hereto, SunTrust Bank, as Administrative Agent, Regions Bank and JPMorgan Chase
Bank, N.A., as Syndication Agents and Bank of America, N.A., as Documentation Agent. (23)

Guarantee and Collateral Agreement made by Cargo Aircraft Management, Inc. and certain of
itsAffiliates in favor of SunTrust Bank, as Administrative Agent, dated as of May 31, 2016.
(23)

Air Transport Services Group, Inc. Executive Incentive Compensation Plan, last modified
August 5, 2016. (23)

Form of Time-Based Restricted Stock Award Agreement under Air Transport Services Group,
Inc. 2015 Amended and Restated L ong-Term Incentive Plan. (24)

Form of Performance-Based Stock Unit Award Agreement under Air Transport Services Group,
Inc. 2015 Amended and Restated L ong-Term Incentive Plan. (24)

Form of Restricted Stock Unit Award Agreement under Air Transport Services Group, Inc. 2015
Amended and Restated Long-Term Incentive Plan. (24)

Stock Purchase Agreement, dated June 21, 2016, between Air Transport Services Group, Inc.
and Red Mountain Partners, L.P. (25)

First Amendment to the Amended and Restated Credit Agreement, dated as of March 31, 2017,
among Cargo Aircraft Management, Inc., as Borrower, Air Transport Services Group, Inc., the
Lenders from time to time party hereto, SunTrust Bank, as Administrative Agent, Regions Bank
and JPMorgan Chase Bank, N.A., as Syndication Agents and Bank of America, N.A., as
Documentation Agent. (26)

Underwriting Agreement, dated May 31, 2017, by and among Air Transport Services Group,
Inc., Red Mountain Partners, L.P. and Merrill Lynch, Pierce, Fenner & Smith Incorporated. (27)

Second Amendment to the Amended and Restated Credit Agreement, entered into on September
25, 2017, by and among Air Transport Services Group, Inc., Cargo Aircraft Management, Inc.,
as borrower, the guarantors party thereto, the lenders party thereto and SunTrust Bank, as
Administrative Agent. (29)

Purchase Agreement, dated September 25, 2017, by and among Air Transport Services Group,
Inc. and Goldman Sachs & Co. LLC and SunTrust Robinson Humphrey, Inc., as representatives
of theinitial purchasers named therein. (28)

Base Convertible Bond Hedge Confirmation, dated September 25, 2017, between Air Transport
Services Group, Inc., and Goldman Sachs & Co. LLC. (28)

Base Convertible Bond Hedge Confirmation, dated September 25, 2017, between Air Transport
Services Group, Inc., and Bank of America, N.A. (28)

Base Convertible Bond Hedge Confirmation, dated September 25, 2017, between Air Transport
Services Group, Inc., and JPMorgan Chase Bank, National Association, London Branch. (28)

Base Convertible Bond Hedge Confirmation, dated September 25, 2017, between Air Transport
Services Group, Inc., and Bank of Montreal. (28)
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10.48

10.49

10.50

10.51

10.52

10.53

10.54

10.55

10.56

10.57

10.58

10.59

10.60
10.61

10.62

10.63

10.64

10.65

Additional Convertible Bond Hedge Confirmation, dated September 25, 2017, between Air
Transport Services Group, Inc., and Goldman Sachs & Co. LLC. (28)

Additional Convertible Bond Hedge Confirmation, dated September 25, 2017, between Air
Transport Services Group, Inc., and Bank of America, N.A. (28)

Additional Convertible Bond Hedge Confirmation, dated September 25, 2017, between Air
Transport Services Group, Inc., and JPMorgan Chase Bank, National Association, London
Branch. (28)

Additional Convertible Bond Hedge Confirmation, dated September 25, 2017, between Air
Transport Services Group, Inc., and Bank of Montreal. (28)

Bank Warrant Confirmation, dated September 25, 2017, between Air Transport Services Group,
Inc., and Goldman Sachs & Co. LLC. (28)

Bank Warrant Confirmation, dated September 25, 2017, between Air Transport Services Group,
Inc., and Bank of America, N.A. (28)

Bank Warrant Confirmation, dated September 25, 2017, between Air Transport Services Group,
Inc., and JPMorgan Chase Bank, National Association, London Branch. (28)

