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Wilmington, Ohio 45177
(Address of Principal Executive Office)
(937) 382-5591

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. x Yes ~ No

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files). = Yes = No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definitions of large accelerated filer, large accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer ~ Accelerated filer X

Non-accelerated filer ~~ (do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). ~ Yes x No

As of August 10, 2009, Air Transport Services Group, Inc. had outstanding 63,493,234 shares of common stock, par value $.01.
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FORWARD LOOKING STATEMENTS

Statements contained in this quarterly report on Form 10-Q that are not historical facts are considered forward-looking statements (as that term is

defined in the Private Securities Litigation Reform Act of 1995). Words such as projects,  believes, anticipates, will, estimates, plans,
intends and similar words and expressions are intended to identify forward-looking statements. These forward-looking statements are based on

expectations, estimates and projections as of the date of this filing, and involve risks and uncertainties that are inherently difficult to predict.

Actual results may differ materially from those expressed in the forward-looking statements for any number of reasons, including those

described in this report and in our 2008 Annual Report filed on Form 10-K with the Securities and Exchange Commission.

Filings with the Securities and Exchange Commission

The Securities and Exchange Commission maintains an Internet site that contains reports, proxy and information statements and other
information regarding Air Transport Services Group, Inc. at www.sec.gov. Additionally, our filings with the Securities and Exchange
Commission, including annual reports on 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.
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Item 1. Financial Statements

PART 1. FINANCIAL INFORMATION

AIR TRANSPORT SERVICES GROUP, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF EARNINGS

(In thousands, except per share data)

Three Months Ended
June 30
2009 2008

REVENUES $235,107  $394,860
OPERATING EXPENSES
Salaries, wages and benefits 119,592 149,011
Fuel 35,615 151,280
Depreciation and amortization 21,153 22,928
Maintenance, materials and repairs 15,487 27,964
Landing and ramp 5,558 7,534
Travel 4,649 8,111
Rent 2,625 3,430
Insurance 3,011 2,748
Other operating expenses 8,507 13,803

216,197 386,809
INTEREST EXPENSE (7,166) (8,697)
INTEREST INCOME 129 517
INCOME (LOSS) BEFORE INCOME TAXES 11,873 (129)
INCOME TAXES (3,766) (397)
NET EARNINGS (LOSS) $ 8107 $ (526)
EARNINGS (LOSS) PER SHARE
Basic $ 013 $ (0.01)
Diluted $ 013 $ (0.0
WEIGHTED AVERAGE SHARES
Basic 62,685 62,460
Diluted 63,011 62,460

Table of Contents

See notes to condensed consolidated financial statements.

Six Months Ended
June 30
2009 2008

$515,659  $776,916

257,048 307,768
75,264 271,172

42,876 44,170
35,697 54,108
17,407 21,571
10,519 16,064

6,211 6,876

6,050 5,524
20,443 26,032

471,515 753,285
(14,812) (19,072)

307 1,519
29,639 6,078
(10,435) (2,817)

$ 19204 § 3,261

$ 031 $ 0.05

$ 031 $ 005

62,662 62,438

62,906 62,667
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AIR TRANSPORT SERVICES GROUP, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

(In thousands, except share data)

ASSETS

CURRENT ASSETS:

Cash and cash equivalents

Marketable securities - available-for-sale

Accounts receivable, net of allowance of $506 in 2009 $469 in 2008
Due from DHL

Inventory

Prepaid supplies and other

Deferred income taxes

Aircraft and engines held for sale

TOTAL CURRENT ASSETS

Property and equipment, net
Other assets

Deferred income taxes
Intangibles

Goodwill

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS EQUITY
CURRENT LIABILITIES:

Accounts payable

Accrued salaries, wages and benefits

Accrued severance and retention

Accrued expenses

Current portion of debt obligations

Unearned revenue

TOTAL CURRENT LIABILITIES
Long-term obligations

Post-retirement liabilities

Other liabilities

Commitments and contingencies (Note H)

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; 75,000,000 shares authorized; 63,493,234 and 63,247,312 shares

issued and outstanding in 2009 and 2008, respectively
Additional paid-in capital

Accumulated deficit

Accumulated other comprehensive loss

TOTAL STOCKHOLDERS EQUITY

Table of Contents

June 30,
2009

$ 112,064

18,690
58,639
7,611
8,122
20,171
32,901

258,198

627,768
23,265
14,973
10,557
89,777

$ 1,024,538

$ 30,625
40,259
45,301
15,161
62,774

9,232

203,352
380,225
269,886

17,163

635
490,349
(226,330)
(110,742)

