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	        Order 2006-3-28

	Served: March 31, 2006





         UNITED STATES OF AMERICA

   DEPARTMENT OF TRANSPORTATION

           OFFICE OF THE SECRETARY

                  WASHINGTON, D.C.

Issued by the Department of Transportation

	on the 28th day of , 2006


	Essential Air Service at

MERCED, CALIFORNIA
Under 49 U.S.C. 41731 et seq.
	Docket OST-1998-3521



ORDER SELECTING CARRIER
Summary

By this order, we are selecting Scenic Airlines (Scenic) to provide essential air service (EAS) with 19-passenger Beechcraft 1900 aircraft at Merced, California, for two years beginning April 1, 2006.  The annual subsidy rate will be set at $696,788. 

Background
By Order 2004-3-6, issued March 9, 2004, the Department selected Eagle Canyon Airlines, Inc. d/b/a Scenic Airlines to provide subsidized EAS at Merced for a two-year period.  That order established a subsidy of $645,751 per year for service consisting of 14 nonstop round trips each week to North Las Vegas with 19-seat Beech 1900.  The carrier's contract expires March 31, 2006.
In anticipation of the end of the rate term, the Department issued Order 2005-11-20 on December 2, 2005, to solicit proposals to provide efficient essential air service, with subsidy support if necessary, at Merced for a new, two-year period. 
Proposals

The Department received a total of four service options in response to its solicitation.  Scenic submitted a proposal with one option.  Mesa Air Group Inc. d/b/a Air Midwest Inc., intending to operate under its code-share agreement with America West, proposed three options.  These proposals are summarized below.  Each carrier’s proposal may be accessed online through the Department’s Dockets Management System at:  http://dms.dot.gov/ by doing a “simple search” on docket number 3521.

Scenic
Scenic submitted a proposal to continue to provide 14 round trips per week to North Las Vegas with 19-passenger Beech 1900 aircraft for annual subsidy of $696,788, the same level of service that it has provided for the last two years.
Mesa Air Group d/b/a Air Midwest
Air Midwest submitted three options, all utilizing 19-passenger Beech 1900D aircraft and serving Las Vegas McCarran International Airport as America West Express.  Air Midwest’s first option offers 12 nonstop round trips per week (2 round trips Monday through Friday and 1 round trip each on Saturday and Sunday) for an annual subsidy of $725,490.  Air Midwest’s second option is 14 nonstop round trips per week (2 round trips daily) for $867,077 per year.  Air Midwest’s third option was made contingent on the Department’s selecting Mesa to provide EAS service at Cedar City, Utah.  Subsequent to Air Midwest’s submission of this proposal, the Department did, in fact, select Air Midwest to provide EAS at Cedar City, so we will consider this option.  It proposes three nonstop round trips to Las Vegas on Monday, Friday, and Sunday; two round trips on Tuesday, Wednesday, and Thursday, and one round trip on Saturday for an annual subsidy of $999,993.
Community Comments

We received community comments from the Mayor of Merced.  The Mayor stated that the unanimous decision of the Merced City Council was to recommend Scenic to receive the EAS selection.
Decision on Carrier Selection
After a thorough review of the carriers’ proposals and the communities’ comments, we have decided to select Scenic’s proposal.  The carrier’s proposed service and subsidy levels are reasonable, and the carrier’s service here and at its other subsidized EAS communities continues to be satisfactory.

In selecting a carrier to provide subsidized essential air service, 49 U.S.C. 41733(c)(1) directs us to consider four factors: (a) scheduled service reliability; (b) contractual and marketing arrangements with a larger carrier to ensure service beyond the hub; (c) interline arrangements that the applicant has made with a larger carrier at the hub; and (d) community views, giving substantial weight to the views of the elected officials representing the users.  In addition, the Transportation, Treasury, Housing and Urban Development, the Judiciary, the District of Columbia, and Independent Agencies Appropriations Act, 2006, Public Law 109-115, provides that when selecting a carrier to provide EAS, the Department may consider the relative subsidy requirements, codifying a factor that we have considered since the inception of the program.
The decision here is straightforward; Scenic’s proposal requires less subsidy than all of Air Midwest’s options, and Scenic has the full support of the community.  We fully acknowledge that Air Midwest would provide far more connecting opportunities and that the service would be provided under a code-share arrangement with America West, both of which are carrier-selection criteria.  The community is aware of these facts, and fully supports Scenic nonetheless.  In addition, though not decisional, we note that traffic levels have steadily increased since Scenic began service in February 2002.  During 2000, the last full calendar year before the terrorist attacks, Merced generated a total of 9,667 passengers on three round trips a day with 30-seat aircraft by a code-share carrier.  Appendix B shows that passenger levels have increased to 17,041, an average of 12 passengers per flight or a 63 percent load factor.
We shall make this selection at Merced contingent upon the Department’s receiving properly executed certifications from Scenic Airlines, that it is in compliance with the Department’s regulations regarding drug-free workplaces and nondiscrimination, as well as the regulations governing lobbying activities.

