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1. Introduction

1.1 This is the final version of a report prepared for an appraisal of the proposed acquisition
of Connemara Airport by the Department of Culture, Heritage and the Gaeltacht (hereafter
termed “the Department”).

1.2 Connemara Airport is currently in the ownership of Galway Aviation Services Limited
(T/A Aer Arann Islands). Under a Heads of Agreement signed between the owner and the
Department, a process has commenced whereby it is proposed that the facility will be
purchased by the Department during 2019.

Approach to the Appraisal

1.3 The approach to the appraisal is based on the brief for this assignment and the
Department’s guidance for “Developing a Business Case under the Public Spending Code”.
As specified in the brief a Single Appraisal has been undertaken. This incorporates elements
of the preliminary and detailed appraisals required under the Public Spending Code.

1.4 The detailed appraisal includes both financial appraisal and multi criteria analysis. That is
because one of the options has a cost of between €5 million and €20 million.



2. Preliminary Appraisal

Overview

Nature of the Asset

2.1 Following its construction in 1992 Connemara Airport is the operating base for lifeline
PSO flights to the Aran Islands. The current nature of the airport is as follows:

Technical:

e C(Circa 25-acre site.
e |ICAO category G unrestricted airfield:

- aircraft operate using visual flight rules (VFR) with the radio tower being
answered at the airfield discretion
- no formal Air Traffic Control (ATC)-radio has little to no jurisdiction.

e Security - presumed dispensation from larger airport security regime.
Runways and taxiways:

e 600m of asphalt/bitumen runway, with a direction of 230 degrees-suitable for
aircraft with wingspan <15m™.

e Runway is not lit or equipped with lights ILS and hence only suitable for good-
visibility daytime operations.

e Taxiways of 13m width.

e Hard stand parking of approximately 3,600 m?>.

Support infrastructure:

e Approximately 300m? of upstairs office space.

e Two fire engines with a third on order.

e Water bladder for fire extinguishing.

e Fire Cover - dispensation for two fire tenders and three staff in attendance for an
incident - one on phones, two to respond.

e Aviation fuel-AVGAS-100LL: temporary tank in place as primary awaits
reconditioning.

Buildings:

e Airport fencing - agricultural fence standard permitted.

! https://www.iaa.ie/docs/default-source/publications/licensing-requirements-for-public-
aerodromes.pdf?sfvrsn=5f990af3_0 — (for reference current B-2 Islander aircraft is 14.94m)


https://www.iaa.ie/docs/default-source/publications/licensing-requirements-for-public-aerodromes.pdf?sfvrsn=5f990af3_0
https://www.iaa.ie/docs/default-source/publications/licensing-requirements-for-public-aerodromes.pdf?sfvrsn=5f990af3_0

e Terminal building with conference and desk space for pilots and staff, check in and
waiting area.

e Terminal equipped with café/bar.

e Approximately 300m? of potential upstairs office space.

e Medium sized hangar capable of servicing Islander aircraft.

e Large garage capable of holding fire engines.

Subsidised Air Services to the Aran Islands

2.2 The current subsidised flights are operated by Aer Arann Islands. The airline is owned by
Galway Aviation Services Limited (GASL) who, as noted earlier, also own Connemara Airport
(i.e. the mainland airport for the Aran Islands network).

2.3 The air service helps support the Department’s objective to have economically
sustainable and socially vibrant communities on the Islands, which otherwise would struggle
with issues such as employment opportunities, public services access and an ageing
population.

2.4 The 2019 core weekday timetable that operates on most summer weekdays is shown
below.

Table 1
Island To From
Inis Mor 08:3010:00 11:30 16:00 17:00 08:45 10:15 11:45 16:15 17:15
Inis Meadin 09:00 10:30 11:30 16:30 09:15 10:45 11:45 16:45
Inis Qirr 09:0010:3011:30 16:3017:00 09:15 10:45 11:45 16:45 17:15

2.5 There are somewhat fewer flights at the weekend in the summer. Between November
and February there are three flights per weekday and a lower frequency at weekends.

2.6 The current tariffs for return air journeys to the Islands are shown below, indicating that
different rates are charged for Island residents and Island visitors. These are the charges
currently imposed by the company and not the maximum fares as stipulated in the current
contract.

Table 2
Return Visitors (€) Island Residents (€)
Adult 49 35
Student 40 24
Children 27 24

2.7 The last PSO award commenced on 1° Jan 2017. However, in June 2018 the incumbent
airline announced that it intended to terminate its PSO contract (6-months’ notice was
contractually required) and cease all flights on 6 December 2018. A temporary agreement
was reached to continue the service until 30 September 2019. It should be noted that since



2018 the arrangement is technically now out of adherence with EU PSO regulations®. Due to
time imperatives, a new tender procedure was not followed. However the service is still an
imposed obligation by the Department for public service purposes.

Figure 1

Total Pax Nos on Aran Islands Air Network
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2.8 There has been a significant decline in passenger numbers on the air service since 2017
—resulting in a 21.7% reduction in passenger carryings between 2018 and 2010 (see Figure
1); much of this is the result of a 28.3% decline between 2016 and 2018. However, it is also
noteworthy that the total number of flights has not dropped materially in the meantime
(see Figure 2) although the balance between PSO flights and non-PSO flights has changed
dramatically).

Figure 2
PSO and Non PSO Flights
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% Since 2018 the air service is technically not a PSO regulation compliant arrangement — being seen as an emergency
temporary measure. The PSO regulations do allow for a six month emergency procedure, which has now been
exceeded.



2.9 This points to a reduction in the average number of passengers carried per flight as a key
cause of the drop in overall passenger carryings (see Figure 3).

Figure 3

Average Pax per PSO and Non PSO flights Flights
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2.10 Based on discussions with key stakeholders and analysis of the available data, the
Department considers the cause of the decline appears to be a combination of:

e the change in the most recent PSO tender specification limiting PSO support to
scheduled flights, whereas previously it also covered non-scheduled services allowing a
‘turn-up and go’ type operation — the resulting loss of flexibility and convenience
(particularly for islanders) was highlighted as a major causal factor?;

e theintroduction of additional capacity on the ferry operation from Doolin to the Aran
Islands®, as a result of the completion of a new pier in 2015/16 and the introduction of a
higher capacity vessel in 2017/18;

e anew ferry service contract, which began in December 2017, covering all three Aran
Islands (the subsidised ferry service comprised only Inis Medin and Inis Oirr heretofore)
and introduced an additional ferry sailing at midday on Sundays during the summer
from all islands

3 The new specification required the airline to stick to a schedule was introduced in an attempt by the
Department to comply with the EU regulations. Whilst the change materially increased the number of PSO
flights, according to Aer Arann it also had the effect of significantly reducing the number of non-PSO flights
due to the imposition of full cost recovery on those services.

4 Access to the Aran Islands is provided by two ferry operations, one from Ros an Mhil Ferry Terminal near Ros
an Mhil, in west Connemara, the other from Doolin in County Clare, by air services from Connemara Airport
and though a sea freight company operating from Galway City.



Figure 4

Passenger Carried on Subsidised Ferry
Service
*Inis Mor figures included from 1/12/2017 onwards
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Figure 4 sets out the number of passengers carried on the subsidised ferry service
from 2015 to 2018 as regards Inis Medin agus Inis Oirr and for Inis Mér from
December 2017. The available 2018 data does not provide like-for-like annual
comparisons. The ferry service to the smaller islands during the summer period has
been enhanced, and may have drawn traffic away from the air service.

There may be an issue of passengers booking seats on scheduled flights but not
turning up and taking the ferry instead; we understand that there are no
repercussions for this (no booking fee taken).

There is also anecdotal evidence of price competition between the transport modes
particularly for island residents. Perhaps some individuals who travelled previously
on the air service have opted to travel on the ferry as the cost of same is cheaper
(Table 3 below compares maximum air fares that can be charged according to
contract; the air fares the operator is currently levying and the Ferry Service Fares).



Table 3

Ferry Service Maximum Passenger Fares Current Maximum Air Fares to  Current Air Fares
from 1 December 2017 to 31 be charged for Scheduled levied by Operator

October 2022 Flights by contract

Passenger Category Single Fare Return Passenger Return Return
Category
Standard

Adult Islander €40.25 £ 35.00

Student Card Holder 3 3] MNon-slander / £ 60.50 £49.00
Tourist

Child 5—18 years 3 3]

Child under 5 years Free

Free

Pensicner (with free Free Student [U.26)

Travel Pass) Free

Non-Islander Islander € 27.60 £24.00

Adult - 25 Non-islanders / £ 50.05 £27.00
Tourist

Student Card Holder - 20

Child 5 —18 years - 13

Child under 5 years Free Under 18's

Free

Pensioner (with Travel Free Islander £ 27.60 £24.00

Pass) Free

Pensicner (without - 20 Non-islander / £34.10 £27.00

Travel Pass) Tourist

2.11 The air operator also noted that the current scheduled arrangements do not respond
well to unforeseen temporary gluts of passengers such as for weddings and funerals when
up to 100 people may be attempting to move at the same time. Currently many of these
needs will be directed to the ferries. They also were less conscious of direct air and ferry
competition driven by price in that the price differential is considered reasonable for the
additional benefits enjoyed.

