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FIUNT

Designing the [uture
February 1, 2010

Rick Baird

Airport Manager

Friedman Memarial Airport
PO Box 929

Hailey, 10 83333-0929

Subject: Frontier Airlines Sun Valley — Denver pro forma analysis
Dear Rick,

Included with this letter is Mead & Hunt's analysis of Frontier Airlines Sun Valley — Denver
service. The overview that follows this cover letter provides a summary of the analysis for the
contemplated service. The intent is to provide you with a reasonable forecast of how the service
could be expected to perform on a single daily roundtrip basis. The attached analysis will explain
how Sun Valley's market potential was estimated

Historical traffic data on Sun Valley's air travel market east of Denver required that we make
several assumplions about the potential of Sun Valley — Denver service. We recognize that Sun
Valley's hislorical participation in these markets is unrelated to its market potential. Accordingly,
the eccnomic results of the proposed service are based on Sun Valley's projected market
potential. Since these passengers do not currently fly from Sun Valley, realization of the
projected economic results of the new Sun Valley — Denver service is dependent on how
successful local marketing initiatives are at developing the Sun Valley market potential.

The forecast assumed the flights would be operated with 74-seat Bombardier Q-400 turboprop
aircraft. Peak and off-peak season forecasts were made using March and September, 2010
schedules to represent the two differing demand seasons. The forecast for the single roundtrip
service was positive on a segment and system basis.

Mead & Hunt Inc, 497 Oakway

Suite 220 Eugene QOregon 97401

541 689 9997 fax; 541 689 9998 www.meadhunt.com
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Given that the one roundtrip schedule is ferecast to produce a profit, we recommend pursuing a
meeting with Frontier Airlines at their earliest convenience. Please let me know if you have
qguestions regarding the pro forma analysis.

Sincerely,
Mead & Hunt, Inc.

.‘"‘ﬁ.) 3 0
{df_‘kk IU\C;'\J e A

Ron McNeill
Senicr Consultant — Air Service Cansulting

Enclosures: Overview
Pro forma analysis — F9-DEN {one roundtrip)



Friedman Memorial Airport

Air service pro forma analysis — Frontier Airlines Sun Valley - Denver

Market: Sun Valley — Denver
Airline: Frantier Airlines
Aircraft; Bombardier Q-400 Turbo Prop (74-seat)

The purpose of the analysis is to evaluate the financial

feasibility of Frontier Airlines’ service 1o Denver International Table 1 Segment P

rofitability

Airport. The results of the analysis indicate that a one | SUN-
roundtrip schedule for service to Denver would produce a Market | DEN
: : ; . | # of roundtrips | 1 |
rofit t : 1 -1
profitable operlatlon on a segment basis for Frcntler. Tabre_ Segment revenue | 53,485,737 |
shows our estimate of segment revenue and operating profit. ﬁ,_\:smggment cost $3=083!6.€1.5“!
The methodology used in the pro forma analysis fellows for ___Segment profit | $402,091 |
each primary category. __Segment margin 11.5% |
Passengers

Since Sun Valley's eastern traffic has been seasonally restricted by service deficiencies, existing
market sizes are unrepresentative of eastbound traffic polential. Therefore, this analysis required
the development of a market polential for eastern points. Similar ski markets with air service
connections over Denver to eastern markets were evaluated to determine the best proxy for Sun
Valley. Based on U.S. Department of Transportation origin and destination data for the quarter
ended March 31, 2009, and calendar year 2008, total capacity and air travel demand was
compiled for Aspen, Eagle, Steamboat Springs, Jackson Hole, and Telluride. Similar comparison
metrics such as gross sales, pillow counts, and skier days were also compiled from each of the
five ski destinations and then compared to the totals for Sun Valley.

It was judged that a percentage of Jackson Hole market sizes represented the best proxy for Sun
Valley since it would translate to a conservative market potential projection for eastern
destinations where Denver service is present. Jackson Hole is the furthest ski market from
Denver and has seasonal Frontier service. Thirty-six percent of Jackson Hole market sizes were
used during the cff-peak period and thirty percent during the peak period to approximate Denver
and beyond market sizes for Sun Valley with Denver connections. This is based on Sun Valley's
market capacity with new Denver service compared to Jackson Hole capacity for the comparable
period.