Bank Warrant Confirmation, dated September 25, 2017, between Air Transport Services Group,
Inc., and Bank of Montreal. (28)

Additional Warrant Confirmation, dated September 25, 2017, between Air Transport Services
Group, Inc., and Goldman Sachs & Co. LLC. (28)

Additional Warrant Confirmation, dated September 25, 2017, between Air Transport Services
Group, Inc., and Bank of America, N.A. (28)

Additional Warrant Confirmation, dated September 25, 2017, between Air Transport Services
Group, Inc., and JPMorgan Chase Bank, National Association, London Branch. (28)

Additional Warrant Confirmation, dated September 25, 2017, between Air Transport Services
Group, Inc., and Bank of Montreal. (28)

Air Transport Services Group, Inc. Severance Plan for Senior Management. (30)

Confirmation Agreement, dated August 23, 2017, between Mutual of America Life Insurance
Company and ABX Air, Inc., relating to the ABX Air Retirement Income Plan. (30)

Second Amended and Restated Credit Agreement, dated as of November 9, 2018, among Cargo
Aircraft Management, Inc., as borrower; Air Transport Services Group, Inc.; the lenders from
time to time party thereto; SunTrust Bank, as Administrative Agent; Bank of America, N.A. and
PNC Bank, National Association, as Co-Syndication Agents; and Regions Bank, JPMorgan
Chase Bank, N.A. and Branch Banking and Trust Company, as Co-Documentation Agents. (32)

Second Amended and Restated Guarantee and Collateral Agreement made by Cargo Aircraft
Management, Inc. and certain of its Affiliatesin favor of SunTrust Bank, asAdministrative
Agent, dated as of November 9, 2018. (32)

Purchase and Sale Agreement, by and among Air Transport Services Group, Inc. and the Sellers
and the Sellers’ Representative Named Herein, dated as of October 1, 2018. Pursuant to Item
601(b)(2) of Regulation S-K, certain exhibits and schedules have been omitted from this filing.
The registrant agrees to furnish the Commission on a supplemental basis a copy of any omitted
exhibit or schedule. (32)

Investment Agreement, dated as of December 20, 2018, by and between Air Transport Services
Group, Inc. and Amazon.com, Inc. Those portions of the Agreement marked with an [*] have
been omitted pursuant to a request for confidential treatment and have been filed separately with
the SEC. (32)
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Warrant to Purchase Common Stock, issued December 20, 2018, by and between Air Transport
Services Group, Inc. and Amazon.com, Inc. Those portions of the Warrant marked with an [*]
have been omitted pursuant to a request for confidential treatment and have been filed
separately with the SEC. (32)

Amended and Restated Stockholders Agreement, dated as of December 20, 2018, by and
between Air Transport Services Group, Inc. and Amazon.com, Inc. Those portions of the
Agreement marked with an [*] have been omitted pursuant to arequest for confidential
treatment and have been filed separately with the SEC. (33)

First Amendment to Second Amended and Restated Credit Agreement, dated as of February 13,
2019, by and among Cargo Aircraft Management, Inc., as Borrower; Air Transport Services
Group, Inc.; each of the Guarantors party hereto; each of the financial institutions party hereto
as "Lenders"; and SunTrust Bank, in its capacity as Administrative Agent. (35)

Second Amendment to Second Amended and Restated Credit Agreement, dated as of May 24,
2019, by and among Cargo Aircraft Management, Inc., as Borrower; Air Transport Services

Group, Inc.; each of the financial institutions party hereto as"Lenders'; and SunTrust Bank, in
its capacity as Administrative Agent. (35)

Third Amendment to Second Amended and Restated Credit Agreement, dated as of November
4, 2019, by and among Cargo Aircraft Management, Inc., as Borrower; Air Transport Services
Group, Inc.; each of the financial institutions party hereto as"Lenders"; and SunTrust Bank, in
its capacity as Administrative Agent. (36)

Fourth Amendment to Second Amended and Restated Credit Agreement, dated as of January 28,
2020, by and among Cargo Aircraft Management, Inc., as Borrower; Air Transport Services
Group, Inc.; each of the financial institutions party thereto as Lenders; and SunTrust Bank, in its
capacity asAdministrative Agent. (37)

Code of Ethics

Code of Ethics—CEO and CFO. (1)

List of Significant Subsidiaries

List of Significant Subsidiaries of Air Transport Services Group, Inc., filed within.

