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Five Important Predictions From The Boeing World Ai r Cargo 
Forecast That Are Relevant To Freighter Aircraft

� 1) AIR CARGO GROWTH: World air cargo growth will average 6.4% over the  next 
two decades
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� 2) WIDE BODY AIRCRAFT  WILL PREDOMINATE FLEET SIZE:  The combined wide-
body segments (large and medium wide) segments now comprise nearly 40% of the 
world’s freighter fleet. This share will grow to 60 % by 2021

� 3) WIDE BODY AIRCRAFT WILL DOMINATE SHARE OF CAPACI TY: The combined 
wide body’s fleet share of total capacity will incr ease from 80% today to 90% by 
2021. Within this category, medium-wide bodies will  grow the fastest.

� 4) MOST FREIGHTERS WILL COME FROM CONVERTED AIRCRAF T: More than 70% 
of the 2531 aircraft added to the freighter fleet w ill be from conversions.

� 5) A.C.M.I. SEGMENT GREW 20% PER YEAR: During the decade from 1990-2000, 
ACMI providers grew at an average rate of 20% per a nnum, and will continue to 
grow.
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THE KEY ARGUMENT FOR USAGE OF SECOND HAND 
AIRCRAFT BY GENERAL CARGO OPERATORS

AIR LINEHAUL COST AS % OF TOTAL DOOR TO DOOR COST
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EXPRESS CARRIERS
� Fed Ex 10%
� UPS 12% CASE FOR NEW AIRCRAFT
� Airborne 20%

GENERAL CARGO CARRIERS
� BAX Global 40%
� EMERY 35% CASE FOR OLDER AIRCRAFT
� KITTYHAWK/PILOT AIRFREIGHT 68%

CONCLUSION: If your aircraft costs as part of your total line haul costs are high, you 
have a strong case for using converted second hand passenger aircraft.
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What Are The Biggest Challenges For Financiers Of F reighter 
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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The “American Friendship” Market Entry Strategy 

� ACMI: Launch your operations as a provider of dedicated  freighter aircraft on an ACMI (Aircraft, Crew, 
Maintenance, and Insurance) basis.

� IDENTIFY YOUR CUSTOMER BASE:
� Very large shippers or freight forwarders with the volumes and financial clout to be able to sign longer 
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� Very large shippers or freight forwarders with the volumes and financial clout to be able to sign longer 
term contracts.

� International airlines, integrators and US governme nt agencies.
� OPERATE ON CUSTOMER’S OWN SCHEDULES: Operate your aircraft according to the customer’s 

schedule with a commitment for a fixed number of bl ock hours per month with the customer taking 
responsibility for filling the aircraft.

� OFFER CUSTOMERS A CHOICE OF LARGE WIDEBODY AND MEDI UM WIDEBODY AIRCRAFT: This is 
based on the following premises:

� a) Not all customers can support a large wide body ope ration . You must therefore be able to offer them 
medium sized aircraft as well.

� b) Fleet diversification reduces dependence on one air craft type and helps create a balanced portfolio.
� c) Most aircraft financiers, including operating lesso rs, have a diversified fleet with a pre-dominance of 

small to medium sized aircraft, and a fewer number o f large aircraft. Thus fleet diversification will 
increase the appeal of your business plan among the  financial community.

� d) Medium-wide body aircraft, such as B767s, A300-6 00s and A310-300s are easier to re-market because 
they have applications in both the express and the general cargo markets.
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A New Generation of attractively priced Passenger A ircraft 
will require creative financing for conversion to F reighters

Aircraft Type     Current Value    Conversion Cost     Total Cost      Lease Rate     Lease Rate Facto r
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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 13-17                       8.5+2 23.5-27.5      250-330                   0.83-0.93
A310-300 9.5-13                      8.5+2 19.5-23.5      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
� Note: The listed values of aircraft are on the higher side. 
� The conversion costs appear higher since heavy maintenance checks have been included
� EFW Catalogue Price for an A300-600R or A310-300 is USD8.5 million
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Fleet Plans For A New Airline: Our four freighter choices

� There are several aircraft which qualify in the lar ge and medium wide body segments. 
Our four freighter choices for the fleet of our new airline are as follows:

� LARGE WIDEBODY (100+ tons)
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� LARGE WIDEBODY (100+ tons)

1. The B747-400SF, soon to come on the market is the i deal successor to the B747-200 for 
the long haul markets.

� MEDIUM WIDE BODY: (40-60 tons) The three aircraft t hat we like in this category which 
is forecast to grow by the largest rate over the ne xt 20 years are:

2. B767-200SF/300SF
3. A300-600RF and 
4. A310-300F

� We continue to believe that the MD-11 is a great fr eighter, but its limited numbers and 
the strong demand from integrators make it a challe nge to source airframes for 
conversions.
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Large 
Wide-Bodies 

Proposed Fleet Mix For A New Cargo Airline
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A Pyramidical Structure Offers

� Diversity
� Liquidity
� Financial Appeal

Wide-Bodies 
B747

Medium
Wide-Bodies 

B767s 
A300-600s
A310-300s



The B747The B747--400 Freighters400 Freighters
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Fleet Plans For A New Airline:

1. THE 747-400SF: The long haul freighter

� Great track record: The B747-400SF is the ideal successor to the B747-2 00F/SF, a 
proven workhorse of the air cargo industry.
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proven workhorse of the air cargo industry.
� Production period: 1989 to present. 614 built, including 91 production  freighters.
� Good Economics: Operated by a crew of two, it is equipped with fuel  efficient 

engines and is Stage III compliant.
� Right age-Right price The B747-400SF is approaching the “right age” and t he 

“right price” for conversion.
� Conversion candidates: Over 500 B747-400 passenger aircraft, up to 14 year s of 

age are operated worldwide and can be future candid ates for conversion.
� Launch Customer The B747-400SF is slated to enter the market in the  last quarter 

of 2005. Cathay Pacific is to be the launch customer for thi s aircraft.
� Lower Build Cost: It’s total build cost ($55-65 million), including t he cost of 

conversion is estimated to be about 1/3 to ¼ of the  cost of a factory built B747-
400F ($200 million), making the economics just righ t for the general cargo market. 



The B767The B767--300 Freighter300 Freighter
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Fleet plans for a new airline:

2. THE B767-200SF/300SF-The freighter for more than on e market segment

� Ideal Replacement Aircraft: The B767-200SF is the ideal replacement for the aging DC-8’s 
and the higher cost A300B4’s

� Small package and general freight : It is an ideal aircraft for both small package freight as 
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Small package and general freight : It is an ideal aircraft for both small package freight as 
well as for general cargo operations. (At the present time the B767F –“production freighters” 
are currently in use by UPS for small package freight, and by Asiana, ANA Cargo and Lan Chile 
for general cargo.)

� Good Economics : The B767-200SF has two fuel efficient engines and a two man crew to 
reduce trip costs.

� Interlining capability: This wide-body aircraft has excellent interlining capability with other 
wide-body aircraft carrying 8 feet containers or pallets.

� Conversion candidates: The B767 family consists of over 800 aircraft which translates into a 
well established infrastructure and high availability of economic spare parts,

� Launch customer: IAI will deliver four B767-200SF’s to TAMPA Cargo, starting this year, 
which are to be financed by GE Capital.

� The B767-300SF is still on the drawing board and may become a reality in the very near 
future. When ready, the more capable 767-300ERs will easily become the most popular 
medium-wide body available on the conversion market, based on the over 500 passenger 
aircraft built.



The A300The A300--600RF 600RF 
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Fleet Plans For A New Airline:

3. THE A-300-600 RF: The 48-51 ton freighter for the general cargo market

� Established freighter in the markets served by the large integrators like FedEx.
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� Production period: 1984 to present (275 produced including 81 production freighters)
� New built freighters are already operating successfully for DHL Express at night and

for Cathay Pacific Cargo in the day. In Europe, IslandsFlug is flying one A300-600RP2F 
on behalf of Air France to and from West Africa with general cargo.

� Conversion candidates: Falling prices and increasing availability of older aircraft are 
making this aircraft more attractive to convert.

� Most Popular Aircraft: Along with the A300B4, the A300-600 is the most popular 
medium-wide body freighter today. 

� Shorter range than the A310-300 but with a higher payload.
� Current Market Value : US$13-17 million plus another US$8.5 million for the cost of 

conversion by EADS/EFW and US$2 million for optional 4 year check.



The A310The A310--300F 300F 
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Fleet Plans For A New Airline:

4. THE A-310-300F: The 40 ton freighter for the general cargo market.

� Production Period: 1985-1998.
Total Production: 169 Aircraft, including 48 Production Freighters
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Total Production: 169 Aircraft, including 48 Production Freighters
Longer Range Capability: The longer range capability of 3350 NM for the A-310-300F 
vs. 2650 NM for the A300-600F gives this aircraft a distinct advantage in serving more 
long-range destinations requiring smaller payloads.
Conversions for both the A-300-600RF and the A-310-300F are available exclusively 
through EADS/EFW in Dresden, Germany.
Credibility: This niche freighter has already been given credibility by FedEx (which has 
cornered the A310-200F market).
Current Market Value : US$9.5-13 million plus another US$8.5 million for the cost of 
conversion by EADS/EFW and US$2 million for optional 4 year check.
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� MEDIUM WIDE BODY FREIGHTER APPLICATIONS

� 75% of medium wide body freighter aircraft are in t he fleets of express 
carriers like FedEx, UPS and DHL
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� 25% are in the fleets of the general cargo carriers .

