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Our industry
has seen its
share of turmoil.
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For AAR, the
forecast is clear.

Grow our business by helping
customers rise above the turbulence
and move beyond the turmoil. =

FINANCIAL HIGHLIGHTS
FOR THE FISCAL YEAR ENDED MAY 31
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Fiscal 2005 was a year of improved financial performance
with growth across all of AAR’s business segments. During
the year and in the months that followed, AAR won a number
of significant programs, solidifying our standing in the
marketplace and positioning the Company for future growth.

While overall market conditions improved, many of our airline
customers, particularly in the United States, struggled as the cost
of fuel hit record highs. Meanwhile, our government and defense
customers carried out their winning strategy of partnering with
industry to manage their supply chains and improve their ability

to mobilize troops and equipment. The major aircraft manufacturers
signaled the shape of things to come with new aircraft designed

to meet the changing requirements and route structures of the
recovering aviation industry.

In this environment, AAR outperformed the growth of our industry,
increased sales in all four of our operating segments, gained market
share and generated cash to fund the Company’s growth initiatives
and expansion into new markets.

During fiscal 2005, AAR grew its sales to $747.8 million, a 16% increase
over last year, and increased income from continuing operations by
more than 300%. We also generated cash flow from operations of
$51 million, the highest level in the Company’s history, enabling

us to strengthen our balance sheet and make a number of strategic

investments during the year.

This solid sales growth included a 26% increase in sales to airline
customers, reflecting a moderate improvement in commercial
aviation and AAR’s growing share of this recovering market. Sales
to AAR'’s government and defense customers also remained strong
and increased 8% year-over-year as we continued to benefit from our
defense customers’ push to mobilize their forces and streamline their

supply chains.

Overall, AAR made meaningful progress in nearly all areas of its
financial performance. We increased the Company’s gross profit margin
to 16.2% from 15.6% a year earlier and reduced SG& A expense as

a percentage of sales from 12.5% to 11.8% on a year-over-year basis.

We also lowered the Company’s net interest expense by $1.5 million
as we reduced our debt throughout the year. Income from continuing
operations for the year was $18.6 million, or 55 cents per diluted share,

compared with $4.6 million or 14 cents per diluted share in fiscal 2004.

CAPITALIZING ON CHANGES IN OUR INDUSTRY

During the year, worldwide airline traffic improved as the general
flying public once again took to the skies. Available seat miles were up
11%, revenue passenger miles flown were up 14% and passenger traffic
was up 12%, although many of the U.S. airlines struggled to improve
their yields and combat the rising cost of fuel.! As crude oil continues
to trade at record levels, we're anticipating further upheaval in the

U.S. aviation marketplace.

AAR’s government and defense customers invested in products and
services to improve their ability to mobilize and respond to a growing
variety of potential threats around the world. This resulted in continued
strong demand for AAR’s mobility products. While we don’t expect
these volumes to continue at record rates, we view the business
environment favorably in the long term, as the U.S. reduces the
number of permanent bases and migrates to a more mobile deployment
strategy. Additionally, among the U.S. and its allies, there is growing
acceptance of strategic partnerships with industry to manage

platforms to improve mission readiness and contain costs.

During the year, the Company experienced strong demand from
our customers in Asia and Europe, two markets we have targeted

as growth areas. In Asia, to position ourselves in this growing market,
we're increasing AAR’s profile and presence primarily through
partnership opportunities, as demonstrated by our landing gear joint
venture with AIROD in Malaysia. In Europe, we are gaining market
share with new and expanded inventory support programs. In fiscal
2005, we saw results from our efforts in these markets as reflected by

a 47% sales increase in Asia and a 34% increase in Europe.

"Based on International Civil Aviation Organization (ICAO) data.
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CORPORATE OVERVIEW

AAR at-a-glance

For more than 50 years, AAR has helped the world’s
airlines and governments maximize aircraft uptime with
comprehensive products, services and support programs.
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SALES BY SEGMENT, MARKET AND REGION

Sales by Segment

I Aviation Supply Chain — 52%

[ Structures and Systems — 27%

"' Maintenance, Repair and Overhaul — 15%
[0 Aircraft Sales and Leasing — 6%

Sales by Market

B Commercial Aviation — 61%

[l Defense Services — 36%
General Aviation — 2%

[0 Industrial Products — 1%
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Sales by Region

B North America — 72%
[ Europe - 17%

I Asia/Pacific = 7%

[l Other — 4%
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AVIATION SUPPLY CHAIN

New opportunities for aviation
supply chain programs are on
the rise — as is our share of
the business.

