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EXECUTIVE SUMMARY

This executive summary is provided to assist interested parties and other readers of the Commission’s
detailed report on its final decision.  It summarises the information considered by the Commission, the
analysis applied, and the Commission’s decision.  The summary neither substitutes for, nor forms any
part, of the Commission’s detailed report.

1 INTRODUCTION

The Minister for Urban Services has requested the Commission to conduct an investigation
into the determination of prices for taxi services within the Australian Capital Territory
(ACT).  The terms of reference establish the tasks to be undertaken by the Commission, and
the matters to which it is to give consideration.  In particular, under the terms of reference
the Commission is required to address:

•  the methodology for determining prices, and to recommend maximum taxi fares for a
two year period from 1 July 2001

•  matters referred to in section 20 of the Independent Competition and Regulatory
Commission Act 1997.

2 STATUTORY REQUIREMENTS AND REGULATED SERVICES

The terms of reference for this review require the Commission to take into account matters
referred to in section 20 of the Act.  In setting maximum prices, the Commission is required
to take into account a wide range of matters.  This ensures that an appropriate balance of
interests is considered, eg both the returns to the service provider and also the protection of
consumers from excessive prices.  The terms of reference identify ‘prices for taxi services
within the Territory’ as the specified regulated service.

PROPOSED MAXIMUM FARES

Recommendation 1 – Maximum fares
The Commission recommends that the average maximum taxi fare be increased by 5.5 per
cent from 1 July 2001.

3 INDUSTRY COSTS AND EFFICIENCIES

The setting of taxi fares in the ACT has relied on the use of a ‘taxi cost’ index.  Developed in
1989, the index has been used since as the basis for determining changes in taxi fares.  ACT
taxi fares have never been rigorously ‘base-lined’ against actual costs; at the introduction of
the taxi index, fares were adjusted on a ‘reasonableness’ basis, and subsequently have been
adjusted using the model.  Canberra Cabs submits that if the existing cost index is applied,
the appropriate fare increase should be 7.81 per cent.  In response to the Commission’s draft
decision, Canberra Cabs has submitted that fares should increase by 13.49 per cent.
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3.1 Appraisal of existing taxi cost index
The Commission has identified deficiencies in the current index model in reflecting typical
taxi industry costs in the ACT:
1. vehicle capital (item 1)

− current costs over-estimate average vehicle depreciation.  Based exclusively on
the costs of new vehicles with a functional life of four years, they ignore the mix
of vehicles in the fleet and the range of years for which each are used

− current costs are understated to the extent that they ignore any interest charges
on vehicle capital (as most owners lease vehicles these are real financial costs)

2. fuel (item 10)

− costs are based on an average vehicle travelling 180,000 km pa, whereas the
current ‘typical’ estimate is 206,000 km pa

− costs are based on LPG consumption of 5.0 km per litre, whereas the current
‘typical’ estimate is 5.5 km per litre

3. tyres, repairs and maintenance (items 11, 12)

− costs are based on 180,000 km pa, whereas the current typical estimate is 206,000
km pa

4. driver labour (item 14)

− costs (including superannuation and workers compensation) are $30,000 -
$35,000 per annum too high relative to actual earnings of ACT taxi drivers

− this item is the largest single contributor to the cost index, representing 55 per
cent of total costs.  Consequently, it has by far the greatest (absolute) divergence
from actual earnings by taxi drivers, with the divergence accounting for 15 – 20
per cent of total costs.

In addition to the above, the current taxi cost index model does not include any allowance
for the opportunity cost relating to the cost of taxi plates.  The Commission notes the
industry’s view that the cost index deliberately excludes any consideration of the return on
plates and that the fares themselves are not designed to provide any investment return.
Although the Commission has some concerns with this position, it has decided that plate
values should not be a determinant of taxi fare levels.

3.2 Development of new costing and pricing model
The Commission has constructed a new costing and pricing model.  Significantly, this model
encompasses a more realistic treatment of labour costs.