� MARKETING CHALLENGE FOR A NEW A.C.M.I. CARGO AIRLIN E

� To increase the penetration of medium wide body fre ighter aircraft in 
the general cargo markets around the world.
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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 converte d 
freighters. Very few financiers truly understand th e dynamics of the air cargo industry and fewer stil l 
seem willing to learn.’
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seem willing to learn.’
Jim Walsh, Former-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, Cargolux a nd 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 short-term  leasing. The air cargo market is concentrated in t he 
hands of a relatively small number of airlines and specialist cargo players. We concentrate mainly on 
the passenger market where there are many more oper ators 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

� ‘Financiers are also a bit more reluctant to financ e new freighter aircraft 
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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 number 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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WHY SHOULD NEW AIRCRAFT GET ALL THE FINANCING ?

� According to a poll conducted at the NY Air Finance  Conference in April 2004, the 
following were the most popular sources of finance for new aircraft:

SOURCE % of TOTAL
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SOURCE % of TOTAL
a) Export Credit 31
b) Operating Leases 31
c) Loans 13
d) Manufacturer’s finance 12
e) EETC’s 9
f) Tax Leasing 4

GRAND TOTAL 100%

Unfortunately, except for operating leases, none of  the above sources of finance 
are truly available for operators of older aircraft
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Who will be the future financiers of freighter airc raft and why

� ‘Even though operating lessors and manufacturers ma y not opt to 
participate; they are the perfect sources of financ ing.’

� ‘Banks have been burned by Atlas and other smaller programs, so it will 
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� ‘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, Former-President, 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 Q ualified 
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
– A300s
– A310s
– A320’s…?
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What Is The New Operating Environment For Freighter s

� Emergence of air cargo as a separate “profit center ” for airlines, as well 
as the creation of new cargo alliances between larg er airlines.
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� Increasing use of “dedicated freighter aircraft ” in airline operations, and

� a) The emergence of specialist cargo lessors such a s GECAS, as well as

� b) The growth of dedicated cargo airports (Vatry Ai rport in France) with 
lower cost bases and less stringent noise restricti ons than the hub 
airports.

� The continuing “erosion of yields” and the “challen ge of profit ” for most 
general cargo carriers who use dedicated freighters  or belly capacity on 
passenger aircraft.
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The Single Biggest Problem In The Air Cargo Busines s Today 
Is The Erosion In Yields And The “Challenge Of Prof it”

� The air cargo industry cannot expect to attract new  financing without a 
significant improvement in the “yield” scenario.
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significant improvement in the “yield” scenario.

� Since 1985, the trend for scheduled freight yields has been declining 
3.4% per year, with very little improvement.

� Traffic growth has not translated into automatic pr ofit, because of the 
growth of belly capacity, reduced regulatory price controls and longer 
lengths of haul.
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Any Strategy To Reverse The Decline In Yields Must 
Fight The Four Enemies Of Yield Erosion

� SEASONALITY: Devise ways to utilize the aircraft on a “year roun d” basis, instead of 4-5 peak 
months.
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months.
� LOAD IMBALANCES : Find ways to fill up the aircraft on both legs.
� LOW UTILIZATION: Improve aircraft utilization through better marketin g and fleet planning, and
� COMMODITIZATION: Establish a “high revenue” strategy by

� Segmenting Each Product For Individual And Customize d Treatment
� Devising A Range Of Service Options For That Produc t
� Increasing Spending For Marketing And Promotion
� Emphasizing Scope, Scale And Quality
� Offering Superior Operational Execution 

If the integrators (FedEx & UPS) have been able to achieve significantly higher 
yields through superior service offerings, perhaps there is a lesson to be learnt.
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YIELDS: The key to attracting financing for freight er aircraft
� Yields are driven by transit time. Shipment visibil ity and level of service
� Minor changes in traffic and capacity will have a b ig impact on yields
� Rate changes by competitors will mean market share changes, rather than traffic stimulation
� Express carriers generate significantly higher yiel ds than combination carriers
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CARGO YIELDS are usually judged by:
� Dollars per pound of freight or Dollars per ton mil e

YIELDS FOR EXPRESS AND GENERAL CARGO OPERATORS
� Express Carriers $ per pound
� US overnight express packages $3.00
� US deferred express (2nd day) $2.00
� Express freight (International/Domestic) $1.85/$1.4 0

