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Proposal to Provide Essential Air Service at Minto and Manley Hot Springs, Alaska


Warbelow's Air Ventures, Inc. filed notice of intent to terminate service to Manley and Minto, Alaska on May 13, 2004, and is currently providing unsubsidized as directed by the Department in Order 2004-6-26 dated July 1, 2004.  Warbelow’s herby submits its proposal to continue with subsidized service after September 10, 2004.


Attached as Appendix 1 are letters of support from the village councils of Manley Hot Springs and Minto, indicating their support for Warbelow's Air Ventures, Inc.


Because of the runway conditions at Manley and Minto, service has historically been provided with single engine aircraft.  Warbelow’s is currently providing service with Cessna 206/207 aircraft, and bases this proposal on three days per week service with single engine aircraft with three insured seats, with the balance of the capacity reserved for mail and freight. 


Analysis of the traffic data in these markets provided by the Department in Order 204-6-26 shows a significant and consistent downward trend over the previous four and one half years. This is apparently a result of declining demand, we speculate because of declining population and/or improved surface transportation options to these villages.  There is no indication that the previous operator, Tanana Air Service, was a factor in the declining traffic, and in fact the villages served expressed regret at their departure from the market.  Therefore we do not expect that even continued excellent service will reverse the declines in demand.  In preparing our subsidy proposal, we have modeled the data using a linear regression, and forecast demand over the next two years.  All the revenue data therefore has been based on a two year proposal to capture these revenue trends, but we have then reduced that to an annual subsidy request.  

Our cost data is based on the average of our preceding six quarters of operation.  

Warbelow’s is serving Rampart as an upline point currently and proposes to continue to do so as demand warrants. 

Schedule


The following schedule has been published in the OAG.  The block times shown are based on our actual experience on the route since starting service in May. We will be adjusting our scheduled times to reflect actual experience.  

	
	Fairbanks
	Manley
	Minto
	Fairbanks
	

	Arrive
	
	10:50a
	11:15a
	12:00n
	

	Depart
	10:00a
	11:00a
	11:25a
	
	

	Block Time
	46 min
	25 min
	31 min
	

	Total Time
	
	
	
	1.7



Over the two year analysis period, estimated hours then are:

104 weeks x 3 flights per week x 1.7 hours per flight = 530.4 hours

Projected Demand


Regression analysis of the historical passenger data shows a steady and consistent decline in passengers of about 3.2 passengers per quarter. 

The historical data shows 862 passengers between Fairbanks and Minto, and 376 passengers between Fairbanks and Manley, over an 18 quarter period.  The ratio is 30.3% in the Manley market and 69.7% in the Minto market.  Therefore, we have allocated 66 of the forecast 218 passengers over the next two years to the Manley market, and 152 passengers in the Minto market. 
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Table 1 - Forecast Passenger Demand

	
	Q4 2004
	Q1 2005
	Q2 2005
	Q3 2005
	Q4 2005
	Q1 2006
	Q2 2006
	Q3 2006
	Total

	Passengers
	38
	35
	32
	29
	26
	22
	19
	16
	218


Regression analysis of the historical mail data shows a decline of about 431 pounds per quarter.  Data provided by the Department was incomplete for quarters 3 and 4 of 2001.  The average of the remaining periods provided was used as a surrogate for these quarters in the regression model.

The historical data shows 143,060 pounds of mail between Fairbanks and Minto, and 159,834 pounds between Fairbanks and Manley over an 18 quarter period.  The ratio is 52.7% in the Manley market and 47.3% in the Minto market.  Therefore, we have allocated 47,298 pounds of the forecast 89,750 pounds over the next two years to the Manley market, and 42,452 pounds in the Minto market. 
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Table 2 - Forecast Mail Demand

	
	Q4 2004
	Q1 2005
	Q2 2005
	Q3 2005
	Q4 2005
	Q1 2006
	Q2 2006
	Q3 2006
	Total

	Pounds
	12,729
	12,297
	11,866
	11,434
	11,003
	10,572
	10,140
	9,709
	89,750

	


Regression analysis of the historical freight data shows a decline of about 48 pounds per quarter.  Data provided by the Department was incomplete for quarters 3 and 4 of 2001.  The average of the remaining periods provided was used as a surrogate for these quarters in the regression model.  

