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January 3, 2006
Mr. Dennis DeVany & 

Mr. Kevin Schlemmer
EAS & Domestic Analysis Division, X-53
Office of Aviation Analysis, Room 6401

U.S. Department of Transportation

400 Seventh Street, S.W.

Washington, DC   20590

RE:  Proposal to Provide Essential Air Service at Merced, California, Docket 1998-3521 

Dear Misters DeVany & Schlemmer:

Scenic Airlines is pleased to provide you with our proposal for continued air service under the Essential Air Service program in Merced, California.  
Our proposal offers 14 roundtrip flights  per week between Merced and North Las Vegas for a period of 2 years for a total subsidy requirement of $696,788 per year.  Flight service will be operated in a Beechcraft 1900, a pressurized turboprop aircraft with 19 seats.  
Although this proposal represents an increase of $51,037 or 8% over the expiring subsidy, the increase in the cost of fuel today over fuel cost estimates from two years ago is substantially more than the total increase in subsidy requirement. The fuel estimate for this bid is $562,392 compared to $298,954 from our previous bid, an 88% increase.  The fact that the fuel cost alone is driving the increase in subsidy demonstrates the continued strength of market performance by Scenic. Our revenue production continues to improve because of our responsible rise in ticket fares while maintaining passenger production.  Stated in a different way, if fuel cost had remained the same as 2003, we would be providing the DOT with another significant subsidy reduction for this service. However, even with elevated fuel costs, this bid still represents a savings of 26% on the initial EAS subsidy rates that we were awarded when originally receiving the contract in 2001. 
During the last four years, Scenic has also achieved several other noteworthy accomplishments. Since 2001, we have increased passenger enplanements by 124%.  Prior to Scenic, the average annual enplanements for origin and destination passengers reached only 7,600. Over the past 12 months Scenic will have carried approximately 17,000 O&D passenger enplanements for this market.  
In spite of modest fare increases over the past two years, our fare structure remains very competitive for the industry. We offer reasonable low fares in the face of extreme fuel prices even as we continue to provide free transportation to the Las Vegas hotels and McCarran International Airport. Our complimentary service saves our Merced clients approximately $20-$50 in taxi cab fare, the majority of our customers do not connect for continued flight service from Las Vegas.    
Over the last four years, we have contributed over $600,000 to local businesses for services included in our Yosemite National Park Tour package. Scenic continues to support the community of Merced by contracting with local operators only.

Scenic has improved reliability of our flight service by acquiring several additional Beechcraft 1900 aircraft to better support our scheduled service system but in particular, our keystone, Merced. As Scenic does not have a large scheduled service network, this was a substantial investment for our company.    
Scenic Airlines is further committed to supporting and expanding the opportunities and growth of the Merced Airport by offering new service from Merced to Reno, Nevada in 2006. Scenic is working very closely with the city managers and airport director to develop this new market and promote expansion. We believe that the City of Merced is anxious to continue to work with Scenic and recent meetings with the community have echoed this sentiment.
Although Scenic is seeking support for an increase in subsidy, our long term goal remains to develop any subsidized market in which we operate to a point of being self-sufficient. Our intentions are clear from our past accomplishments. Our goal is that the expansion of other flight service to Reno enables us to offer significant reductions to the subsidy requirement in the future. Scenic maintains competitive fares, offers complimentary services, builds strong customer markets, seeks growth and expansion and reduces subsidies when possible.  

We are eager to continue serving Merced and look forward to answering any questions you may have.

Sincerely,

Chad Dixon

President

Enclosures

