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A Startup Cargo Airline’s A Startup Cargo Airline’s 
PerspectivePerspective

What are the biggest challenges for financiers of 
freighter aircraft today?
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� Introducing creative financial structures to provide a stable a nd 
competitive environment for long term freighter gro wth, thereby:

� a) Removing the traditional bias against using older aircraft a nd 
spurring the conversions of many relatively new air craft types and

� b) Correcting the general perception within the financial 
community that cargo carriers are inherently more r isky.
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WHAT IS THE NEW OPERATING 
ENVIRONMENT FOR FREIGHTERS
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� Maturing of the air cargo business 

� Emergence of the dedicated freighter as the CHOSEN 
INSTRUMENT of air cargo

� American Friendship Cargo believes that every major  future 
development in the air cargo business will revolve around the 
dedicated freighter.
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These developments include :

THE EMERGENCE OF DEDICATED CARGO AIRPORTS

� Example : Vatry International Airport in France
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� Example : Vatry International Airport in France
CHARACTERISTICS
� Former military base
� Now dedicated to serve the needs of freighter aircr aft
� Receives substantial local tax support 
� Professionally managed under long term contract
� 24 hour access with no noise restrictions
FUTURE POTENTIAL
� Ability to siphon off freighter traffic from gatewa y airports
� Ability to build freight-forwarder base over time t o create critical mass
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EMERGENCE OF THE SPECIALIST CARGO LESSORS

GECAS- Mega lessor (50+ Freighter Aircraft Portfolio )
� Cost of debt capital significantly lower than market
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� Cost of debt capital significantly lower than market
� Major buying power with manufacturers, airline fleet owners, 

conversion facilities and MRO’s.
� Remarketing- Their need to “defensively” re-market their aging 

passenger portfolios as re-configured cargo aircraf t to extend their 
useful life, spurring freighter conversions (B737s & B767s) and 
launching new cargo airlines (Polar Air Cargo).

CS- AVIATION SERVICES: Dedicated freighter lessor
� They are a specialized freighter lessor currently o ffering only one type 

of Airbus freighter product.
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EMERGENCE OF MAJOR CARGO ALLIANCES 

� KLM/Northwest
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� KLM/Northwest

� SKYTEAM

� WOW

� They can pool their resources and jointly contract with wet or 
dry lessors for freighter capacity
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AIR CARGO DIVISION SPINOFFS

� Lufthansa

www.american -friendship.com

� Lufthansa
� Singapore Airlines
� Air Canada

– Cargo division spin-offs will spawn a new science o f 
freighter economics

– Cargo Executives are now directly accountable for t he costs 
of owning freighter assets
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A New Generation of Aircraft is attractively priced  for 
conversion to Freighters
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Aircraft Type     Current Value    Conversion Cost     Total Cost      Lease Rate     Lease Rate Facto r

US$ Millions          US$ Millions      US$ Million s     US$ ,000 pm               %

B747-400 40-50                       28 68-78            550-650                   0.82
MD-11     25-40                       15 40-55            450-500                   0.91-1.12
A300-600R 18-20                       12 30-32            250-330                   0.83-0.93
A310-300 9.5-13                      11.5 21-25            220                          0.89-1.04
B767-300 16-30                       12 28-42            250-300                   0.71-0.88
B767-200 5-10                       12 17-22            220-250                   1.12-1.27
B757-200 12.5-20                       6.5 19-26            220-230                   0.87-1.05
B737-400 9                           5.4 14.4              125-150                   1.18
B737-300 6                           5.4 11.4              150-170                   1.32



The B747F The B747F –– Our Chosen InstrumentOur Chosen Instrument
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OUR  FLEET PLANS FOR ENTERING THE MARKET 
AS A WET LESSOR OF B747F AIRCRAFT

� SHORT TERM: Start with 3 B747 -200F’s either through a “power 
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� SHORT TERM: Start with 3 B747 -200F’s either through a “power 
by the hour” deal, or with a short term operating le ase.