153,912

December 31,
2008

$ 116,114
26

24,495
63,362
11,259
11,151
20,172
2,353

248,932

671,552
25,281
54,807
11,000
89,777

$ 1,101,349

$ 36,618
63,500
67,846
13,772
61,858
14,813

258,407
450,628
294,881

17,041

632
460,155
(245,534)
(134,861)

80,392
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TOTAL LIABILITIES AND STOCKHOLDERS EQUITY $ 1,024,538 $ 1,101,349

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

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In thousands)
Six Months Ended
June 30
2009 2008
OPERATING ACTIVITIES:
Net earnings $ 19,204 $ 3,261
Adjustments to reconcile net earnings to net cash provided by operating activities:
Depreciation and amortization 42 876 44,170
Pension and post-retirement amortization 17,035 3,491
Deferred income taxes 9,323 2,510
Amortization of stock-based compensation 710 1,202
Gains on asset disposition, net of impairments (2,099) (819)
Changes in assets and liabilities:
Accounts receivable 10,528 18,011
Inventory and prepaid supplies 5,653 1,502
Accounts payable (6,133) (11,000)
Unearned revenue (6,609) 8,180
Accrued expenses, salaries, wages and benefits and other liabilities (43,812) (9,728)
Post-retirement liabilities (6,300) 8,517
Other 3,315 3,711
NET CASH PROVIDED BY OPERATING ACTIVITIES 43,691 73,008
INVESTING ACTIVITIES:
Capital expenditures (31,364) (53,959)
Proceeds from the sale of property and equipment 6,808 6,469
Proceeds from redemptions of marketable securities 26 48,389
Long-term deposits (9,000)
Acquisition of CHI (3,840)
NET CASH (USED IN) INVESTING ACTIVITIES (24,530) (11,941)
FINANCING ACTIVITIES:
Principal payments on borrowings (23,211) (57,668)
Proceeds from borrowings 20,000
NET CASH (USED IN) FINANCING ACTIVITIES (23,211) (37,668)
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (4,050) 23,399
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 116,114 59,271
CASH AND CASH EQUIVALENTS AT END OF PERIOD $ 112,064 $ 82,670
SUPPLEMENTAL CASH FLOW INFORMATION:
Interest paid, net of amount capitalized $ 13,509 §$ 17,873
Income taxes paid $ 1922 §
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SUPPLEMENTAL NON-CASH INFORMATION:
Accrued aircraft modification expenditures $ 2204 $ 6,166

See notes to condensed consolidated financial statements.
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AIR TRANSPORT SERVICES GROUP, INC. AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2009
NOTE A SUMMARY OF FINANCIAL STATEMENT PREPARATION AND SIGNIFICANT ACCOUNTING POLICIES

The interim period consolidated financial statements of Air Transport Services Group, Inc. and its subsidiaries (the Company ) have been
prepared in accordance with accounting principles generally accepted in the United States of America and rules and regulations of the Securities
and Exchange Commission for interim financial information. Accordingly, they do not include all of the information, footnotes and disclosures
required by generally accepted accounting principles for complete financial statements and are unaudited. The results of operations and cash
flows for any interim periods are not necessarily indicative of results that may be reported for the full year. The December 31, 2008 financial
amounts are extracted from the annual audited financial statements.

The Company evaluated subsequent events through the date the financial statements were issued and filed with the Securities and Exchange
Commission, which was August 10, 2009. In the opinion of management, all adjustments (consisting of normal recurring accruals) considered
necessary for a fair presentation have been included.

Nature of Operations

The Company includes three independently certificated airlines through its wholly-owned subsidiaries. Its airline subsidiaries are ABX Air, Inc.

( ABX ), Capital Cargo International Airlines, Inc. ( CCIA ), and Air Transport International, LLC ( ATI ). The airlines primarily operate as cargo
airlines within the U.S. The Company s operations include a wholly-owned aircraft leasing business, Cargo Aircraft Management, Inc. ( CAM ).
CAM leases aircraft to each of the Company s airlines as well as to non-affiliated airlines.