Other Transport Services to the Aran Islands

2.12 As highlighted above, the air service complements ferry and sea cargo services.
Passenger ferry services operate year-round from from Ros an Mhil (receiving financial
support from the Department), and seasonally from Doolin (these are privately operated). A
cargo ferry service operates from Galway harbour. Additionally, charter boats and
helicopters occasionally transport people to and from the islands. Table 4 summarises this
transport connectivity and Figure 5 provides a geographical presentation:



Table 4

Transport  To/from Frequency Annual
(Departures) Subsidy
Air service Connemara Weekday (single/return) €1,162,769 | Up to 8 passengers,
(Aer Arann Airport to frequency Island resident (2018)° limited cargo
Islands) Inis M6r, Inis between 3 return | (€19/€35) Flight time 8 mins
Qirr, Inis Medin | flights per day in Tourist Airport is 35 mins
winter and 4-5 in (€25/€49) drive from Galway
most of summer. Galway shuttle bus city
Lower frequency €7 single
at weekends
Passenger Ros an Mhil 2 return sailings (Single/Return) €1,190,620 | Upto 294
Ferry To Inis M6r, Inis | October-March, Island resident (2018/2019) | passengers.
(Aran Ferries | Oirr, Inis Meain | 3 April, May, (€10 return) Crossing time 40-55
Ltd) September Tourist minutes Ros a' Mhil
4 June, July, (€15/€25) is
August Galway shuttle bus 42 mins drive from
€5 single Galway city
Passenger Doolin to Approximately 10 | One fare No Up to 200
Ferry Inis Mér, Inis departures® per (Single/return) passengers.
(Doolin Ferry | Qirr, Inis Medin | day from Inis Mor Crossing time Inis
Company & + inter island mainland, March- | (€15/€25) Qirr-15 / 40 mins
Doolin 2 Aran November Inis Meadin Inis Medin-30 mins
Ferries) (€10/€25) /1 hour
Inis Oirr Inis Mér-45 / 1hr 15
(€10/€20) mins
Doolin is 1hr 27
mins drive from
Galway city
(crossing times vary
considerably
depending on the
vessel)
Cargo Ferry Galway harbour | 4/week June - €80 car return €885,920
(Lasta Mara to Inis Mdr, Inis | August Usually ~ (2018/2019)
Teo) Qirr, Inis Medin | 3/week €12/tonne
September - May | Maybe up to
€25/tonne for
bulky items
Helicopter Private charter Non-scheduled, €2,500 each way No Up to 8 passengers
Service Galway to Inis private charter from hangar or
(Executive Mor only €3,500 from
Helicopters) Galway city

> This is the sum paid for the service whilst the use of Connemara Airport also cost the Department €576,652
and the Island Airports €486,178 in the same year.
® Two separate companies operate from Doolin. Both companies have new vessels that have significantly
higher passenger capacity than indicated here. The timetable on each of the company websites only list e.g.6
sailings but each company has several boats, thus vastly increasing the number of actual departures. The
Department does not have accurate figures on the actual numbers.

10




Figure 5
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2.13 Not only does the air service provide a fast and convenient connection to the island
(flight times are approximately 8 minutes), it also helps to ensure accessibility when the
ferry services are unable to sail, as well as making provision for passengers for whom sailing
is impractical, and hence would otherwise be prevented access:

e The air service is seen as having unique features which help to make it a lifeline connection with
the mainland for a number of reasons. The journey time of 8 minutes is crucial to sustain some
business and service operations (e.g. visiting tradespeople, school teachers who commute daily
to and between the islands, as well as time critical freight). Passengers, such as the frail and ill,
who would suffer under sea journeys, also benefit from the speed and stability of air travel, and
it is an option that attracts a component of the visitor market who otherwise might not travel to
the Islands.

e Connemara Airport being 10 minutes from the subsidised ferry in Ros an Mhil provides strong
adverse weather contingency. Aircraft can operate in some conditions where the boat cannot, ,
while the boat may sail in foggy conditions which limit flying. A strong working relationship
between the services and close proximity means that passengers can easily be transferred in
case of cancellations.

2.14 The air and sea transport services are therefore seen as complementary; catering to

different aspects of the islands’ business and social needs. Hence the Department provides
financial support to both modes.

11



Defining the Problem

2.15 The last PSO award commenced in January 2017. However, as indicated earlier, in June
2018 the incumbent airline announced that it intended to terminate its PSO contract (six
months’ notice was contractually required) and cease all flights on 6 December 2018.

2.16 A temporary agreement was reached to continue the service until 30 September 2019.
Technically these arrangements are not a PSO, as they were set up as a temporary or
emergency response faced with the imminent cessation of the service.

2.17 Despite best efforts, co-ownership of the airport and Aer Arann Islands airline is seen
as having inhibited competition in the tendering process for the PSO agreement-offered and
reviewed every four years-to the significant advantage of the current operator.” Over the
past 15 years there has been a substantial rise in the cost of the PSO contract; recognising of
course that variations in the contract specification, over the years, may have been
responsible for some of this. Thus, the Department believes that the current
arrangements, with airport and operator under common ownership, no longer represent
the best achievable value for public money.

2.18 Whereas the combined Connemara Airport and PSO cost in 2008 was in the region of
£€1,000,0008 the annualised cost in 2019 is in excess of €1,500,000; a compound annual
growth rate of ~3.75%. That is at odds with very low rate of inflation in Ireland across the
period of 0.4%° (although it is recognised that that airline and airports operators will face
industry -specific rates of cost inflation), as well as a general decline in passenger numbers
during the period. Per passenger costs increased substantially after PSO renegotiation in
2017 driven by passenger decline combined with cost growth.

2.19 More recent data received from Aer Arann Islands on air network subsidies
demonstrates how it is somewhat difficult to disentangle the various aggregated, and more
recent disaggregated, costs of air operations and airport.

Table 5

Islands pso Connemara  Subsidy pso f Non PSO  Total Flts Subsidy/  Subsidy/
Airstrip  Subsidised Airport Subsidised Flt Obligated Total Flts
Management Service Management Flts Flts

£1,565,600 £1,872,485 £ £
£1,496,026 |€0 £1,819,824 |2,960 3,038 5,998 £ 615 | € 303
£1,676,388 |0 £2,085,248 3,086 3,376 5,462 £ 676 | € 323
£1,264,368 |€522,373 £2,267,716 |6,178 292 6,470 £ 367 | € 350
£1,162,769 |£576,652 £2,225,599 |5,840 68 5,908 £ 381 | £ 377
£619,541  |£339,338 £1,249,108 2,782 g 2,820 £ 419 | € 443

’ There has invariably been only one bidder for PSO tenders, and when the rotary bid was received, they
complained that proposed airport charges quoted to them were four time higher for Connemara over Galway
Airport.

& Review of PSO air service for the Aran Islands, Ernst & Young 2014

9 https://www.cso.ie/en/interactivezone/visualisationtools/cpiinflationcalculator/

12



Pso [ Non Total Pax  Subsidy/ Subsidy fall Average Pax Average Subsidy
Subsidised Obligated Flt Pso f pax per per Obligated
Pax Pax Obligated Flt Obligated  Flt Pax for Air &

pax and Non Connemara

Obligated  Airport subsidy

Flts
2014 . €79.40
2015 18,893 20,613 39,506 £96 €46 6.6 £72.58
2016 20,685 22,005 42,690 €101 €49 6.6 €76.20
2017 15,867 17,007 32,874 €143 €69 5.1 €112.61
2018 15,731 14.501 30,632 €141 €73 5.2 €110.57
2019 (toJune) EAEINY 8,509 14,426 €158 €87 5.1 €121.12

2.20 When we compare the combined subsidy costs of air service and Connemara Airport,
which were until 2016 aggregated, it can be appreciated that costs for this particular
element of the network have increased by over 11% over the period, although the
temporary arrangements in place since 2018 complicate the analysis.

Table 7

Subsidised Air
Service & Connemara

Airport (Department
subventions)

€1,565,600
€1,496,026
€1,676,888
€1,786,741
€1,739,421

2.21 The intention is to prepare for a new PSO tendering process after the future ownership
of Connemara airport is decided. The Department believes that if the ownership of the
airport remains with one of the potential bidders for the air service (i.e. Aer Arann Islands)
this would:

e Deter other airlines from bidding for the PSO contract.
e Place the incumbent in a dominant position regarding the airport charges it might
levy on (or even quote at the bidding stage) to any other bidder for the PSO.

This is in a context where island residents’ clear preference is for the air service to operate
to Connemara rather than another west coast airport (such as Shannon or Galway).

2.22 Under the above scenario there is the risk that combined subsidy costs continue to
grow at the current rate, which an EY report undertaken in 2014° noted was above trend
and likely related to GASL’s dominant local position. On balance the EY report points to a
conclusion that an air service was justified from a range of perspectives, but that measures
to control costs and increase revenues should be pursued:

13



“PSO to support an air service does not go beyond what would be required to meet the
objectives articulated, however, more will need to be done to minimise costs.”

2.23 With this objective in mind, the cost and efficiency savings hoped to be achieved
through acquisition of the airport help to ensure the air service’s future viability.

