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ABSTRACT

The Monterey Navy Flying Cub has undergone trenendous
change in the |ast decade. The club has sustained a
pai nful downsizing due to the closure of Fort Ord and the
substantial reduction in number of nmenbers, flight hours,
aircraft, and staff. During the peak period when Fort Od
was open the volune of nenbers and flight hours allowed
informal short-term planning to fulfill all the clubs
financial needs. Additionally, the club had an anple
supply of surplus mlitary aircraft (T-34Bs & T-41'5s)
along with significant free parts support that allowed
extrenely | ow prices which covered all overhead.

Currently, the <club has essentially depleted its
supply of free parts support (especially engines and
propellers) and is now faced with the dilema of whether or
not to keep one T-34B in conpliance wth an expensive
Airworthiness Directive. Now nore than ever, this club and
other Navy Flying Cubs need objective strategic financial
advi ce on what course of action to pursue.

The clubs current financial control neasures are do
not provide insight into the financial health of the
or gani zati on. MAR provides financial statenents but there
is currently no analysis of what the reports are saying.
The focus has been on short-term thinking. When the cl ubs
see they have enough noney for the next nonth or two, they
cease evaluating their financial position. This has led to
clubs disbanding in the worst case and aircraft that are
otherwise airworthy being grounded due to insufficient

funds to overhaul and engine or other naintenance troubl es.

\'



The club has been living in the short-term managenent nobde
for years and is still struggling to settle into its new
busi ness environnent of fewer nmenbers and pl anes.

All Navy Flying Cubs need to start assessing their
mai nt enance and aircraft replacenment needs and budgeting
accordingly. In the past when free planes and parts were
the norm the lack of planning had no effect. Today the
same nmethod is being used and clubs have no plans to pay
for replacenent aircraft when the current aircraft becone
unser vi ceabl e.

Monterey Navy Flying Cub’s focus has renmained short
term throughout this turbulent period. They have data to
anal yze, but no nethod to do so. What is needed is to
determ ne what financial neasures can be used to provide an
assessnent of how the club is performng in the short,
medi um and | ong run.
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. 1 NTRODUCTI ON

A PURPOSE

The objective of the Navy Flying Cub system is to
provide an opportunity for menbers to develop skills in
piloting, navigation, nechanics, and related aeronautics.
[ Ref. 1] In recent years, there has been a change in the
nunber of clubs, governnent aircraft for use, and nenbers.

Monterey Navy Flying Club has been using short-term
planning to guide their decision process. There have been
no cash shortages during the last thirteen years. [Ref. 2]
In the past, free government aircraft were given to the
Navy Flying Club program along with parts support that
allowed conpetitive prices for menbers while still
supporting the BUPERS Instruction 1710.22 requirenents for
i nsurance and managenent. Today, the governnent aircraft
are nearly 50 years old (T-34B) and have an Airworthiness
Directive (required nodification) [Ref. 3] that nust be
conplied with to keep them flying. [Ref. 4] The parts
support no |onger exists. Additionally, parts needed for
the T-34B are no longer wused in any active mlitary

aircraft.

It is nmuch nore difficult to survive in the current
environnment as the Department of Defense surplus aircraft
becone increasingly expensive for Mnterey Navy Flying d ub
to keep airworthy. This thesis argues that it is now tine
to take a nore all enconpassi ng and sustai nabl e approach to

managi ng t he Monterey Navy Flying C ub.



B. RESEARCH OBJECTI VE

This research will evaluate the financial managenent,
aircraft mai ntenance and usage, and pilot activity controls
at Monterey Navy Flying Cub. Research includes conducting
an anal ysi s of current practi ces, devel opi ng and
i dentifying per for mance nmeasur es, and maki ng
recommendations on how to inplenent and use these

performance measur es.

The objective is to determ ne the perfornmance neasures
that can be used to evaluate the club and how the club is
performng financially.

C. RESEARCH QUESTI ONS

Primry: What managemnent cont rol systens shoul d
Monterey Navy Flying Cub use and what perfornmance neasures
do they provide?

Secondary:

1. What nmanagenent control systens exist at Monterey
Navy Flying C ub?

2. What are the performance neasures at Mnterey Navy
Fl yi ng C ub?

3. What do the current neasures tell managenent?

4. Does the Monterey Navy Flying Cub nanage with a
short, medium or long-termfocus?

5. Are there better performance neasures?
6. How shoul d the data be coll ected?

7. What is the data telling managenent ?



D. SCOPE

This thesis exam nes the nmanagenent control systens in
use at Monterey Navy Flying Cub and the data these systens
produce. This information is then examned to determ ne
and devel op performance neasures for Mnterey Navy Flying
Club to use as a basis of self-exam nation.

The scope is Iimted to managenent control systens and
performance neasures that contribute to assessing the
financial and strategic direction of the Monterey Navy
Flying C ub. Areas of interest are financial condition,
aircraft mai ntenance and usage, and pilot activity |evels.

This thesis is intended to be applicable to all Navy
Flying CAubs, but it will focus on the Mointerey Navy Flying
Cl ub.

E. METHODOL OGY

Managenent control systens are described and anal yzed
with the purpose of deriving performance neasures. The
performance neasures are intended to provide a basis for
evaluation of Mnterey Navy Flying Cub to assess its
financial sustainability.

The managenent control systens in use were identified
by individual interviews wth the various personnel
involved in operating the Monterey Navy Flying Cub. These
interviewees included the club manager, mnechanic, board of
directors, and Mrale, WlIfare, and Recreation Leisure
Servi ces Manager



In addition to interviews, the BUPERS Instruction
1710. 22 which guides the operation of Navy Flying C ubs was
used. This instruction provides the headquarters guidance

on specific requirenments for individual clubs.

F. BENEFI TS OF STUDY

The results of this thesis provide a nodel for
measuring the financial and business performance of the
Monterey Navy Flying C ub. The benefit is that the club
can use these neasures to identify areas that need
i nprovenent so action can be taken now to prevent a sinple
busi ness problem from becomng nore threatening to the
cl ub.

G ORGANI ZATI ON OF STUDY

Chapter | introduces and outlines the study. Chapt er
Il presents an overview of Mnterey Navy Flying Cub and
the environment in which it operates. Chapter |11
describes the wvarious nanagenent control systens  of
interest that are used by Mnterey Navy Flying Cub
Chapter |V provides an analysis of the managenent contro
systenms in use. Chapter V is an analysis of performance
nmeasures in the three main areas of interest. Chapter Vi
contains conclusions and recomendations drawn from the
analysis of nmanagenent control systens and performance
neasur es. The concl usions and recommendati ons provide the
basis for Mnterey Navy Flying CQub to objectively analyze
itself and nake any necessary changes to assure its |ong-

term survi val



1. OVERVI EW OF MONTEREY NAVY FLYI NG CLUB

A H STORY

Since its inception in 1963 the Mnterey Navy Flying
Club has been admnistered by the Naval Postgraduate
School. The club grew to approximately 350 nenbers with 16
club aircraft and 600 to 800 flight hours per nonth in
1992. [Ref. 2] At that tinme, the club had a nmanager,
assi st ant manager, and two full time Airfrane and
Power pl ant nmechanics. [Ref. 2]

The closure of Fort Od in 1993 [Ref. 5] had a nmmjor
i mpact on the club. Since the closure, the club has shrunk
to 140 nenbers, five aircraft, and an average of 200 fli ght
hours per nonth. Current staff consists of the manager and
one nmechanic. [Ref. 2]

Starting in Fiscal Year 2000, the financial functions
were consolidated under NPS Mrale, Wlfare and Recreation
(MAR) in the Base Level Accounting System Prior to this
Monterey Navy Flying Cub perfornmed its own accounting,
ordering, budgeting, and managenent according to BUPERS
I nstruction 1710.22 and policies of the Naval Postgraduate
School MAR departnent. The intent of the consolidation was
to relieve the club nmnager from accounting duties and
allow the individual nore time to perform managerial
duties. [Ref. 6] This change was directed by the Navy
Flying O ub Program headquarters.