DHL, an international, integrated delivery company, is the Company s largest customer, accounting for 63% of the Company s revenues in the
second quarter of 2009. Under an aircraft, crew, maintenance and insurance agreement ( ACMI agreement ) and a Hub Services agreement, ABX
provides airlift, package handling, and other cargo-related services to DHL Express (USA), Inc. and DHL Network Operations (USA), Inc.
(collectively, DHL ). Through its airline subsidiaries, the Company provides airlift to other customers typically through ACMI agreements. At
June 30, 2009, ABX had 12 Boeing 767-200 freighter aircraft in service that were not under the DHL. ACMI agreement, while CCIA and ATI

had 16 aircraft and 18 aircraft in revenue service, respectively. CCIA and ATI each have contracts to provide airlift to BAX Global, Inc. ( BAX )
under ACMI agreements. BAX provides freight transportation and supply chain management services, specializing in the heavy freight market

for business-to-business shipping. ATI also provides passenger transportation, primarily to the U.S. military, using its McDonnell Douglas DC-8
combi aircraft, which are certified to carry passengers as well as cargo on the main deck.

In addition to its airline operations and aircraft leasing services, the Company (i) sells aircraft parts and provides aircraft and equipment
maintenance services; (ii) operates three sorting facilities for the U.S. Postal Service ( USPS ); and (iii) and provides specialized services for
aircraft fuel management and freight logistics.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that 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, labor contract settlements, post-retirement obligations, income taxes,
contingencies and litigation. Changes in these estimates and assumptions may have a material impact on the consolidated financial statements.

Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries. Intercompany balances and
transactions are eliminated.

Table of Contents 10
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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 are recorded at cost, which approximates fair value. Substantially 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 are financially sound.

Inventory

The Company s inventory is comprised primarily of expendable spare parts and supplies used for internal consumption. These items are generally
charged to expense when issued for use. The Company values aircraft spare parts inventory at weighted-average cost and maintains a related
obsolescence reserve. The Company records an obsolescence reserve on a base stock of inventory for each fleet type. Inventory amortization for
the obsolescence reserve corresponds to the expected life of each fleet type. Additionally, 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 calendar quarter. That analysis includes consideration of the
expected fleet life, amounts expected to be on hand at the end of a fleet life, and recent events and conditions that may impact the usability or
value of inventory. Events or conditions that may impact the expected life, usability or net realizable value of inventory include additional
aircraft maintenance directives from the Federal Aviation Administration, changes in Department of Transportation regulations, new
environmental laws and technological advances.

Marketable Securities

Marketable securities classified as available-for-sale are recorded at their estimated fair market values, and any unrealized gains and losses are
included in accumulated other comprehensive income or loss within stockholders equity, net of tax. Interest on marketable securities is included
in interest income. Realized gains and losses of any securities sold are based on the specific identification method.

Goodwill and Intangible Assets

In accordance with Statement of Financial Accounting Standard ( SFAS ) No. 142, Accounting for Goodwill and Other Intangible Assets ( SFAS
142 ), the Company assesses, during the fourth quarter of each year, whether acquired goodwill is impaired. Additional impairment assessments

may be performed on an interim basis if the Company finds it necessary. Finite-lived intangible assets are amortized over their estimated useful
economic lives and are periodically reviewed for impairment. Indefinite-lived intangible assets are not amortized but are assessed for

impairment annually in the fourth quarter.

Property and Equipment

Property and equipment are stated at cost, net of any impairment recorded, in accordance with SFAS No. 144, Accounting for the Impairment or
Disposal of Long-Lived Assets ( SFAS 144 ). The cost and accumulated depreciation of disposed property and equipment are removed from the
accounts with any related gain or loss reflected in earnings from operations.

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

Aircraft and flight equipment 5 to 20 years
Package handling and ground support equipment 5 to 10 years
Vehicles and other equipment 3 to 8 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 changes in the estimated useful lives of assets due to a number of
reasons, such as an assessment done quarterly to determine if excess capacity exists in the air or ground networks, or changes in regulations
governing the use of aircraft.

Table of Contents 12
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Long-lived assets are reviewed for impairment when circumstances indicate the carrying value of an asset may not be recoverable. For assets
that are to be held and used, impairment is recognized when the estimated undiscounted cash flows associated with the asset or group of assets is
less than the carrying value. If impairment exists, an adjustment is made to write the asset down to its fair value, and a loss 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. Assets to be disposed of are carried at the lower of carrying value or fair value less the cost to sell.

The airlines General Electric CF6 engines that power the Boeing 767 aircraft are maintained under power by the hour agreements with engine
maintenance providers. Under the power by the hour agreements, the engines are maintained by the service providers for a fixed fee per flight
hour; accordingly, the cost of engine maintenance is generally expensed as flight hours occur. Maintenance for the airlines other aircraft engines
are typically contracted to service providers on a time and material basis. The Company s accounting policy for major airframe and engine
maintenance varies by subsidiary. ATI, CCIA and CAM capitalize the cost of major maintenance and amortize the costs over the useful life of

the overhaul. ABX expenses the cost of airframe and engine overhauls as incurred.