The model essentially provides a profit and loss statement for a typical taxi operation in the
ACT, from the perspective of the vehicle owner.  It relates to a single vehicle operating for
206,000 km (7,150 driver hours) per year.  Two sub-models have been developed.  One
assumes the owner drives 55 hours per week and also sub-contracts to bailee drivers 88
hours per week.  The other assumes that bailee drivers cover all hours.  Operations are for 50
weeks per year.  It is assumed that the hourly costs for bailee drivers equate to their current
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average earnings, which are 50 per cent of their gross takings.  The table below provides a
summary of model results based on current fares and January 2001 operating expenses.1

Proposed ACT taxi pricing model

Annual cost – January 2001
Owner-driver

+ bailee drivers
Bailee

drivers only

REVENUES
Gross takings  163,493   163,493

Non-fare income 3,895 3,895
Total Revenue 167,388  167,388

OPERATING EXPENSES
Fixed Costs

Vehicle capital costs 6,732        6,732

Vehicle registration costs 6,757 6,757
Driver licence & medical               183           183
Driver safety levy 420 420
Safety camera 600 600
Comprehensive insurance            4,866        4,866
Demurrage Insurance 300 300
Network fees 11,854 11,854
Uniforms 505 505
Office/miscellaneous expenses 2,205 2,205
Sub total          34,422      34,422

Variable Costs: Non-labour
Fuel 19,700 19,700
Tyres 1,831 1,831
Car washing 1,136 1,136
Repairs and maintenance 17,282 17,282
Sub total 39,949 39,949

Variable Costs: Driver labour
         Driver payments (bailee drivers)          50,306      81,747

Workers compensation insurance (bailee drivers)            1,819        2,920
Illness/accident insurance (owner driver)            1,817 -
Sub total          53,942      84,667

Total Operating Expenses        128,313    159,038

Gross Surplus (Rev-Op Exp)          39,075        8,350

Return on owner-driver labour1          33,156 -
Surplus after return on labour, ie net surplus            5,919        8,350

1.  Based on same earnings rate/hour as bailee drivers.

                                                     
1 Additional details on the calculation of profit and loss figures presented in the table are given in

attachment 4.
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After allowing for a reasonable return on owner-driver labour (equal to the hourly rate
earned by bailee drivers), the owner surplus is about $5,900 - $8,400 per annum.  This
represents a 3.5 – 5.0 per cent margin on total revenues.  Excluding any opportunity cost of
plates, a zero surplus could be obtained if fare revenues were reduced by $11,800 - $16,800
per annum, ie twice the owner surplus figure.  This assumes that the fall in revenue is
brought about through a fall in the average fare level only and that costs/distance travelled
remain unchanged.  Further, it is assumed that bailee driver payments are reduced pro rata.

3.3 Efficiency
The current taxi cost index model is based on the historical costs of a pre-determined set of
inputs, which are adjusted periodically by standard indices.  It thus cannot allow for
changes in efficiency in the use of inputs (eg fuel consumption) or changes in productivity
(eg extent of dead running relative to revenue running).  Conversely, increases in costs
involved to achieve efficiency/productivity gains may be included in the model.

If applied with proper flexibility the proposed model largely overcomes this problem.  The
model is designed to reflect the absolute costs and revenues from a typical taxi operation.
All inputs should be reviewed on a periodic basis, including the assessment of the impacts
on costs and revenues of any changes in efficiency/productivity.  In this way the proposed
model should reflect the absolute costs and revenues for a typical Canberra taxi operation,
including any efficiency/productivity changes.

4 PRICING AND CONSUMER PROTECTION

The protection of consumers from abuse of monopoly power through prices can be achieved
most appropriately through a proper determination of costs.  Given this approach, the
Commission is satisfied that the selected cost items and their values are appropriate for fare
setting purposes, and protect consumers from any abuse of monopoly power.