The historical data shows 20,981 pounds of freight between Fairbanks and Minto, and 16,569 pounds between Fairbanks and Manley over an 18 quarter period.  The ratio is 44.1% in the Manley market and 55.9% in the Minto market.  Therefore, we have allocated 5145 pounds of the forecast 11,667 pounds over the next two years to the Manley market, and 6,522 pounds in the Minto market. 
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Table 3 – Forecast Freight Demand

	
	Q4 

2004
	Q1 

2005
	Q2 

2005
	Q3 

2005
	Q4 

2005
	Q1 

2006
	Q2 

2006
	Q3 

2006
	Total

	Pounds
	1627
	1579
	1531
	1482
	1434
	1386
	1338
	1289
	11667


Historic Cessna 206/207 Expenses

	
	
	
	
	
	
	
	
	

	Direct Expense
	1Q 2003
	2Q 2003
	3Q 2003
	4Q 2003
	1Q 2004
	2Q 2004
	2003-04 Total
	2003-04 Avg

	Pilot/C0-pilot
	22571
	18927
	19728
	24264
	19165
	20132
	124787
	62.08

	Fuel/Oil
	11617
	10530
	8816
	6927
	9956
	12375
	60221
	29.96

	Other
	12348
	12348
	12348
	12348
	12348
	12348
	74088
	36.86

	Maintenance
	25113
	60870
	19477
	12994
	12931
	16141
	147526
	73.40

	Depred/Rental
	0
	0
	0
	0
	0
	0
	0
	0.00

	Total Direct
	71649
	102675
	60369
	56533
	54400
	60996
	406622
	202.30

	Hours Flown
	373
	392
	309
	229
	303
	404
	2010
	

	Cost per hour
	192.09
	261.93
	195.37
	246.87
	179.54
	150.98
	202.30
	

	
	
	
	
	
	
	
	
	

	Indirect Expense
	1Q 2003
	2Q 2003
	3Q 2003
	4Q 2003
	1Q 2004
	2Q 2004
	2003-04 Total
	2003-04 Avg

	Traffic Related
	80255
	134739
	164471
	76037
	76581
	135407
	667490
	27.31

	Departure Related
	114425
	139469
	157064
	160907
	130557
	158913
	861335
	35.25

	Capacity Related
	95747
	121216
	137462
	112580
	122101
	142821
	731927
	29.95

	Total Indirect Exp
	290427
	395424
	458997
	349524
	329239
	437141
	2260752
	92.51

	Hours Flown
	3578
	4373
	4119
	3631
	4049
	4687
	24437
	

	Cost per hour
	81.17
	90.42
	111.43
	96.26
	81.31
	93.27
	92.51
	


Projected Expenses

Direct Expenses:

	
	
	
	Cessna Rate
	
	Extended 

	
	
	
	Per Block Hour
	
	Costs

	
	
	
	
	
	

	Allocated Block Hours
	530.4
	
	

	Direct Expense 
	
	
	
	

	Pilot & Co-pilot
	
	$62.08
	
	32,927.23

	Fuel & Oil
	
	
	$29.96
	
	15,890.78

	Other 
	
	
	$36.86
	
	19,550.54

	Maintenance
	
	$73.40
	
	38,931.36

	Depreciation/Rental
	
	$20.00

	
	10608.00

	Total Direct
	
	
	
	      $117,907.91


Indirect Expenses:

     Average 2003/4 x 530.4 hours
$92.51


 $49,067.30


Total Expense






$166,975.22



Projected Revenue
	Passenger Revenue
	
	Pax
	
	Fare
	
	Totals

	Manley
	
	
	66
	
	70.00
	
	4,623.78

	Minto
	
	
	152
	
	64.00
	
	9,724.54

	Passenger Total
	
	
	
	
	
	14,348.32

	
	
	
	
	
	
	
	

	Cargo Revenue
	
	Pounds
	
	Rate
	
	

	Manley
	
	
	5145
	
	0.39
	
	2,006.61

	Minto
	
	
	6522
	
	0.30
	
	1,956.56

	Cargo Total
	
	
	
	
	
	3,963.16

	
	
	
	
	
	
	
	

	Mail Revenue
	
	Pounds
	
	Rate
	
	

	Manley
	
	
	47298
	
	2/
	
	34,782.11

	Minto
	
	
	42452
	
	2/
	
	23,158.36

	Mail Total
	
	
	
	
	
	
	57,940.48

	
	
	
	
	
	
	
	

	Total Revenue
	
	
	
	
	
	$76,251.96


Subsidy Request

	Total Operating Cost
	
	
	
	$166,975.22

	Profit Element @ 5% of TOC
	
	
	
	$8,348.76

	Total Economic Cost
	
	
	
	$175,323.99

	Projected Revenue
	
	
	
	$76,251.96

	Subsidy need at 100% Completion
	
	
	
	$99,072.03

	Subsidy on an annual basis
	
	
	
	$49,536.01



Cost and revenue calculations in Appendix 2 are based on a two year period. The annual subsidy request is $49,536.01.