Sun Valley's traffic potential to easlern markets has remained untapped due to minimal air
service availahility. The analysis is dependent on the level of the untapped eastern market
potential that Frontier Airlines and the Sun Valley community are able to retain with one round trip
to Denver.
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To account for market seasonality, two demand periods were assumed, peak and off-peak. Peak
traffic periods as reported by U.S. Department of Transportation origin and destination data
indicate that first and third quarters experience an increase in traffic when compared to second
and fourth quarters. Therefore, peak season includes the use of traffic statistics from third
quarter 2008 and first quarter 2009. Off-peak season includes the use of traffic statistics from
second quarter 2009 and fourth quarter 2008,

Passenger projections assume a mature market and do not include any adjustment for a ramp-up
period. Frontier's share of projected Sun Valley origin and destination passengers was estimated
by evaluating and rating the number and quality of possible connections 1o each destination on an
airline-by-airline basis. This method of allocating passengers assumes that the more
opportunities an airline provides to reach a specific destination, the larger its respective share of
the passengers that are traveling o that market. Additionally, each connecling opportunity was
further evaluated by calculating the mileage associated wilh each route compared to the mileage
of the connecting opportunity that had the most direct route (lowest mileage), i.e. the more direct
the route (connecting opportunity) the greater the market share of the airline that provides that
route. The analysis used March 2010 schedule data to approximate the peak period and
September 2010 schedule data 1o approximate the off-peak period.

In addition to existing passengers, additional stimulated “new passengers” (i.e. catchment area
passengers who are not currently flying to/from Denver) were estimated that would use the
service due to the quality of service, shorter flying time, and greater capacity available. A local
market passenger stimulation factor of 50 percent during the off-peak period was applied for the
local Denver market. It is estimated that 1,375 passengers (1.9 passengers per day each way)
who are not currently flying to Denver would be stimulated by the new service. In addition, off-
peak connecting markets were stimulated 25 percent when Frontier had a markel share of 75
percent or greater. Combined, 2,217 passengers (3.0 passengers per day each way) were
stimulated by the new service.

Additional capacily and sharter travel time usually results in some additional passengers using
the new service rather than driving to a competing airport. Passengers currently driving to
alternale competing airports, i.e. Boise International Airport, are represented in the passengers
gained through using Jackson Hole Airport as a proxy. However, it is recommended that
Friedman Memorial Airport consider conducting a Passenger Demand Analysis study (i.e.
leakage study) or passenger survey for use in future analyses to limit forecast reliance on proxy
markets.

In total, it is estimated that Frontier's one roundtrip Sun Valley — Denver service has the potential
to serve approximately 36,663 origin and destination passengers (50.2 passengers per day each
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way), resulting in a load faclor of 67.9 percent. Demand during the peak period resulted in an
initial load factor of 98 percent but was capped at 80 percent to reflect a reasonably achievable
load factor during the highest season. Demand during the off-peak season resulted in a 55.8
percent load factor.

Airfares

Average airfares used in this analysis are alsc projected. Sun Valley's historical average airfares
are based on small market sizes for eastern destinations. In lieu of using Sun Valley's historical
fares, average airfares used in this analysis reflect Jackson Holes average one-way airfares for
year-ending June 30, 2009 reduced ten percent to account for Frontier Airlines fare stimulation.
The local Denver average fare used was $139, a conservative estimate considering the current
Sun Valley to Denver average fare is $181. Pro-rating connecting passenger revenue lo the flight
segment resulted in a segment fare of $91. Total system revenue produced a $172 system fare.

Revenue allocation

Using a square root of the mile methodology, connecting passenger revenue for each market was
projected and distributed over the first and connecting segments. Overall, 53 percent of total
revenue was allocated to the Sun Valley — Denver segment. Ancillary (or “other”) revenue was
estimated al five percent of total passenger revenue to account for baggage fees and freight.

Cost of aperation

To operate the proposed service, the fully allocated cost per available seat mile for the
Bombardier Q-400 aircraft is estimated to be 10.23 cents per seat mile. The cost was determined
using APGDat Form 41 data for Frontier Airlines and its Lynx subsidiary for year ended June 30,
2009, adjusted by the manufacturers cost curve.

Results
Overall, Mead & Hunt's analysis of Frontier’s one Table 2 Summary of Pro Forma .t!»‘nals‘fsii__s
roundtrip Sun Valley — Denver service is positive. _ltem | Statistical category | SUN-DEN |
: 1 Seals per departure 74
Table 2 provides a summary of key companents of 5 | " Roundtrips T T
the pro forma analysis. 3 | Available seats (annual) | 54.020
4 Onboard passengers | 36,663
5 Load factor 67.9%
6 ‘Average fare | $172 |
7 | Segment1revenue | $3,485737 |
8 | Segment 1 cost | $3,083,645 |
9 Segment 1 profit/lloss | $402,091 |
10 Segment 1 margin | 11.5%
11 |  System profitloss | §2,375,137

12 | System margin 35.9%
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