4.1 Plate values/return on capital
In its draft report, the Commission canvassed the proposition that an appropriate cost and
pricing model for taxis should incorporate some measure of the rate of return on plate
values.  This view was predicated on the expectation that the operating profit or net surplus
on a taxi operation would constitute the effective or imputed return on the capital involved
in allowing a taxi to operate, ie the licence plate.  The Commission did not attempt to
determine what was a ‘fair’ return on those plates.  It only applied the data provided from
the model to derive an imputed return.

Although the value of taxi plates varies over time, there remains a market for those plates
and owners can seek to sell their plates at any time.  The Commission had available to it at
the time of the draft report very limited data on plate values (see table 4.1 in draft report).
Nevertheless, the data indicate a market for the plates and one which has recorded real
increases over time.

In response to the draft report, Canberra Cabs reiterated its view that it did not believe that
it was appropriate for the costing and pricing model to attempt to cover imputed returns on
plate values in determining fares.  Its view was that the returns on plate values were largely
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captured outside the revenue and therefore fare setting process and were reflected in
changes in the capital values of those plates over time.

In principle, the Commission has some difficulty with this argument.  The Commission does
not believe that the commercial imperatives driving the financial attractiveness of owning
taxi businesses are fundamentally different from those in any other industry,
notwithstanding the view held by some that the decision to work in the industry is as much
a lifestyle issue as a commercial one.  If that is the case, the Commission is drawn to one of
two conclusions: either the effective capital growth of plate values is significantly greater
than official figures suggest or the average net operating surplus is understated through
overstated costs or understated revenues.  Interestingly, this conclusion still holds using the
Commission's lower figures for driver payments which reflect actual payments rather than
notional payments based on award wages and benefits which are not paid to drivers.

In the light of information available and acknowledging that no other jurisdiction has
adequately come to terms with this issue, the Commission acknowledges that there are
difficulties in incorporating plate values in the model for fare setting purposes.  It believes
that, having raised the prospect as a point for discussion, the disadvantages of its retention
outweigh the advantages.  As a result, the Commission has decided to exclude plate values
from the revised model.  It believes that future changes to the number of taxi licences
available, including the issuance of WAT licences, and possible eventual deregulation will
over time adjust the plate values.

4.2 Fare structure
Flagfall v distance rate

The current fare structure applies a differential between day rates (1, 3 and 5) and night rates
(2, 4 and 6), with the latter approximately 15 per cent higher to provide an incentive for taxis
to be available when the demand is generally lower.2  The night rate is around 15 per cent
higher than the day rate.  These differential rates are reflected solely through the per
kilometre charges.  Flagfall rates remain the same irrespective of time of day.

The Commission considers that variable costs would not differ significantly between day
and night time operations.  For this reason, it would be more appropriate for any differential
between day and night rates to be reflected through the flagfall, rather than the kilometre
rate.  However, Canberra Cabs has indicated that a standard distance charge irrespective of
time of day would act as a disincentive for taxis to accept longer trips.  The Commission is
not persuaded that this would be the case, and has been presented with little empirical
evidence to suggest this is the case.  The Commission puts the industry on notice that it
would look to cite independent data on taxi trips at the time of the next taxi fare review.

Multiple hiring and maxi cab rates

Different rates apply for multiple hiring (rates 3 and 4) and for maxi cab hirings (rates 5 and
6).  The Commission has received little information concerning the frequency of multiple
and maxi cab hirings.  The historical convention of having different rates for these services,
being 75 and 150 per cent respectively has not been examined.

                                                     
2 Demand information as presented in chapter 5 indicates that demand falls during weekday nights.

However, demand on Saturday nights is relatively high compared to demand during the day.
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Peak and off peak rates

Despite the varying fare rates, the structure does not distinguish between peak and off peak
demand, particularly during the morning and afternoon weekday peak periods.
Information on performance suggests that overall, current peak period waiting time
requirements for standard taxis are easily achieved.  Outside these times, the 85 per cent
target is barely achieved.  Whether this suggests a need for differential peak and off peak
fares is unclear.  A review of performance requirements may be more appropriate.