As a consequence of the change, Mnterey Navy Flying
Club nmust now use MAR purchasing procedures which are
relatively slow and cunbersone conpared to those the club

used when it perforned its own purchasing. These MAR
5



procedures detract from the original goal of providing the
manager with nore tine. [Ref. 6] A second goal of this
change in accounting responsibility was to allow the club
to make use of the MAR Busi ness Manager’s expertise. [Ref.
6] The Naval Postgraduate School MAR has |eft the Business
Manager position unfilled for the last two years. [Ref. 2]
Addi tionally, the MAR accounting staff has m ni nmal
expertise in aircraft and flying clubs, which does not nmake
them well suited to providing business advice to Mnterey
Navy Flying Cub. [Ref. 7]

The advice was intended to help the manager and Board
of Directors wunderstand the business aspects of club
oper ati ons. This includes helping the Board of Directors
articulate plans and the strategic direction of the club.
[Ref 6] Once the strategy is decided, the business nanager
could help the Board develop a plan to inplenent the
strategy. [Ref. 7]

B. CURRENT SI TUATI ON

Monterey Navy Flying Cub is located at Monterey
Ai rport. This airport is a civilian airport and the club
must pay rent for the clubhouse, hangar, and fuel tank, and
ranp space for its aircraft. The club |eases the |and but
has purchased the hangar, clubhouse, and fuel farm The
hangar and fuel tank are not noveable. |If the club were to
nove operations to another airport the investnment in the
hangar and fuel tank would be surrendered to the Monterey

Peninsula Airport District. [Ref. 2]

The club currently operates five aircraft. These
include two Cessna 152 two-seat trainer aircraft and two
6



Cessna 172 four-seat aircraft along with one Beech T-34B
Ment or . The T-34B is a two-seat tandem military training
aircraft that the U S Navy owns and allows the club to
operate for the benefit of its nenbers. The T-34B is the
centerpiece of the Navy Flying Cub program Many nenbers
join the club solely to fly the T-34B. [Ref. 2]

Monterey Navy Flying Cub also has several other Navy-
owned aircraft and one forner Arny-owned aircraft that are
not currently being operated. Navy-owned aircraft include
one Beech Baron twin with over 16,000 hours on its airfrane
and five conplete T-34B Mentors and parts for a sixth T-
34B. One of the T-34B' s sustained a gear up |landing after
a generator failure and another one sustained a nose gear
coll apse after going off the end of the runway. The
remai ning T-34B's have mmintenance problens that the club
can not afford to fix. [Ref. 4]

The former Arny aircraft is a T-41B (mlitary version
of a Cessna 172). This aircraft is currently down because
its engine, propeller, and governor are due for overhaul
The aircraft was not flying enough hours per nonth to cover
its own costs so when the engine achieved the overhau
period it was grounded. [Ref. 4]

1. Short Ter m Focus

Monterey Navy Flying Club has evolved from having a
| arge nmenbership and free airworthy governnment aircraft to
a small nmenbership and governnent aircraft that require
maj or nmaintenance to maintain airworthiness. [Ref. 4]
Large nenbership gave the club a fixed nonthly income from
dues that covered club overhead. The aircraft did not need

7



to cover any club overhead, which allowed |low rental rates
to menbers. Long-term planning was ignored because cash
fl ow exceeded requirenents. No significant effort to
neasure performance was nade because excess cash was
avai l abl e. For exanple, the hangar and fuel tank were paid
for with cash. No plans to raise capital for these two
structures was ever instituted prior to their purchase.
[ Ref . 2]

The current board of directors is only concerned with
the current state of the club. They have not borrowed
nmoney from the restricted cash account to cover nornal
operating expenses such as fuel, but they do not
di stinguish between restricted cash and unrestricted cash
when evaluating the financial resources of the club. [Ref.
2]

2. Cash Reserve

MAR produces financial statenents on a nonthly basis.
The club has a restricted cash account that is used to set
asi de noney for nmjor expenses. The nost common use for
restricted cash is for engine overhauls. [Ref. 1] Aircraft
engines have a specified Tine Between Overhaul Ilimt
specified by the manufacturer. BUPERS | nstruction 1710.22
requires conpliance with manufacturer set engine overhaul

hour limt by Navy Flying Cd ubs.

A factory re-manufactured engine can cost over half

the market value of the aircraft as shown in Table 2.1.

This expense ranges from $15,000 to $25,000 for Monterey

Navy Flying Club aircraft as shown in Table 2.1. Since the

club is not allowed to fly past the manufacturer specified
8



over haul

noney be avail abl e when the overhaul

hour

limts of

Flying Cub currently has

makes the overhauls of all

t he engi ne,

it is
i s due.
its aircraft

its aircraft

i mport ant

on a cycle

t hat

Mont erey Navy

t hat

due within a year.

[Ref. 2]
Aircraft Type | nsur ed Engi ne Model Over haul
Val ue Cost

N68282 Cessna 152 | $23, 000 Lycom ng O 235 $15, 000
N5177B Cessna 152 | $23, 000 Lycomi ng O 235 $15, 000
N7817G Cessna 172 | $30, 000 Lycomi ng O 320 $15, 000
N84604 Cessna 172 | $30, 000 Lyconi ng O 320 $15, 000
T-41B T-41B N A Continental 10360 | $25,000
T-34B T- 34B N A Continental 10470 | $25,000
Source: Monterey Navy Flying Cub Mechanic [ Ref 4]

Table 2.1 - Engine

3.

BUPERS
requi renents for

each cl ub nust

Over head

Types and Over haul

I nstruction

t he cl ub.

have a manager.

Price by Aircraft

1710. 22 creates severa
The major requirenment is that
For a smaller club such as

Monterey Navy Flying Club this expense is over

one third of

the fixed nonthly club overhead expenses as shown in Table

2. 2.



Expense Mont hl y Anmount
Managers Sal ary $2, 338
Mechani ¢ Wages $2, 000

Rent $1, 400
Utilities $400

Source: Mnterey Navy Flying
C ub Manager [Ref 2]

Table 2.2 — Monthly Overhead Expenses

The other nmmjor fixed expense is that BUPERS 1710. 22
requires is that all clubs use the Navy Flying C ub program
i nsur ance. The NFC program carried a $25 MIlion policy.
[ Ref. 1] When the contract was bid in Fiscal Year 2002
there were only three aviation insurance conpanies that
wer e capable of providing that anount of insurance and none
of the conpanies wanted to wite a policy for the Navy
Flying Aub program [Ref. 2] The result is that the clubs

have an expensive nonthly insurance bill to pay as shown in
Table 2. 3.
The club also nust carry hull insurance on cl ub-owned

aircraft, but not governnent—owned aircraft. [Ref. 1] This
all ows governnent aircraft to be |ess expensive to insure

than club owned aircraft.

Liability insurance is paid by the seat therefore, the
four-seat Cessna 172 costs twice as nuch as the two-seat
Cessna 152. No distinction is nade concerning the make and
nodel of aircraft being operated. [Ref. 2] This is

10



anal ogous to paying for autonobile liability insurance by
the nunber of doors instead of the nake and nodel. An
unusual effect of this by-the-seat premum policy is that
t he high-performance, conplex T-34B aircraft costs less to
insure than any other aircraft the club operates.

Aircraft Type Liability | Hull Tot al
Prem um Prem um | Prem um
N68282 Cessna 152 $212.88 | $128.55| $341.43
N5177B Cessna 152 $212.88 | $130.64 | $343.52
N7817G Cessna 172 $425.75 | $180.53 | $606. 28
N84604 Cessna 172 $425.75 | $175.78 | $601.53
N341MN T- 34B $212. 88 $0.00 | $212.88

Source: Monterey Navy Flying Cub Manager [ Ref. 2]

Tabl e 2.3 - Novenber 2002 | nsurance Bil

C. FUTURE NEEDS

The <club’s current financial condition does not
provi de sufficient resources for future aircraft
acquisitions. [Ref. 2] BUPERS Instruction 1710 states that
i ndi vidual clubs nust have an aircraft acquisition plan,

but provides no guidance for how nuch noney should be saved

and the timefranes for the savings. The plan could be as
sinple as the «club stating that they wll execut e
| easebacks for additional aircraft needs. The |ack of

budgeting for aircraft replacenent has lead to no nopney
being put aside for this purpose. [Ref. 2] The instruction

11



i nposes restrictions on investing or borrowing funds for

aircraft acquisitions. [Ref. 1]

By not saving for replacenent aircraft the club is
limting its ability to sustain operations when the current
inventory of aircraft is no |onger serviceable. The T-34B
Airworthiness Directive is a good exanple of how the club
lacks the funds to <conplete an Alternative Means of
Conmpliance to return the aircraft to service even though
the club has operated T-34B s for many years. The Board of
Directors has not considered any plans for aircraft
acquisitions. [Ref. 2] This is evidenced by the fact that
the club does not have an aircraft replacenent plan as
requi red by BUPERS 1710.22. [Ref. 2]

12



I'11. CONTROL SYSTEMS

A. MANAGEMENT CONTROL SYSTEMS
1. Board of Directors

The Board of Directors provides the strategic
direction and policy making for the club on behalf of the
Naval Postgraduate School Superintendent. [Ref. 1] The
board nust neet a mninmum of once per quarter but currently
meets once a nonth. The board consists of a President,
Vice President, Operations Oficer, Miintenance Oficer,
Publ i c Af f ai rs/ Menmbership Oficer, Safety Oficer,
Secretary, Menber-at-Large, Treasurer/Fiscal Analyst, and
Chief Flight Instructor. [Ref. 1]