2.24 As noted in other sections of this report, material investment will continue to be
required in both maintenance and renewal of facilities and assets at the airport. The
Department believes that these costs will filter their way through to their future obligations
via both airport and airline subsidy under the current dispositions.

2.25 The Department would prefer to have more control over this future investment and
maintenance decisions as, in effect, they will be indirectly underwriting them. It is also
assessed that, once under Departmental ownership that further cost reductions may be
possible in the airport operation, as well as the potential to grow asset utilisation and
revenue take.

2.26 If the airport is in Department ownership, it is considered by the Department that the
PSO tender will be attractive to more operators as the incumbent will not both own the
airport and operate the air service.

2.27 It is also worth noting that evidence from Norway highlights the Norwegian
Government’s experience that PSO routes that were contested tended to result in bids 10%
lower than if they were not contested (although operators when bidding technically do not
know if others are bidding or not).

2.28 In summary the problem can be defined as:

e Increasing costs to the Department for provision of the air services and use of
Connemara Airport.
e Uncertainty over arrangements for the next and subsequent PSO tenders.

2.29 The underlying reason for this is seen as the co-ownership of Connemara Airport and
the incumbent airline by the same company.

Strategic Context

2.30 The Project Ireland 2040 Strategy Paper was published in 2018. It identifies ten
National Strategic Outcomes, including:

e Enhanced regional accessibility and improved connectivity.
e Access to services and a strong digital economy.

e Empowered rural communities.

e Enhanced amenity and heritage.

%1 conversations with one of the report authors in 2010.

14



Along with specific capital commitments supporting island infrastructure, Project Ireland
2040 makes specific reference to the islands in relation to the national broadband strategy
ensuring coverage in villages, rural areas and islands and mentioning other investment
priorities include regional and local roads, and tourism development.

2.31 One of the Paper’s topics is termed Strengthened Rural Economies and Communities. It
specifies the following Departments as involved (Lead Departments: DRCD, DAFM. Related
Departments: DBEI, DTTAS, DCHG, DCCAE)*'. They note that the Project Ireland 2040,
National Planning Framework places a major focus on:

e Planning for the future growth and development of rural areas, with a special focus
on activating the potential for the regeneration and development of smaller towns
and villages.

e Strengthening Ireland’s rural fabric and supporting the communities who live there.

e Enhancing the competitiveness of rural areas and supporting a sustainable and
economically efficient agri-food sector.

e Putting in place policies to support job creation in rural economies, including
diversification into new sectors and alternative on-farm and off-farm activities.

e Addressing connectivity gaps.

e Better coordination of existing investment programmes.

2.33 The Irish Government is strongly committed to Ireland’s offshore islands and
communities and has delegated much responsibility for many aspects to the Department.
Their mission is to promote, nurture and develop Ireland’s arts, culture and heritage; to
support and promote the use of the Irish language; and to facilitate the development of the
Gaeltacht and Islands. The Department’s Statement of Strategy 2018-2020 published in July
2018 sets out the actions that it will take over that period to deliver on its remit.

2.34 The National Development Plan 2018-2027 identified four investment priorities for the
DCHG for the next decade:

e National Cultural Institutions Investment Programme-€460 million.
e Culture and Creativity Investment Programme-€265 million.

e Heritage Investment Programme-€285 million.

e The Irish language, the Gaeltacht and the Islands-€178 million.

2.35 The sustainable development of island communities is a priority for the Department. In
support of this the Department has committed to continue to support viable communities
on offshore islands through investment in lifeline transport services and in community,
enterprise and marine infrastructure.

" Rural Community and Development (DRCD); Department of: Agriculture, Food and the Marine (DAFM) and
Business, Enterprise and Innovation (DBEI); Transport, Tourism and Sport (DTTAS); Culture, Heritage and the
Gaeltacht (DCHG); Communications, Climate Action and Environment (DCCAE)

15



2.36 This effort seeks to ensure offshore island communities are sustained and developed.
Key indicators of the policy’s success will be tracking population levels on offshore islands,
and of numbers using the subsidised transport services.

2.37 The 2014 EY report examined population trends in County Galway.

Table 8

.| 2002 | 205 2011
Inishbofin, Co. Galway 178 199 160
Inis Mor, Co. Galway 831 824 845
Inis Oirr, Co. Galway 262 247 249
Inis Meain, Co. Galway 187 154 157
Aran Islands (total) 1,280 r225 17251
Source: CSO

2.38 The last full year’s air service figures show 30,632 passengers using the service and
these consisting of just over half being island residents.

Table 9

Toh] Fllghts 2018 passengers

2018 | Singil Flights [ Araimn [ TisMeiin | IisOir | Tomlin
PSO Non PSO Islanders NonIslanders Islanders NonIslanders Islanders Non Islanders
Jan 332 6 597 124 181 82 409 110 1603
Feb 320 6 630 178 195 115 390 91 1699
Mar 424 4 675 510 219 151 502 123 2150
Apr 548 4 721 895 189 213 459 266 2743
May 566 6 724 1114 234 231 445 377 3125
Jun 580 4 606 1214 170 270 455 444 3159
Jul 640 4 662 1385 135 247 430 612 3471
Ang 754 8 8218 1721 189 287 537 687 4249
Sep 512 g 576 1072 194 219 318 314 2693
Oct 430 6 673 619 204 155 336 151 2138
Nov 372 4 752 326 0 87 431 115 1912
1-20 Dec 226 6 448 106 135 33 196 33 1051
21-31 Dec 136 2 251 10 67 1 267 13 609
Total Flights 5840 68

Total Islanders

Total Non Islanders

Total 5908 17617 4404 8611 30632

The Irish Language

2.39 The Irish Language has a special constitutional place in the Irish State. Article 8 of the
Constitution of Ireland states that: “The Irish language as the national language is the first
official language.”

2.40 The 20-Year Strategy for the Irish Language is built on the foundation of this
Constitutional status and follows on the Government Statement on the Irish Language
(2006). That Statement affirmed the Government’s support for the development and
preservation of the Irish language and the Gaeltacht and set out 13 policy objectives to that
end. One of these objectives in particular is most relevant to this appraisal:

Objective 4: The Gaeltacht will be given special support as an Irish-speaking area.

16



2.41 Udaras na Gaeltachta is the regional authority responsible for the economic, social
and cultural development of the Gaeltacht. Its overall objective is to ensure that Irish
remains the main communal language of the Gaeltacht and is passed on to future
generations. Udards na Gaeltachta aims to achieve this by funding and fostering a wide

HOTSPOT MAP OF OVERSEAS VISITORS TRAVELLING FOR A HOLIDAY

Source (Including Image):

Fdilte ireland, Regional Tourism Performance in 2015, October 2016
Fdilte Ireland, Visitor Survey, 2015

Fdilte Ireland, Holidaymaker Survey - Galway and Mayo, 2013
Fdilte ireland, Brand Tracker Visitor Experiences, 2015

range of enterprise development and job creation initiatives and by supporting strategic
language, cultural and community-based activities.

2.42 In addition the Department is committed to drive and support the implementation of
the 20-Year Strategy for the Irish Language 2010-2030 and provide support for the Irish
language while also supporting employment in Gaeltacht areas. The language planning
process, prescribed in the Gaeltacht Act 2012, represents the primary driver in support of
the Government’s commitment to achievement the objectives set out in the 20-Year
Strategy. The National Development Plan (2018-2017) specifically acknowledges the Irish
Language, the Gaeltacht and the Islands and supports investment in:

e Gaeltacht Language Planning Process

e Irish Language Networks and in Gaeltacht Service Towns
e Island marine infrastructure

e Udaras na Gaeltachta’s annual capital programme

17



2.43 The Project Ireland 2040 Strategy Paper devotes considerable space to its Irish
Language strategy. This proposes investment in the language to support and strengthen its
use as the principal community language in the Gaeltacht; and to increase opportunities for
its more widespread use outside traditional Gaeltacht areas.

Tourism

2.43 The Aran Islands lie in an Irish tourism hotspot that is centred on County Galway and
County Clare. There is realistic ambition by Failte Ireland (with its focus on strengthening
the value of tourism to the local economy)*? and other local development agencies to
develop the region’s tourism industry on the shoulders of what has already been achieved
and the wider success an ongoing promotion of Ireland’s economically important tourism
sector. The air service to the Aran Islands has traditionally always in part been justified by
the need to ensure the Aran Islands are easily and affordably accessible to tourists.

Box 1: Tourism is Ireland’s Leading Indigenous Export Industry™

Tourism in Ireland is a €7 billion export industry, with international tourist spending in the country
topping €5 billion with a further €1.9 billion earned by Irish carriers from tourists. In addition, the
industry earned an estimated €2 billion from domestic trips. Over 20,000 tourism businesses
currently support approximately 265,000 jobs. Despite 6 years of continuous growth to record levels
of tourist arrivals and export earnings, the sustainability of the growth trajectory of Ireland’s tourism
industry is under threat.

Earnings from overseas visitors enjoyed an annual growth rate of 9.6% (CGR), over the past 5 years,
and created 90,000 new jobs over the period. In addition, tourism plays a wider role in sustaining
and developing regional economies and rural communities, as well as promoting the image of the
country abroad.