Consent of experts and counsel

Consent of independent registered public accounting firm, filed herewith.

Certifications

Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, filed herewith.
Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002, filed herewith.

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, filed herewith.

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, filed herewith.

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Extension Calculation Linkbase Document
XBRL Taxonomy Extension Definition Linkbase Document
XBRL Taxonomy Extension Labels Linkbase Document

XBRL Taxonomy Extension Presentation Linkbase Document
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The Company's Code of Ethics can be accessed from the Company's Internet website at www.atsginc.com.
Incorporated by reference to the Company’s Quarterly Report on Form 10-Q, filed with the Securities and
Exchange Commission on November 9, 2006.

Incorporated by reference to the Company’s Annual Report on Form 10-K/A filed on August 14, 2007 with
the Securities and Exchange Commission.

Incorporated by reference to the Company’s Quarterly Report on Form 10-Q/A, filed with the Securities and
Exchange Commission on August 14, 2007.

Incorporated by reference to the Company’s Quarterly Report on Form 10-Q, filed with the Securities and
Exchange Commission on August 14, 2007.

Incorporated by reference to the Company’s Quarterly Report on Form 10-Q, filed with the Securities and
Exchange Commission on August 10, 2009.

Incorporated by reference to the Company’s Annual Report on Form 10-K filed on March 17, 2008 with the
Securities and Exchange Commission.

Incorporated by reference to the Company's Proxy Statement for the 2019 Annual Meeting of Stockholders,
Corporate Governanceand Board M atters, filed March 29, 2019 with the Securitiesand Exchange Commission.
Incorporated by reference to the Company's Quarterly Report on Form 10-Q filed with the Securities and
Exchange Commission on May 10, 2010.

Incorporated by reference to the Company's Quarterly Report on Form 10-Q filed with the Securities and
Exchange Commission on November 3, 2010. Those portions of the Agreement marked with an [*] have been
omitted pursuant to arequest for confidential treatment and have been filed separately with the SEC.
Incorporated by reference to the Company's Quarterly Report on Form 10-Q filed with the Securities and
Exchange Commission on August 3, 2011.

Incorporated by reference to the Company's Form 8-K filed with the Securities and Exchange Commission
on June 18, 2012.

Incorporated by reference to the Company's Form 8-K filed with the Securities and Exchange Commission
on July 24, 2012.

Incorporated by reference to the Company's Quarterly Report on Form 10-Q filed with the Securities and
Exchange Commission on August 2, 2012.

Incorporated by reference to the Company's Annual Report on Form 10-K filed with the Securities and
Exchange Commission on March 4, 2013. Those portions of the Agreement marked with an [*] have been
omitted pursuant to arequest for confidential treatment and have been filed separately with the SEC.
Incorporated by reference to the Company's Form 8-K filed with the Securities and Exchange Commission
on May 10, 2019.

Incorporated by reference to the Company's Quarterly Report on Form 10-Q filed with the Securities and
Exchange Commission on November 6, 2013.

Incorporated by reference to the Company's Quarterly Report on Form 10-Q filed with the Securities and
Exchange Commission on May 12, 2014.

Incorporated by reference to the Company's Quarterly Report on Form 10-Q filed with the Securities and
Exchange Commission on August 5, 2014.

Incorporated by reference to the Company's Quarterly Report on Form 10-Q filed with the Securities and
Exchange Commission on May 8, 2015, as amended by the Company's Quarterly Report on Form 10-Q/A
filed with the Securities and Exchange Commission on August 7, 2015.

Incorporated by reference to the Company's Quarterly Report on Form 10-Q filed with the Securities and
Exchange Commission on August 7, 2015.

Incorporated by reference to the Company's Quarterly Report on Form 10-Q filed with the Securities and
Exchange Commission on May 10, 2016.

Incorporated by reference to the Company's Quarterly Report on Form 10-Q filed with the Securities and
Exchange Commission on August 8, 2016.

Incorporated by reference to the Company's Form 8-K filed with the Securities and Exchange Commission
on March 15, 2016.

Incorporated by reference to the Company's Form 8-K filed with the Securities and Exchange Commission
on June 27, 2016.
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(26)
(27)
(28)
(29)
(30)
(31)
(32)
(33)
(34)
(35)
(36)

(37)

Incorporated by reference to the Company's Quarterly Report on Form 10-Q filed with the Securities and
Exchange Commission on May 8, 2017.