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 $0.4 million and $0.6 million for the quarters ended June 30, 2009 and 2008, respectively and $1.0 million and
$1.9 million for the six month period ended June 30, 2009 and 2008 respectively.

Exit Activities

The Company accounts for the costs associated with exit activities in accordance with SFAS No. 146, Accounting for Costs Associated with
Exit or Disposal Activities. One-time, involuntary employee termination benefits are generally expensed when the Company communicates the
benefit arrangement to the employee and requires no significant future services, other than a minimum retention period, for the employee to earn
the termination benefits. Liabilities for contract termination costs associated with exit activities are recognized in the period incurred and
measured initially at fair value. Pension obligations are accounted for in accordance with SFAS No. 88, Employers Accounting for Settlements
and Curtailments of Defined Benefit Pension Plans and for Termination Benefits, in the event that a significant number of employees are
terminated or a pension plan is suspended.

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 assets is recorded when it is more likely than not that
such assets will not be fully realized. Tax credits are accounted for as a reduction of income taxes in the year in which the credit originates.

Under FASB Interpretation No. 48 Accounting for Uncertainty in Income Taxes ( FIN 48 ), the Company recognizes the impact of a tax position
taken on a tax 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 provision is not recognized if it has a less than a 50% likelihood of being sustained. The Company recognizes interest and
penalties accrued related to uncertain tax positions in operating expense.

Comprehensive Income

Comprehensive income (loss) includes net earnings or loss and other comprehensive income or loss. Other comprehensive income or loss results
from changes in the Company s pension liability, unrealized gains and losses on available-for-sale marketable securities and gains and losses
associated with interest rate hedging instruments.

Fair Value Information

Assets or liabilities 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 a liability (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.

Table of Contents 14
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Revenue Recognition

Revenues from DHL are determined based on expenses incurred during a period under the two commercial agreements with DHL and are
recognized when the related services are performed. Except for the amendments described below, expenses incurred under these agreements are
generally subject to a base mark-up of 1.75%, which is recognized in the period the expenses are incurred. Certain costs, the most significant of
which include fuel, interest on the promissory note due to DHL, rent and ramp and landing fees incurred under the two commercial agreements
are reimbursed and included in revenues without mark-up.

Both agreements also allow the Company to earn incremental mark-up above the base 1.75% mark-up (up to 1.60% under the ACMI agreement,
and 2.10% under the Hub Services agreement) as determined from the achievement of certain cost-related and service goals outlined in the two
commercial agreements. The agreements stipulate the setting of quarterly and annual cost-related goals and annual service goals expressly
specified in each of the two agreements. The Company measures quarterly goals and records incremental revenues in the quarter in which
earned. Historically, at the end of each fiscal year, the Company measures the achievement of annual goals and records any incremental
revenues earned by achieving the annual goals during the fourth quarter.

ABX and DHL amended the ACMI agreement and the Hub Services agreement to set the base mark-up and incremental mark-up to specific
amounts for the first and second quarters of 2009. Under these revenue amendments, annual goals were not set for 2009, nor was a quarterly cost
goal. Instead, the agreed revenue for the first and second quarters of 2009 includes amounts to replace the incremental revenues. In 2008, ABX
and DHL executed a severance and retention agreement ( S&R agreement ) which specifies employee severance, retention and other benefits that
DHL reimburses ABX for payment to its employees that are displaced in conjunction with DHL s U.S. restructuring plan. DHL reimburses ABX
for the cost of employee severance, retention, productivity bonuses and vacation benefits paid in accordance with the agreement. The Company s
revenues for the first and second quarters of 2009 includes reimbursement for expenses incurred under the commercial agreements, the
incremental revenues set by the revenue amendments and reimbursement for employee severance, retention and other benefit costs incurred

during the quarter.

ACMI revenues from customers other than DHL are typically recognized based on hours flown or the amount of aircraft and crew resources
provided during a reporting period. Charter service revenues are recognized on scheduled and non-scheduled flights when the specific flight has
been completed. Aircraft parts and fuel sales are recognized when the parts and fuel are delivered. Revenues earned and expenses incurred in
providing aircraft-related maintenance repair services or technical maintenance services are recognized in the period in which the services are
completed and delivered to the customer. Revenues derived from transporting freight and sorting parcels are recognized upon delivery of
shipments and completion of service.