� MEDIUM TERM: Continue to use operating leases to transition 
from B747-200F’s to newer, more fuel efficient, Sta ge III aircraft, 
such as the “proposed” B747-400SF’s.

� LONG TERM: Operate with a mix of B747-400SF’s and some 
B747-400F’s mostly on operating leases, and in cert ain selected 
cases with finance leases.
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WHAT ARE THE CHALLENGES IN OBTAINING FINANCING FOR  
FREIGHTERS:

THE OPERATING LESSOR VIEWPOINT

� ‘There is continued uncertainty regarding the under lying credits and the long term utility of 
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� ‘There is continued uncertainty regarding the under lying credits and the long term utility of 
converted freighters. Very few financiers truly und erstand the dynamics of the air cargo industry 
and fewer still seem willing to learn.’

Jim Walsh, President, CS Aviation Services

� ‘Very few financiers are willing to finance freight er aircraft, unless they are dealing with top tier 
credits and new aircraft    (Singapore Airlines, Ca rgolux and KLM)’

Franklin Pray, Vice President, CIT Aerospace

� ‘Leasing companies only operate on the fringes of t he air cargo market because a limited 
customer base dramatically increases the risks of s hort-term leasing. The air cargo market is 
concentrated in the hands of a relatively small num ber of airlines and specialist cargo players. 
We concentrate mainly on the passenger market where  there are many more operators and never 
speculatively purchase cargo aircraft.

Sean Lee, Singapore Aircraft Leasing Enterprise (SA LE)
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WHAT ARE THE CHALLENGES IN OBTAINING FINANCING FOR  
FREIGHTERS:

THE CREDIT AGENCY VIEWPOINT
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� ‘Financiers are also a bit more reluctant to financ e new freighter aircraft 
since there are fewer of them and fewer users. In m any cases the 
number of aircraft in the world fleet and the numbe r of users (the more 
the better) is used as a proxy for secondary market  liquidity. The 
freighter industry tends to be more fragmented with  fewer larger 
players.’

Richard Bittenbender
VP & Senior Credit Officer
Moody’s Investors Services
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WHO WILL BE THE FUTURE FINANCIERS OF FREIGHTER 
AIRCRAFT AND WHY

� ‘Even though operating lessors and manufacturers ma y not opt to 
participate; they are the perfect sources of financ ing.’
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participate; they are the perfect sources of financ ing.’
� ‘Banks have been burned by Atlas and other smaller programs, so it will 

take them time to re-enter the market. They will fo cus on low advance 
rates and selected assets to protect their position .’

� ‘Private equity participation may be possible, but there are likely to be 
very few players.’

Jim Walsh, CS Aviation Services

� ‘Liquidity is extremely tight. Operating leases are  the  preferred vehicle 
to finance freighter aircraft.’

Franklin Pray, CIT Aerospace
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OPERATING LESSORS  AND MANUFACTURERS ARE THE 
BEST QUALIFIED TO FINANCE FREIGHTER AIRCRAFT 

� All can borrow on a non-recourse basis if they wish , which is a perfect 
way to finance a conversion program for freighters
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way to finance a conversion program for freighters
� Both have a vested interest in the after life of th eir passenger fleets. For 

manufacturers, it drives life extension. For leasin g companies, it allows 
continuing use of existing assets.

� Future freighter programs will extend the lives of current aircraft 
including:

– B737s
– B767s 
– B747s
– A320’s…?
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WHAT DOES WALL STREET LOOK FOR IN AN AIRLINE 
BUSINESS PLAN

� “A convincing financial model must deal with a lend er’s two major concerns
– a) The probability of default and
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– a) The probability of default and
– b) The severity of loss

� You need to provide risk mitigants in both areas th at will convince a skeptical 
lender that you have a better mousetrap. Atlas fail ed.

� Why you are better than Atlas and what is it about your business plan that attacks 
the weakness discovered in the Atlas experience? Wh at is it in your business plan 
that truly protects the lender against loss?”