The Board di scusses aircraft status, financial status,
aircraft acquisitions, and any other policy decisions
affecting the club. [Ref. 2] The ultimate responsibility
for club operation resides with the Naval Postgraduate
School Superintendent, but the Board acts to assist the
Superintendent in his oversight of the operation of the
club. [Ref. 1]

2. Manageri al Duties

Monterey Navy Flying Cub is required to have a club
manager . [ Ref . 1] The manager has a nyriad of
responsibilities such as 1) maintaining the flight
schedule, Pilot Information Files, menbership and training
folders, safety and annual currency records, 2) reporting
of any accidents or unusual occurrences, 3) stock control
of equiprment and supplies, 4) nonitoring perfornmance of

contractors, aircraft gual i fication managemnent , 5)
13



i nstructor and nmenber shi p managemnent , 6) fi nanci al
managenment, 7) policy inplenentation and review with the
assistance of the Board, 8) and procurenment of equipnent
and supplies according to MAR purchasing procedures. [Ref.
1]

The manager runs the day-to-day operations of the
club. She has the assistance of the various nenbers of the
Board and club menbership at large. [Ref. 1] Due to the
di verse range and volunme of tasks she is confronted with on
a daily basis, asking for and receiving assistance fromthe
Board of Directors and club nenbers in performng these
duties is very helpful to her. [Ref. 2]

Organi zati on and standardi zation is key to the snooth
operation of the club [Ref 1]. For instance, if the
manager has to track down pilots and instructors that fai
to properly conplete their paperwork, it detracts from the
manager’s ability to acconplish her duties on tine.

B. FI NANCI AL CONTROL SYSTEMS

BUPERS I nstruction 1710. 22 provi des detail ed
requi renents of how the Monterey Navy Flying Cub should
operate financially. [Ref. 1] The instruction |eaves the
i npl enentation of these guidelines up to the club. The
financial control systens described here are the neans by
whi ch Monterey Navy Flying C ub neets these requirenents.
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1. Budget i ng

In Fiscal Year 2000 the Mnterey Navy Flying Cub was
brought under the Naval Postgraduate School MAR for
accounting purposes. Prior to this the club was a stand-
al one entity for accounting purposes. They performed their
own accounting and budgeting and reported to the Navy
Fl ying C ub program manager. [Ref. 2]

Currently, the manager works with the club treasurer
to prepare an annual budget according to the MAR format as
detailed in BUPERS Instruction 1710.22. The budget is not
conbined with the local MAR budget when the overall MR
budget is submtted to MAR headquarters. The Mnterey Navy
Flying Cub budget is submtted separately to the flying
cl ub program sponsor at MAR headquarters. [Ref. 1]

BUPER 1710.22 states that ”Budgeting consists of
establishing specific future goals and periodically
nmeasuring results of those goals.” [Ref. 1, Paragraph 702
b] It goes on to state that the budget should address
cash, operations and capital requirenments. The current MAR
budget is a conpilation of expected revenues and expenses.
After it is submtted to MAR, it is not used for nanageria
pur poses. The only tinme it is used again is for the next
years’ budget subm ssion to see what was done the previous

year. [Ref. 2]

2. Restricted Cash

The intent of the restricted cash account is to save
nmoney for major, infrequent purchases. [Ref. 1] The nost
common use is to save funds for engine overhauls when Tine

Between Overhaul is reached. Up until last year, the
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manager allocated $7.50 per flying hour to restricted cash
for overhaul s. This amobunt was enough to cover engine
repl acenents but not sufficient to cover other overhaul
itens |ike radios, propellers, propeller governors, and
airframe repl acenent parts such as wndshields and
interiors. Manual ly calculating the anpbunts to be
transferred each nmonth and then communicating this
information to MAR was tinme consumng for the manager.
[ Ref. 2]

Currently, the nmanager has changed this nonthly

transfer to a fixed anount of $1,500 per nonth. Thi s
anmount will be reviewed on an annual basis to make sure the
amount wi Il cover expected expenses. [Ref. 2] To date the

anount of funds in restricted cash are accunulating at a
sufficient rate to cover the engine overhauls along wth
ot her upgrades such as new navi gati on/ communi cati on radi 0s,
G obal Position System and new interiors. This assunes
that the Board of Directors does not use the restricted
cash to fund other requirenents such as the T-34B
Airworthiness Directive. [Ref. 2]

3. | nvest ment

Investing is not expressly forbidden by BUPERS
1710.22, but the conditions wunder which investing is
allowed is restricted. Only when cash accunulated for
programed purposes is in excess of immediate requirenents

can funds be invested. [Ref. 1]

Monterey Navy Flying C ub does not have excess cash to

i nvest. The nost likely reason the club would have to

invest funds is for aircraft replacenent. As an exanpl e,
16



the T-34B is nearly fifty years old and the club Cessna
172’ s are over thirty years old. [Ref. 4]

4. Billing of Menbers

The billing of flight tinme is performed by the
manager. Each pilot wites down the date, his or her nane,
instructor nanme if any, tachometer hours, total tachoneter
hours, Hobbs neter hours, Hobbs total hours, fuel and oil
used, and the cost of the flight in the aircraft book. The
manager then takes this information and inputs the cost
data into QuickBooks Pro to keep track of individua
menbers bills. [Ref. 2]

If pilots pay by check they are expected to do so
after each flight. Menbers paying by credit card check the
credit card box on the aircraft book and then the manager
totals the charges and runs the credit card charge. The
club is charged the governnent rate of one and a half
percent by the credit card conmpany as the transaction fee.
While this is an expense to the club, it has proved to take
much less of the nmanagers tinme to perform the required
bookkeeping and has actually saved the club noney in the
long run through the nore efficient use of the managers
time. [Ref. 2]

5. Payment of I|nvoices
Vendors bill the «club for products and services
provi ded. The manager matches the invoices and purchase

requests and submts the docunents to MAR for paynent. She
also submts docunents to MAR to pay enployees and

17



contractors. The ampunts are currently drawn from the

Qui ck Books Pro entries or added up nanually. [Ref. 2]

Now that all purchases are made through MAR, the
manager nmust follow up with MAR accounting to verify that
checks are going out on tinme. She nust also reconcile the
bank statenents nonthly to verify anounts and that the

checks have been cashed by the vendors. [Ref. 2]

C. Al RCRAFT USAGE

As noted above the manager prepares a nonthly report
detailing the revenue and expenses from each aircraft.
This shows a net profit/loss by aircraft. She passes this
report to MAR accounting so the fuel and oil costs can be
input into the Base Level Accounting System No one except
for MAR accounting and the current club treasurer has asked
to see this information in the last thirteen years. [Ref.
2]

The nmonthly aircraft report does not distribute club
over head. It shows that the aircraft are covering their
own expenses, but ignores the $6000 per nonth in overhead
shown in Table 3.1. [Ref. 2] Taken alone the nonthly
aircraft report presents a picture of profit when in fact

no profit exists.
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Expense Mont hl y Anount
Managers Sal ary $2, 338
Mechani ¢ Wages $2, 000

Rent $1, 400
Utilities $400

Source: Monterey Navy Flying C ub Manager
Table 3.1 — Monthly Overhead Expenses

BUPERS 1710.22 does give guidance on the ideal nunber
of hours per nonth per aircraft. The recomended anmount is
35 to 40 revenue flight hours per nonth. Any nore than
this is difficult to achieve due to required maintenance
and inspections. [Ref. 1] The club treasurer has also
determ ned that for Monterey Navy Flying Club nearly twenty
flight-hours per aircraft are necessary each nonth to cover
all costs excluding overhead as shown in Table 3.2. The
club is making this goal on all aircraft. [Ref. 2]
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Aircraft Requi red Hours Act ual
Hour s

N68282 14.2 38.5
N5177B 3.4 60. 4
N7817G 15.2 37.1
N84604 16. 4 20.2
N341MN 5.8 18.6

Source: Monterey Navy Flying O ub Manager

Table 3.2 — Required Hours and Average Actual Hours

Club history has shown that the club needs an average
of 200 flight hours per nonth to break even including
over head. This is the level of activity the club has
experienced the last three years. [Ref. 2]

D. PI LOT ACTIM TY

The primary control system in place governing pilot
activity is the Clearing Authorities. Prior to each flight
the Clearing Authority must sign the flight plan before the
pil ot can depart. The purposes for the Cearing Authority
are to verify that the pilot: is not on the grounded |ist
for any reason, is checked out in that aircraft, is current
in that aircraft, and has filed any covenant-not-to-sue
formse for any passengers that are not club nenbers. The
conpleted flight plans are audited for conpleteness and
kept on file for three nonths. [Ref. 2]
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The grounded Ilist is to let nenbers and Cearing
Aut horities know which nenbers have di screpancies that mnust
be corrected prior to further flight. Menbers could be
placed on the grounded list for such issues as needing a
nmedi cal , annual standardization flight, or not attending

the |l ast safety nmeeting. [Ref. 2]