New Accounting Pronouncements

In December 2008, the Financial Accounting Standards Board ( FASB ) affirmed FSP No. FAS 132(R)-1, Employers Disclosures about
Postretirement Benefit Plan Assets ( FSP FAS 132(R)-1 ). FSP FAS 132(R)-1 requires additional disclosures about assets held in an employer s
defined benefit pension or other postretirement plan, primarily related to categories and fair value measurements of plan assets. FSP FAS

132(R)-1 is effective for the Company as of December 31, 2009. Because FSP FAS 132(R)-1 applies only to financial statement disclosures, the
adoption will not have a material effect on the Company s consolidated financial statements.

In June 2009, the FASB issued SFAS No. 166 Accounting for Transfers of Financial Assets an amendment of FASB Statement No. 140 ( SFAS
166 ). SFAS 166 improves the relevance, representational faithfulness, and comparability of the information that a reporting entity provides in its
financial statements about a transfer of financial assets; the effects of a transfer on its financial position, financial performance, and cash flows;

and a transferor s continuing involvement, if any, in transferred financial assets. SFAS 166 is effective as of the beginning of each reporting

entity s first annual reporting period that begins after November 15, 2009, for interim periods within that first annual reporting period and for
interim and annual reporting periods thereafter. The Company is evaluating the impact the adoption of SFAS 166 will have on its consolidated
financial statements.
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In June 2009, the FASB issued SFAS No. 167 Amendments to FASB Interpretation No. 46(R) ( SFAS 167 ). SFAS 167 improves financial
reporting by enterprises involved with variable interest entities and to address (1) the effects on certain provisions of FASB Interpretation No. 46
(revised December 2003), Consolidation of Variable Interest Entities , as a result of the elimination of the qualifying special-purpose entity
concept in SFAS 166 and (2) constituent concerns about the application of certain key provisions of Interpretation 46(R), including those in
which the accounting and disclosures under the Interpretation do not always provide timely and useful information about an enterprise s
involvement in a variable interest entity. SFAS 167 is effective as of the beginning of each reporting entity s first annual reporting period that
begins after November 15, 2009, for interim periods within that first annual reporting period, and for interim and annual reporting periods
thereafter. The Company is evaluating the impact the adoption of SFAS 167 will have on its consolidated financial statements.

In June 2009, the FASB issued SFAS No. 168 The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted
Accounting Principles a replacement of FASB Statement No. 162 . The FASB Accounting Standards Codification ( Codification ) will be the
single source of authoritative nongovernmental U.S. generally accepted accounting principles ( GAAP ). Rules and interpretive releases of the
SEC under authority of federal securities laws are also sources of authoritative GAAP for SEC registrants. SFAS 168 is effective for interim and
annual periods ending after September 15, 2009. All existing accounting standards are superseded as described in SFAS 168. All other
accounting literature not included in the Codification is nonauthoritative. The Codification is not expected to have a significant impact on the
Company s consolidated financial statements.

NOTE B SIGNIFICANT CUSTOMERS
DHL

Pursuant to its 2008 restructuring plans, DHL discontinued intra-U.S. domestic pickup and delivery services in January 2009. DHL now
provides only international services to and from the U.S. In January 2009, the regional sorting hubs staffed by ABX were closed, the sort
operations in Wilmington, Ohio were downsized to process only international shipments and all of ABX s remaining 32 DC-9 aircraft were
terminated from the DHL ACMI agreement. In March 2009, DHL gave ABX notice to remove five Pratt & Whitney powered Boeing 767
aircraft having a net book value of approximately $24.0 million, from the DHL network. Further, on April 17, 2009 DHL announced that it
planned to relocate its package sorting and aircraft hub operations from the DHL Air Park in Wilmington, Ohio to the Cincinnati/Northern
Kentucky International Airport in Hebron, Kentucky ( CVG ). On May 12, 2009, DHL notified ABX that DHL will not be renewing the Hub
Services agreement when its term expires on August 15, 2009. On July 24, 2009, sort operations in Wilmington were terminated and the sorting
and hub operations were transferred to CVG. ABX is assisting DHL with the transition from Wilmington to CVG and will provide sort staffing
for the CVG operations through August 2009.

Revenues from the Hub Services agreement were $37.0 million and $98.8 million for the second quarter and first six months of 2009
respectively. Pre-tax earnings from the Hub Services agreement were $2.0 million, or 17% of consolidated pre-tax earnings, for the second
quarter of 2009 and $6.6 million, or 22% of consolidated pre-tax earnings, for the first six months of 2009. In conjunction with the transfer of
the aircraft hub operations to CVG in July 2009, ABX is no longer providing aircraft fuel for its aircraft that remain in the DHL network.
Revenues from fuel were $11.6 million and $26.7 million for the second quarter and first six months of 2009 respectively. ABX did not earn a
mark-up on fuel used within the DHL network.