Incorporated by reference to the Company's Form 8-K filed with the Securities and Exchange Commission
on June 2, 2017.

Incorporated by reference to the Company's Form 8-K filed with the Securities and Exchange Commission
on September 29, 2017.

Incorporated by reference to the Company's Form 8-K filed with the Securities and Exchange Commission
on September 25, 2017.

Incorporated by reference to the Company's Quarterly Report on Form 10-Q filed with the Securities and
Exchange Commission on November 9, 2017.

Incorporated by reference to the Company's Quarterly Report on Form 10-Q filed with the Securities and
Exchange Commission on August 8, 2018.

Incorporated by reference to the Company's Annual Report on Form 10-K filed with the Securities and
Exchange Commission on March 1, 2019.

Incorporated by reference to the Company's Annual Report on Form 10-K/A filed with the Securities and
Exchange Commission on March 29, 2019.

Incorporated by reference to the Company's Quarterly Report on Form 10-Q filed with the Securities and
Exchange Commission on August 6, 2019.

Incorporated by reference to the Company's Form 8-K filed with the Securities and Exchange Commission
on May 29, 2019.

Incorporated by reference to the Company's Form 8-K filed with the Securities and Exchange Commission
on November 6, 2019.

Incorporated by reference to the Company's Form 8-K filed with the Securities and Exchange Commission
on January 28, 2020.

ITEM 16. FORM 10-K SUMMARY

None.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Air Transport Services Group, Inc.

Signature Title Date
Chief Executive Officer (Principal Executive
/sl JosepH C. HETE Officer) March 2, 2020

Joseph C. Hete

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons in the capacities and on the date indicated:

Signature Title Date
/S RANDY D. RADEMACHER Director and Chairman of the Board March 2, 2020

Randy D. Rademacher

/s/' RICHARD M. BAUDOUIN Director March 2, 2020
Richard M. Baudouin

Director and Chief Executive Officer (Principal
/s/  JOSEPH C. HETE Executive Officer) March 2, 2020

Joseph C. Hete

/sl RAYMOND E. JOHNS JR. Director March 2, 2020
Raymond E. Johns, Jr.

/Sl LAURA J. PETERSON Director March 2, 2020
Laura J. Peterson

/sl J. CHRISTOPHER TEETS Director March 2, 2020
J. Christopher Teets

/sl JEFFREY J. VORHOLT Director March 2, 2020
Jeffrey J. Vorholt

Chief Financia Officer (Principal Financia
/) QUINT O. TURNER Officer and Principal Accounting Officer) March 2, 2020

Quint O. Turner
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Exhibit 4.3

DESCRIPTION OF CAPITAL STOCK

The following description summarizes information about the common stock, par value $0.01 per share, of Air
Transport Services Group, Inc. (the “Company”). Such common stock is the only class of securities which the
Company has registered under Section 12 of the Securities Exchange Act of 1934, as amended. The following
summary is subject to , and qualified in its entirety by reference to the Company’s Restated Certificate of
Incorporation, as amended (the “ Certificate of Incorporation”) and the Company’s Amended and Restated Bylaws,
as amended (the “Bylaws”), copies of which have been filed by the Company as exhibits to the Company’s annual
report on Form 10-K, aswell as the Delaware General Corporation Law.

Authorized Capital Stock

The Company’s authorized capital stock consists of 170,000,000 shares, of which 150,000,000 shares are
common stock, par value $.01 per share and 20,000,000 shares are preferred stock, par value $.01 per share. As of
March 2, 2020, 59,329,431 shares of common stock were issued and outstanding, and no shares of preferred stock
were issued or outstanding. The Certificate of Incorporation authorizes the issuance of 75,000 Series A Junior
Participating Preferred Stock, none of which have been issued.

Common Stock

Each share of common stock entitles its holder of record to one vote on all matters voted on by stockhol ders.
The Certificate of Incorporation does not provide for cumulative voting in the election of directors. Accordingly,
holders of amajority of the outstanding shares of common stock voting in the election of directors are able to elect
all of the directors, if they choose to do so, subject to any rights of the holders of any preferred stock to elect
directors. Subject to any preferential or other rights of any outstanding series of preferred stock that may be
established by the Board of Directors, the holders of common stock are entitled to (i) such dividends as the
Company’s Board of Directors may declare from time to time from legally available funds and (ii), upon the
Company’s dissolution, will be entitled to receive pro rata all of the assets of the Company available for distribution
to stockholders, except that such rights upon dissolution of non-U.S. citizens are limited as described below under
“Limitations on Foreign Ownership.”