The club currently does not nake any attenpt to track
pilot activity in the form of how many hours a nonth each
pilot flies. The only neasure in use is the nonthly
aircraft report that shows such itenms as how nmany hours
each aircraft flew, parts and maintenance cost, fuel cost,
i nsurance cost, revenue, and profit or loss. [Ref. 2]

Wthin the next year Mnterey Navy Flying Cub is
expecting to inplenment an internet-based scheduling system
that has been developed by the North Island Navy Flying

Cl ub. This system will allow pilots to schedule aircraft
and check the schedule and aircraft status online. The
system wll also serve as a Cearing Authority by

mai ntaining a database of when the pilot has flown,
expiration dates of nedicals, annual check flights, and
other <control dates. This system has the potential to
provide pilot activity statistics that could be used to
determine if the club has the right nunber and mx of
aircraft. [Ref. 2]
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| V. ANALYSI S OF CONTROL SYSTEMS

Bef ore performance measurenent tools can be devel oped
Monterey Navy Flying Cub nust “analyze and understand (1)
the conpetitive market dynamics in their industry and (2)
their firms resources and capabilities.” [Ref. 8, pg. 18]
For the <club this nmeans they nust understand their
customers’ needs and desires as well as resources avail able
to them through the Mrale, WlIlfare, and Recreation

department and individual nmenbers professional skills.

The nmethod used to evaluate Monterey Navy Flying C ubs
control syst ens is a SWOT (Strength, Weaknesses,
Qpportunities, and Threats) analysis. The strengths and
weaknesses are related to the external opportunities and

threats that the club faces in its market niche.

A MANAGEMENT CONTRCL SYSTEMS
1. Board of Directors

The strength of the Board of Directors is that they
are active nmenbers and have a vested interest in the
success of the club. They can wuse their «collective
experience to ensure that the <club is acting in a

responsi bl e manner.

The weakness of the Board of Directors is that as
menbers and pilots they have incentives to keep costs as
| ow as possible since they are also custoners. If the
board chooses to focus on short-term concerns, there
appears to be no check to make sure that future problens
are bei ng addressed.
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The board has the opportunity to discuss future
concer ns. By studying issues inpacting the club to get an
understanding of the full cost of running the club, they
put thenselves in a favorable position to evaluate and take

action to ensure the long-termstability of the cl ub.

A threat to the board nenbership is the fact that they
are all volunteers. They receive no conpensation for
perform ng these duties. Recent club history has shown
that the same people get re-elected annually to fill
positions on the board. [Ref. 2] The past president served
in that capacity for five years and the Secretary has
served in that position for four years. [Ref. 2] This can
| ead to burnout on the part of board menbers.

2. Manageri al Duties

The strength of the nmanager is that she has the
detailed know edge of Monterey Navy Flying Cdub’'s
oper at i ons. She is the one person who has the visibility
to see how the entire organi zation works. This allows her
to put issues into perspective for the Board of Directors

and the general nenbership.

The weakness of the nmanager is that she is involved in
every activity of the club. This is by necessity and in
conpliance with BUPERS 1710.22. This makes it difficult to
focus on one task at a tinme because she is routinely
interrupted by her other duties. [Ref. 2] This results in

| ower productivity.

The processes she uses in the execution of her duties
are manual. [Ref. 2] There is an opportunity for effective

conputerization of selected routine tasks to reduce tota
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time spent on those tasks. This would allow her nore tine
to ensure all tasks are conpleted properly and on tine.
She could spend nore tine investigating future problens and

finding solutions for theminstead of being reactive.

The threat is that the nanager cannot focus on |ong-
term concerns since she is responsible for day-to-day
operations of the club. The Board of Directors is
responsible for long-term vision but if they fail in this
responsi bility, the manager cannot provide the necessary

support .

B. FI NANCI AL CONTROL SYSTEMS

The Navy Flying Cub program headquarters relies on
the local MAR business office to provide the business
gui dance for each flying club. [Ref. 1] The inplied
assunption is that the business office has the expertise to
counsel the flying club. At the Naval Postgraduate Schoo
the business office does not have adequate personnel to
provide this service nor do they have the expertise in

flying clubs. [Ref. 7]

1. Budget i ng

The strength of budgeting process is that it 1is
required annually and it is reviewed by the local MAR as
wel | as the Navy Flying C ub program headquarters.

One weakness is that the budget focuses only on events
that are expected to occur within the Fiscal Year. The
Fi scal Year 2003 budget narrative discussed events
conpleted or on going projects but not future needs. [Ref.

2] Anot her weakness is that the club has expenses whose
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occurrences are nore than one year apart. In years when
t hese expenses are not incurred, the budget shows a higher
profit level and a lower profit or |oss when the expenses

are incurred.

The club has the opportunity to use the budgeting
process to take future costs into account. | f the budget
were multi-year, it would elimnate the fluctuation caused
by the expenses that occur nore than one year apart.
Anot her option would be to exam ne the cash flows into and
out of the restricted cash account. A Dbalance in
restricted cash projected to stay above zero would indicate
that i nfrequent expenses are bei ng adequately addressed.

The use of the current budget by the Mnterey Navy
Flying Club is a threat to the club. The approved budgets
are not used for conparison against the actual operations
for that year. By not conparing the predicted results
versus actual, the club cannot be certain that it has
realistic assunptions about its operations.

2. Restricted Cash

The strength of the restricted cash account is that it
is a good nethod to save for recurring nmajor expenses such
as engi ne overhauls and replacenent of avionics. Since the
rate for engine overhauls can be predicted, this programed
saving works well to ensure the funds are avail able when

needed.

There are two weaknesses to the restricted cash
account. The first is that the nanager and club treasurer
are the only tw people currently watching the levels of

funds on a regular basis. The bal ance and rate at which
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funds enter the account have a mmjor inpact on the ability
of the club to sustain operations. I f insufficient funds
are avail abl e when overhaul or replacenent is required, the
club will not be able to sustain that aircraft as part of

cl ub operati ons.

The second weakness is that since the |evel of funds
grows on a nonthly basis without withdrawals, it appears to
be a source of funds for other than the planned purpose.
The restricted cash is separated from unrestricted cash
only in the accounting records. The funds are actually co-
mngled in a single account with the unrestricted cash.
[ Ref. 2]

There is an opportunity to correct the second weakness
if the restricted funds were kept in a separate account.
This would prevent the appearance of nore funds in
unrestricted cash than actual. The club could also perform
a cash flow study by conparing the anount of funds in
restricted cash, the rate of deposit, and the expected
w t hdrawal dates and anobunts. This could alert the nmanager
and Board of Directors if there is a projected deficit in
the future.

The co-mngling of the restricted and un-restricted
cash is a threat to the financial resources. To a person
unaware of the distinction, the un-restricted cash bal ance
in the club bank account appears larger than it actually
is. If a decision was nade based on the assunption that
the balance in the account is all un-restricted cash, the

club would risk the loss of the restricted cash.
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3. | nvest nent

The strength of investing is that the club would
benefit from any interest earned. This would reduce the
cost menbers would pay for the clubs services. | nvesting
could also provide a financial resource to wuse when

unexpect ed expenses ari se.

The major weakness is that it is difficult to invest
under current guidelines. However it is not expressly
forbidden for the club to invest funds that are not needed
for immediate needs. [Ref. 1] The club still maintains its
funds in a non-interest bearing account. There is at |east
$30, 000 or nore in the account at any given tinme. [Ref. 2]

I nvesting is an opportunity for Mnterey Navy Flying
Club to plan and save for new aircraft. Despite the
failure of the club to invest in the past, this has had
little effect in the short run. However, in the long run
not investing could contribute to the club being unable to
buy new aircraft when its ol der aircraft becone

unecononical to maintain and operate.

One possible threat of not investing is that the club
will be unable to afford to keep its aircraft airworthy.
There will not be sufficient funds to buy replacenent
aircraft. If this were to happen, the club would have to
ei ther shut down or pursue aircraft by | easeback. Leasi ng
aircraft would increase cost to menbers because the
restrictions on engine overhauls and club insurance remain
the same but the aircraft owner would have to be paid for
the use of the aircraft. The club would have to pay the
aircraft owner an acceptable profit. The club would also
run the risk of losing the aircraft at any tine the owner
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was not satisfied with the return on the investnent. [Ref.
9]

Another threat is the risk of loss of the invested

f unds. This threat could be reduced to acceptable |evels
by using only government insured investnents. The anount
of interest earned by investnments would have to be

nmonitored to insure that the club is saving enough funds at

the current interest rate to achieve its investnment goals.

