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

Warbelow’s herby submits its proposal to continue subsidized service to Manly and Minto, Alaska beginning September 1, 2006.  

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. 
Revenue projections are based on the lagging four quarters of data through March 31, 2006, as we expect similar traffic over the proposed subsidy period.  Our cost data is based on our best estimate of costs over the next two years.  We have used historical costs adjusted for known or expected cost changes.  
Warbelow’s is serving Rampart as an up line point currently and proposes to continue to do so as demand warrants.  This is a benefit to Manley and Minto as it provides a connection to a nearby village with cultural and family ties.  It does not negatively impact the service between Minto and Manley on one hand, and the Fairbanks hub on the other hand.
Rates

Order 2006-3-5 set new mail rates that will be effective at the start of the proposed subsidy period, and therefore we have used those rates to calculate mail revenue.  

RTM $10.8011

Terminal/Ton Enplaned $599.75

Fairbanks-Manley 83 miles

Fairbanks-Minto 50 miles

Therefore the P-135 rate for Manley will be $0.748121/pound and for Minto $0.569903/pound.  
Current passenger fares and cargo rates are used in these calculations.  These reflect increases over the current subsidy period to reflect rising costs.  
Schedule

The following schedule has been published in the OAG.  

	
	Fairbanks
	Manley
	Minto
	Fairbanks
	

	Arrive
	
	1035
	11:35
	12:10
	

	Depart
	0945
	1040
	1140
	
	

	Block Time
	50 min
	30 min
	32 min
	

	Total Time
	
	
	
	1.9



Flight times have been updated based on our actual experience over the previous two years. Over the two year analysis period, estimated hours then are:

52 weeks x 3 flights per week x 1.9 hours per flight = 296.4 hours

Projected Demand
Analysis of the traffic data for these markets shows it to be relatively stable, and therefore we have estimated traffic over the next two years to be equal to the average of the previous year. 


Actual passenger and cargo traffic over the past two years has been substantially higher than we anticipated at the beginning of the current two year subsidy period.  The downward trend in passengers and cargo has been reversed during the current subsidy period.   Mail traffic however has not followed a similar trend, possibly offset in part by non-mail cargo.
Projected Expenses


Fuel costs have been on an upward trend over the last year, and account for a large part of the cost per hour increases.  Other costs have been held nearly constant on a per unit with increased utilization of assets in the company.  On April 19, 2005 our cost for fuel was $3.0035/gallon, while on May 9, 2006 it was $3.95398/gallon, an increase of  $0.955880.  We conservatively estimate that fuel prices over the next two years will increase, but at one half the rate of the previous year.  Therefore we have used an average fuel cost of $4.909860/gallon.  
	Annual Direct Expenses:
	
	
	
	
	

	
	
	
	Cessna Rate
	
	Extended 

	
	
	
	Per Block Hour
	
	Costs

	
	
	
	
	
	

	Allocated Block Hours
	296.4
	
	

	Direct Expense 
	
	
	
	

	Pilot & Co-pilot
	
	$69.34 
	
	$20,552.38 

	Fuel & Oil (16/gallon/hour, 2.2/quart/hour)
	
	$80.76 
	
	$23,937.26 

	Other 
	
	
	$35.25 
	
	$10,448.10 

	Maintenance
	
	$75.00 
	
	$22,230.00 

	Depreciation/Rental
	
	$30.00 
	
	$8,892.00 

	
	
	
	
	$86,059.74 

	Total Direct
	
	
	
	

	
	
	
	
	
	

	Indirect Expenses:
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	$140.49 
	
	$41,641.24 

	
	
	
	
	
	

	Total Expense
	
	
	
	
	$127,700.98 


Projected Revenue

Revenue is based on actual traffic for the trailing 4 quarters, through March 31, 2006.  

	Passenger Revenue
	Traffic
	Fare
	
	Extended

	Manley
	94
	85.00
	
	7990.00

	Minto
	233
	79.00
	
	18407.00

	  Less Excise Tax
	7.5%
	
	
	-1,841.65

	Net Passenger and Cargo Revenue
	
	
	
	24555.35

	
	
	
	
	

	Cargo Revenue
	
	Rate
	
	

	Manley
	4308
	0.49
	
	2110.92

	Minto
	6269
	0.40
	
	2507.60

	Cargo Total
	
	
	
	4618.52

	
	
	
	
	

	Mail Revenue
	
	Rate
	
	

	Manley
	38575
	0.74812
	
	28,858.77

	Minto
	29182
	0.5699
	
	16,630.91

	Mail Total
	
	
	
	45,489.68

	
	
	
	
	

	Total Revenue
	
	
	
	$74,663.55


Subsidy Request

The subsidy requested is an increase over the current period of $14,430 annually.  This reflects higher operating costs, particularly fuel, higher actual flight times than previously estimated and lower mail rates and lower mail volume.  These cost increases are in large part offset by substantial increases in passenger and cargo traffic, resulting in a small net increase.  
	Total Operating Cost
	$127,700.98 

	Profit Element @ 10% of TOC
	$12,770 

	Total Economic Cost
	$140,471.07 

	Projected Revenue
	$74,663.55 

	Subsidy need at 100% Completion
	$65,807.53 

	Subsidy on an annual basis
	$65,807.53 


The total subsidy request then is $131,615.06 over a two year period. 
Sincerely,

Warbelow's Air Ventures, Inc.

3758 University Avenue South

Fairbanks, Alaska  

Arthur Warbelow, President
art@warbelows.com
(907) 374-6202
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