..... Ireland has become increasing dependent on long haul source markets for annual volume and
expenditure growth, and visitors who are higher spenders compared to those from closer European
source markets. The growth from North America and beyond can be attributed to significant
increases in airlift, a strong US dollar, and investment in market diversification by the industry, and
Tourism Ireland’s destination marketing programmes, supported by private sector international
investment.

2.44 Last year receipts from North American visitors accounted for 77% of the annual
incremental growth in tourism income. In contrast, receipts from British visitors have been
in decline since the fall in the value of Sterling following the Brexit referendum in mid-2016,
with Ireland’s market share slipping.

2.45 Looking forward, a recent ITIC-led strategy™ for the sector, paints a very promising
picture in the short to medium term provided a range of Government measures are taken to
retain the global competitiveness of Ireland’s tourism industry.

! The Connemara Coast Aran Islands Visitor Experience Development Plan
BITIC: Tourism a Competitiveness Report (2019)

Y ITIC: Tourism — An Industry Strategy for Growth to 2015 (2018)
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Box 2: An Industry Led Strategy for Growth

This is the roadmap that this strategy sets out and the size of the prize in terms of employment,
regional spread, exchequer returns, and sectoral growth are significant. Tourism’s future in Ireland is
too important to take for granted or leave to chance. This tourism strategy aims to be Industry-led,
Government-enabled, and Agency-supported and collectively Ireland can bene t significantly from
tourism’s rich potential. Given the right policies, and appropriate investment strategies, Irish tourism
can build on its current strong foundations.

By 2025 Irish tourism, on an annual basis and in real terms, can aim to achieve strong revenue,
employment, visitor number, and tax receipt growth.

2017 2025
5@ €4.9 vitiion €8.1 vitiion +65%

$#8 230,000 00 310,000 Bl

Visitors

8.9 million visitors 13 .7 million visitors +54%

Tax receipts

€1.13 vitiion €1.86 iliion +65%

By 2025 overseas tourism to Ireland can be worth €8.1 billion annually with 13.7 million visitors per
year. Visitor and revenue projections suggest stronger growth from North America, long haul
markets and Europe than from Great Britain. By 2025 mainland Europe is likely to be the top source
market by volume for inbound tourism into Ireland. Britain will remain a key market by volume
although its overall share will decline as North America and longer-haul markets gain in importance.

2.46 In terms of the West of Ireland, Table 10 summarises the latest tourism data for the
Border Midland and Western Region.

Table 10
Key Metrics \ 2012 2013 2014 2015
No. Tourists ('000s) 2440.0 26350 2898.0 2874.0 3018.0 3051.0
Nights ('000s) 7078.0 8095.0 9140.0 8571.0 8533.0 9008.0
Expenditure (€000's) 461.9 505.4 569.1 559.4 584.1 613.2
Expenditure/night (€) 65.3 62.4 62.3 65.3 68.5 68.1

2.47 At a sub-regional level, the latest data (published in May 2018) from Fdilte Ireland
indicates County Galway receives 2.2 million visitors (of which 64% are international) and
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€669 million in visitor spend (of which 71% is from international visitors)*>. Looking at these
international visitors, 18% are from Britain, 46% from Mainland Europe, and 27% are from
North America. It is interesting to note that the visitor spend from the North American
visitors amounts to 41% of total international visitor spend.

2.48 At present, data disaggregated down to the Connemara region or Aran Islands level, is
limited. Consequently, we have used data for County Galway as a whole have been used as
an indicator of visitor patterns within Connemara region and the Aran Islands.

2.49 The main reasons for a visit to the West (Galway, Mayo and Roscommon) are for a
holiday (70%) or to visit friends and relatives (20%) One-third of visitors to the West are
couples and 41% of visitors travel alone. Almost half are first time visitors to the region.
Visitors to Galway and Mayo source their pre-travel information through the internet (82%)

2.50 International visitors to Galway spend on average €351 per person and domestic
visitors spend an average of €217 per person; 44% of international visitors and 35% of Irish
residents visit during the months of July, August and September. The Net Promoter Score
for Galway and Mayo is 62% (measures the intention to recommend a travel destination
and is an indicator of overall satisfaction with the travel experience).

2.51 Survey data™® for the successful attraction of Dun Aonghasa on Inis Mér, which receives
136,000 visitors each year. Approximately 50% are Irish and 50% from the rest of world
with 25% from the US and some larger source markets being France 6%; Germany 5%; UK
2%; Italy 2% and other such as Canada; Australia, China, Japan also featuring.

2.52 The air operator estimates that of the 50% Visitors on their flights between 10 -15% are
on business and the rest are either Visiting Friends or Relatives (VFR) or holidaymakers. This
corresponds with recent Tourism Research®’ which produces the following breakdown:

Tourists include those that stay one or more nights in Ireland
and can be further defined based on their reason to visit

Holidaymakers Visit Friends
& Relatives

29%:

=1

f) - 4

!> The Connemara Coast Aran Islands Visitor Experience Development Plan
'® Eilte Ireland
17

http://www.failteireland.ie/Failtelreland/media/WebsiteStructure/Documents/3 Research Insights/5 International Tourism Trends/Fl-
110678-Travel-Profile-Key-Markets-FINAL.pdf?ext=.pdf
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2.53 The Aran Islands are distinctive in having a longer tourism season than many regions,
commencing in February with a peak naturally being in July and August when
accommodation is largely fully occupied. The main strategic efforts are to encourage people
to stay longer (overnight) and strengthen year-round offer. For instance, Failte Ireland have
mooted the benefit of developing an Indoor tourist attraction such as a Museum and
Heritage facility.

2.54 Hotel space has recently effectively doubled with new chalets being installed and
‘Glamping’ has been another recent notable development. Many Guest Houses and B & B
registered with Failte Ireland, although there are some Airbnb facilities that are not
registered.

2.55 Failte Ireland’s list of registered accommodation on the Aran Islands is provided in
Table 11).

Table 11
Account Name Islands Primary Activity Type Rating

AnCreagén B &B Aran Islands 3 Star

Kelly House Aran Islands Bed and Breakfast

The Man of Aran Cottage Aran Islands Bed and Breakfast BEB - 3 Star

Tigh Ui Chathain Aran Islands Bed and Breakfast BEB - 3 Star

Inis Meain Restaurant & Suites Inis Meain Bed and Breakfast

An Realog Inis Mor Bed and Breakfast BEB - 3 Star

Bri Radharc Na Mara Hostel Inis Qirr Hostel Holiday Hostel - Approved

South Aran Restaurant & Rooms  |Inis Qirr Bed and Breakfast Failte Ireland's Welcome Standard - Approved
An Crugan Inishmare Bed and Breakfast BE&B - Approved

An Crugan Inishmare Listed Self Catering Individual Self Catering Cottage - Approved
Aonghasa's Walkers Lodge Inishmare Activity Holiday Accommo |Failte Ireland's Welcome Standard - Approved
Aran Islands Hotel Inishmaore Hotel Hotel - 3 Star

Ard Einne House Inishmore Bed and Breakfast BE&B - 3 Star

Ard Mhuiris Inishmore Bed and Breakfast BE&B - 3 Star

Beach View House Inishmore Bed and Breakfast

Clai Ban Inishmore Bed and Breakfast BE&B - 3 Star

Creigmount House Inishmaore Bed and Breakfast

Kilmurvey House Inishmaore Guesthouse

Kilronan Hostel Inishmore Hostel

Seacrest Inishmare Bed and Breakfast BE&B - 3 Star

Tigh Fitz Inishmare Bed and Breakfast Failte Ireland's Welcome Standard - Approved

2.56 We have investigated the foregoing and concluded that Failte Ireland’s list amounts to
around 300 bed spaces on the Islands; if we assume there are other bed-spaces reserved
only for family and friends (i.e. not let out) and that 20% of staying visitors are family and
friends, we estimate that amounts to an annual bed-night capacity of 108,000 for holiday-
makers.
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2.57 Based on our estimates of the total size of the travel market to the Islands and our
assumption that between 135,000-140,000 of those are visitors, that amounts to a holiday
maker market of 80,000 and assuming 60% of those are day trippers, that implies average

length of stay on the islands at between 3.0-3.5 bed-nights, which is in line with figures for
the wider region.

Table 12

Mode of

Access Year Islanders Visitors Total % of Total
Subsidised

Ferries 2018 73119 31644 104763 46.5
Planes 2018 15731 14901 30632 13.6
Doolin 2018 500 89500 90000 39.9
Total 89350 136045 225395 100.0
% of Total 39.6 60.4 100.0

Note: 136,000 Visit Cliffs Fort

2.58 Figure 6, which is taken from data for the whole of Ireland suggests that there may be
some scope to increase holiday maker bookings outside the peak summer period, especially

as the Islands seem to have long shoulder periods running from February to the end of
October.

Figure 6

SEASONALITY = iitin
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2.59 According to Failte Ireland Galway’s Aran Islands are synonymous with traditional Irish
culture, language, music and tradition. These three rugged outposts — Inis Mcr, Inis Medin
and Inis Oirr — are the last glimpse of Ireland before miles of open Atlantic Ocean. Ribboned
by postcard-perfect dry stone walls, it is here that the instantly recognisable Aran jumpers
originated; where the locals speak Irish and keep an endangered way of life vibrant. Aran
Island tourism experiences are summarised thus.