Holders of common stock have no preemptive rights, conversion rights or other subscription rights. The
rights, preferences and privileges of holders of common stock are subject to, and may be adversely affected by, the
rights of the holders of shares of any series of preferred stock that the Company may designate and issue in the
future. A description of the preferred shares follows.

Preferred Stock

The Certificate of Incorporation authorizes the Board of Directors, without action by the Company’s
stockholders, to provide for the issuance of shares of preferred stock in one or more classes or series, and to fix for
each such class or series the voting powers, designations, preferences, limitations, and restrictions. The rights of any
class or series of preferred stock may be greater than the rights attached to the common stock. It is not possible to
state the actual effect of the issuance of any class or series of preferred stock on the rights of holders of common
stock until the Board of Directors of the Company determines the specific rights attached to that preferred stock. The
effects of issuing preferred stock could include one or more of the following:

 restricting dividends on the common stock;

 diluting the voting power of the common stock;

* impairing the liquidation rights of the common stock; and



» delaying or preventing a change of control of the Company.

Limitation on Voting by Foreign Owners

In furtherance of the Company’s stock ownership restrictions which are described below, a transfer of shares
of any class of the Company’s capital stock to an Alien will not be valid, except between the parties to the transfer,
until the transfer is recorded on the Company’s foreign stock record, which is arecord maintained by the Company
which records the date of atransfer to an Alien, the parties to the transfer and the number and description of the
shares of stock transferred to an Alien. The Certificate of Incorporation defines“Alien” as: (i) any person who is not
acitizen of the United States (“U.S. Citizens’) as defined in 49 U.S.C. Section 40102(a)(15), or any hominee of
such person; (i) any foreign government or representative thereof; (iii) any corporation organized under the laws of
any foreign government; or (iv) any corporation, partnership, trust, association, or other entity which is an Affiliate
of anAlien or Aliens. “Affiliate” has the meaning set forth in Rule 12b-2 of the General Rules and Regulations
under the Securities Exchange Act of 1934, as amended (the “Exchange Act”).

Beneficial Ownership Inquiry

The Company may by written notice (including by proxy or ballot) require a person who is the record holder
of the Company’s capital stock or a person with beneficial ownership of such stock to certify that, to the knowledge
of such person:

» all stock of the Company which such person has record ownership or beneficial ownership are owned and
controlled only by U.S. Citizens; or

» the number and class or series of stock of the Company owned of record or beneficially owned by such
person that are owned or controlled by Aliens.

“Beneficial ownership” and “beneficially owned” refer to beneficial ownership as defined in Rule 13d-3
(without regard to the 60-day provision in paragraph (d)(1)(i) thereof) under the Exchange Act.

With respect to any equity securitiesidentified by such person in response to the beneficial ownership inquiry,
the Company may require such person to provide further information as the Company may reasonably requirein
order to implement the provisions restricting ownership.

If aperson fails to provide the certificate or other information to which the Company is entitled, the Company
will presume that the equity securities in question are owned or controlled by Aliens.