Through June 30, 2009, ABX has terminated the employment of approximately 8,000 people since DHL s restructuring began in mid-2008.
During the second quarter and first six months of 2009, hours paid to employees declined approximately 72% and 66% respectively, compared
to the corresponding periods of 2008, primarily due to DHL s restructuring plans. Employees receive severance, retention and other benefits
under the S&R agreement executed between ABX and DHL. The S&R agreement specifies employee severance, retention and other benefits
that DHL will pay to ABX in conjunction with its U.S. restructuring plan. The same agreement includes provisions to pay ABX for crewmember
benefits if ABX and the collective bargaining unit for the crewmembers can reach an agreement in regards to the use of those funds for
severance, pension funding or other issues arising from DHL s U.S. restructuring plan.
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ABX currently remains the primarily provider of airlift capacity for DHL s U.S. based international delivery network through its fleet of Boeing
767 aircraft. In addition to Boeing 767 aircraft provided under the primary ACMI agreement, ABX is also supplying DHL with five Boeing 767
standard freighters under supplemental, short-term, ACMI arrangements. In June 2009, ABX and DHL entered into a lease option agreement for
four ABX Boeing 767 standard freighter aircraft under 64.5 month lease terms, commencing August 15, 2010. Additionally, ABX and DHL are
discussing long-term leases for eight to ten of ABX s Boeing 767 aircraft as they are converted to standard freighter configuration.

On August 7, 2009, DHL notified ABX that DHL will not be renewing the ACMI agreement when its initial term expires on August 15, 2010.
DHL has expressed its interest to contract with the Company for aircraft dry lease and aircraft operations under competitive, commercial terms
after the current ACMI agreement expires in 2010. DHL s decision to terminate the ACMI agreement in 2010, adds impetus to management s
strategy of modifying ABX s non-standard Boeing 767 aircraft into standard freighter configuration. Interest in efficient, reliable Boeing 767
aircraft remains strong. As the modified Boeing 767 aircraft become available for service, management anticipates that some portion of them
will be leased to other airlines, while some may be operated by an ATSG airline. Management will make the decision to redeploy each modified
aircraft either into airline operations or into leasing arrangements, depending on which alternative will generate the higher return on capital.

The Company s balance sheets included the following balances related to revenue transactions with DHL (in thousands):

June 30, December 31,
2009 2008

Assets (Liabilities):
Accounts receivable $ 58,639 $ 63,362
Aircraft put to DHL 31,293 393
Accounts payable (189) (392)
Accrued severance and retention (45,301) (67,846)
Unearned revenue (6,535) (8,749)
Net asset (liability) $ 37,907 $ (13,232

Aircraft for sale as of June 30, 2009 includes approximately $31.3 million for aircraft that ABX has put to DHL but for which the sale has not
been completed. Under the terms of the ACMI agreement, the aircraft were valued by an independent aircraft appraiser and put to DHL at the

lower of fair market value or net book value. DHL has subsequently asserted that the aircraft have a fair market value of only $22.7 million. If
DHL continues its assertion, ABX may initiate the resolution process prescribed in the ACMI agreement.

Through June 30, 2009, ABX has paid terminating employees approximately $15.1 million for accrued vacation benefits since DHL s
restructuring began in mid-2008. DHL is obligated to reimburse ABX for the amounts it paid to its terminating employees for their accrued
vacation benefits. In March 2009, after auditing ABX s payments to terminating employees for vacation, DHL paid ABX $3.2 million for
invoices specifically for 2008 vacation reimbursement. As of June 30, 2009, accounts receivable includes approximately $7.1 million due from
DHL for the reimbursement of accrued vacation benefits that ABX paid as employees were terminated in the first quarter of 2009. In late May
2009, DHL expressed to the Company that it believes it may not be obligated to reimburse ABX for any of the vacation benefits. The Company s
financial results do not reflect the recognition of $4.8 million for reimbursement that is due to ABX for vacation payments made in the second
quarter of 2009 because the revenue recognition requirements under U.S. generally accepted accounting principles ( GAAP ) were not met. After
reevaluating DHL s contractual obligations, management believes that ABX will fully recover the $7.1 million paid in the first quarter of 2009
and expects to recognize the reimbursement for the second quarter payments after reimbursement from DHL becomes assured through further
discussions or legal action, if necessary.

Revenues from contracted services performed for DHL were approximately 63% and 71% of the Company s total revenues for the three months
ended June 30, 2009 and 2008, respectively, and 65% and 73% of consolidated revenues for the six month periods ended June 30, 2009 and
2008, respectively.