'8 Assumed there is only a small business visitor market and that the visitors are split in a 50:30:5 ratio
between holidaymakers, Friends and relatives and business tourism.
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RELEVANT EXPERIENCES

Take to the Waves

Islands of Stone

Tranquillity & Retreat

Survival on the Edge

Discover Vibrant Irish Culture

Distinctive Flavours of Land & Sea
Encounter ‘Savage Beauty’ Through the Arts

HERO PRODUCTS

Dun Aonghasa, Inis Mér

Aran Goat Farm, Inis Moér

Aras Eanna Arts Centre (Ireland’s only offshore arts centre, weaving, basket making),
Inis Oirr

DuUn Chonchdur, Inis Medin

SUPPORTING EXPERIENCES

Stone wall building festival and courses, Inis Oirr

Bike hire and pony trekking, Inis Mor

Flight to the Aran Islands (scenic view) from Indreabhdan in Connemara
Watch an Aran sweater being knitted on Inis Mér

Seal viewing (Inis Mér), birdwatching and wildflowers on all islands
Visit stone forts at Dan Dubh Chathair, Ddn Eochla, Din Aonghasa and Dun
Eoghanachta on Inis Mér

O’Briens’ Castle on Inis Oirr

Sit on Synge’s Chair on Inis Meain and be inspired

Seaweed collecting

Existing events:

Ted Fest

Red Bull Cliff Diving 2017

Vintage Car Rally

Craiceann Bodhrdn Festival

EXPERIENCE GAPS

Cultural hub/information centre/shelter for visitors on each island

Inis Meain knitwear factory tour

Water-based activities (tours, angling, kayaking, scuba-diving, stand-up paddle-
boarding, coasteering, wild swimming)

Guided tours on the Aran islands — field-making, island life, flora and fauna,
birdwatching, forts

Cill Mhurbhigh (Kilmurvey) Blue Flag Beach, Inis Mdr Greenway to DUn Aonghasa
JM Synge Cottage, Inis Meain

Interpretation (Plassey shipwreck, field-making, flora, built heritage)
Photography/painting/writing courses e.g. on Inis Meain (JM Synge), Inis Mor (Liam
O’Flaherty)

Stargazing — Dark Skies accreditation being pursued
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2.60 The way forward for the Connemara Coast and Aran Islands is seen to be through
strong collaborative and coordinated partnershipslg.

2.61 The key objectives of the Connemara Coast and
Aran Islands Visitor Experience Development Plan are to
develop compelling experiences for this stretch of the
Wild Atlantic Way that will:

e Motivate visitors to stay longer and spend more.

e Extend the length of the season.

e Align to the Wild Atlantic Way brand and target
markets.

e Promote the concept of slow travel.

e Sustain and increase job creation in the local
area.

e Protect the special environmental, cultural and
linguistic character of the region.

2.62 The Plan is supported by recommendations required to create an internationally
recognised visitor experience. Apart from relevant general themes it was notable that the
Development Plan makes no specific mention of the air links or requests for improvements
or enhancements to them. This could be interpreted in several ways (for example - the
service is taken for granted which is often the case in aviation and only threatened closure
or change galvanises community action, or the service is not fully acknowledged by all
stakeholders as significantly complementary to the ferry services).

2.63 Failte Ireland run a specific marketing campaign targeting Ireland’s islands which are
identified as a signature experience on the successful Wild Atlantic Way marketing initiative.

® The Connemara Coast & Aran Islands Visitor Experience Development Plan
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Summary

2.64 The strategic context is one where the interventions of the Department and other
public bodies are looking to support rural and island areas in terms of:

e Economic development, including tourism.

e Sustainable communities.

e In particular, activity in the Gaeltacht areas given their importance to sustaining and
growing use of the Irish language.

2.65 Regarding the last of these points, the communities on the Aran Islands constitute a

valuable part of Irish heritage, being of the Gaeltacht regions with the highest proportion of
Irish language speakerszo.

The Objectives of Intervention

Social and Economic Rationale

2.66 Intervention is required to ensure the sustainability of the air services in terms of their
providing rapid and reliable year-round transport for the Aran Islands. This will help to meet
the wider policy objectives of the Department and other public sector bodies in Ireland
which are described above in the strategy context section.

2.67 The overview section highlighted some of the impacts/benefits of the air service.
Further ones were identified in the EY report, as follows:

2% €S0 Census of Population 2016 — Profile 10 Education, Skills and the Irish Language 5.2
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e Public officials and business travellers can take advantage of speed and frequency,
not having to stay overnight.

e Presence of the service helps with recruitment of teachers and others to the islands.

e Services cited as important for people requiring medical treatment on the mainland
(not just emergency-which could be covered separately by coastguard emergency
helicopter service, but outpatients who require speed and comfort vs ferry.)

e Activities involving visitees-sporting and cultural.

e Business benefits from employee travel, custom, as well as reliable express and time
sensitive freight.

e 16 full time equivalent direct employees, plus additional ones in the summer
months, with a further 21 staff based at Connemara Airport.

2.68 It should be noted that these benefits do not accrue solely to the island residents.
Many mainland businesses and organisations benefit greatly from more efficient use of their
staff time in interacting with individuals and communities based on the islands. The
benefits it can be seen are spread quite evenly between island residents and visitors.

Figure 8: Air Service - Island Resident and Visitor Total
Network (PSO and Non PSO flts) Numbers and Split
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2.69 The air services support not only the communities on the islands and diaspora return
initiatives, but also Irish language tourism; both as part of the education system, through
Irish language courses, and of the Gaeltacht as a distinct tourist destination in its own right.

Objectives for the Intervention

2.70 The following objectives are based on the definition of the problem and the review of
strategic context set out earlier. They are SMART obijectives (i.e. Specific, Measurable,
Achievable, Relevant, Time-bound) which form the basis for the Multi Criteria Analysis
(MCA) which is shown in the Detailed Appraisal section.
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Specific

e Facilitate competitive tender process for PSO service.

e Achieve a lower subsidy requirement than current arrangements.

e Secure long term PSO contract expediently; securing future service.

e Achieve quality and convenience for island residents to support ‘sustainable
communities’.

e Facilitate tourism journeys and access.

Measurable
e Secure new/replacement PSO service.
e Airport/replacement to be ready for competitive 2020-2024/5 PSO tender cycle.
e Achieve real cost reductions on PSO and Airport operation costs.

Achievable

e Each option to be assessed in terms of technical feasibility.

Relevant

e Facilitate ongoing lifeline air services to Aran Islands in accordance with Department

objectives as outlined earlier. Specifically: to ensure that sustainable communities
continue to live on the islands, and in conjunction with the Department’s policy on
Irish Language, and

e Project Ireland 2040 policy on tourism objectives and regional development.

Timebound

e To cover the period of a new PSO which would start in 2021 and operate for four
years.

Options

2.71 The following options were developed for consideration in this Preliminary Appraisal.

Do Nothing

This assumes that the ownership and operations of Connemara Airport is unchanged-i.e. remains
with GASL.

Department Purchase Connemara Airport

The Department purchases Connemara Airport from GASL for €2,750,000.

Department Fund a New Build Airport
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The new airport would be built in the same area as the current Connemara Airport. The construction
cost is predicted at between €7.8 and €10 million.

Galway Airport as the Mainland Airport

2.72 Galway Airport is
located 7 km east
of Galway. Owned by
Galway County and City
Council it has not
serviced any scheduled
passenger traffic since
October 2011. In
November 2013 it was
announced that the
airport's aviation licence
would cease, closing the
airport. In January 2015
it was announced that
the airport would reopen
for private and
commercial flights, but
as of December 2015 the
airport was "closed for
commercial traffic until
further notice”.

2.73 This is the airport
from where Executive
Helicopters proposed to
run the Aran Islands PSO
service. They achieved
status of preferred
bidder in September
2015. Both Galway and
Connemara Airports had

Figure 9
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been permitted as options in the Department’s Request for Tenders.

2.74 Island residents, however, felt very strongly that helicopters were not a suitable mode
of transport. Further, there were concerns that access to and from Galway Airport would be
problematic for island residents travelling to and from the mainland. Connemara Airport is
8 km from Ros an Mhil ferry port, allowing customers easy access to a boat when bad
weather forces flight cancellations. However, Galway airport and Ros an Mhil are more
than an hour apart, with frequent congestion en route. Island residents also considered
that the bulk of the Aran Islands cultural and social connections are to Connemara rather
than the other side of Galway.
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2.75 When the tender was re-advertised in April 2016, it was stipulated that the service
would have to operate from Connemara Airport. It is therefore felt unlikely that Galway
Airport will be considered an acceptable alternative in the short term. Further, it is
understood that Galway Airport’s owner does not appear to have an appetite to re-open it
commercially.