� General Cargo/Heavyweight Cargo Carriers $ per pound
� BAX/Emery (Heavyweight Freight) US/International $1. 10/$1.25
� All Cargo Carriers (Cargolux) (US & International $0 .75/$1.20
� Combination Carriers (US & International) $0.3/$0.75
� Freight forwarders (US/International) (net of trans port) $0.25/$0.40
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Some thoughts on creating value

� “Envision a company that would literally take over and act on behalf of the 
customers in all aspects  of their business, knowin g that customers would pay for 
the service offered by total solutions”
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� “Specifically tailored service contracts could last  much longer and be much more 
lucrative than simple contracts to provide products . This is because the skills 
required in managing service processes are very dif ferent from those that drive 
successful product companies. Part of this involves  building a “labor intensive 
business” within an “asset intensive business”. You  are selling capability. You sell 
knowledge.”

Lou Gerstner
Former CEO of IBM

� “ There are only two ways to create wealth ; find v alue or create value”

Warren Buffet
(World’s greatest investor)
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Who Else Can Be Tapped To Put New Money Into Old 
Freighters?

� An article in the NY Times dated March 21 st 2004 states that a small but growing part of the $2  
trillion in state and local pension funds is being steered in to a financial product known on Wall 
Street as “ the private investment partnership ”
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Street as “ the private investment partnership ”

� “Private investment partnerships ”, which are not publicly traded like stocks and bon ds, and 
whose performance cannot be tracked in any agreed u pon way, are inherently more risky. They 
attracted virtually no money a decade ago. Today th e typical state pension fund has nearly 5% of 
its assets in them.

� This demonstrates that large pension funds with “hug e piles of money” are becoming less 
averse to such risky investments, especially if the se investments are made to create jobs and 
promote economic development in their home states.

� We believe that there is a convincing case for such  “private investment partnerships” to invest in 
new cargo airlines which have the potential of crea ting income and employment around 
dedicated cargo airports in rural communities that have no other attraction to an investor.
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WHY THE “LONG TERM NATURE” OF PRIVATE EQUITY IS A 
KEY TO A CARGO AIRLINE’S STARTUP FINANCING

� According to an interview with the NY Times publish ed on May 23rd, 2004, Donald J. Gogel, the Chief Ex ecutive of 
Clayton, Dublier & Rice, one of the oldest private equity firms in the world, has discussed the follow ing 
characteristics of private equity investors:

� “ PRIVATE EQUITY” IS A $100 BILLION PLUS INDUSTRY with more than 100 players, each with more than $1 billion 
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� “ PRIVATE EQUITY” IS A $100 BILLION PLUS INDUSTRY with more than 100 players, each with more than $1 billion 
in capital. This overhang of huge amounts of privat e equity capital has dramatically increased the com petition for 
transactions. Furthermore, the low returns of tradi tional public equity markets have made this asset c lass much 
more attractive to institutional investors. Pension  funds and universities have always been the core i nvestors. They 
use private equity investments to balance their lar ge portfolios.

� PRIVATE EQUITY FIRMS MAKE LONG TERM COMMITMENTS AND  OFFER LIMITED LIQUIDITY for their limited 
partners or investors. The typical; structure is a “six year investment period and a total 10 year ret urn”. This allows 
the private equity firms to build businesses, make strategic investments that have long term paybacks,  and thus 
avoid the short term focus of quarterly earnings. T his opportunistic, transitional capital can be put to work where 
public equity markets are unwilling or unable to su pport such investments. This is crucial in the deve lopment of 
“capital intensive” businesses such as cargo airlin es.

� THE LONGER TERM FOCUS OF “PATIENT CAPITAL” allows private equity firms to create a new culture  and 
introduce leaders. They can recruit good people bec ause the compensation systems are skewed toward lon g-term 
results.

� INVESTORS IN PRIVATE EQUITY know as much, if not more about their investments a nd returns than public 
companies’ investors. The limited audience makes co mmunication much easier between the investors and t he 
private equity groups. They are able to control not  only the management, but also the strategic priori ties and the 
business plans, and ultimately exit of the investme nts.
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“In the early nineteenth century the American farme r had virtually no 
purchasing power; he therefore could not buy farm m achinery, even 
though dozens were available on the market. Then on e of the many 
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though dozens were available on the market. Then on e of the many 
harvesting machine inventors, Cyrus McCormick, inve nted installment 
buying. This enabled the farmer to pay for a harves ting machine out of 
his future earnings rather than out of past savings -and suddenly the 
farmer had “purchasing power” to buy farm equipment .”

Peter Drucker in “Innovation and Entrepreneurship”



2004 is a great year to start an 2004 is a great year to start an 
airline!airline!
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