Forecasts indicate continued growth for this segment of the industry,
which encompasses parts supply programs and component repairs.
For example, $7.6 billion was spent for commercial airline component
MRO in 2004. That’s projected to increase to $10.1 billion by 2009
and $12.3 billion by 2014. On the defense side of the equation,
components currently account for approximately $9 billion of the
aggregate MRO spend, and performance-based logistics programs
are presenting new opportunities for innovative companies with
advanced supply chain solutions.!

Speeding Critical Components On Their Way

End-to-end management of the supply chain means critical components
are ready to go whenever and wherever they're needed. Neither civilian
nor military operators can tolerate the burden or expense of excessive
inventory consuming resources and adding cost. AAR has the
experience and the expertise to deliver the fully integrated solutions

our customers need.

Leveraging the Digital Revolution

What's different about many of today’s new breed of components

is that they'’re digital and more reliable than their analog ancestors.
Instead of exhaustive test bench examinations, many squawks can
be identified via remote computer testing. The net result: units are
back in operation sooner. The digital revolution has gone a long
way in promoting the lean-shelf, quick-turn philosophy that has cut
aircraft downtime and reduced inventory costs. AAR possesses the
expertise to leverage this revolution. It also has the know-how to
precisely manage the day-to-day logistics that keep an airline or

a military fleet up and running.

" Overhaul & Maintenance magazine, Team SAl and BACK Aviation Solutions.

MARKET OUTLOOK — COMPONENT REPAIR
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The market for component repair, offered as part
of our end-to-end supply chain programs, is
projected to grow 62% over the next 10 years.

In 2005, Mesa Air Group subsidiary Air Midwest chose AAR to
provide supply chain services for its fleet of Beech 1900D propjets.
AAR has engineered a comprehensive materials management program
encompassing logistics, line station and repair management, scrap
replacement and servicing for all four of Air Midwest’s line stations,
as well as its 10 outlying repair stations, helping Air Midwest to focus
on their customers while freeing up capital. The success of this program
earned AAR a new contract to support Mesa’s CR] 700/900 and
ER] 145 fleets.

Helping the Navy to Fly

On the military side, AAR was awarded a contract from Link
Simulation and Training to provide logistical support for the United
States Navy’s new C-40As, a Boeing 737-700 variant. Under the terms
of the agreement, an AAR/American Airlines team will perform
comprehensive inventory supply chain management and airframe
maintenance for the twin-jet transports — partnering to provide

a complete end-to-end solution.

Today’s operators, both civilian and defense, demand comprehensive,
time-critical supply chain management. They want tight turnarounds

and reliable service. It’s an arena in which AAR delivers.

Aviation Supply Chain activities, which include component repair
and overhaul, accounted for $390.1 million in FY2005 — a full 52
percent of AAR’s sales. This was up significantly from FY2004’s
figure of $349.5 million.
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MAINTENANCE, REPAIR AND OVERHAUL

Reducing costs for carriers -

it takes a partnership

More and more carriers are aligning
themselves with AAR. The reason
why: lower maintenance costs.
And fewer headaches.

Last year, AAR opened the doors to its new world-class MRO facility
in Indianapolis. But today’s aviation industry demands more than
raw capability and operational excellence. At the core of our industry
is the premise of partnership — of shared risks and rewards. In no
arena is this more apparent than Maintenance, Repair and Overhaul.

Abrlines, fiscally pressed to find ways to maintain quality and improve
yields, are working with MRO providers to formulate solutions.
In the forefront of that mission is AAR.

An Expanding Future

The MRO market shows no signs of leveling off. Increasingly,
customers are viewing contract maintenance as a viable alternative
for lowering their costs without sacrificing quality, service or safety.
And AAR is well-positioned with the capacity, capability and

workforce to respond to this growing demand.

That is what’s compelling for AAR. What makes it worthwhile
for airlines is that unit costs are dropping. In 2002, they were
$15.91 per 1,000 available seat miles (ASMs). By 2005, they had
fallen to $12.90 per 1,000 ASMs — a decline of 18.9 percent.!
The forecast is for annual declines of approximately 3 percent
for the next five years. Contract maintenance is a meaningful

part of this significant savings.
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MRO MARKET GROWTH
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AAR is well-positioned to capitalize on
the growing demand for MRO services.

Beating Costs Through Partnership

High quality and lower costs through partnerships with our customers.
It’s a formula for mutual success — nothing less than a fundamental
change in the way MRO is managed. Leveraging the success of AAR’s
Oklahoma-based MRO operation and Miami-based landing gear facility,
is AAR’s new state-of-the-art Indianapolis maintenance facility. It’s
there that AAR provides heavy maintenance for United Airlines’
fleet of 737s and the partnership has already reduced UA’s 737 MRO
costs. Credit for this success goes to AAR’s highly trained technicians,
who consistently deliver industry-leading turn times and are committed

to service excellence and flight safety.