Carrier Fitness

49 U.S.C. 41737(b) and 41738 require that we find an air carrier fit, willing, and able to provide reliable service before we may subsidize it to provide essential air service.  We last found Scenic Airlines fit by Order 2004-3-6, March 9, 2004, in connection with its last essential air service award at Merced, California.  Since that time, no information has come to our attention that would lead us to question the carrier’s ability to operate in a reliable manner.  The FAA has advised us that the carrier is conducting its operations in accordance with its regulations, and knows of no reason why we should not find that Scenic is fit.  Based on the above, we find that Scenic is fit to provide the essential air transportation at issue in this case.
This order is issued under authority delegated in 49 CFR 1.56a(f).

ACCORDINGLY,

1. The Department selects Scenic Airlines, as described in Appendix C, page 1, from April 1, 2006, through March 31, 2008;
2. The Department sets the final subsidy rates for Scenic Airlines for the provision of essential air service at Merced, California, as described in Appendix C, page 1, to be payable as follows: for each calendar month during which essential air service is provided, the amount of compensation shall be subject to the weekly ceilings set forth in Appendix C, page 1, and shall be determined by multiplying the subsidy-eligible flights completed during the month
 to by $519.99
; 
3. We direct Scenic Airlines to retain all books, records, and other source and summary documentation to support claims for payment and to preserve and maintain such documentation in a manner that readily permits the audit and examination by representatives of the Department.  Such documentation shall be retained for seven years or until the Department indicates that the records may be destroyed, whichever is earlier.  Copies of flight logs for aircraft sold or disposed of must be retained.  The carrier may forfeit its compensation for any claim that is not supported under the terms of this order;

4. Docket OST-1998-3521 will remain open until further order of the Department; and

5. We will serve copies of this order on the Mayor and Airport Managers of Merced, California, and Scenic Airlines.
By:

MICHAEL W. REYNOLDS
Acting Assistant Secretary for Aviation

and International Affairs

(SEAL)

An electronic version of this document is available on the World Wide Web at

http://dms.dot.gov
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	Enplaned and Deplaned Passengers at Merced, California
	

	
	
	
	
	
	
	

	
	
	
	Avg Passengers 
	
	
	

	
	Year-End
	Totals
	Per Day
	
	
	

	
	2000
	9,667
	26.5
	
	
	

	
	
	
	
	
	
	

	
	2001
	6,795
	18.6
	
	
	

	
	
	
	
	
	
	

	
	2002
	15,050
	41.2
	
	
	

	
	
	
	
	
	
	

	
	2003
	15,141
	41.5
	
	
	

	
	
	
	
	
	
	

	
	2004
	16,589
	45.4
	
	
	

	
	
	
	
	
	
	

	
	2005
	17,041
	46.7
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


	Scenic Airlines Essential Air Service at Merced, CA, Docket OST-1998-3521
	

	Based on a 2 year contract 2006-2008 - Subsidy requirement per year
	

	BEECHCRAFT 1900 PROPOSAL
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	Flight Hours
	
	
	
	1,926

	
	
	
	
	

	
	
	One Way Pax
	Fare
	

	MCE-LAS-MCE
	
	14,355
	 $          103.23 
	 $         1,481,867 

	Tours less package expenses
	
	2,558
	 $          102.00 
	 $            260,916 

	Other Revenue
	
	
	
	 $                      -   

	Total Revenue
	
	
	
	 $         1,742,783 

	
	
	
	
	

	Aircraft Lease (92% Utlization)
	
	
	
	 $            325,912 

	Hull Insurance
	
	
	
	 $              45,000 

	Pax and Liability Insurance
	
	
	
	 $              99,296 

	   Total Fixed Expense
	
	
	
	 $            470,208 

	
	
	
	
	

	Captain Wages
	
	
	
	 $            108,900 

	First Officer Wages
	
	
	
	 $              74,250 

	Mechanic Wages
	
	
	
	 $              52,200 

	Station Agents Wages
	
	
	
	 $              94,500 

	Benefits & Taxes 
	
	
	
	 $              59,373 

	   Total Wages and Benefits
	
	
	