As specified in the two commercial agreements with DHL, ABX is advanced funds on the first business day of each week for the costs budgeted
to be incurred for the upcoming week. Unearned revenue reflects the portion of a scheduled payment from DHL that relates to revenues earned
in the next quarter. Accounts receivable is primarily from the revenues earned under the commercial agreements. Accounts payable is interest
payable on the promissory note.
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BAX Global

A substantial portion of the Company s revenues, cash flows and liquidity are also dependent on BAX. Revenues from services performed for
BAX were approximately 17% and 16% of the Company s total revenues for the three months ended June 30, 2009 and 2008, respectively, and
15% of consolidated revenues for the six month periods ended June 30, 2009 and 2008, respectively. Under its agreement with BAX, CHI has
the right to be the exclusive provider of main deck freighter lift in the BAX U.S. network through December 31, 2011.

The Company s balance sheets include the following balances related to revenue transactions with BAX (in thousands):

June 30, December 31,
2009 2008
Assets (Liabilities):
Accounts receivable $ 2,619 $ 2,101
Accounts payable (509) (1,529)
Net asset $ 2,110 $ 572

NOTE C WIND-DOWN COSTS

As aresult of DHL s U.S restructuring plan, the Company has incurred costs to reduce the scope of its operations. Under the S&R agreement
between DHL and ABX, the severance and retention benefits provided to employees are refunded to ABX by DHL after payments are made by
ABX. Wind-down expenses are reflected in the DHL segment. All expenses related to employee severance and retention benefits are included in
salaries, wages, and benefits. The wind-down expenses incurred through June 30, 2009 are summarized below (in thousands):

Severance Retention
Benefits Benefits Total
Accrued costs at December 31, 2008 $ 28,920 $ 38,926 $ 67,846
Costs incurred 33,636 24,836 58,472
Costs paid (45,119) (35,898) (81,017)
Accrued costs at June 30, 2009 $ 17,437 $ 27,864 $ 45,301

Future wind-down costs are expected to include additional severance benefits as more ABX employees are terminated, as well as the cost to
terminate aircraft maintenance contracts. In April 2009, ABX and DHL amended the S&R agreement to provide for additional retention bonuses
for covered employees who remain employed through August 31, 2009. As a result of DHL s restructuring plans for the U.S., the Company
estimates the total employee severance and retention benefits that it will pay and for which DHL is obligated to reimburse, will exceed $200
million. The actual cost will depend on the size and timing of DHL business reductions. In addition to severance and retentions benefits, ABX
paid terminated employees $11.9 million for accrued vacation benefits during the first six months of 2009. The Company estimates that it will
pay $5.8 million more for accrued vacation benefits as employees terminate. At this time, it is not reasonably possible to estimate other
wind-down costs.
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NOTE D FAIR VALUE MEASUREMENTS

The Company s money market funds, short-term available-for-sale securities and derivative financial instruments are reported on the Company s
consolidated balance sheet at fair values based on market values from identical or comparable transactions. The fair value of the Company s
short-term available-for-sale securities are based on quoted prices in active markets for identical assets (Level 1). The fair value of the

Company s derivative financial instruments is based on observable inputs (Level 2) from comparable market transactions. The use of significant
unobservable inputs (Level 3) was not necessary in determining the fair value of the Company s financial assets and liabilities.

The following table reflects assets and liabilities that are measured at fair value on a recurring basis as of June 30, 2009 (in thousands):

Fair Value Measurement Using

Level 1 Level 2 Level 3 Total
Assets
Cash equivalents - money market $23,903 $ $ $23,903
Liabilities
Interest rate swap $ $(3,297) $ $ (3,297)

SFAS No. 157, Fair Value Measurements ( SFAS 157 ) establishes three levels of input that may be used to measure fair value:

Level 1: Unadjusted quoted prices in active markets that are accessible at the measurement date for identical, unrestricted assets or
liabilities.

Level 2: Observable inputs other than Level 1 prices such as quoted prices for similar assets or liabilities; quoted prices in 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 the fair value of the assets or

liabilities. Level 3 assets and liabilities include items where the determination of fair value requires significant management

judgment or estimation.
The carrying amounts for accounts receivable, accounts payable and accrued liabilities approximate fair value. As a result of higher market
interest rates compared to the stated interest rates of the Company s fixed and variable rate debt obligations, the fair value of the Company s debt
obligations was approximately $91.0 million less than the carrying value, which was $443.0 million at June 30, 2009.