Shannon Airport as the Mainland Airport

2.76 Shannon Airport is located in County Clare, lying halfway between Ennis and Limerick.
The Airport lies 85 km from Galway (approx. 1.5 hours driving time) and 130 km (nearly 2
hours driving time) from Ros an Mhil Harbour. It is the fifth busiest airport on the island

of Ireland, with 1.86 million passengers in 2018.

2.77 The Airport could be considered as the base for island flights, as it is only a 20-minute

flight from the Aran Islands. It also provides significant onward flight connections. Further,
this option would build upon an existing airport with fixed costs that are essentially already
covered.

2.78 However, the drawbacks highlighted for Galway Airport would be much greater here in
terms of the lack of established social, cultural and other connections between the Aran
Islands and the area around Shannon Airport. There would also be a considerable distance
to be travelled to catch a ferry to the Aran Islands if the air service was not operating and
vice versa. While consideration may be given to developing links to with Shannon Airport in
the future, it is very likely that a proposal to use Shannon as the mainland airport, on a long
term basis, would face significant opposition from island residents.

2.79 Second, the additional flying time, mutatis mutandis, would increase the air service
subsidy. Third, many of the business passengers using the current service (reported in the
EY report as including healthcare, education and private businesses) would find it much less
attractive than using the ferry options, as the time advantage of air over ferry would be lost.

Pivoting Towards Increased Ferry Services vis a vis Air Services

2.80 The EY report considered this option in some depth and essentially rejected it from a
range of perspectives:

e Areduced air service (as one option) would not reduce its costs proportionately
because of the high fixed costs in aviation.

e Stakeholder consultations underscored the importance of the air service not only for
island residents but also enabling service delivery (often using mainland staff)

e Air services were perceived as allowing island residents to overcome some of the
perceived challenges of island living and contributing towards enhanced quality of
life and were considered central in delivering more sustainable island communities
and countering depopulation.

e Relying on ferries would inevitably entail a reduction in travel option frequencies.
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3. Detailed Appraisal

Decision on Detailed Appraisal

3.1 Based on the Preliminary Appraisal we conclude that there is sufficient rationale for the
State’s intervention to proceed to the detailed appraisal stage. This reflects the:

e Vital role of the air services, which is recognised through the PSO designation.
e Effect of the operation and ownership of Connemara Airport on the cost
effectiveness of the air service PSO.

3.2 This is in a context where the initial costs of the options is not very onerous, with none
more than up to €9 million.

Of the initial options, three were not taken forward for the following reasons:
Galway Airport as the Mainland Airport

e Feasibility-Galway airport unlikely to be available for commercial flights.
e Public acceptability-island residents likely to be strongly opposed.

Shannon Airport as the Mainland Airport

e Public acceptability-island residents likely to be strongly opposed, as would some
mainland-based business passengers.

e Increased PSO costs from longer flight times.

e Potentially considerable reduction in passenger benefit due to distances from
current mainland trip ends-including the mainland ferry terminal when the air
service is not able to operate.

Pivoting Towards Increased Ferry Services vis a vis Air Services
e Public acceptability-island residents likely to be strongly opposed, as would some
mainland-based business passengers.
e Previous research (EY report) rejected this option given the scale of disbenefits
compared to continued air service provision.
3.3 This means the options taken forward to detailed appraisal are:
e Do Nothing.

e Department Purchase Connemara Airport.
e Department Fund a New Build Airport.
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Multi-criteria Analysis, Valuation and Potential Revenue Generation and Cost
Savings

3.4 Given the outcome of the initial sift of options — to retain air services from a mainland
airport at or near Connemara, the next step is to examine in more detail the remaining
options, in the context of the outline agreement reached with the owners (GASL) of the
extent airport, to purchase it for €2,750,000. However, for the acquisition to be considered
worthwhile, the net present value of the benefits of the acquisition should exceed the net
present value of the acquisition costs. This also applies to the option to build a new facility
rather than simply ‘do nothing’.

3.5 The first step is to examine the three remaining options using multi criteria analysis;
then to examine the comparative valuation of each in the context of future expected cost
growth, under the assumption that it is taken over by the Department, using a tailored
Discounted Cashflow Model. This is then compared to projected subsidy growth under the
assumption it is not. The gap in present value which emerges between these two
predictions contributes to the economic rationale of acquiring the airport.

3.6 The costs and revenue assumptions used have been framed in accordance with the

prudence principle. That is, potential upsides should be estimated at their lower bounds,
and downsides at their upper bounds.
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4. Multi Criteria (MCA) Analysis

4.1 The objectives outlined in the SMART criteria analysis are restated below, as they will
form the basis of the MCA:

e Facilitate competitive tender process for PSO service.

e Achieve a lower subsidy for the PSO and airport operation than at present.

e Secure long term PSO contract expediently; securing future service.

e Achieve quality and convenience for island residents to support ‘sustainable
communities’.

e Facilitate tourism journeys and access.

4.2 Explanation of weights and scorings:

e Scorings based on above analysis, can be briefly summarized below each table —
weights is a value assessment of strategic objectives and must be explained here

e All scores are out of 100.

e The weighting for each category is based on relative importance; these sum to 100.

e Hence there is a maxim total weighted score of 10,000 where the higher the score an
option achieves, the better it is considered to be.

Do nothing baseline

Criterion Scoring range Weighting Weighted

score

Facilitate 0-100 25 20 500
competitive tender
process for PSO
service.

Require lower 0-100 25 50 1250
subsidy than
current
arrangements
Secure long term 0-100 20 5 100
competitive PSO
contract
expediently;
securing future
service

Achieve qualityand | 0-100 20 75 1500
convenience for
island residents to
support ‘sustainable
communities’
Facilitate tourism 0-100 10 50 500
journeys and access
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4.3 The main points to note for the do-nothing option are:

e It does not incur an initial upfront capital or purchase cost.

e Such initial savings have the potential to be offset by increased operating costs.

e To compete effectively any new PSO tender must provide their own reasonable
alternative site; placing great strain on the bidder.

e Airstrip currently well located to meet the travel need of island residents.

Total score: 3,750

Airport Acquisition

Criterion Scoring range Weighting Weighted score
Facilitate 0-100 25 80 2000
competitive

tender process
for PSO service.
Require lower 0-100 25 70 1750
subsidy than
current
arrangements
Secure long 0-100 20 75 1500
term
competitive
PSO contract
expediently;
securing future
service
Achieve quality | 0-100 20 80 1600
and
convenience for
island residents
to support
‘sustainable
communities’
Facilitate 0-100 10 60 600
tourism
journeys and
access

4.4 The main points to note for the option of the Department’s ownership of the airport are:

e Strategic asset ownership offer the opportunity for greater competition for the PSO
contract.

e Potential to grow revenue and create resource savings on both airport operation and
PSO contract.
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e Higher relative set up costs than do nothing, but lower than the new build option.
e Asset ready to buy and already operational; winning bidder could move in quickly.
e Island residents’ preference for location, minimal disruption to their present travel.
e Current PSO terms related issues still need addressing.

Total Score: 6,450

New build Airport

Criterion Scoring range Weighting Weighted score
Facilitate 0-100 25 90 2250
competitive

tender process
for PSO service.

Require lower 0-100 25 20 500
subsidy than
current
arrangements

Secure long 0-100 20 5 100
term
competitive
PSO contract
expediently;
securing future
service

Achieve quality | 0-100 20 70 1400
and
convenience for
island residents
to support
‘sustainable
communities’

Facilitate 0-100 10 75 750
tourism
journeys and
access

4.5 The main points to note for the new build airport option are:

e |Initial build cost offsets potential operating savings.
e Long lead time to be ready — Probably 5 years.

Total Score: 5000

4.6 On the basis of the above ‘acquisition’ is the first ranked option, followed by ‘new build’,
with ‘doing nothing’ being the least favourable of the remaining options.
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5. Financial Appraisal

5.1 The following elements are included in the financial appraisal, which is designed to sit
alongside the objective driven MCA.

e Cost savings arising from competitive PSO tendering.

e The value of cost savings in the airport operation and thus in the airport subsidy
payments.

e The value of revenue growth opportunities.

e The effects of risk factors.

Financial Modelling Process

5.2 To analyse the financial case for the purchase of Connemara Airport, Northpoint have
developed a discounted cash flow model for the Department capable of representing Value
for Money in terms of a valuation based on a 20-year horizon. The model has also been used
to examine sensitivities associated with the different input assumptions associated with the
acquisition in the form of Base, Optimistic and Conservative scenarios.

5.3 The latter reflects a forward view of what would happen if the airport was not acquired
and subjected to pro-active management of the airfield and PSO processes to secure greater
competition value than hitherto; the Base Case what might happen if the airport came
under public ownership with no other interventions and the Optimistic scenario makes
provision for a number of positive interventions in terms of revenue generation and cost
management, especially in relation to the PSO processes and capital funding.