As carriers align themselves with AAR, we are working more
closely with global partners to deliver high quality and containable
costs elsewhere in the world. In 2005, AAR signed a joint venture
agreement with Malaysian MRO provider AIROD to establish a
landing gear overhaul facility in the dynamic South Asian nation. The
joint venture is in a region where both cargo and passenger traffic are

projected to grow between 5 and 7 percent over the next few years.

Whether we're serving customers in North America or Southeast

Asia, the term “partnership” translates equally well.

MRO accounted for 15 percent of AAR’s sales in FY2005 — $111.9
million. The numbers were up from 2004’s $106.4 million and
significantly above 2003’s $93.4 million.

INDIANAPOLIS START-UP — CONCEPT TO CUSTOMER IN LESS THAN ONE YEAR.

JUNE 2004 JULY 2004 NOVEMBER 2004 FEBRUARY 2005 MARCH 2005
Announce Host Receive FAA Hire General Sign First
Start-Up Plans Job Fair Certification Manager Customer

' Overhaul & Maintenance magazine, Team SAl and BACK Aviation Solutions.
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Ready to fly.

/AAR'S NEWEST MRO FACILITY FEATU S SOME OF THE MOST ADVANCED EQUIPMENT IN
THE WORLD. BUT IT’S OUR PEOPLE THAT KEEP OUR CUSTOMERS’ PLANES FLYING SAFELY. -

o
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STRUCTURES AND SYSTEMS

We're putting our advanced
engineering to work where it's

needed most — on solving problems

for our customers.

Many factors have combined to drive AAR’s continued strength
and growth in this segment. Our defense customers’ push to increase
operational mobility of troops has been a primary driver, and it
continues to present significant long-term prospects. To complement
that business going forward, AAR is sharpening its focus on the
commercial sector with an emphasis on increased engineering content
and more original equipment to position the Company for growth

as the world’s fleet continues to grow.

Leading the Way With Cargo

Engineering is the essential element behind AAR’s expanding
Structures and Systems business. Innovation underpins our efforts to
offer reliable, cutting-edge Structures and Systems to our defense and
airline customers. Performing at this level requires skill, size and
scope — the kind of attributes found at a company with 54 years in

the aviation business.

AAR is a time-tested leader in cargo technology. In 2005, AAR Cargo
Systems was selected by Alenia Aeronautica to supply cargo handling
and tow plate systems for the new C-27] Medium Tactical Transport,
a project being jointly developed by Alenia and Lockheed Martin.
And, subsequent to year-end, AAR was selected as part of a team to
develop and produce cargo systems for the new Airbus A400M
Military Transport Aircraft.

FLEET GROWTH FORECAST
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Team SAI and BACK Aviation Solutions

Fleet growth over the next 10 years
will create opportunities for AAR’s
Structures and Systems business.

Keeping the United States Air Force Mobile

Earlier in the year, the United States Air Force awarded AAR Mobility
Systems a contract to provide an estimated 10,000 new 463L pallets,
the standard pallet employed on USAF C-130, C-5 and C-141
airlifters. Pallets are the bricks and mortar of air mobility. They've got
to be sturdy and capable of taking the kind of day-in, day-out pounding

today’s real-world operations produce.

Protecting What’s Important

AAR’s Structures and Systems efforts are focused on real-world
challenges. To that end, AAR’s Composites manufacturing unit

was chosen as a key player on the Northrop Grumman Corporation
team working on Phase II of the Counter-Man Portable Air Defense
System. AAR is designing custom, aerodynamic composite fairings
to house and protect a commercial variant of Northrop Grumman’s
directional infrared countermeasure (DIRCM) system, currently in
use on a variety of military aircraft throughout the world. The aim: to
give governments and airlines the ability to protect commercial

aircraft from shoulder-fired missiles.

For years, AAR has met the challenges of demanding customers.

Today, we're forging solid relationships with the companies building
and shaping tomorrow’s aircraft fleets. Market forces dictating future
growth are both traditional and groundbreaking, reflecting the need
to do everything from load cargo to protect against new threats in a

dangerous age.

The Structures and Systems segment of AAR accounted for 27 percent
of the Company’s sales in FY2005 — $200.7 million. In FY2004, sales
were $163.6 million.
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Innovations
in motion.




AIRCRAFT SALES AND LEASING

The demand for new aircraft
is accelerating. AAR is ready.

Key forces indicate a continued rebound in Aircraft Sales and Leasing.
The FAA says demand for airline seats, which plummeted after
September 11, should recover by the end of calendar year 2005,
and that commercial aviation in the United States is on track to
transport one billion passengers by 2015.