On the basis of the current supply conditions, most taxis are already available throughout
the morning and afternoon peaks.  Consequently, under current conditions, any morning
and afternoon peak pricing differential would be unlikely to increase the supply of taxis,
and waiting times would remain substantially unchanged.

Standard taxis v WATs

Currently, fares are identical for both standard and wheelchair accessible taxis (WATs),
despite vehicle costs for WATs being higher.  The Department of Health issues taxi vouchers
for disabled passengers, however fares earned by taxi drivers are the same for all types of
passengers, even though additional costs are associated with loading and unloading
disabled passengers.  There may be reasons for additional fixed charges associated with the
extra time required to serve WAT passengers.  These issues are to be reviewed by the ACT
Government prior to 30 June 2002.

The Commission considers that the market environment in the ACT suggests the existing
fare structure be maintained.  This is particularly the case where the Commission has
considered whether further disaggregation of the fare schedule on the basis of morning and
afternoon peak periods is warranted.  In applying the average fare change to the fare
schedule, the Commission has applied the same flagfall rate irrespective of time of day.  It
will look to making changes to these differentials at the time of the next taxi fare review.

To assist with next year’s price direction, the Commission would encourage the ACT
Department of Urban Services and/or the taxi industry to commission an independent
survey of taxi trips to establish the average trip length, the distribution of trips around this
average, and differences in trip distance depending on time of day.

Recommendation 2 – Fare structure
The Commission recommends that the existing fare structure be maintained.  It will consider
closely the relativities between flagfall and distance rates for day and night hirings during
the next taxi fare review.

4.3 Social impacts
The Commission’s analysis in this final report suggests that only a modest real fare increase
is warranted.  The Commission is satisfied that this proposal raises no major concerns in
regard to inflationary effects on individuals and inflation in the ACT.

The Commission notes that the ACT Government runs a taxi subsidy scheme designed to
assist people with permanent or temporary disabilities who need to use taxis.
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4.4 Price path
The Commission is aware of the need to ensure that its price direction will not be
inconsistent with any future decision of the ACT Government regarding the structure of the
industry.  In particular, any changes which lead to increased competition could be expected
to lead to lower costs for the same level of demand.  A reduced requirement for fare
increases, or even reductions in fares, could follow.

In the light of possible changes to industry structure and the introduction of a new cost and
pricing model, the Commission considers it is more appropriate to provide only a one year
determination.  In this case, it would monitor the effects of changes over the next 12 months
and be in a better position to issue a medium term direction to take effect from 1 July 2002.
This future determination would apply the new cost and pricing model developed during
the Commission’s current review.

4.5 Proposed maximum fares
Canberra Cabs’ initial submission recommends an overall fare increase of 7.81 per cent.  In
response to the draft decision, Canberra Cabs has submitted that a fare increase of 13.49 per
cent should be granted.  The Commission considers that these proposals are not justified.  In
determining the fare increase to apply from 1 July 2001, the Commission has considered
inflation in the ACT and the change in fuel prices over the last year.

The Commission is satisfied that its decision for a 5.5 per cent average increase in the
maximum fare is reasonable and justified.

5 SERVICE QUALITY

The primary justification for regulating the taxi industry is that quality standards would
suffer in an unregulated environment.  Taxi fares are now formally regulated by the
Commission.  Other aspects of service quality are covered within a Memorandum of
Understanding between the industry and the ACT Government.  The ACT Government
conducts an annual survey of taxi service quality.

5.1 Memorandum of understanding
On 20 June 1997, a Memorandum of Understanding (MoU) was signed by the ACT
Government and Aerial Taxi Cabs Co-operative Limited (ie Canberra Cabs, the operator of
the ACT taxi network).  In place from 1 July 1997 to 30 June 2002, the MoU covers the
services to be provided by Canberra Cabs in respect of a taxi booking service.