Sincerely,

Warbelow's Air Ventures, Inc.

3758 University Avenue South

Fairbanks, Alaska  

Arthur Warbelow, President

(907) 374-6202

� Historical costs do not reflect a cost for the aircraft, because the C206/207 used were owned by Warbelow's Air Ventures, Inc. and fully depreciated.  Aircraft used on this route will be leased at an hourly cost as shown.
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				14		0		846		16		521		1383				2		1383		1869						1928

				15		61		775		1		604		1441				3		1441		1821						476

				16		2		317		2		958		1279				4		1279		1772						835

				17		1		732		3		665		1401		2004		1		1401		1724						746

				18		0		142		0		29		171				2		171		1676						112

				19																		1627

				20										2086.1111111111								1579

				21																		1531

				22				factos				1										1482

				23								0										1434

				24																		1386

				25																		1338

				26																		1289





Mail Regression

		SUMMARY OUTPUT

		Regression Statistics

		Multiple R		0.4249067775

		R Square		0.1805457696

		Adjusted R Square		0.1293298802

		Standard Error		5058.023224866

		Observations		18

		ANOVA

				df		SS		MS		F		Significance F

		Regression		1		90187061.351909		90187061.351909		3.5251905548		0.0787961756

		Residual		16		409337583.092535		25583598.9432835

		Total		17		499524644.444444

				Coefficients		Standard Error		t Stat		P-value		Lower 95%		Upper 95%		Lower 95.0%		Upper 95.0%

		Intercept		20926.2810457516		2487.3446493369		8.4131007142		0.0000002868		15653.3471331923		26199.214958311		15653.3471331923		26199.214958311

		X Variable 1		-431.4447884417		229.7914832754		-1.8775490819		0.0787961756		-918.5808615643		55.6912846809		-918.5808615643		55.6912846809





Chart4

		16559		20494.83625731

		17468		20063.3914688683

		22445		19631.9466804266

		30940		19200.5018919849

		19121		18769.0571035432

		10734		18337.6123151015

		15144		17906.1675266598

		15144		17474.7227382181

		15316		17043.2779497764

		18762		16611.8331613347

		15936		16180.388372893

		19265		15748.9435844513

		15315		15317.4987960096

		17653		14886.0540075679

		13548		14454.6092191262

		18017		14023.1644306846

		18473		13591.7196422429

		3056		13160.2748538012

				12728.8300653595

				12297.3852769178

				11865.9404884761

				11434.4957000344

				11003.0509115927

				10571.606123151

				10140.1613347093

				9708.7165462676



Actual

Forecast

Quarter Starting at Q1 2000

Pounds

Actual and Forecast Total Mail



Mail

						Freight														Smoothed

						MNT-FAI		FAI-MNT		MLY-FAI		FAI-MLY		Total						16827.5555555556

				1		1050		7356		1483		6670		16559		2000		1		16559		20495

				2		1058		7406		1962		7042		17468				2		17468		20063

				3		870		9552		3471		8552		22445				3		22445		19632

				4		1269		13269		1811		14591		30940				4		30940		19201

				5		584		9484		2036		7017		19121		2001		1		19121		18769

				6		625		4458		1310		4341		10734				2		10734		18338

				7										15144		(average)		3		15144		17906

				8										15144		(average)		4		15144		17475

				9		296		7507		512		7001		15316		2002		1		15316		17043

				10		907		10650		1153		6052		18762				2		18762		16612

				11		765		7447		987		6737		15936				3		15936		16180

				12		905		6516		1285		10559		19265				4		19265		15749

				13		632		6263		1000		7420		15315		2003		1		15315		15317

				14		1928		6687		1580		7458		17653				2		17653		14886

				15		476		4896		938		7238		13548				3		13548		14455

				16		835		6304		1707		9171		18017				4		18017		14023

				17		746		6751		1309		9667		18473		2004		1		18473		13592

				18		112		1222		209		1513		3056				2		3056		13160

				19										16827.5555555556								12729

				20																		12297

				21																		11866

				22																		11434

				23		factos				1												11003

				24						0												10572

				25																		10140

				26																		9709
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Passenger Regression

