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Commercial Aviation Services
Initiative:  New Commercial Component Manufacturing Plant, San Diego, CA
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Requirement

In order to expand the Kitty Hawk Aeronautics Commercial Aviation Services business line, more resource is required to handle the growth of the Component Manufacturing segment of the aerospace market. The projected sales demand growth in the global aviation component market is estimated at a rate of 12.6 in 2009 to 36.5 in 2017.  It is required that the Capital Planning Group evaluate the resource and capital requirements for this expenditure.
Existing Solution Check

Commercial Aviation Services (CAS) has determined the need significant for exploration of dollars for developing the business case. The existing plant in Norfolk, VA has reached maximum production capacity.  The plant layout will require significant expansion and upgrades. This existing plant enhancement would include an extensive power increase estimated at approximately 70.2 million dollars.
New Solution Business Case

Business Need

Increasing demand has caused a backlog of production line work for the existing CAS business unit in the area of Commercial Components Manufacturing.  The plant in Norfolk, VA cannot handle the additional 38% increase in orders.

Impact if not resolved

Loss of market share and revenue equating to 20% market share for Components Manufacturing and 10.8M revenue plus escalation projected per year for the next 8 years.

Alternatives Analysis

Alternatives include:

A) Expand plant in Norfolk, VA
B) Build a new plant in Puget Sound, WA
C) Build new plant in Daytona Beach, FL

Cost Benefit Analysis (in millions)
	 
	Alternative
	PP&E Cost Estimate
	Labor Rate
	Total Labor
	Total Cost (Millions)
	Escalation Factor
	Total Projected Revenue
	Estimated ROI

	A
	Expand Plant in Norfolk, VA
	135.80
	16.50
	14.26
	150.06
	0.02
	203.04
	52.98

	B
	Build new plant in Puget Sound, WA
	159.20
	10.20
	8.81
	168.01
	0.03
	248.83
	80.82

	C
	Build new plant in Daytona Beach, FL
	221.10
	8.20
	7.08
	228.18
	0.02
	189.22
	-38.97

	D
	Build new plant in San Diego, CA
	128.20
	7.50
	6.48
	134.68
	0.03
	260.06
	125.38


· Total Cost: Labor Rate at 8 years + Property Plant & Equipment Cost Estimate

· Projected Revenue: 10.8M * 8 year projection

· Escalation:  2.35% Escalation Rate * Revenue Projection, compounded

· ROI: 86.4 Estimated 8 year Revenue Projection + Escalation – Total Cost

Business Case Evaluation

The Architecture Working Group (AWG) has completed an audit of the Cost Benefit Analysis and ROI for accuracy. The findings indicate accuracy within a 1.2% margin. The Capital Planning Working Group (CPWG) has reviewed the Business Case for accuracy of this financial analysis and has determined correctness within a .9% margin.  The recommendation stands to build a new plant in San Diego, CA for the New Commercial Component Manufacturing Plant for the Commercial Aviation Services line of business in the KHA enterprise. 
Business Case Approval

Approval of the initiative is pending Capital Planning Board Review (Status as of November 6, 2008).

Implementation

If approved for funding by the Capital Planning Board, Kitty Hawk Aeronautics will move forward with implementation of the Commercial Component Manufacturing Plant in San Diego, CA.  The project will be managed by the Commercial Aviation Services Core Leadership Team.  

Key milestones include:
· Establishment of core project team, January 2009

· Completion of PP&E efforts, December 2009

· Establishment of staffing and estimation of learning curve, January 2010

· Production ready site, March 2010

· Initial product rollout, July 2010