Schedule 3 of the MoU sets out performance measures and reporting requirements which
Canberra Cabs must meet.  Quarterly reports are required from Canberra Cabs covering
maximum waiting times and response times.
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5.2 Passenger demand and waiting times
Demand for taxis varies on a yearly, weekly, and daily basis.  Yearly demand shows
significant fluctuation.  Demand drops significantly over late December and January, with
falls also experienced during other school holiday periods.  Demand was relatively low in
the second half of 2000.  This fall was particularly associated with reduced business activity
during the Sydney Olympic Games.

Demand differs between weekdays and weekends.  On weekdays, there is very low demand
in the early hours, with demand peaking around the start and end of the working day.  In
contrast, on weekends (Saturdays only), demand peaks between 6:00pm and 12:00am for
telephone bookings, and between 12:00am and 5:00am for rank and hail demand.
Consistent with this pattern, Friday nights would also experience relatively high demand.

The taxi industry/operators have to manage their service provision to meet this varying
demand.  In periods of high demand, we would expect a relatively higher number of taxis to
be connected to the network and engaged.  During low demand periods, we would expect to
see the opposite.  These issues are illustrated in the figures below.  The line in each of the
figures shows the proportion of taxis connected to the network at that time that are engaged
(right hand scale).  The columns show the number of taxis connected to the network.

Number of taxis connected to network and % engaged – 9 Nov 2000
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Source:  Canberra Cabs.

The number of taxis connected to the network generally varies with daily demand.
Relatively low demand corresponds with a relatively low proportion of taxis engaged.  For a
significant period of the day, the proportion of taxis engaged is over 80 per cent.  This is a
relatively high figure when compared to taxis in Sydney, where the proportion does not
reach 80 per cent even in peak periods.  Regardless of different market factors, this suggests
that the ACT market has a relatively low number of taxis given the level of demand.

In the figure below for a Saturday, the result for the late evening stands out, with the
proportion of taxis engaged reaching 95 per cent.  Again, this is a very high result when
compared to Sydney.
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Number of taxis connected to network and % engaged – 11 Nov 2000
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5.2.1 Waiting and response times
Under the MoU, Canberra Cabs is required to report quarterly on waiting time and response
time performance.  The MoU requires that Canberra Cabs have its records and quarterly
reports independently audited.  The Commission is aware that to date this has not occurred,
and the ACT Government has not enforced this requirement.  The following tables show
Canberra Cabs’ recent performance.

Waiting times:  3 – 6pm Monday to Friday

MoU requirement Sep 00 Jun 00 Mar 00 Dec 99

Standard
85% < 18mins 99.7 99.0 96.3 96.7
95% < 30 mins 98.4 96.0 98.9 98.8
WAT
85% < 18mins 72.4 66.2 89.5 86.8
95% < 30 mins 87.9 87.8 96.6 93.0

Waiting times:  all other times

MoU requirement Sep 00 Jun 00 Mar 00 Dec 99

Standard
85% < 10mins 87.7 86.2 86.6 86.6
95% < 20 mins 99.2 98.6 98.9 98.5
WAT
85% < 10mins 63.0 60.1 81.8 79.3
95% < 20 mins 86.3 84.1 94.7 94.2
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Performance for standard taxis generally meets the MoU requirements.  Interestingly,
performance requirements are barely achieved for 85 per cent of telephone booking
customers having to wait less than 10 minutes at ‘all other times’.  This outcome suggests:

•  peak period performance requirements for standard taxis could be tightened

•  the indicators do not properly reflect peak periods.  The fact that Canberra Cabs’
performance requirements are easily met at ‘all other times’ suggests convergence of
performance indicators for current peak and off peak periods may be warranted.

Canberra Cabs performance in relation to WATs is more variable than for standard taxis,
and generally does not meet the requirements of the MoU.  During peak periods, WAT
waiting time targets have not been achieved for the two quarters to September 2000.  During
‘all other times’, Canberra Cabs’ failed to meet the requirements of the MoU.

Response times

Generally, response times for standard taxis is ‘front loaded’ into the less than 5 minutes and
5-10 minutes categories, ie a significant majority of standard taxi customers wait less than 10
minutes for their taxi.  For WATs, the degree of ‘front loading’ is far less compared to
standard taxis, ie the average waiting time for WAT users is greater than for standard taxi
users.  This again suggests that service levels for users of WATs is relatively poor.