4. Billing of Menmbers

The strength of the billing systemis that nenbers are
billed only when they wuse <club aircraft or purchase
supplies from the club. Menbers have the flexibility to
pay by check each tine they fly or to bill it to their
credit cards. This policy elimnates the need to account

for pre-paid itens.

The weakness of this system is that nmenbers nust pay
each tine they fly or buy supplies from the cl ub. Credit
card nunbers nust be kept on file with this system [Ref.
2] If the office is open and the nenber has their credit
card with them the manager can swi pe the card through the
credit card reader and process the transaction on the spot.
If the manager is not present or the nenber does not have
their credit card available the manager nust physically
type in the credit card nunber on the reader for each
transaction. The manager nust also wite out a receipt for

each transaction. This is a time consum ng operation.

Monterey Navy Flying Cub is currently not allowed to
| et nmenbers pre-pay for block flight time. [Ref. 1] Thi s

opportunity would be attractive to nenbers so they would
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not have to wite a check or their credit card nunber on a
recei pt each time they fly. It is customary in aviation
that block time carries a small discount to the custoner.
The pre-paid funds could be invested to earn interest to at
| east partially offset the loss in revenue. The club could
offer block tinme rates if granted a waiver by the Navy

Flying O ub program manager at MAR headquarters.

The threat of the current billing system is that
menbers paying by credit card may be over their credit
[imt. In this case the club would not get paid and would
have to pursue the nmenber for the bill. Menbers payi ng by
check could be overdrawn on their checking account which
would result in the club not getting paid and possibly
incurring bank charges. This is not currently a problem
for Monterey Navy Flying Club and is not expected to be in
the foreseeable future.

5. Payment of | nvoices

The strength of the current invoice paynment systemis
that it is a formal system maintained by professional
account ant s. By having a formal system there are checks
and balances to ensure that there is little chance for

fraud or abuse.

The weakness of the system is the burdensone
procedures the mnmanager nust use for each purchase. Thi s
requires constant attention by the manager to ensure that
all active purchase requests are being ordered, received,

i nvoi ced, and paid on tine.

The club has the opportunity to earn interest by not

paying its bills until a few days prior to the due date.
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This would allow the club to earn interest if its funds

were in an interest bearing account.

The problem is that the accounting function is
understaffed. [Ref. 2] This threatens the checks and
bal ances in the system and can present problens wth
timeliness of paynments to vendors. This has happened tw ce

in the last two nonths. [Ref. 2]

C. Al RCRAFT USAGE

The strength of the aircraft usage systemis that the
aircraft books show each pilot the last two or three nonths
of post flight pilot reports on the aircraft and its
conponents. [Ref. 2] The reported squawks and nai ntenance
action along with the Hobbs neter settings are shown. The
Hobbs net er r eadi ngs ensure t hat m ssi ng entries
(effectively theft of flight time) wll get discovered
qui ckly.

The weakness of the flight history systemis that it
i s paper based. If a page is mssing in the aircraft book
the flight history will not be available to the next pilot.
This could lead to an wunreported discrepancy not being
di scovered until the next pilot has taken off. If the
di screpancy is a critical item for that flight this is a
safety problem If the next pilot does discover the
di screpancy in the preflight checklist the pilot wll not
be able to fly that aircraft and has lost tine discovering

what was not able to be read in the aircraft book.

The weakness of the schedule is that it also is paper-
based. It is maintained at the club so nenbers nust call

in or drive in to schedule an aircraft. If the office is
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not open, such as on a weekend, the nmenbers’ only option is
to drive in to check the schedule or sinply not fly. Since
nost pilots do their flying on the weekend this
i nconvenience can |lead to lost revenue flight hours.
Anot her associated weakness is that a Cearing Authority
must be present to sign the flight plan or the pilot nust
come in to the club when the office is open to get a flight

pl an signed in advance by a C earing Authority.

Monterey Navy Flying Club has the opportunity to nove
the aircraft schedule to an online version. This could
save noney and increase revenue in several ways. Goi ng
online would negate the need for the weekend duty person to
staff the office and manage the schedule. The club
currently pays the $23 nonthly dues for nenbers who
volunteer to staff the office on weekends. This revenue
could offset the cost of operating an online scheduling
system

An online schedule would also inprove the aircraft
usage because the nenbership would have greater opportunity
to schedule an aircraft and be cleared for the flight
regardl ess of whether the office was open or closed. This
is an area where the club is currently losing out on flight
hour s. Since there is currently no obvious way to assess

how |l arge this loss is the effect is unknown.

An online schedule would help the nmnager by greatly
reduci ng the nunber of phone calls she would have to answer
on a daily Dbasis. Interruptions affect productivity

negati vely.

The larger threat of the scheduling and flight history
systens is that without a change in procedure the club wll
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continue to lose flight hours and managerial tine. Thi s
loss will prevent the club from getting nore utilization
fromits current inventory of aircraft. A less significant
threat is that if the online system is inplenented, the
conput er system could go down for periods of time and the

system woul d be unavailable to all nenbers.

D. PI LOT ACTIM TY

The current pilot activity control systens strength is
that it is sinple to use. It is paper based and the
requirenents are clearly witten on the flight plan form
If the pilot has flomm wth the clearing authority
previously the process is quick due to the famliarity
bet ween pilot and Cl earing Authority.

One weakness of this system is that if a Cearing
Aut hority has not flown with the pilot previously, the
Clearing Authority nust look up information and verify the
pilot’s credentials. This takes tine and if the office is
not open, it may not be possible for the Cearing Authority

to check the pilot’s file.

Anot her weakness is that the credentials the Cearing
Authority 1is checking are tine sensitive. A Cdearing
Aut hority could mstakenly clear a pilots flight when a
gqualification such as Biennial Flight Review or nedical

certificate recently expired.

The current control system for pilot activity does not
make any attenpt to track how often a pilot flies. Thi s
information could be useful in determining who flies which
aircraft and how often they do so. Such information woul d

be valuable to the Board of Directors in any decisions
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concerning how often each aircraft is used and by whom |If
only a few pilots are actively using a certain aircraft and
those nenbers |eave, the club would suddenly find itself
with an aircraft its menbers do not want and without a plan
on howto deal with this situation

An opportunity exists through the online scheduling
system to perform clearing authority duties. The system
woul d automatically check all the required qualifications.
Pilots could not only schedule an aircraft on short notice
but also be cleared for the flight even if the office is
not open.

The current systemis threat to the club is that since
it is paper based it does not quickly reflect updates to
pil ot qualifications.

An additional threat concerns the signed flight plans.
They are currently kept on file for a period of three
months. [Ref. 2] The forns are not exam ned to verify that
an error has occurred. It is possible that errors are
remai ni ng undet ect ed. If a mshap occurred and the flight
plan was signed but the pilot was not qualified, this
informati on would be revealed in the investigation into the
m shap. This could create a negative imge for the
Monterey Navy Flying Cub’s nmanagenent and nenbers. The
negative inmage could influence prospective nenbers from
j oi ni ng. Repeated offenses could lead to the Nava

Post graduat e School shutting down the cl ub.
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V. PERFORMANCE MEASURES

This chapter applies the framework described in Euske

et al. for service organizations. Monterey Navy Flying
Club is a service organization. To devel op perfornmance
neasures, the franmework in Euske et al. provides sone

useful tools. This chapter applies these tools to Mnterey
Navy Flying d ub

A | DENTI FY PROCESSES AND SUB- PROCESSES

To use the tools in Euske et al. the major processes
and sub-processes nust be related to the services provided.
Six major processes were identified at the Mnterey Navy
Flying Club: 1) Renting aircraft, 2) maintaining aircraft,
3) providing ground and flight instruction, 4) refueling
aircraft, 5) providing clubhouse services, and 6) providing
pil ot supplies.

The first process is renting aircraft. This is key to
the club’'s operation because nost nmenbers do not own

personal aircraft. There are three sub-processes that
conprise renting aircraft: 1) acquiring aircraft, 2)
scheduling aircraft, and 3) managing aircraft. The
aircraft require capital to acquire and operate. The

flexibility in scheduling the aircraft is inportant to
nmenbers. If the aircraft are not available when the pilot
wishes to fly, the pilot may take his or her business
el sewher e. Managing the aircraft involves identifying
equi pnent upgrades desired by nenbers. The aircraft
available for rent may be conpared by nenbers to other

aircraft available for rent elsewhere, so the quality is a
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factor in the pilot choosing which aircraft to fly. The
aircraft wutilization is also a part of nanaging the
aircraft to ensure that each aircraft is sufficiently used

by the nenbershi p.

