Building Value In Aviation Services

Managers need to understand how to use basic financial metrics to successfully run a business. This article provides
an overview of what they need to know.

NATA provides training in a vari-
ety of areas, most notably in
business fundamentals and line-
service activities. Several years
ago, NATA and its Business
Management Committee called
upon industry veterans to devel-
op a financial seminar directed at
those being assigned financial
management tasks for the first
time. The resulting seminar,
“Fundamentals of Financial
Management,” was first present-
ed in 2001 and now is a regular
part of the NATA seminar series.
We teach new managers the fun-
damentals of financial state-
ments, financial analyses, fore-
casting, and business planning,
with the goal of equipping them
to better manage their depart-
ments and ultimately increase
the value of the business.
Aviation Business Journal is Tun-
ning a series of articles covering
three major components of the
seminar:
+ Using financial information
proactively,
+ Effective business planning,
and
+ Value of the aviation service
enterprise from the buyer’s
perspective.

Using Information Proactively
For the purpose of this article,
we assume you already under-
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stand the interaction between the
bhalance sheet, income statement,
and cash flow statements. These
financial statements are useful
for any business, however, they
report activity that has occurred
in the past and do little to help
you be proactive with new pro-
grams or identify trends in real
time.

Through our work with various
aviation services firms, we have
developed several business met-
rics that can help managers
make operations more effective
and profitable. These metrics are
true operational drivers of finan-
cial results, providing a real-time
view of what the financials are
going to tell you. This article
reviews three such metrics that
are easy to implement and pro-
vide significant insight:

» Fuel markup vs. gallons sold by
category,

Continued on page 32
CHART 1
ABC AVIATION SERVICES ~ WEEK OF MARCH 29, 2004
Volume (Galans) ~ Price/Gal  Revenue Markupys/gaton) — Markup (% er)
Inventoried Fuel*
JetA
Retail 13,034 $236  $30762 $1.08 45.8% $1.28
Contract 7,211 $2.00  $14423 $0.72 36.0% $1.28
Avgas
Retail 3,39 §248 § 8423 $1.08 43.5% 5140
Contract
Other
Non-inventoried Fuel*
JetA
Retail
Contract 9,622 $0.15  § 1,443 $0.15 100.0% $0.00
Avgas
Retail
Contract
Into plane 75,576 5003 § 2267 50.03 100.0% $0.00
Other Fuels
Totals 108,841 $57,319

+ Fuel sales market share on a
local and regional basis, and

« Charter gross profit vs. percent-
age yield on actual flight hours.

Fuel Markup Vs.

Gallons Sold By Category

Fuel markups vary over time due
to numerous variables, such as
changing cost of fuel, competi-
tive contracts, changes in traffic
mix, seasonality, gains and losses
of based aircraft, and airport
restrictions on pricing. Knowing
how your fuel margins are mov-
ing is essential for taking intelli-
gent action. Your analysis should
be structured to organize rele-
vant information by the broad
categories that exist for your
operation. Chart 1 (below) is an
example of how one company
enters its data into an Excel
spreadsheet to track how each

Cost/Gal Gross Profit

$14,078
§ 5192

$ 3,668

$ 1,443

$ 2,267

526,648

*Inventoried Fuel is fuel purchased, inventoried, and resold. Non-inventoried fuel is fuel supplied by the customer and

fees are collected for uplift and/or storage.
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major component of fuel sales is
contributing.

The data should be input regu-
larly, perhaps weekly or month-
ly. The time needed to enter the
data should be minimal once vour
process is in place. Data needed
in this example is the price
charged for each category (can
be a simple average for the time
period or a weighted average),
and current cost per gallon. Cost
per gallon should be burdened
with transportation, fuel flowage
fees, etc. From this information,
revenue dollars, dollar of markup
per gallon, percentage markup,
and cost of goods sold can be cal-
culated. To help management
visualize the data, we recommend
a graphic presentation, with a sepa-
rate graph for ecach major fuel cate-

gory (Inventoried Jet A, Inventoried
Contract, Avgas Retail, etc.).

Chart 2 (below) is an example of
a rolling 13 weeks of data on one
graph, showing markup vs. gal-
lons sold. This would be a typical
first step in the analytical process,
showing that for “Inven-toried Jet
A" volume increased slightly but
markup is trending down.

Seeking Explanations
The next question is, of course,
“Why?" Was there an increase in
fuel prices, a seasonal upturn in
volume, or a new customer but
at a lower margin? The manager
might also work to determine
what can be done to mitigate the
downturn in markup. For exam-
ple, a manager viewing this graph
on a regular basis may take action
in week seven or eight to bring
markup back to the targeted range.
A variation of this method

Gallons
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would be to compare volume and
margins for the same period for
the past three years (January
2003 vs. January 2002 vs. January
2001). One advantage to this
approach is consideration of sea-
sonalitv. An anticipated upturn
or downturn due to seasonality
would be easily explained, whereas
an unexpected change in volume
would be an outlying condition
that requires further explanation.

Understanding where you
stand in terms of volume and
margins in each major fuel cate-
gory is necessary in a highly
competitive fuel sales enviran-
ment. We estimate that only one
in ten aviation services firms
knows this operational data.
Those that do understand this
relationship use it to their advan-
tage. Once yvou understand where
you stand, you can develop
strategies to improve vour finan-
cial outcome and then measure
the success of each strategy.