Limitations on Foreign Ownership

The Certificate of Incorporation restricts ownership or control of the Company by non-U.S. Citizens.
Ownership or control of (1) twenty-five percent (25%) (the “Maximum Voting Percentage”) or more of the issued
and outstanding Voting Stock (as defined below) of the Company or (2) shares of capital stock of the Company
entitled to receive fifty percent (50%) (the “Maximum Economic Percentage”) or more of the Company’s dividends,
distributions or proceeds upon liquidation, by persons who are not U.S. Citizensis prohibited; provided, however,
that the Maximum Voting Percentage shall be deemed to be automatically increased or decreased from time to time
to that percentage of ownership which isthen permissible by persons who are not U.S. Citizens under applicable
Foreign Ownership Restrictions; provided, further, that the Board of Directors, by a majority vote of the independent
directors, may increase or decrease the Maximum Economic Percentage if the Board of Directorsin good faith, and
upon advice of independent counsel, determines that such increase or decrease is permitted by applicable Foreign
Ownership Restrictions. As used in the Certificate of Incorporation, “Voting Stock” means common stock, and any
other classes of stock issued by the Company that are entitled to vote on matters generally referred to the
stockholders for avote. “Foreign Ownership Restrictions’ means United States statutory and United States
Department of Transportation regulatory or interpretive restrictions on foreign ownership or control of the Company,
the breach of which would result in the loss of any operating certificate or authority of the Company or any of its
subsidiaries, including any successor provisions or regulations thereto.
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A transfer of shares of any class of stock of the Company to an Alien will not be valid, except between the
parties to the transfer, until the transfer shall have been recorded on the foreign stock record of the Company. At no
time shall ownership or control of shares representing more than the lesser of (i) the Maximum Voting Percentage of
the issued and outstanding Voting Stock, or (ii) the Maximum Economic Percentage of all shares of stock of the
Company, be registered on the foreign stock record. If at any time the Company determines that shares of stock are
purportedly owned or controlled by one or more Aliens who are not registered on the Foreign Stock Record, the
registration of such shares shall, subject to the limitation in the preceding sentence, be made in chronological order
in the foreign stock record, based on the date of the Company’s finding of ownership or control of such shares by an
Alien. If at any time the Company determines that the number of shares of Voting Stock registered on the foreign
stock record exceeds the Maximum Voting Percentage, or that the number of shares of stock of the Company
registered on the foreign stock record exceeds the Maximum Economic Percentage, sufficient shares shall be
removed from the foreign stock record in reverse chronological order so that the number of shares of Voting Stock
registered on the foreign stock record does not exceed the Maximum Voting Percentage and so that the number of
shares of stock of the Company registered on the foreign stock record does not exceed the Maximum Economic
Percentage. Shares of stock of the Company known by the Company to be held of record or controlled by Aliens and
not registered on the foreign stock record are at no time entitled to vote or to receive dividends, distributions or other
benefits of ownership.

Anti-Takeover Effects of Provisions of the Company’s Certificate of Incorporation and Bylaws

Some provisions of the Certificate of Incorporation and Bylaws, including the following, could have the effect
of making it more difficult for athird party, or discouraging athird party from attempting, to acquire control of the
Company without the approval of the Company’s Board of Directors:

Stockholder Action

The Certificate of Incorporation provides that any action required or permitted to be taken by the Company’s
stockholders must be taken at aduly called annual or special meeting of stockholders and may not be taken by
written consent. These provisions may have the effect of delaying approval of a stockholder proposal until the next
annual meeting or until a special meeting could be convened.

Advance Notice Procedures

The Bylaws provide that stockholders seeking to bring business before an annual meeting of stockholders, or
to nominate candidates for election as directors at an annual meeting of stockholders, must provide timely noticein
writing, subject to the exception noted below under “Board of Directors.” To be timely, a stockholder’s notice must
be delivered to or mailed and received at the principal executive offices of the Company not less than
90 days nor more than 120 days prior to the anniversary date of the immediately preceding annual meeting of
stockholders. The Bylaws a so specify requirements as to the form and content of a stockholder’s notice. These
provisions may preclude stockholders from bringing matters before an annual meeting of stockholders or from
making nominations for directors at an annual meeting of stockholders. The Bylaws include different requirements
for stockholders who call special meetings of stockholders.

Board of Directors

The Certificate of Incorporation provides that the number of directors of the Company shall be not less than
three nor more than twleve, with the exact number being fixed from time to time, within such limits, by the Board of
Directors. Each nominee for director stands for election to a one-year term expiring at the next annual meeting of
stockholders and until his or her successor is duly elected and qualified, subject to such director’s earlier death,
resignation, retirement or removal from service

The Bylaws provide that, in an uncontested election, each director will be elected by a majority of the votes
cast. A “majority of the votes cast” means that the number of shares voted “For” a nominee exceeds the number of
shares voted “Against” that nominee. The Bylaws include a director resignation policy providing that, in any
uncontested election, in order for any person to become a nominee for the Board, that person must submit an
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irrevocable resignation from the Board, which will become effective if that nominee does not receive a majority of
the votes cast and the Board determines to accept such resignation.