Richard Bittenbender, VP, Senior Credit Officer
Moody’s Investor Services
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THE AMERICAN FRIENDSHIP FINANCIAL MODEL

The 12 Steps to mitigate risk

1. AIRCRAFT: Always start with buying/leasing quality aircraft, at the right time and right 
price. Aircraft costs are always among the biggest component of total costs.
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price. Aircraft costs are always among the biggest component of total costs.
2. CONVERSIONS/MAINTENANCE: Negotiate good conversion/ maintenance contracts and 

manage the process closely.
3. GROWTH: It is better to grow slowly than too fast a s the Atlas experience demonstrates. 

When the economy sours, many customers will return aircraft in a hurry.
4. AIRCRAFT LEASES: Plan on a mix of financing and ope rating leases (with varying 

maturities). The operating leases enhance flexibili ty when things get bad.
5. OVERHEADS: Keep them low and encourage flexible wor k rules to allow sudden changes 

to your business situation.
6. CREDIT QUALITY: Definitely work with high-quality c redits, but remember there are fewer 

of them in this world and they demand high levels o f service and low costs. Plan on 
contracts containing both fixed (firm take or pay) and variable components to mitigate 
risks during a slowdown.
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The 12 Steps to mitigate risk (cont.)

7. BUILD NEW CUSTOMERS CONSTANTLY: Take the lead in preparing prepare well researched business 
proposals. Get your team to study the dynamics of t he cargo markets in each part of the world and 
“suggest” how your aircraft can fit into the market’s  dynamics. Most cargo airlines are in the ‘airport-
airport transportation business.’ American Friendsh ip believes that we should also be in the ‘world-tr ade 
business.’

8. DELEGATE: Build a solid staff, with dedicated, bright peopl e-then give them the appropriate guidance, 
resources and rewards to get their job done success fully. Atlas failed because it had no succession po licy 
in place. This, according to Jim Collins, the autho r of bestseller BUILT TO LAST is the bane of many 
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in place. This, according to Jim Collins, the autho r of bestseller BUILT TO LAST is the bane of many 
entrepreneur run companies.

9. FINANCIAL BACKING: Actively solicit, cultivate and educate financial b ackers with deep pockets  (such 
as insurance companies and pension funds) about the  air cargo business as part of your financial plan.  
History has proven that the airline business is cyc lical in nature (Out of every 10 years, 7 are good and 3 
are bad) and you will need those deep pockets when things go bad. In the freighter business, it is eas ier to 
raise equity than debt. Once the equity is in place  at a level to allow prudent loan to value ratios ( banks 
will look at .50 - .65 to 1.00 for freighters), the debt will follow. Seek financial backing in the bes t of times 
and not the worst.

10. PLAN FOR THE WORST CASE: Model everything with high, medium and low cases, a nd develop the plan 
for the business based on the worst plan.

11. OWNING vs LEASING :  Avoid owning assets as much as possible. Use lea ses instead. Let the operating 
lessors with their access to cheaper financing deal  with what they do best- managing asset risks.

12. PRODUCT DIFFERENTIATION: If you cannot differentiate yourself because of you r aircraft type, try 
offering “specialized services”. Find creative ways to  offer “premium branding” to separate your products 
from the competition. Remember, a little tweaking o f a product or a service can create a huge competit ive 
edge.
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HOW CAN MANAGEMENT GURU PETER DRUCKER’S STRATEGY OF  ‘CREATIVE 
IMITATION’ HELP AMERICAN FRIENDSHIP?

� Creative imitation is clearly a contradiction in te rms. What the entrepreneur does is 
something somebody else has already done . But it is “creative” because the 
entrepreneur applying the strategy of “creative imi tation” understands what the 
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innovation represents better than the people who ma de it and innovated.

� The “creative imitator” exploits the success of oth ers. Creative imitation is not 
“innovation”. The creative imitator does not invent  a product or service: he perfects 
and positions it.

� He succeeds not by taking away customers from the p ioneers who have introduced a 
new product or service; he serves the markets the p ioneers have created but do not 
adequately service. 



2003 is a great year to start an 2003 is a great year to start an 
airline!airline!
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