The second process is maintaining aircraft. The two
sub- processes associated with the maintaining aircraft are
routi ne maintenance and overhauls. Routi ne mai ntenance
i nvol ves scheduling and conducting the 25, 50, 100-hour,
and annual inspections for all the aircraft. The quality
and timng of this routine nmaintenance inpacts the usage
and desirability of the aircraft to the club nenbership.
Overhaul time limts nust be nonitored by the manager to
ensure that 1) the Iimts are not exceeded and 2) that the
club has sufficient restricted cash to pay for the overhaul
when needed.

The third process is offering ground and flight
i nstruction. The quality of the instructors and
flexibility in their availability affects the nenbers
perception of the quality of instruction being received.
If the pilot is having difficulty Ilearning from a
particular instructor, the pilot my get frustrated and
qui t.

The fourth process is refueling aircraft. The fuel
used in club aircraft and sold to nmenbers with their own
aircraft nmust be a quality product free from contam nation
Aircraft cannot pull to the side of the road if
contami nants cause the engine to stutter or stop. The fuel
tank nmust be nmaintained to ensure the fuel is not

cont ani nat ed. The manager nust ensure that fuel is always
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available and the price for nenber-owed aircraft is

greater than the cost to the club

The fifth process is providing clubhouse services.
The nost inportant service provided to nenbers is access to
weat her bri efings. Weat her briefings can be obtained from
flight service by phone or by conputer. Bot h nmethods are
provi ded by the club. A restroom |ounge, flight planning
area, and snacks are available to menbers at the clubhouse.
The facilities are fixed and cannot be changed to suit each

i ndi vidual pilot.

The sixth process is providing pilot supplies.
Menbers can order special itens if they are available in
one of the catalogs the club has available. This provides
flexibility in providing equipnent and supplies to suit
each nenber.

B. SERVI CE TYPES AND CLASSI FI CATI ON DI MENSI ONS
Fitzgerald et al. identifies:

t hree di fferent generic service t ypes:
prof essional services, service shops, and nass
services. [Ref 12, pg. 9]

Prof essional services require high levels of persona
contact where the custoners spend considerable tine in the
service process. [Ref. 10, pg. 17] An exanple of this is a
consulting firm [Ref. 10] Fitzgerald et al. describe nass
services as:

Mass services have nmany custoner transactions,

involving limted contact time and little
custom zation. [Ref. 12, pg. 11]
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Rail roads, airlines, and hotels are characteristic of

mass service [Ref 10]. Service shops such as Mnterey Navy
Flying Cub are between these two extrenes. Exanpl es of
service shops include nost retail shops, wholesale, and

restaurants. [Ref. 10]
The service types are:

differentiated in ternms of the volume of
custoners processed by a typical unit per day
agai nst six other classification dinensions [Ref
10, pg. 18].

The classification dinensions and where Mnterey Navy
Flying falls in the spectrum are listed in Table 5.1.
Exam ning a service organization and classifying where a
particul ar organization falls within the continuum can hel p
the organization to recognize comonalities wth other
organi zations. [Ref. 10]

Monterey Navy Flying Cub nost closely resenbles a
service shop given its relationship between equi pnent and
peopl e focus. The renting aircraft processes focuses on
equi pnent, but instruction and clubhouse processes are
focused on personal interactions between the front office

staf f and nmenbers.

The services provided to nenbers are focused on
products. The products in Munterey Navy Flying Cub’ s case
are renting aircraft, instruction, training supplies, and
providing fuel. Renting aircraft and instruction result in
| ogbook entries for pilots that are necessary to exercise
the privileges of being a Pilot in Comand. Tr ai ni ng
supplies and providing fuel are necessary for flight

training and aircraft rental.
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A considerable anobunt of custom zation is available.
For instance, the nenber my choose which particular
aircraft he or she wants to fly given they are properly
checked out in that aircraft. A pilot can choose which

instructor the pilot wishes to fly with and what naneuvers

to practice. The instructor wll tailor recomendations
based on the pilot’s skill |evel.
The office staff (manager, nechanic, and flight

instructors) have significant latitude in the custom zation
of services to each pilot. This is especially true for the
flight instructors. The manager she has sonme latitude in
custom zi ng services. This latitude is bounded by BUPERS
1710.22 and the club Standard Operating Procedures.

The contact tinme between the office staff and the
pilot 1is considerable. The flight instructors have the
nost contact tinme with pilots. For the flight instructors
the contact tinme is usually longer than the actual flight
due to pre-flight briefings with the pilot and post-flight
debri efings.
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time avail abl e by

front office staff

O assification Mass Servi ce | Professional Classification
Di mensi on Servi ce Shop Servi ce Di mensi on
Equi pment Focus (o) Peopl e Focus
Product Focus (o) Process Focus

Low Customi zati on (o) Hi gh Customi zati on

of Service to any of Service to any
One Cust oner One Cust oner

M ni mal Discretion (o) M ni mal Discretion

avai l able to front avail able to front
office staff office staff
M ni mal Cont act (o) Consi der abl e

Contact tinme
avai |l abl e by front

office staff

Table 5.1 — CAM |

Service Classification Gid for

Navy Flying dub

C. DI MENSI ONS OF PERFORMANCE

When devel opi ng a neasuremnent
t hat

create a set

service process [Ref 13, pg. 21]

nmeasur es

link activities to

system “the goal

Mont er ey

is to
t he

VT The six dinensions of

performance applicable to any of the service types are: (1)

Conpetitiveness,
service, (4)

| nnovati on [ Ref

(2) Financi al

Flexibility, (5)
12].

Using all

Per f or mance,

bal anced view of the organi zation [Ref 10].
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D. PERFORMANCE MEASUREMENT

Sel ecting appropriate process measur es can be
difficult due to process conplexity, nunber of itens to
measur e, difficulty gat heri ng i nformation, or t he
segregation qualities within the process [Ref 10].

After using the Service Cassification Gid (Table
5.1), identifying the processes and sub-processes, and the
di mrensions of performance, we can begin to determne
appropriate process-level performance neasures. [Ref 10]
By wusing the questions in Appendix C we can develop
nmeasur es. The resultant measures and their rationale are
listed in Table 5.2. The rationale for the perfornance
targets is listed in Table 5. 3.
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DI MENSI ON OF TYPE OF RATI ONALE KEY MEASURE PERFORVMANCE
PERFORMANCE MEASURE TARCET
Conpetitiveness Menber shi p Constant or grow ng Current Year Menbership > 1
Stability nenber shi p . )
Prior Year Menbership
Conpetitiveness Aircraft Needed for |nstrunent Percent of Club Aircraft 80%
Sel ection Rating, ability to fly in IFR Certified
adver se weat her
Conpetitiveness Aircraft Needed for Commercial and Conpl ex Aircraft Yes
Sel ection Flight Instructor Rating Avail abl e for Rent
Conpetitiveness Aircraft Needed for Milti-engine, Ml ti-Engine Aircraft Yes
Sel ection Airline Transport Pilot Avai |l abl e for Rent
Rating
Conpetitiveness St udent Better than average Conpl etion Rate 90%
Pilots conpl etion rate
Fi nanci al Net | ncone Not | osi ng noney Revenue - Expenses >0
Per f or mance
Fi nanci al Restricted Ability to sustain I[Percent of Life Used * 100%
Per f or mance Cash aircraft Overhaul Price] /
Restricted Cash Bal ance
Fi nanci al I nvest nent Ability to repl ace [Age of Aircraft / Life 100%
Per f or mance aircraft Expectancy * Repl acenent
Cost] / Investnent
Quality of Tr ai ni ng O fering supplies pilots Turnover Rate for Each 3 Mont hs
Servi ce Suppl i es want Item
Quality of Conpl eti on Providing quality Check Ride Pass Rate 90%
Service Rat e instruction and
encour agenent
Quality of Tine to Efficiency, ability to Months from Start to 6 Mont hs
Servi ce Conpl eti on maintain pilot interest in Li cense
flying
Quality of Aircraft Dependabl e aircraft, Cancel l ed Flights due to 1 per 100
Service Reliability pilots feel safe flying Unschedul ed Mai ntenance hour s
them
Resour ce Aircraft Aircraft is profitable and Aver age Hours per Month > 35
Utilization Utilization covers a portion of club Hour s