The majority voting standard does not apply, however, in a contested election of directors. An electionis
deemed to be a contested election if the number of nominees for election as directors at the meeting in question
nominated by (i) the Board, (ii) any stockholder, or (iii) a combination thereof exceeds the number of directorsto be
elected. In such circumstances, directors are instead elected by a plurality of the votes cast, meaning that the
nominees receiving the most votes are elected. The determination as to whether an election is a contested election is
made as of the record date for the meeting in question. Once an election is determined to be a contested election, the
plurality standard shall remain in effect through the completion of the meeting, regardless of whether the election
ceases to be a contested election after the record date but prior to the meeting.

Under the Certificate of Incorporation, at least two-thirds of the directors of the Company must be U.S.
Citizens. The Bylaws provide generally that vacancies on the Board of Directors, including those resulting from an
increase in the number of directors, may befilled only by the remaining directors, and not by stockholders. Any
director elected to fill avacancy will have the same remaining term as his or her predecessor. Accordingly, the Board
of Directors could temporarily prevent any stockholder from enlarging the Board of Directors and filling the new
directorships with that stockholder’s own nominees.

Anti-Takeover Effects of Section 203 of the Delaware General Corporation Law

The Company is subject to Section 203 of the Delaware General Corporation Law. Section 203 provides that,
subject to certain exceptions, a corporation shall not engage in any business combination with any “interested
stockholder” for athree-year period following the time that such stockholder becomes an interested stockholder
unless:

 prior to such time, the board of directors of the corporation approved either the business combination or
the transaction which resulted in the stockhol der becoming an interested stockholder; or

e upon consummation of the transaction which resulted in the stockholder becoming an interested
stockholder, the interested stockholder owned at |east 85% of the voting stock of the corporation
outstanding at the time the transaction commenced (excluding certain shares); or

» at or subsequent to such time, the business combination is approved by the board of directors of the
corporation and by the affirmative vote of at least 66 2/3% of the outstanding voting stock which is not
owned by the interested stockholder.

Except as specified in Section 203, an interested stockholder is generally defined as:

» any person that isthe owner of 15% or more of the outstanding voting stock of the corporation, or isan
affiliate or associate of the corporation and was the owner of 15% or more of the outstanding voting stock
of the corporation, at any time within the three-year period immediately prior to the relevant date; and

 theaffiliates and associates of any such person.

Section 203 may make it more difficult for a person who would be an “interested stockholder” to effect
various business combinations with a corporation for a three-year period. The Company has not elected to be
exempt from the restrictions imposed under Section 203. The provisions of Section 203 may encourage persons
interested in acquiring the Company to negotiate in advance with the board of directors, since the stockholder
approval requirement would be avoided if a majority of the directors then in office approves either the business
combination or the transaction which results in any such person becoming an interested stockholder. Such provisions
also may have the effect of preventing changes in the Company’s management. It is possible that such provisions
could make it more difficult to accomplish transactions which the Company stockholders may otherwise deem to be
intheir best interests.

Authorized but Unissued Shares



The Company’s authorized but unissued shares of common stock and preferred stock are available for future
issuance without stockholder approval. These additional shares may be used for avariety of corporate purposes,
including future public offerings to raise additional capital, corporate acquisitions and employee benefit plans. The
existence of authorized but unissued shares of common stock and preferred stock could render more difficult or
discourage an attempt to obtain control of the Company by means of a proxy contest, tender offer, merger or
otherwise.

Transfer Agent and Registrar

Computershare, PO. Box 43078, Providence, Rl 02940, is the transfer agent and registrar for the Company’s
common stock.

Shares in Book-Entry Form

Certificates representing the Company’s common stock are not issued unless requested in writing as described
below. Holders of record of the Company common stock have credited to a book-entry account established and
maintained for them by the transfer agent and registrar the number of shares of Company common stock owned of
record by them. Stockholders may request the issuance of a certificate representing shares of Company Common
Stock owned of record by them by writing to the transfer agent and registrar.
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Air Transport Services Group, Inc.
List of Significant Subsidiaries

December 31, 2019

ABX Air, Inc., a Delaware Corporation

Airborne Global Solutions, Inc., a Delaware Corporation

Airborne Maintenance and Engineering Services, Inc., a Delaware Corporation

Air Transport International, Inc., a Delaware Corporation

Air Transport International Limited Liability Company, a Nevada Limited Liability Company
AMES Material Services, Inc., an Ohio Corporation