Real market forces underpin these predictions. The Office of
Management and Budget (OMB) projects that the U.S. economic
recovery will be in full upswing over the next several years. Real
GDP expanded by 3.7 percent in FY2005. It’s projected to grow by
3.4 percent in FY2006. Ower the next dozen years, OMB forecasts
show GDP increasing at an annual rate of 3.2 percent. Worldwide
economic activity is predicted to climb at the same clip.

Following the Economy

Where the economy goes, the aviation industry follows. In 2004, the
U.S. commercial aviation industry flew 953.6 billion available seat miles
(ASMs). By 2016, FA A predicts that number will reach 1.6 trillion.

That breaks down to a 5.7 percent annual growth rate.

Where 7,832 commercial aircraft transported fliers in 2004, it will
take 11,272 of them to fill the demand by 2016. That’s a growth rate
of 3.7 percent per year or 287 aircraft annually. And airlines are

hard-pressed to find economic solutions with uncompromised quality.

AAR CORP. 2005 ANNUAL REPORT
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Robust growth in air travel creates demand
for the sourcing and remarketing of aircraft.

Reading the Signs

Team SAI/BACK says the current mix of 63 percent narrow-body,

23 percent wide-body and 14 percent regional jets will shift somewhat
by 2015. By then, 22 percent of the worldwide fleet will be regional
jets, as major carriers increase flight frequencies and the kind of point-
to-point flying passengers prefer. Look for domestic regional/
commuter aircraft ASMs to continue double-digit growth — at least
near term. Regional/commuter capacity was forecast to increase 20.7
percent in 2005 and 11.9 percent in 2006. After that, expect a steady

6.7 percent per annum increase over the next 12 years.

This tracks with AAR’s strategic prediction that the market for Aircraft
Sales and Leasing will be influenced by an aging, and at the same

time, expanding, regional fleet.

Market indicators show an accelerating demand for Aircraft Sales
and Leasing. The segment accounted for approximately $45.1 million
of AAR’s sales in FY2005 — 6 percent of total sales. By comparison,
the FY2004 figure was $25.0 million.

In aggregate, all these figures and AAR’s progress this year underscore
something fundamental about AAR in particular and the aviation
industry in general: after every industry downturn, together we reach
new heights.
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- RELATIONSHIPS TO HELP CUSTOMERS LOCATE, EVALUATE 'AND ACQUIRE HIGH-
QUALITY AIRCRAFT TO MEET EVERY AVIATION NEED.
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Growth, profitability and the
competitive landscape.

Q: What is AAR’s approach to growing the Company?
A: Our growth strategy includes a mix of organic growth through new program wins and greater market penetration with
commercial and defense customers, as well as acquisitions where we can develop financial or operational synergies, add

new capabilities to serve our target markets and expand our product offerings in the marketplace.

Q: How does AAR plan to grow internationally?

A: Our primary focus is on Asia and Europe because this is where we see the greatest potential; however, we will also
selectively pursue other opportunities where it makes sense. We increased our presence in Asia through new sales offices
and a joint venture in fiscal 2005, and we expect more activity of this type in the future. In Europe, we are adding new
programs and taking steps to become a bigger player in this market and gain market share. It’s our objective to continue

to grow sales at a rate greater than the market growth rate.

Q: What are AAR’s investment merits?

A: AAR has a long history of success and profitability, turning a profit in 52 of the 54 years we've been in business. AAR
has persevered through several industry down cycles, and each time, has emerged as a stronger and more savvy competitor.
This latest downturn is no exception. The Company incurred losses in the period immediately following 9/11, returned to
profitability in fiscal 2004 and delivered a solid profit in fiscal 2005. AAR has improved its financial results, strengthened
its balance sheet and won several significant new business awards to position the Company for future growth. We have

a seasoned leadership team, which is focused on execution and a diverse product and service offering that is valued by the
marketplace. The Company is poised to capitalize on the changing aviation/aerospace industry and drive increased value

for its customers and shareholders.

Q: What are AAR’s competitive strengths?

A: We view our speed, attention to quality and close-to-the-customer business model as primary competitive strengths.
Additionally, we have extensive expertise in the areas of sourcing, logistics management and engineered solutions. We
also leverage information technology to optimize and add value to our product and service offerings. AAR has 54 years
of know-how and has maintained a strong entrepreneurial spirit throughout its history. We have earned a great reputation

in the industry as a dependable company that makes things happen and gets the job done right.

Q: Who are AAR’s major suppliers and customers?

A: Some of our major suppliers for engine parts include General Electric and Pratt & Whitney. Primary suppliers for
airframe parts include Boeing, Honeywell, Goodrich and other major OEMs. Some of our major customers include the
U.S. Government, Alaska Airlines, American Airlines, Boeing, Delta Airlines, Fiat Aviazione SpA, General Electric,

L-3 Communications, MTU Maintenance GmbH, Northrop Grumman, United Airlines and United Parcel Service.
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Worldwide Locations
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