	 $            389,223 

	
	
	
	
	

	Reservations Agents
	
	
	
	 $              35,888 

	CRS - MCE Pax Only
	
	
	
	 $              25,121 

	Passenger Inconvenience
	
	
	
	 $              35,888 

	Commissions
	
	
	
	 $              74,093 

	   Total Rev. and Psgr. Related
	
	
	
	 $            170,990 

	
	
	
	
	

	Counter Rental - MCE 
	
	
	
	 $              33,600 

	Advertising & Promotion
	
	
	
	 $              28,000 

	Landing Fees 
	
	
	
	 $              10,696 

	Misc / Depreciation
	
	
	
	 $              37,615 

	Crew Training 
	
	
	
	 $              49,500 

	   Misc. Operating Expense
	
	
	
	 $            159,411 

	
	
	
	
	

	Fuel
	
	
	
	 $            562,392 

	Airframe & Avionics Parts
	
	
	
	 $            171,414 

	Engine MX & Reserves
	
	
	
	 $            260,010 

	   Variable Directs 
	
	
	
	 $            993,816 

	
	
	
	
	

	TOTAL EXPENSES Before Profit and G&A
	
	
	
	 $         2,183,647 

	G&A at 6.4%
	
	
	
	 $            139,753 

	Profit at 5%
	
	
	
	 $            116,170 

	Total Economic Cost
	
	
	
	 $         2,439,571 

	
	
	
	
	

	Subsidy Requirement
	
	
	
	 $          696,788 


Scenic Airlines
Essential Air Service To Be Provided at Merced, California
	Effective Period:
	Date carrier inaugurates service through March 31, 2008.

	Scheduled Service: 
	14 round trips to North Las Vegas each week

	Intermediate stops and upline service:  
	No service to any intermediate point is contemplated under the terms of the carrier’s proposal; accordingly, no such service may be provided on subsidized flights without prior Department approval.
Points upline from Merced may be served on subsidized flights.

	Aircraft type:  
	Raytheon/Beechcraft B-1900D (19 passenger seats).

	Timing of flights:  
	Flights must be well-timed and well-spaced in order to ensure full compensation.

	Annual compensation:  
	$696,788.
This rate assumes an annual completion factor of 92 percent.  A compensation ceiling is to be applied per calendar week such that service above that ceiling in one week cannot make up for service shortfalls in another week.

	Subsidy Rate per Flight: 
	$519.99
 

	Weekly Compensation Ceiling:
	$14,560
   


Note:
The carrier understands that it may forfeit its compensation for any flights that it does not operate in conformance with the terms and stipulations of the rate order, including the service plan outlined in the order and any other significant elements of the required service, without prior approval.  The carrier understands that an aircraft take-off and landing at its scheduled destination constitutes a completed flight; absent an explanation supporting subsidy eligibility for a flight that has not been completed, such as certain weather cancellations, only completed flights are considered eligible for subsidy.  In addition, if the carrier does not schedule or operate its flights in full conformance with this order for a significant period, it may jeopardize its entire subsidy claim for the period in question.  If the carrier contemplates any such changes beyond the scope of the order during the applicable period of these rates, it must first notify the Office of Aviation Analysis in writing and receive written approval from the Department to be assured of full compensation.  Should circumstances warrant, the Department may locate and select a replacement carrier to provide service on these routes.  The carrier must complete all flights that can be safely operated; flights that overfly points for lack of traffic will not be compensated.  In determining whether subsidy payment for a deviating flight should be adjusted or disallowed, the Department will consider the extent to which the goals of the program are met and the extent of access to the national air transportation system provided to the community.

If the Department unilaterally, either partially or completely, terminates or reduces payments for service or changes service requirements at a specific location provided for under this order, then, at the end of the period for which the Department does make payments in the agreed amounts or at the agreed service levels, the carrier may cease to provide service to that specific location without regard to any requirement for notice of such cessation.  Those adjustments in the levels of subsidy and/or service that are mutually agreed to in writing by the parities to the agreement do not constitute a total or partial reduction or cessation of payment.

Subsidy contracts are subject to, and incorporate by reference, relevant statutes and Department regulations, as they may be amended from time to time.  However, any such statutes, regulations, or amendments thereto shall not operate to controvert the foregoing paragraph.

� Subsidy-eligible departures are defined as each arrival from and departure to the hub from the essential air service point.


�  See Appendix C, page 2, for calculations.


� $696,788 divided by 1340 annual departures as shown in Appendix C.


� 28 flights per week multiplied by $519.99 per flight.
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