5.4 Based on the results of the foregoing, it was not decided to run a fourth scenario
examining a new build facility through the model for the following reasons:

e The underlying costs associated with the development of an alternative new airport
have conservatively been estimated by Mitchell McDermott (see Appendix 1) as
nearly three times the cost of acquisition of the existing facility, and that does not
include buying and preparing a new site, assuming the existing site stays in private
ownership.

e Finding, acquiring, securing planning approval for and building a new airport, would
conservatively take 3-4 years and more likely closer to five. This would delay the
arrival of many of the upside benefits associated with acquisition of the existing
facility, creating additional financial disadvantages.

e The continued existence of a potential competitor airport would potentially limit any
upside revenue generation and indeed could potentially threaten access to PSO
subsidies which are essential to its operation (i.e. the risk profile would be much
higher).
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5.5 Overall, whilst the sensitivity test run on the Acquisition option suggest that under the
most optimistic upside scenario there could potentially be a positive valuation for a new
build option, it is likely to be marginal and depend on a lot of positive factors all coming
together. This represents a much higher level of risk to a successful outcome than the
acquisition route.

5.6 As indicated above, for the purpose of this financial appraisal three scenarios have been

examined, however the model is also ideally suited to examine a range of other options and

sensitivities if required. The model is capable, for example of looking at the new build option
if required.

Key Modelling Parameters

5.7 The ‘handbook’, which accompanies the model, sets out the full range of modelling
inputs that can be changed to reflect different assumptions associated with different
scenarios or to examine the impact of some key parameters such as those in Box 3 below.

Box 3: Key Definitions

Discount Rate

This is a discount placed on each subsequent year to account for the opportunity cost of capital
(return of equivalent investments such as Gilts) and the inherent risk as projections extend further
into the future. The model uses a basic discount rate (the one adjusted here) with standard
manipulations for each section of the model.

Subsidy Growth Rate

This is the estimated annual growth rate of the subsidy paid to the Airport owner if it remained in
private ownership. This is used to account for the savings made by bringing Connemara under public
ownership.

CapEx and ldiosyncratic Subsidies

This element is used to account for subsidies that would have been paid to the airport in order to
cover the idiosyncratic costs (Capex). It is likely the Capex expenditures will be above those currently
accounted for with subsidies. This reflects the heightened standard required to coordinate the asset
post-acquisition.

5.8 In the core scenarios we have examined (and clearly there are many other potential
variations, each assumption differs; the scale of the impact this has on final valuation
(present value) relative to the Base case is discussed in the ‘sensitivities’ section of this
report. In this section, the focus is on reporting the overall comparative valuation figure for
each scenario, which takes the form of the “Total Present Value (Direct and Indirect)” as
found at the top of the summary model outputs presented below

Comparison of Scenarios

5.9 For each of the three options a summary sheet has been provided. This contains the key
financial outputs of Northpoint’s model. Each output will be explained in the order they
appear:
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Total Present Value (Direct and Indirect):

The value of the airport to the Department, considering both the direct (cashflows) and indirect
(synergies with existing goals) benefits.

Present Value of Decision to Purchase

This is the Total present value subtracted by the cost of the purchase (2,750,000). This is the final
output of the model. If this is positive it indicates a recommendation for the purchase. [All three
scenarios run show this figure to be positive and thus the model’s recommendation to purchase
should be considered ‘robust’]

Subtotals

This section aggregates the final outputs of each part of the model and sums them into direct and
indirect sections. Indirect benefit is a valuation of the catalytic abilities of the purchase to empower
the Department and the people of the Aran isles. Direct benefits are the benefits to the

Departments bottom-line accruing directly from owning the airport rather than subsidising it.

Present Value of Subsidy Savings

This subsidy will become void once the asset is taken into public ownership. However, it remains
represented as an additional source of revenue, since this is the simplest way to model savings on

the subsidy otherwise expended by the Department.

Base Case
Total Present Value (Direct and Indirect) : € 8,725,190
Purchase Cost: £ 2,750,000
|Pre~.aent Value of Decision to Purchase: | € 5,975,190 |

Subtotals Annuity Equivalent Present Value
Indirect Benefits

Total Indirect Benefit of Airport Purchase : 59,167 £ 1,183,333
Total Indirect Cost of Airport Purchase : - 3 -
Total Compeitive PSO Tender : 40,474 £ 809,487
Total Indirect Benefits : 99,641 £ 1,992,820
Direct Benefits

Implied Enterprise Value: 454,064 - 9,081,289
Present Value of Subsidy Savings: 790,683 3 15,813,659
Total Direct Benefits : 336,618 £ 6,732,360



Conservative Case

Total Present Value (Direct and Indirect) : € 3,701,659
Purchase Cost: £ 2,750,000

|Present Value of Decision to Purchase: _

Subtotals Annuity Equivalent Present Value

Indirect Benefits

Total Indirect Benefit of Airport Purchase : £ 58,590 £ 1,065,268
Total Indirect Cost of Airport Purchase : £ - £

Total Compeitive PSO Tender : € - £

Total Indirect Benefits : £ 58,550 3 1,065,268
Direct Benefits

Implied Enterprise Value: -£ 354,747 £ 10,086,317
Present Value of Subsidy Savings: € 699,749 £ 12,722,705
Total Direct Benefits : £ 145,002 3 2,636,391

Optimistic Case

Summary
Total Present Value (Direct and Indirect) : € 21,026,754
Purchase Cost: £ 2,750,000

| Present Value of Decision to Purchase: _

Subtotals Annuity Equivalent Present Value
Indirect Benefits

Total Indirect Benefit of Airport Purchase : £ 61,000 £ 1,525,000
Total Indirect Cost of Airport Purchase : £ - £ -
Total Compeitive PSO Tender : £ 85,112 £ 2,127,797
Total Indirect Benefits : £ 146,112 £ 3,652,797
Direct Benefits

Implied Enterprise Value: -£ 309,741 -£ 7,743,515
Present Value of Subsidy Savings: £ 1,004,699 £ 25,117,472
Total Direct Benefits : £ 694,358 £ 17,373,957
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Understanding the Results

5.10 The foregoing suggests that:

e there is a positive case for acquisition under the Base Case;

e ‘doing nothing’ means higher input costs in the form of PSO subsidy for much lower
outputs benefits; and

e there is a substantial upside under Optimistic scenario assumptions relative the Base
case.

5.11 If, however, we dig slightly deeper into the model outputs this reveals that four areas
are pivotal in determining the viability the Connemara purchase.

Borrowing cost of the Department

Scenario analysis considers a range between 4% and 5.5%. Whilst not affecting the annual nominal
income produced by the transaction. This is valuable in comparing whether a relatively small annual
income can justify the large upfront cost of purchase. This accounts for ~€4.5 million in variation.

Expected growth in existing subsidy costs

Scenario analysis considers a range between 1.5% and 2.5%. Under current trends, the subsidy
running the airport has been growing by 6% per year, however this is the result of successful short-
term renegotiation, we would not expect the subsidy to continue growing at this rate indefinitely. If
it were to continue at this rate it would only serve to increase the justification for the purchase. The
range stated reflects the difficulty in finding a sustainable occupier against the otherwise meagre
general cost growth of 1% seen economy-wide. This accounts for ~€3.9 million in variation.

Increase the landing fee at Connemara

Scenario analysis considers a range between 90% and 3% over the first 3 years. The potential for
increases in the landing fee at Connemara following the separation of control between the airline
and the airport (currently both controlled by Aer Arann Islands). The current landing fee is believed
to be unusually low as a result of the conflict in interests of raising it to market rates. Once this
conflict is removed the airport should be able to increase charges. This accounts for ~€1.3 million in
variation.

Savings from a renegotiation of the PSO

Scenario analysis considers a range between €0 and circa €130K total savings over the first 10 years,
in various growth patterns. Northpoint believe that, the Department currently holds a poor
negotiating position due to the vertical and horizontal market power held by Aer Arann Islands. With
the separation in ownership of the Airport and Air Service, the Department will be able to hold a
more competitive tender for the PSO, reducing its cost. Changes in the estimation of this potential
account for ~€1.7 million of variation in value.

39



6. Sensitivity Testing - Multi Criteria Analysis and Financial Appraisal

6.1 If we look first at the MCA, the scoring of the three options means the relative ranking is
fairly robust, with the following being the key objectives which differentiate them:

e Facilitate competitive tender process for PSO service.

e Require lower subsidy than current arrangements

e Secure long term competitive PSO contract expediently, securing the future of the
service

6.2 When we look at the financial modelling in more detail, we can derive Table 13, which
sets out the individual effects of each assumption variation. It is important to point out that
the output variations shown do not sum exactly to the total variation between scenarios
due to compounding effects.

Table 13
Assumptions Base Case Conservative  Effect on Value Optimistic Effect on Value
(Euros 1000s) (Euros 1000s)
5% 5.5% -1,083 4% 3,366
2% 1.5% -1,704 2.5% 2,184
0.5% 0% -120.9 1% 126.7
25% - 15%- 5% 1% -1% - 1% -635.8 40% - 25% - 15% 654.8
(1% Thereafter)
16,100 Euros per Anum 0 -351.6 32,200 351.6
2% (First 5 years) — 2.5%-1.5% -173.7 1% - 1% 875.0
1.5% (Thereafter)
150k (Year 1) — 200k — 125k -298.7 99k — 99k 232.7
110k (Thereafter)

18k 36k -518.6 Ok 518.5

PSO Tender Savings 40k initial + 1% each 0k-0% -0 -809.5 60k - 1.5% - 10 909.4
_ ey 0 B TS years years
1% (In line with inflation expectations)

Revenue Growth
30% on Audits, I.T and Telephone costs (Due to synergies with Department administration)

Savings
Savings on Directors Emoluments (40k per Anum)
Marketing Synergies with Wild Atlantic Way Initiative (5k per Year) — Certainty of future service

Assumptions (20k per year) — Transparency and reduced monitoring costs (30k per Anum)

6.3 This analysis highlights that the following are the input assumptions which make the
biggest difference to the outputs under different scenarios.

e Discount Rate

e Subsidy Growth Rate
e Landing Fee Growth
e Wage Growth

e PSO Tender Savings

40



6.4 Of these the first two are difficult to influence positively, but that latter three are and
we consider below how this might be done.