5.3 Taxi industry survey
The ACT Government conducts an annual survey of the Canberra taxi industry.  The second
survey for the year 2000 was released recently.  The key findings of the survey are:

•  waiting/response times have increased across the board from 1999

•  the 85 per cent off peak target (10 minutes) has not been achieved.  For standard taxis
the response time achieved was 12:53 minutes, and for WATs, 23:08 minutes

•  peak period waiting time targets have been achieved for standard taxis and WATs

•  off peak waiting time targets for WAT telephone bookings have not been achieved

•  drivers of WATs provide a reasonable level of service, although the following matters
require attention:

− the securing of chair and passenger to an adequate standard

− at what point of the journey the taxi meter should be started

− defining the service to be provided, eg assistance in gaining access to buildings

− design issue:  passengers’ ability to see the taxi meter from their seated position.

5.4 Service quality and deregulation
Regulation of the taxi industry is often justified on the grounds that quality standards would
suffer in an unregulated environment.  If quota restrictions are removed, the relevant
government can continue to set service standards, authorise/license networks, operators
and drivers, and monitor service provision.  Government also retains the power to sanction
industry participants where necessary.  If strong concerns exist in regard to the effect of
deregulation, stringent enforcement of service standards can be applied.
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With appropriate safeguards, the Commission considers that the removal of restrictions on
the number of taxi licences can promote community benefits.

Recommendation 3 – Service quality
The Commission recommends that:

•  service quality indicators in the MoU be reviewed, with particular attention paid to
tightening peak period waiting time requirements

•  improved monitoring of WAT service standards be implemented, with appropriate
sanctions imposed where licence conditions are not met.  Government and industry
must work together to improve WAT service standards

•  administrative actions required of Canberra Cabs by the MoU, eg independent audit of
quarterly reports, be properly enforced and/or reviewed.

6 COMPETITION POLICY

The terms of reference require the Commission to consider the ‘degree of competition within
the industry and the way in which that may affect the efficiency of the industry’.  The ACT
Government has reviewed legislation relating to the taxi and hire car industries.  In fulfilling
its own requirements under the terms of reference, the Commission has considered the
outcomes of this review and the ACT Government’s response to the review.

6.1 Competition and efficiency
In a competitive environment, the interaction between service providers and consumers is
likely to produce efficient outcomes (eg fare levels, service quality).  If the cost of offering a
service is greater than the amount consumers are willing to pay, the service will not be
offered, or will be withdrawn to avoid the providers of the service making a loss.
Furthermore, if a service provider is charging an excessive price, another provider may enter
the market, charge a lower price, and win consumers from the previous supplier.

Of course, competition does not work perfectly and may not always be feasible.  However, it
provides a process whereby misjudgements by producers regarding the cost of production,
price or quality of service, may be corrected.  Conversely, regulation may maintain
excessively high costs or inappropriate services for long periods.

6.2 Freehills report
Independent consultants Freehills Regulatory Group (Freehills) were appointed by the ACT
Government to review the ACT’s taxi and hire car legislation.  Key review findings are:

•  licence quota restrictions do not address legislative objectives.  They impose
substantial costs on consumers and potentially other industry participants, eg drivers

•  the provisions create a transfer of wealth from consumers to licence owners and
lessees.  The quota restrictions inflate the value of licences, reduce potential total
hirings and raise fare levels
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•  regulations which directly address driver, operator and vehicle standards generally
have significant benefits in the form of higher consumer, driver and public safety, and
in improved quality of service.

Freehills concludes that the removal of taxi quota restrictions is the preferred approach to
licence quota reform.

6.3 National Competition Council
The National Competition Council (NCC) is a federal statutory authority which functions as
an independent advisory body for all governments regarding the implementation of
national competition policy reform.  It is the NCC’s task to assess progress on meeting the
reform agenda.  It may recommend that the Federal Treasurer reduce payments to a state or
territory where that state or territory has not implemented reform in the public interest.