over head

Table 5.2 — Performance D nensi ons

42

To Performance Targets




TYPE OF KEY MEASURE PERFORMANCE RATI ONALE FOR TARGET
MEASURE TARGET
Menber shi p Current Year Menbership > 1 Need stabl e or growi ng nmenbership to prevent
Stability . . club overhead from becom ng an excessive
Prior Year Menbership
bur den
Aircraft Percent of Cub Aircraft 80% Keeps all club owned aircraft IFR certified
Sel ection IFR Certified
Aircraft Conpl ex Aircraft Yes Needed to train for Commercial Rating
Sel ection Avai |l abl e for Rent
Aircraft Mil ti-Engine Aircraft Yes Needed to train for Milti-Engine and Airline
Sel ection Avai |l abl e for Rent Transport Ratings
St udent Conpl etion Rate 90% Students are receiving adequate instruction
Pilots to allowthemto earn their |icense
Net | ncore Revenue - Expenses >0 Non- Profit but covers all club expenses
Restricted S[Percent of Life Used * 100% Covers normal overhaul conmponents to sustain
Cash Overhaul Price] / ai rworthiness for all operational aircraft
Restricted Cash Bal ance
I nvest nent [Age of Aircraft / Life 100% Ensures club saves sufficient funds to
Expect ancy * Repl acenent replace aircraft
Cost] / Investnent
Trai ni ng Turnover Rate for Each 3 Mont hs BUPERS 1710. 22 requires that no supplies in
Suppl i es Item excess of immediate requirenents be kept on
hand
Conpl eti on Check Ride Pass Rate 90% Ensures training and instruction are good
Rat e enough to pass flight tests, allows
instructors to skip their next bi-annual re-
currency training session
Tine to Months from Start to 6 Mont hs A period longer than 6 nonths could effect
Conpl eti on Li cense the likelihood of the student conpleting
training
Aircraft Cancel | ed Flights due to 1 per 100 Mai nt enance procedures are catching
Reliability Unschedul ed Mai nt enance hour s di screpanci es
Aircraft Aver age Hours per Month > 35 Hours BUPERS 1710. 22 says 35-40 is the ideal
Utilization nmonthly revenue hours per aircraft

Table 5.3 — Performance Targets Rational e
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VI . CONCLUSI ONS AND RECOMMENDATI ONS

A BOARD OF DI RECTORS

The lack of long-term planning is likely to be a
critical issue because by the time Mnterey Navy Flying

Club’s aircraft are nearing the end of their service life,

insufficient tine will be available to raise the necessary
funds to purchase replacenent aircraft. This wll Dbe
exacerbated by the fact that older aircraft wll require

i ncreased amounts of nmaintenance to maintain airworthiness
while the club is trying to raise additional funds to

acquire replacenent aircraft.

The Board needs to switch to a long-term focus. The
first step is for the Board to determne their vision or
goals for the club. Based on the vision, the Board shoul d
develop and articulate the strategy to reach the stated
Vi si on. Finally, the Board nmust create a plan to achieve
t he goal s.

B. MANAGERI AL DUTI ES

The control systens the manager uses on a daily basis
are primarily nmanual . This makes it difficult to
acconplish all her tasks in the 40 hours per week for which
she is paid. There are routine tasks that could be
automated in such a fashion that would result in net tine-
savings to the manager. Aut omation could also inprove the
accuracy and speed to reconciling accounts and reports at
t he end of each nonth.
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The club should develop a conputer-based nanagenent
system Menber billing, aircraft wusage, actual fuel and
oil usage could all be conpiled from data off the aircraft
books. Parts costs and | abor hours could be input to this
system By doing this, the end of nonth reports could be
much quicker to create because the information would
already reside in the system This project could be the
basis of a thesis for a student at the Naval Postgraduate
School .

C. BUDGETI NG
1. Addr essi ng of Needs

The current budget process does not adequately address
the needs of the flying club. The current budget 1is
annual . There is no reported conparison between the

budgeted and the actual results.

The budget should include multiple years. This woul d
help the club understand and plan for future needs. Also
this would help to highlight foreseeable problens before
t hey becone a crisis for the club.

2. Board of Directors |nvol vement

The Board of Directors should becone nore involved in
t he budget. The budget inpacts what the club is able to
do. This should be of great inportance to the Board of
Di rectors. Board involvenent in the budget would also
provide a greater understanding of the cost structure of

the club and aid in decision-maki ng.
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D. RESTRI CTED CASH
1. Met hod and Cash Fl ows

The restricted cash account is a good nethod to save
for expenses that do not occur on an annual basis such as
engi ne and prop overhauls, avionics replacenent, paintjobs,
and ot her m scel |l aneous aircraft upgrades.

To ensure that the rate at which funds are being
deposited into the account is sufficient to cover expected
expenses, a cash flow analysis should be conducted on an
annual basis. Gven that capital purchases wusing the
restricted cash occur on longer than an annual cycle, the

cash flow anal ysis should be multi-year.

2. Co-m ngling of Funds

The co-mingling of restricted cash wth the un-
restricted cash is not an ideal arrangenent . To
i ndividuals not intimately famliar with the club
accounting system it is not apparent that the balance in
the club bank account is not wun-restricted cash. Thi s
could |l ead to decisions that could hurt the club.

The restricted cash account should be in a separate
account from the un-restricted cash. This would help to
the Board of Directors to understand the true financial
condition of the club.
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3. Inflati on and Earned | nterest

The restricted cash is |losing value because it is in a
non-i nterest bearing account. This is not in the clubs’
best interest. The longer the funds sit in the account not
earning interest the greater the |loss in val ue.

The funds should be invested conservatively based upon
future need. Only safe investnents such as governnent
insured bonds or Certificates of Deposit should be used.
At the very least, funds should be held in an interest
beari ng bank account.

Funds reserved for aircraft replacenent should be
invested. Since aircraft can be expected to last thirty to
forty years [Ref 4], the effect of conmpounding interest
t hrough i nvesting woul d be beneficial.

The proper anobunt to be invested needs further

research to determne the required funding for aircraft

repl acenent . The intended type of replacenment will affect
the required anount of capital. For exanple, buying a
repl acenent of the same aircraft type and age w Il cost

approximately the insured value while a brand new aircraft
will cost several times the insured value [Refs. 13, 14
Table 2.1].

E. Bl LLI NG OF MEMBERS

The pay as you go system is tinme consumng for
managenent and nenbers. Allowng block tinme or other
di scounts or incentives would nake it nore attractive to

menbers to use the aircraft.
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The club should seek a waiver to allow nenbers the
option to purchase block flight time with a small discount.
The club should also investigate other incentives such as
di scounts for paying the entire years dues at the begi nning
of the year. I nterest gained from keeping the noney in an
interest bearing account will partly offset the |oss due to

a di scount.

F. PAYMENT OF | NVO CES

The current system is adequate as |long as the manager
is able to nonitor invoice status. Since the purchasing
procedures are currently paper-based this can be difficult
to acconplish during busy periods. A tracking system with
daily rem nders may be hel pful; however this is not a high
priority.

G Al RCRAFT USAGE

The current paper-base system is outdated. The club
is losing revenue from flights because nenbers do not want
to drive all the way out to the club to see if an aircraft
is avail abl e.

The <club should nove the aircraft scheduling and
Clearing Authority duties to an online system If the
North Island Navy Flying Cubs system does not neet the
clubs” requirements or is taking too long to becone
oper ati onal , other commercially available systens are
avai l abl e at conpetitive prices [Ref 18]. Anot her option
would be for a thesis student at the Naval Postgraduate
School to devel op such a system
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H. PI LOT ACTIM TY

The club does not adequately analyze pilot activity.
The current paper-based system requires too nmuch time to
gat her the data.

The club should gather and analyze pilot activity
statistics when t he online schedul i ng system is
i npl enent ed. This information can help the club keep
menber utilization of club services and aircraft at a |evel
that results in | ower costs to the nenbership.

PERFORMANCE MEASURES

The current nmeasures in use are inadequate. Chapter V
presents an alternative set of neasures for Monterey Navy
Flying A ub. The process in Chapter V provides a neans for
the <club to assess its operations and nodify the

per formance neasures in Table 5. 2.

J. SUMVARY

This thesis identified and evaluated the mnagenent
control systens in use at Mnterey Navy Flying C ub. | t
al so provided a set of performance neasures for the club
These performance neasures are intended to provide a basis
for the club to evaluate its perfornmance. By conducting a
self-evaluation the club wll better understand its
operations and make any changes necessary to ensure |ong-—

termsurvival and quality service to its nenbers.
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APPENDI X A — | NTEVI EW QUESTI ONS AND ANSVEERS

Manager |Interview

Question: How long have you worked at Monterey Navy
Flying C ub?

Question: Prior to the closure of Fort Od, did the

cl ub ever experience any cash shortages?

Question: What were the inpacts of these shortages,
i.e. what step did the club have to take, what could they
not do?

Question: Wien did the club start?

Question: Prior to the closure of Fort Od, how many
menbers and flight hours did the club have in an average

mont h?

Question: How many aircraft did MFC have and who
owned t henf?

Question: How |long has the Business Minager position
at NPS MAR been vacant ?

Question: Wat would happen to the hangar and fuel
tank if the club were to nove to another airport?

Question: Do many nenbers join just to fly the T-34B?

Question: Wuld it be fair to say that prior to the
closure of Fort Od that the fixed income from dues covered
club overhead, i.e. the airplanes didn’'t have to cover any
cl ub over head?