		SUMMARY OUTPUT

		Regression Statistics

		Multiple R		0.6666669544

		R Square		0.4444448281

		Adjusted R Square		0.4097226299

		Standard Error		19.6824648813

		Observations		18

		ANOVA

				df		SS		MS		F		Significance F

		Regression		1		4958.7203302374		4958.7203302374		12.8000198904		0.0025148872

		Residual		16		6198.3907808738		387.3994238046

		Total		17		11157.1111111111

				Coefficients		Standard Error		t Stat		P-value		Lower 95%		Upper 95%		Lower 95.0%		Upper 95.0%

		Intercept		99.1699346405		9.6790923117		10.2457887007		0.0000000196		78.6511801901		119.6886890909		78.6511801901		119.6886890909

		X Variable 1		-3.1991744066		0.8941957359		-3.5777115438		0.0025148872		-5.0947842576		-1.3035645556		-5.0947842576		-1.3035645556





Pax Chart

		109		95.9707602339

		72		92.7715858273

		92		89.5724114207

		130		86.3732370141

		73		83.1740626075

		60		79.9748882009

		64		76.7757137943

		52		73.5765393877

		71		70.3773649811

		88		67.1781905745

		69		63.9790161679

		64		60.7798417613

		43		57.5806673547

		57		54.3814929481

		41		51.1823185415

		62		47.9831441348

		75		44.7839697282

		16		41.5847953216

				38.385620915

				35.1864465084

				31.9872721018

				28.7880976952

				25.5889232886

				22.389748882

				19.1905744754

				15.9914000688



Actual

Forecast

Quarter Starting at Q1 2000

Passengers

Actual and Forecast Total Passengers



Passengers

						Passengers										Smoothed

						MNT-FAI		FAI-MNT		MLY-FAI		FAI-MLY		Total		68.7777777778

		2000		1		41		41		10		17		109		109		96

				2		18		26		12		16		72		72		93

				3		32		26		19		15		92		92		90

				4		43		57		8		22		130		130		86

		2001		5		22		29		12		10		73		73		83

				6		16		25		6		13		60		60		80

				7		20		24		6		14		64		64		77

				8		13		23		11		5		52		52		74

		2002		9		15		28		11		17		71		71		70

				10		29		35		9		15		88		88		67

				11		25		20		9		15		69		69		64

				12		28		26		7		3		64		64		61

		2003		13		15		15		3		10		43		43		58

				14		23		23		3		8		57		57		54

				15		14		11		7		9		41		41		51

				16		19		15		19		9		62		62		48

		2004		17		26		25		11		13		75		75		45

				18		5		9		2		0		16		16		42

				19														38

				20										68.7777777778				35

				21														32

				22														29

				23				factos		1								26

				24						0								22

				25														19

				26														16

		forecase		38.385620915

		slope		-0.1389248511





Freight Regression

		SUMMARY OUTPUT

		Regression Statistics

		Multiple R		0.236321934

		R Square		0.0558480565

		Adjusted R Square		-0.00316144

		Standard Error		1092.622668849

		Observations		18

		ANOVA

				df		SS		MS		F		Significance F

		Regression		1		1129865.03405573		1129865.03405573		0.9464248947		0.3451100232

		Residual		16		19101188.743722		1193824.29648263

		Total		17		20231053.7777778

				Coefficients		Standard Error		t Stat		P-value		Lower 95%		Upper 95%		Lower 95.0%		Upper 95.0%

		Intercept		2544.8758169935		537.3105318586		4.736322231		0.0002235902		1405.8286303611		3683.9230036258		1405.8286303611		3683.9230036258

		X Variable 1		-48.2910216718		49.6390333878		-0.9728437154		0.3451100232		-153.5210478392		56.9390044955		-153.5210478392		56.9390044955