NOTE E INCOME TAXES

The provision for income taxes for interim periods is based on management s best estimate of the effective income tax rate expected to be
applicable for the current year, plus any adjustments arising from changes in the estimated amount of taxable income related to prior periods.
Income taxes recorded through June 30, 2009 have been estimated utilizing a 37.5% rate based on year-to-date income and projected results for
the full year, excluding discrete items. The final effective tax rate to be applied to 2009 will depend on the actual amount of pre-tax book income
generated by the Company for the full year.

The Company files income tax returns in the U.S. federal jurisdiction and various state and local jurisdictions. The Internal Revenue Service

( IRS ) recently completed the examinations of CHI and ABX for the tax years through December 31, 2006. The CHI examination also covered
the 2007 tax year. The examinations resulted in no changes to taxable income. These returns continue to be subject to examination by the IRS to

the extent of net operating loss carryovers, and fully subject to examination by other jurisdictional authorities. The 2007 ABX tax return remains

open to examination in all relevant taxing jurisdictions.

The Company reduced deferred tax assets for net operating loss carry forwards by $16.8 million in 2009 to reflect the tax effect associated with
the extinguishment of debt (See Note G).
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NOTE F PROPERTY AND EQUIPMENT

At June 30, 2009, the Company s subsidiaries operated 67 aircraft, consisting of 35 Boeing 767, two Boeing 757, 14 Boeing 727, and 16
McDonnell Douglas DC-8 aircraft. During the first six months of 2009, CAM leased four aircraft with a cost of $79.4 million and accumulated
depreciation of $3.9 million to external customers. The aircraft are recorded in aircraft and flight equipment.

Property and equipment, to be held and used, consisted of the following (in thousands):

June 30, December 31,
2009 2008
Aircraft and flight equipment $ 806,762 $ 899,315
Support equipment 51,149 50,823
Vehicles and other equipment 1,830 1,832
Leasehold improvements 1,255 1,272
860,996 953,242
Accumulated depreciation (233,228) (281,690)
Property and equipment, net $ 627,768 $ 671,552

Property and equipment includes $59.1 million of property held under capital leases as of June 30, 2009 and $55.0 million as of December 31,
2008. Accumulated depreciation and amortization includes $21.6 million as of June 30, 2009 and $17.5 million as of December 31, 2008 for
property held under capital leases.

Aircraft and Engines Held For Sale

In December 2008, ABX received notice from DHL that ABX s remaining 32 DC-9 aircraft would not be needed in the DHL network after
January 2009. Accordingly, in January 2009, these aircraft were removed from service. During 2009, ABX put to DHL the 32 DC-9 aircraft that
were removed from service under the ACMI agreement. In March 2009, DHL gave ABX notice to remove five Pratt & Whitney powered

Boeing 767 aircraft from the DHL network. ABX put these Boeing 767 aircraft to DHL in the second quarter of 2009, pursuant to the put option
included in the ACMI agreement.

At June 30, 2009, ABX held spare engines and aircraft that had been removed from DHL service. At June 30, 2009, $31.3 million of the $32.9
million balance reflects Boeing 767 and McDonnell Douglas DC-9 aircraft that were put to DHL, but for which the sales have yet to be
completed pending agreement on the sales price (see Note B). The remaining aircraft and engines held for sale are being marketed to parts
dealers and private operators or are being used for spare parts. Gains or losses from the sale of aircraft and spare engines are recorded in other
operating expenses on the statement of operations.
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NOTE G DEBT OBLIGATIONS

Long-term obligations consisted of the following (in thousands):

June 30, December 31,
2009 2008

Unsubordinated term loan $211,375 $ 222,500
Revolving credit facility 18,500 18,500
Aircraft loans 103,407 106,928
Capital lease obligations-Boeing 767 47,498 52,864
Capital lease obligations-Boeing 727 15,584 18,648
Promissory note due to DHL, unsecured 46,000 92,276
Other capital leases 635 770
Total long-term obligations 442,999 512,486
Less: current portion (62,774) (61,858)
Total long-term obligations, net $ 380,225 $ 450,628

The Company entered into a Credit Agreement with a consortium of lenders on December 31, 2007 that provides for a $75.0 million revolving
credit facility and an unsubordinated term loan through December 2012. The unsubordinated term loan and the revolving credit facility are
collateralized by substantially all the aircraft, property and equipment owned by the Company that are not collateralized under aircraft loans or
capital leases. Under the Credit Agreement, interest rates are adjusted quarterly based on the Company s earnings before interest and taxes and on
prevailing LIBOR or prime rates. At June 30, 2009, the unsubordinated term loan bears a variable interest rate of LIBOR (90-day) plus 2.63%
(3.23% at June 30, 2009). The agreement provides fo