Fuel Sales Market Share

Do you know where you stand
among your competitars on the
airport? Additionally, do you
understand your competition on
a regional hasis? When polled,
surprisingly few general man-
agers can accurately assess their
market share, and even fewer are
sure of the breakdown of the
remaining market share. Most do
not maintain reliable information
regarding volumes through pri-
vate fuel farms or what competi-
tors are doing on nearhy airports.
You want this information so that
you can understand the success-
ful (and unsuccessful) business
initiatives for you and for vour
competitors. Market share increases,
decreases, or shifts among com-
petitors, and understanding why
this movement happens gives
yvou an advantage in formulating
your own responses to competi-
tive threats. But vou cannot know
what you are not measuring.
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The source of this data is usu-
ally the airport authority or air-
port management company.
They keep it for auditing fuel
flowage fees. Every two years,

CHART 3
[

% Fuel Sales Marketshare - Local

: ¢ 50.0% —
ARGI does a fuel study of the top
500 airports in North America, 40.0%
at.1d most airpo.rt_authorities pro- 30.0% o
vide data pertaining to gallons : S
dispensed when asked. Not all 000
airport authorities keep the data 10.0%

e

by product (JetA vs. Avgas) unless :
: . o D :

the fuel flowage fees are different. 0.0% Mar Apr May Jun Jul Aug

The data is usually considered pub-

o o —— ABC Services | 27.4% 28.1% 28.7% 291% 296% 30.4%
b anifigemiation, and I ARG] oin —JetFBO 281% | 295% | 323% | 324% | 327% | 325%
get it, there should be no reason Flying FBO T0.9% B.4% T 0% % %
for the local FBO to be dm?]e.d' Named FBO 29.9% 29.5% 28.8% 23.5% 23.2% 22.9%

o o example, .ABC Aviation —— Private Fuel 4.4% 4.5% 5.1% 7.1% 7.0% 7.0%
Services tracks a six-month mov- pr—

ing average of market-share data.
They use this graph once per

month in management meetings « ABC Aviation Services is

and discuss the implications.
At a glance the graph tells

management several facts:

ly as Jet FBO (up 4.4 percent-
increasing market share age points).
against competitors (up 3 per-

entag i s quick- .
centage points), but not as quick Continued on prge 34
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+ Both Flying FBO and Named
FBO seem to have lost market
share, and it seems to be going
to private fuel farms. (Can this
be confirmed?)

+ Private fuel farms jumped in
June and have remained con-
sistent. (What customer moved
to a private fuel farm?)

There can be some very pro-
ductive discussions around this
type of information. In time
vou'll get a good feel for how the
competitive environment is
evolving at your airport.

Management can accumulate
this data for other airports that are

regional competitors. Understanding
the regional competition is becoming

more important due to technolo-
gv enhancements that allow
operators of turbine aircraft to
use an increasing number of
smaller airports.

Charter Gross Profit Vs. Percentage
Yield On Actual Flight Hours
One indicator of a well-tun char-
ter operation is management’s
understanding of the difference
between the gross profit as
reported on the P&L versus the
true percentage of “yield" per
actual flight hour. This is espe-
cially relevant when most of your
charter fleet consists of managed
rather than owned aircraft.
Gross profit is a basic financial
measure. It is the money you
have leftover after revenue less
direct expenses are accounted
for. It is the overall picture of
how your fleet is doing. Most
charter operators will quote a
one-way trip by looking at their
direct costs and adding a profit
dollar amount or percentage.
Some use the age-old method of
adding a few miles to the route
quote while keeping an eve on
the competitive cost of the char-

ter. If this is as tar as they go to
determine profitability, they don't
know how well their depart-
ments have performed until the
financial statements are released.
Yield per actual flight hour
looks in detail at the revenue
generated by each specific air-
craft. By keeping track of vield,
the charter manager can recog-
nize a profitable vs. unprofitable
aircraft and/or charter rate.

Tracking yield by aircraft can tell
vou the immediate impact of var-
ious situations.

« Favorable example. While flying a
one-way charter using a man-
aged Learjet from Newtown to
New York, the charter depart-
ment books another return
flight. Thev charge the first
and second charter customer
the full cost of the round-trip.

This is a win-win scenario for
the charter company. You pay
the owner for one round-trip
(actual flight hours), and the
charter company receives rev-
enue for two round-trip charters.
The vield on this aircraft goes up,
and the P&L impact is favorable.

* Unfavorable example. Using the same
Learjet, you travel from Newtown
to New York, but the aircraft expe-

riences some mechanical trouble
in Indianapolis. The charter
department has to dispatch anoth-
er aircraft to complete the flight.

The yield on this aircratt is
lower due to the in-flight issue
(assuming you still have to pay
the owner per flight hour). The
owner of the second aircraft must
be paid, and the gross profit on
the P&L is reduced. Unless you
understand what a specific air-
craft is contributing in terms of
yield, you might conclude that
vou should terminate the Learjet
from vour fleet.

In summary, yield tells you on
an aircraft-by-aircraft basis how
cach contributes to your gross
profit. Many good operators have
a target range for percent yield
and monitor it on a daily (or per
flight) basis so that they can take
immediate corrective action
whenever yield falls outside the
range. It is just as important to
understand why yield is above
the expected range and when it
is below. In addition, this data
helps management determine
the cause of low yield. Is it the
general condition of the aircraft,
the rate charged customers, the
hourly rate paid to the owner, or
pilot costs of operating and training?

Tools such as fuel markup by
fuel category, market-share
analysis, and tracking yield by
aircraft are just a few of the valu-
able tools managers can use to be
proactive as business situations
change. If used consistently, the
manager can improve operational
effectiveness and contribute to
the value of the company. A
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