Cargo Aircraft Management, Inc., a Florida Corporation

LGSTX Cargo Services, Inc., an Delaware Corporation

LGSTX Services, Inc., aDelaware Corporation

Pemco World Air ServicesInc., a Delaware Corporation

. ATSG West Leasing Limited, an Irish Limited Company

Omni Air International, LLC, a Nevada Limited Liability Company

Exhibit 21.1



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Post-Effective Amendment No. 1 to Registration Statement No. 333-125679
on Form S-8, Registration Statement No. 333-167253 on Form S-8, Registration Statement No. 333-209664 on Form S-8, and
Registration Statement No. 333-218367 on Form S-3A SR of our reports dated March 2, 2020, relating to the financial statements
of Air Transport Services Group, Inc. and the effectiveness of Air Transport Services Group, Inc.'sinterna control over financial
reporting appearing in thisAnnual Report on Form 10-K for the year ended December 31, 2019.

/s Deloitte & Touche LLP

Cincinnati, Ohio
March 2, 2020



Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Joseph C. Hete, certify that:

1
2.

I have reviewed this report on Form 10-K of Air Transport Services Group, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
amaterial fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant's other certifying officers and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial reporting that
occurred during the registrant's most recent fiscal quarter that has materialy affected, or is
reasonably likely to materially affect, the registrant'sinternal control over financial reporting; and

The registrant's other certifying officer(s) and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant's ability to
record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant rolein the registrant's internal control over financial reporting.

Date: March 2, 2020

/s JOSEPH C. HETE

Joseph C. Hete
Chief Executive Officer



Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Quint O. Turner, certify that:

1
2.

I have reviewed this report on Form 10-K of Air Transport Services Group, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
amaterial fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

The registrant's other certifying officers and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant's internal control over financial reporting that
occurred during the registrant's most recent fiscal quarter that has materialy affected, or is
reasonably likely to materially affect, the registrant'sinternal control over financial reporting; and

The registrant's other certifying officer(s) and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant's auditors and the audit committee of the
registrant's board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant's ability to
record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a
significant rolein the registrant's internal control over financial reporting.

Date: March 2, 2020

/s/ QUINT O. TURNER

Quint O. Turner
Chief Financial Officer

(Principal Financial and Accounting Officer)



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Air Transport Services Group, Inc. (the “Company”) on Form 10-K for the
year ending December 31, 2019 as filed with the Securities and Exchange Commission on the date hereof (the
“Report™), 1, Joseph C. Hete, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. 1350, as
enacted by § 906 of the Sarbanes-Oxley Act of 2002, that:

D The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities
ExchangeAct of 1934; and

2 The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

A signed original of thiswritten statement required by Section 906 has been provided to Air Transport Services
Group, Inc. and will be retained by Air Transport Services Group, Inc. and furnished to the Securities and Exchange
Commission or its staff upon request.

/sl JOSEPH C. HETE

Joseph C. Hete
Chief Executive Officer

Date: March 2, 2020



Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Air Transport Services Group, Inc. (the “Company”) on Form 10-K for the
year ending December 31, 2019 as filed with the Securities and Exchange Commission on the date hereof (the
“Report™), I, Quint O. Turner, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. 1350, as
enacted by § 906 of the Sarbanes-Oxley Act of 2002, that:

D The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities
ExchangeAct of 1934; and

2 The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

A signed original of thiswritten statement required by Section 906 has been provided to Air Transport Services
Group, Inc. and will be retained by Air Transport Services Group, Inc. and furnished to the Securities and Exchange
Commission or its staff upon request.

/s QUINT O. TURNER

Quint O. Turner
Chief Financial Officer

Date: March 2, 2020
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Stock Information

NASDAQ: ATSG

Company documents electronically
filed with the SEC also may be found
at www.atsginc.com

Investor

Registrar and Transfer Agent
Computershare Investor Services
877.581.5548 or 781.575.2879

Independent Auditors
Deloitte & Touche LLP
Cincinnati, OH

Annual Meeting

The annual meeting of stockholders will be

May 7, 2020 at 11 a.m. edt.

via a live audio webcast at
www.virtualshareholdermeeting.com/ATSG2020.

HE information

www.computershare.com/investor
P.O.Box 505000

462 South 4th Street, Ste 1600
Louisville, KY 40233-5000

Investor Relations
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investor.relations@atsginc.com
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