Question: Did the club do any long-term planning in
t he past?
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Question: Wiy didn't the club do | ong-term planni ng?

Question: So how did the club pay for the hangar and

fuel tank?

Questi on: Does the Board of Directors concern
t henmsel ves with the long-term sustainability of the club or

with the current concerns of the cl ub?

Quest i on: How often has the Board of Directors
“borrowed” from the restricted cash account and were the

funds pai d back?

Question: Does the Board of Directors distinguish

bet ween restricted and un-restricted cash?

Question: Wat kind of engine replacenent cycle is
MNFC on?

Question: Wiy does Mnterey Navy Flying Cub pay so

much for insurance?
Question: How are the rates determ ned?

Question: Does Mnterey Navy Flying Cub have an
aircraft replacenent plan?

Question: Has any noney been saved for eventual

aircraft replacenment?

Questi on: So the «current aircraft have to |[ast
indefinitely for the club to continue operations?

Question: Wat happens when the current club aircraft

are no |longer able to be kept airworthy?

Question: Has the BOD conme up with a workable plan to
pay for the T-34B Airworthiness Directive?
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Questi on: Has any noney been saved for t he

Al rworthiness Directive?

Question: Has the Board of Directors considered any

wor kabl e plans to acquire aircraft?
Question: \What does the Board discuss at its neetings?

Question: Do you receive any assistance from the

menber shi p?

Question: Prior to noving under MAR, did the club do a
budget and who | ooked at the budget?

Question: Under the current budget process, who | ooks
at the budget?

Question: After the budget is submtted and approved,
who | ooks at it?

Question: So there is no conparison between the
pl anned and the actual ?

Question: You used to cal culate how nmuch noney to put
into restricted cash each nonth based on hours fl own. How
do you do it now?

Question: |Is the restricted cash accunulating at a
sufficient rate to cover the engine overhauls when they are
expected to cone due?

Question: Now that nmenbers can use credit card to pay
for flight time, has that been beneficial to you and the

cl ub?

Question: How do you track individual menbers bills

and vendors i nvoi ces?
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Question: You create a nonthly aircraft revenue and

expense report. \Who |ooks at that? What is on it?

Question: Wiat nonthly fixed club overhead expenses

are there? Wat are the anpunts?

Question: How long are signed flight plans kept on

file?

Question: Is the club making its break-even goals in

an average nonth?

Question: What are the break-even goals for each

aircraft vs. its actual average revenue flight hours?

Question: What can nenbers be put on the grounded Ii st

for?

Question: Do the sane nmenbers get elected to the board
year after year and what is the effect?

Question: Can you give sone exanpl es?

Question: Wuld you describe your control systens as

nore manual or aut omated?
Question: Does the budget address future needs?
Question: Is the restricted cash a separate account?
Question: Is the clubs bank account interest bearing?

Question: How much is in the clubs bank account in a

normal nont h?

Question: Does the club keep credit card nunbers on
file and do you have to punch the nunbers into the credit
card reader each time you process a charge to a nenber’s

card?

Question: Who does the clubs accounting now?
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Question: Are they adequately staffed?
Question: Does MAR get the checks out on tine?

Question: The club got charged because MAR didn't do

its job?

Question: The check to Lycomng to exam ne the engine
for N84604 spent a week under a pile of papers while the
club has to insure that aircraft (an expense) and is |osing

the revenue since it can't fly without its engine?

Question: Does anyone ever look at the old flight

pl ans?

Question: Wen is the club noving to the on-line
schedul e systenf?

Question: Can pilot and aircraft usage statistics be
obtained fromthe on-line systenf

Mechani ¢ | ntervi ew

Question: Does the T-34B Airworthiness Directive have
to be conplied with to fly the aircraft?

Question: Wiy are there five T-34’s in storage?
Question: What happened to the T-41B?
Question: How old are the T-34B's and T-417

Question: What are the engine replacenent costs for
Monterey Navy Flying Club’s aircraft?
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Lei sure Services Director Interview
Question: How rmuch and what kind of expertise does MAR
have with flying cl ubs?

Question: Wuld the MAR busi ness manager help the club
with things i ke planning, direction setting, and

i mpl enent ati on?
Question: Does MAR have the resources to adequately

fulfill this role?

56



APPENDI X B -

DEPRECI ATI ON SCHEDULE

Dat e Depr eci ati on Book
Aircraft Pur ch. Cost | Thru 92 93 94 95 96 97 98 99 00 Tot al Val ue
N68282 & Feb- 85 10, 250 10, 250
Engi ne 10, 250
282 Engi ne Feb- 89 5412 1805 7,217
#2 7,217
N7817G & Cct-79 11750 11, 750
Engi ne 11, 750
17G Radi os Sep- 89
1, 800 1, 800 1, 800
17G Pai nt Jul - 88
2, 500 2,083 417 2,500
17G Aug- 99
Interior 14, 887 104| 1, 478 1,582| 13, 305
17G Engi ne | Aug-00
#3 12,438 207 207| 12,231
NO274Z & Sep- 89
Engi ne 3,747 3,747 3, 747
74Z Engi ne Jun- 92
#2 5, 667 945 945 945 945 945 942 5, 667
N8244E & Aug- 89
Engi ne 2,500 2,500 2,500
44E Engi ne Mar - 91
#2 3, 500 2,500| 1,000 3, 500
44E Radi os Jul - 88
800 800 800
N3403F & Cct - 87
Engi ne 4, 600 4, 600 4, 600
03F Engine | Aug-91
#3 3, 500 1,167| 1,167 1,166 3, 500
N1870 & Sep- 86
Engi ne 5, 000 5, 000 5, 000
870 Engine | Jan-91
#2 7,847 3,693 1,847 2,307 7,847
870 W ng Mar - 92
Repl acenent 15, 252 2,542 2,542| 2,542 2,542 2,542| 2,542 15, 252
& Pai nt
870 Dec-92
Fusel age 3, 847 641 641 641 641 641 642 3, 847
Pai nt
N84604 & Jun-93
Engi ne 20, 100 3,350 3,350, 3,350 3,350] 3,350 16, 750| 3, 350
604 Radi os Nov- 95
8, 860 2,953 2,953| 2,954 8, 860
Total Cost
146, 062
Tot al
Deprec Exp 58, 789| 13, 714| 10,951| 7,478| 10,431| 10, 428| 3,596 104| 1, 685| 117,176
Bui |l dings &| Date Depr eci ati on Book
Facilities |Purch. Cost | Thru 92 93 94 95 96 97 98 99 00 Tot al Val ue
Trailer Jan- 82
22,544 5, 636 564 564 564 564 564 564 564 564| 10, 148| 12, 396
Ofice & Prior
Shop ' 86 7, 400 7, 400 7, 400
Hangar 92/ 93
Proj ect 124, 019 4,997| 5,689 5,689| 5,689 5,689 5,689 5 689 5 689 44,6820 79,199
Total Cost
153, 963
Tot al
Deprec Exp 13,036/ 5,561| 6,253| 6,253| 6,253| 6,253 6,253 6,253| 6,253 62,368| 91, 595
Total Accum
Depr ec. 71,825| 19, 275| 17,204| 13,731| 16,684 16,681 9,849| 6,357| 7,938| 179, 544| 91, 595
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APPENDI X C — PERFORMANCE MEASUREMENT QUESTI ONS

Organi zation Level — Data to gather rather than questions
to answer

e What is the vision/nmssion of the organization?
« What is the organization s uni que conpetency?

« \What are the organization-|evel dinensions of
per f or mance?

« \What are the organization-|evel neasures?
e \What are the organization-|evel performance targets?

Process Level

Li nked to Organi zation (Not all are necessarily
linked/related to your processes)

e How do ny processes support/relate to the
organi zati on-1evel dinensions of performance?

e How do ny processes support/relate to the
or gani zati on-l evel neasures?

e Howcan | relate the aspects of ny process that relate
to the organi zation-1evel dinensions of performance
and neasures? (The answer is partially dependent on
t he service-type and segregation qualities.)

Cust oner Focused
« What do ny custoners val ue?

e How can | neasure what mny customers val ue? (The answer
is partially dependent on the service-type and
segregation qualities)

Bal anci ng

* Do these neasures provide for a bal ance view of ny
processes?

« \What additional neasures would provide a bal anced
Vi ew?

* What additional information do | need to nmanage the
or gani zati on/ process?

Dol need to be able to support other initiatives
(CPI, TQM ABC/'M Pricing strategies, Supply Chain
Managenent, etc.)?
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Practicality

* Do | have tracking systens in place?

* Is it cost effective to devel op the tracking
systen(s)?

* Wiich neasures that | am already tracking neet the new
requi renents?

* Wiich neasure will retire with the inplenentation of
t he new neasures?
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