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Why is this a good time Why is this a good time 
to start a Cargo Airline?to start a Cargo Airline?

� What is American Friendship?
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� We intend to start a cargo airline as a wet 
lessor of B-747F aircraft to scheduled 
carriers all of the world, and integrators & 
government agencies in the US.
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� ON THE SUPPLY SIDE

� Emergence of Dedicated Cargo Airports, which are 
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� Emergence of Dedicated Cargo Airports, which are 
supported by local tax dollars and are eager to att ract new 
cargo airlines with lower landing fees and other ai rport 
charges. Many of these are former military bases wh ich 
have transitioned to civilian use following the de- escalation 
of the cold war. An example of this is Vatry Intern ational 
Airport in France 
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� Ascendance of the mega -lessors such as GECAS, ILFC and 
C.I.T. Aerospace with:

� a) Their access to lower cost debt capital 
� b) Their ability to obtain volume purchase discount s from 

Manufacturers and suppliers of aircraft.
� c) Their need to re-market older aircraft which no longer 

have a useful passenger life 
� d) Their realization of the long term potential of the air 

cargo market 
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� d) Their special interest in dry leasing to ACMI start ups like  
US flag carrier AMERICAN FRIENDSHIP which significantly 
reduce their risks by 

� (1)  Wet leasing their aircraft to not one, but to a number of               
� other carriers worldwide and thus achieving the ben efits of 

a greater spread of risks and 
� Being in control of the aircraft at all times and t aking good 

care of the aircraft during the lease term 



Why is this a good time Why is this a good time 
to start a Cargo Airline?to start a Cargo Airline?

� ON THE SUPPLY SIDE

� The private and public equity markets are more will ing to 

www.american -friendship.com

� The private and public equity markets are more will ing to 
consider traditional investments. Larger pension fu nds 
such as the Alabama State Retirement System have ma de 
long-term investments to turn around carriers such as U.S. 
Air. 

� The low cost of entering the airline business at th e present 
time, as a result of the lingering recession and it s effect on 
depressing aircraft prices, leasing costs, labor co sts and 
maintenance costs 
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� Airlines with freighters : There are many such airlines with 
“ asset intensive” freighters on their balance sheets with 
concerns about “long term” ownership. 

� Such airlines are prime candidates for “sale/lease back” 
and ACMI transactions where the asset is taken off their 
balance sheets and leased back to them for a predic table 
cost. Furthermore, they are relieved of the burden of 
“ residual value risk ” as well as the “re-marketing risk” as 
these now becomes the responsibility of the lessors . 
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� Airlines without freighters who are wary about owning
aircraft can enter the freighter business virtually  overnight 
without any major freighter investment. This can be  
achieved by leasing aircraft. Furthermore, these ai rcraft 
need not be compatible with any in their fleet. 
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� Emergence of major airline cargo alliances which can pool 
their freighter resources and jointly contract with  wet 
lessors for freighter capacity. These alliances pro vide 
greater stability for lessors. 

Examples of such alliances are WOW, SKY TEAM & KLM-
Northwest.
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� Airline privatizations worldwide will spur the shift from 
outright purchases to sale/lease back transactions as 
governments no longer subsidize unprofitable airlin e 
operations. Air France is one such example.

� Cargo divisions spin-offs such as those in Lufthansa and 
Singapore Airlines will make executives accountable  for the 
costs of owning freighter assets.  This will encour age them 
to transfer such assets off the balance sheets into  long 
term leases. This represents new opportunities for both 
“dry” and “wet” lessors of freighter aircraft.



Why is this a good time Why is this a good time 
to start a Cargo Airline?to start a Cargo Airline?

� THE BIGGEST CHALLENGE TO THE AIR CARGO INDUSTRY 
TODAY IS IMPROVING THE YIELDS IN THE BUSINESS:

� If you provide the same service which everybody els e provides, 
how can you expect to get paid more for your servic e? 
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how can you expect to get paid more for your servic e? 
� The tragedy of the air cargo business is everybody laments over 

the stagnant yields in the business without examini ng how they 
have done nothing to change their product or servic e.

� THE KEY TO IMPROVING YIELDS IN THE AIR CARGO BUSINE SS 
IS THROUGH SYSTEMATIC AND SUSTAINED INNOVATIONS IN 
PRODUCT AND SERVICE.

� THE KEY WORD THEN IS “PRODUCT DIFFERENTIATION ” 
THROUGH CAREFUL STUDY OF THE CUSTOMER’S NEEDS OR 
PERCEIVED NEEDS.
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� PRINCIPLES FOR INNOVATION FOR A NEW CARGO CARRIER E NTERING AN 
ESTABLISHED MARKET

PETER DRUCKER’S STRATEGY OF CREATIVE IMITATION
� 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 
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something somebody else has already done . But it is “creative” because the 
entrepreneur applying the strategy of “creative imi tation” understands what the 
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. 

� This then in a nutshell is our strategy for enterin g a crowded and competitive 
marketplace with well established players.
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Why is this a good time Why is this a good time 
to start a Cargo Airline?to start a Cargo Airline?

20 Year World Air Cargo Forecast of Boeing and 
Airbus are very optimistic
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� Air Cargo volumes will almost triple
� 1500 additional freighters will be required
� Wide bodies will represent 60% of the fleet and 

90% of total freighter capacity
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A New Generation of Aircraft is attractively priced  for conversion to Freighters

Aircraft Type     Current Value    Conversion Cost     Total Cost      Lease Rate     Lease Rate Facto r

www.american -friendship.com

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



Why is this a good time Why is this a good time 
to start a Cargo Airline?to start a Cargo Airline?

� Aircraft choice was narrowed to 
three B747 variants
New B747-400 production freighters
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� New B747-400 production freighters
� Converted B747 Passenger Aircraft
� Selective, well maintained, 

production or converted B747-200s
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B747-400F (production freighter)

www.american -friendship.com

� List Price - $180 million to $200 million
� Typical Airline Prices: $160 million to $190 millio n

B747-400SF (converted from passenger aircraft)

� Expected final price - $68 million to $78 million
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� B747-200SF
� Converted passenger or ‘combi’ high 
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� Converted passenger or ‘combi’ high 
gross weight aircraft

� Total Build Cost Range - $35 million 
to $40 million
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� Summary of 400F vs. 200SF
� The B747-400F’s price tag is almost three 
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� The B747-400F’s price tag is almost three 
times higher than that of a B747-400SF 
and four times higher than that of the 
B747-200SF

� A very high utilization is key to the 
economics of the B747-400F
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� Startup Challenges
� Resistance from ‘traditional -minded’ 
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� Resistance from ‘traditional -minded’ 
investors

� Under-capitalization
� Residual-value risk of investing in 

older aircraft
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� What will it take? 
� Private Equity Investors
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� Private Equity Investors
� Strategic Equity Partners
� Operating Lessors



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