Freight Chart

		1706		2496.5847953216

		2338		2448.2937736498

		1959		2400.002751978

		1361		2351.7117303062

		2644		2303.4207086343

		3246		2255.1296869625

		2086		2206.8386652907

		2086		2158.5476436189

		944		2110.256621947

		2597		2061.9656002752

		4212		2013.6745786034

		4543		1965.3835569315

		2153		1917.0925352597

		1383		1868.8015135879

		1441		1820.5104919161

		1279		1772.2194702442

		1401		1723.9284485724

		171		1675.6374269006

				1627.3464052288

				1579.0553835569

				1530.7643618851

				1482.4733402133

				1434.1823185415

				1385.8912968696

				1337.6002751978

				1289.309253526



Actual

Forecast

Quarter Starting at Q1 2000

Pounds

Actual and Forecast Total Freight



Freight

						Freight														Smoothed

						MNT-FAI		FAI-MNT		MLY-FAI		FAI-MLY		Total						2086.1111111111

				1		1		1021		52		632		1706		2000		1		1706		2497						1050

				2		4		1435		1		898		2338				2		2338		2448						1058

				3		180		903		150		726		1959				3		1959		2400						870

				4		0		743		0		618		1361				4		1361		2352						1269

				5		0		1378		2		1264		2644		2001		1		2644		2303						584

				6		0		753		87		2406		3246				2		3246		2255						625

				7										2086		(average)		3		2086		2207

				8										2086		(average)		4		2086		2159

				9		0		387		61		496		944		2002		1		944		2110						296

				10		1		1415		40		1141		2597				2		2597		2062						907

				11		46		3051		16		1099		4212				3		4212		2014						765

				12		1		3362		0		1180		4543				4		4543		1965						905

				13		0		1102		31		1020		2153		2003		1		2153		1917						632

				14		0		846		16		521		1383				2		1383		1869						1928

				15		61		775		1		604		1441				3		1441		1821						476

				16		2		317		2		958		1279				4		1279		1772						835

				17		1		732		3		665		1401		2004		1		1401		1724						746

				18		0		142		0		29		171				2		171		1676						112

				19																		1627

				20										2086.1111111111								1579

				21																		1531

				22				factos				1										1482

				23								0										1434

				24																		1386

				25																		1338

				26																		1289





Mail Regression

		SUMMARY OUTPUT

		Regression Statistics

		Multiple R		0.4249067775

		R Square		0.1805457696

		Adjusted R Square		0.1293298802

		Standard Error		5058.023224866

		Observations		18

		ANOVA

				df		SS		MS		F		Significance F

		Regression		1		90187061.351909		90187061.351909		3.5251905548		0.0787961756

		Residual		16		409337583.092535		25583598.9432835

		Total		17		499524644.444444

				Coefficients		Standard Error		t Stat		P-value		Lower 95%		Upper 95%		Lower 95.0%		Upper 95.0%

		Intercept		20926.2810457516		2487.3446493369		8.4131007142		0.0000002868		15653.3471331923		26199.214958311		15653.3471331923		26199.214958311

		X Variable 1		-431.4447884417		229.7914832754		-1.8775490819		0.0787961756		-918.5808615643		55.6912846809		-918.5808615643		55.6912846809





Chart4

		16559		20494.83625731

		17468		20063.3914688683

		22445		19631.9466804266

		30940		19200.5018919849

		19121		18769.0571035432

		10734		18337.6123151015

		15144		17906.1675266598

		15144		17474.7227382181

		15316		17043.2779497764

		18762		16611.8331613347

		15936		16180.388372893

		19265		15748.9435844513

		15315		15317.4987960096

		17653		14886.0540075679

		13548		14454.6092191262

		18017		14023.1644306846

		18473		13591.7196422429

		3056		13160.2748538012

				12728.8300653595

				12297.3852769178

				11865.9404884761

				11434.4957000344

				11003.0509115927

				10571.606123151

				10140.1613347093

				9708.7165462676



Actual

Forecast

Quarter Starting at Q1 2000

Pounds

Actaul and Forecast Total Mail



Mail

						Freight														Smoothed

						MNT-FAI		FAI-MNT		MLY-FAI		FAI-MLY		Total						16827.5555555556

				1		1050		7356		1483		6670		16559		2000		1		16559		20495

				2		1058		7406		1962		7042		17468				2		17468		20063

				3		870		9552		3471		8552		22445				3		22445		19632

				4		1269		13269		1811		14591		30940				4		30940		19201

				5		584		9484		2036		7017		19121		2001		1		19121		18769

				6		625		4458		1310		4341		10734				2		10734		18338

				7										15144		(average)		3		15144		17906

				8										15144		(average)		4		15144		17475

				9		296		7507		512		7001		15316		2002		1		15316		17043

				10		907		10650		1153		6052		18762				2		18762		16612

				11		765		7447		987		6737		15936				3		15936		16180

				12		905		6516		1285		10559		19265				4		19265		15749

				13		632		6263		1000		7420		15315		2003		1		15315		15317

				14		1928		6687		1580		7458		17653				2		17653		14886

				15		476		4896		938		7238		13548				3		13548		14455

				16		835		6304		1707		9171		18017				4		18017		14023

				17		746		6751		1309		9667		18473		2004		1		18473		13592

				18		112		1222		209		1513		3056				2		3056		13160

				19										16827.5555555556								12729

				20																		12297

				21																		11866

				22																		11434

				23		factos				1												11003

				24						0												10572

				25																		10140

				26																		9709