Revenue Growth Opportunities

6.5 There are several areas of opportunities for increasing revenue growth; these include:

e introduction of car park charges with heavy discounts for Islanders,
e higher airport charges,

e the ground transport to Galway city charging more;

e new tenants and diversified activity (eg

GA and Rotary potential;

flight training;

parachute jumping;

Sightseeing flights to cliffs of Moher

Links to Shannon Airport and other regional airstrips.

o O O O O

6.6 The third Islander (currently mothballed) will likely be brought back into service once
current uncertainties are resolved.

6.7 In addition, there may be scope to let office space at the airport — see Figures 10 and 11.

Figure 10
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Figure 11
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6.8 Estimated rental levels for fitted out space would be in the 10-15 per sq. foot euros
range (vs €15-18 on outskirts of Galway and 30 per sq. foot in the centre). Additional hangar
space might realise €6-8 sq. ft.
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Managing Asset-Specific risks
6.9 Several cost risks, of uncertain nature and timing, accompany the ownership and
operation of the airport present, which are an important factor to consider. These largely

fall into two categories:

Maintenance required to keep the airport operational

6.10 Expected future expenditures are described below, where timing is not certain, and are
not expressed well in the existing airport financial literature, except for a €99,000 annual
contribution to a provision, these will be of consideration if the Department owns the
airport.

6.11 It should be noted that these risks are tempered by the fact that future necessary
maintenance and upgrade would likely find their way into future tender subsidy requests to
continue providing the airport as a base for the PSO air service, and hence would be present
under the no change base scenario. That is to say, prima facie, they are not material to the
project’s valuation.

6.12 The runway is constructed on soft, marshy land and hence is subject to subsidence.
Due to this, in order to maintain safe operation, it must be periodically resurfaced and filled.
This occurs every 5-10 years and by the airport’s estimates costs in the region of €150,000.
(This will naturally depend on the severity of the deterioration.)

6.13 The airport’s location next to the sea means that metal structures suffer from salt-
water corrosion and deteriorate far faster than they would further inland. Hangar repair is
thought to cost €200,000 and is required every five years (although effective preservation
tactics may lengthen this).

6.14 A temporary Avgas (light aircraft fuel) tank is in place whilst the primary tank awaits
refurbishment. This has not yet been undertaken but is expected to cost in excess of
€10,000.

6.15 Runway edges. Currently the area designated for aircraft runoff (at the boundaries of
the runway in case an aircraft veers off/fails to stop) are rougher than those desired by the
Irish Aviation Authority. Although they are currently deemed acceptable, this could need
future work.

6.16 Drainage ditches in and around the car park require periodic clearing to prevent
flooding.

6.17 Road and ownership obligations — the access road to the airport sits elevated above
boggy ground and is narrow with limited passing points. This is expected to be challenging
to maintain. At present Galway Council maintains this entire stretch of road, and it is not
apparent clear where the airport’s road responsibility begins; and there is a risk that in the
future maintenance responsibilities could be passed on to owners.
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6.18 The car parking area is a gravel sort, while the perimeter fencing is an agricultural type.
While there is no current suggestion that either are inadequate or need upgrading at this
time, neither is permanent and both will require periodic replacing.

6.19 One advantage of airport acquisition is that the Department may reduce the perceived
variability of the costs associated with these repairs, as they will be managing the decisions
around them directly, rather than underwriting the investment decisions of the private
operator which feed through into subsidy costs. There may also be cost synergies in the
Department’s current contract to manage the island airfields and Connemara airport

Risks relating directly to changes in organisational structure
6.20 A change in ownership could lead to some additional risks, as follows;

e At present there is a harmonious relationship between the staff of the airline and the
staff at the airport. These likely stems largely from their previous unification as one
organisation. Practically, this means that staff who currently work for the airline will
often help out with ground work and vice versa. While it should be noted that, from our
discussions, the overwhelming attitude of staff we have gauged is not to be adverse to
the change in ownership (something which might otherwise present significant
management challenges), once the Air service operator and airport are fully separated,
it is likely that airline employees ability to assist with airport operation; it is not unlikely
that this will result in staff duplication with associated cost rises.

e Current temporary situations, and cost bases are currently stretched by the single
operator (i.e. prolonged holding out to replace ageing fuel storage, fire trucks, etc.).
Addressing this may lead to replacement costs being brought forward, and schedules
becoming more frequent. Mitigation of this risk will rest on an effective airport
management strategy from within the Department.

e The jobs of existing employees are expected to be protected under the EU’s TUPE
framework.

Cost savings and efficiency improvements following acquisition
6.21 The key drivers of this valuation are:
e Continued growth in airport subsidies if there is no change in ownership, which we
assume conservatively at 1%.

e Elimination of profit and management emoluments relevant to private ownership.
e Elimination of taxes on profit of private operation.

6.22 The Discounted Cash Flow projections of cost changes under acquisition are
constructed through the following assumptions:
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Cost savings under acquisition21

e Synergies with the Department of administration and accounting saving 30% on the
current levels of expenditure on these items-saving of €4,320 per annum.

e Elimination of director’s emoluments (of €40,000) and corporate pre-tax profit
(€69,450).

Cost increases under acquisition

e Aninitial above inflation increase in wage costs of ~5% to account for disruption plus
employment of an additional 0.5 FTE staff member for €37,950 pro rata in the Base
Case and 1 FTE in the Optimistic Case, to account for loss in synergies with airline
operation. These rises were reflected in an increase of 19.65% in pension and social
insurance costs.

e Increase in the replacement and maintenance rate of airport infrastructure by 20%-
effectively moving from a five-year to a four-year maintenance/overhaul cycle; an
annual expenditure increase in ~ €19,000 in this area.

7. Overall Summary and Conclusions

7.1 In our base case scenario, the purchase of Connemara Airport is worth €8,725,190. This
is €5,975,190 more than the cost of the purchase (€2,750,000). The greatest part of this
value comes from the savings made on the subsidy currently being paid to support the run
way. This subsidy is worth 74.1% more than the cost of running the airport for the
Department. The benefit of this (worth €6,732,369) is the equivalent of €336,618 a year for
the Department.

7.2 In addition, the airport will accrue indirect benefits for the Department via synergies
such as strengthened position in renegotiating the PSO contract with Aer Arann for its air
service from Connemara (estimated to be worth €809,487).

7.3 By comparison under the Conservative and Optimistic scenarios the respective headline
comparative figures are £959,000 and £18.276m.

7.4 We have also examined a number of areas which offer scope for additional revenue
generation, improved risk management and possible cost savings. Taken together, if
properly and robustly implemented, these should help to ensure the Base Case valuation is
a reasonable one, or that there is some upside to the present value of the current airport
subsidisation arrangement in the order of €5.975m as a result of acquisition.

21 .
These are captured as cost savings per annum
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8. Recommendations to Sanctioning Authority

The overview of the airport implies that the air service lies out of the report’s purview
except in the sense that the air operator’s health, and activity level, directly affects the
financial health of the airport. It would seem prudent once the airport is secured and in
preparation for the new tender round that a review of possibilities and tender
specifications for an upcoming Aran Island Air PSO is undertaken potentially supported by
some benchmarking and best practice investigations. This report author’s offer some
suggestions, based upon their superficial review of the air service:

1. Optimise response to demand fluctuations (seasonality swings and special events)

2. Better incentivise operator with reward for traffic and/or revenue growth. Legal advice
may of course be resistant to this, and creative solutions may need to be found.

3. Improve (and likely better resource) route marketing for the air service; assuming there
is capacity availability to meet any increases in patronage.

4. Increase average fare revenue on the route by being more specific on fares offered,
bearing in mind the competitive pressure provided by the ferries.

5. Track airfreight revenue and note if prices or revenues could be increased in such a way
that they are a significant factor in the revenue stream.

6. Consider flight bank; cancelled flight re-use; refined seasonality in timetable to squeeze
more productivity out of the aircraft and crew assets. The current specification of one
aircraft with one available in short order in essence has meant that a second aircraft
does very little or shares low utilisation with the first aircraft. A more demanding
timetable in the summer and winter reserved for deep engineering checks might provide
a model. Shetland has only two Islander aircraft and their annual operational model
may provide some insights.

7. Signal to market openness for new operator/fair competition in PSO marketing e.g. offer
site visits before tender is published.

8. Refine a set of detailed Operator Report Key Performance indicators (KPIs) for the
tender specification (reporting obligations) which will inform periodic meetings between
operator and route sponsor with a view to continual improvement.
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