Taxi licensing has been identified as a key area for concern in the ACT, with the NCC stating
a failure to progress reform is likely to be regarded as a substantial failure of compliance
with national competition policy objectives.

In order to justify continued regulation, rigorous assessment on public interest grounds
must take place, and a net community benefit from continued regulation should exist.

6.4 Matters considered by the Commission
Issues of competition and the taxi industry have been considered widely within Australia
over recent years.  Reviews of the industry have been conducted at the national level, and
also by all state and territory governments.  Key conclusions of the reviews include:

•  licence quotas have significantly restricted competition

•  regulation imposes significant costs on consumers

•  regulation has limited service innovation and the pursuit of cost efficiencies by
operators in the taxi industry

•  licence quotas/entry restrictions should be removed

•  licence quotas are not required to meet safety concerns.  Such concerns are best
addressed directly through regulations supported by appropriate enforcement and
sanctions.

The key point of the above is that regulation of the taxi industry has significantly restricted
competition.  This has had flow on effects in terms of efficiency, and consumers have borne
the costs associated with regulation.  The Commission considers there are strong arguments
to support the removal of competitive restrictions in the taxi industry.

6.4.1 Licence quota restrictions
The ACT Government has stated it prefers a transitional approach to reform.  It does not
intend to release additional standard taxi licences in the short term, and proposes that a
further review be conducted prior to June 2002.  Ten additional WAT licences have been
released.
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The Freehills report identifies significant efficiency losses associated with quota restrictions.
Competition would remove these losses.  The NCC has stated that proposals for a
transitional approach to reform be accompanied by rigorous public interest justifications.
The Commission recommends that this be done if quota restrictions are to remain in place.

6.4.2 Fare regulation
Freehills recommends that until adequate new entry is established, maximum fare
regulation should be maintained.  The ACT Government has agreed with this, and proposed
that the Commission maintain its role of fare regulation.

The Commission supports continued regulation of the maximum taxi fare.  However, it
notes that particular care must be taken in setting maximum fares for a market where licence
quota restrictions have been removed.  The Commission wishes to avoid inappropriate
pricing outcomes.

6.4.3 Taxi networks
Freehills recommends that consideration be given to establishing an additional network
operator in the ACT.  It also recommends that for non dominant networks, minimum
response time standards be removed or reduced (ie average waiting times be allowed to
increase) sufficiently to permit new entry.

The ACT Government has stated that the introduction of an additional network will be
invited on similar terms and conditions to those applying to Canberra Cabs.  The ACT
Government recently announced that Yellow Cabs Pty Ltd had been selected as the provider
of an additional taxi network in the ACT following a tender process.

The Commission generally supports the introduction of an additional taxi network.
However, the Commission has minor concerns with the ACT Government proposal.  The
full benefits of reform are unlikely to be achieved under a piecemeal approach.  In this
circumstance, the full benefits from an additional network operator will not be realised in an
environment where licence quota restrictions exist.

Also, the Commission would be concerned if a new network operator were not given an
adequate opportunity to meet service requirements.  During the initial period of its
operation, the Commission would encourage the ACT Government to consider the
network’s performance in the context of supporting the new operator to get established.  The
Commission is not suggesting service standards be allowed to fall.  Rather, that any new
operator has an adequate opportunity to meet service standard requirements.

6.4.4 Cross border restrictions
Freehills recommends that the ACT Government work with its NSW counterparts to
establish a single taxi regulatory regime for the ACT/Queanbeyan region.  The ACT
Government has entered into discussions with the NSW Department of Transport.

Notwithstanding the wider issues that will need to be resolved in establishing a single
market, the Commission supports this development.  It has the potential to increase
competition at the network provider level, and between taxi operators.  Customers should
benefit through the creation of the single market.



Independent Competition and Regulatory Commission

xiv

6.5 Conclusions and recommendations
Competitive restrictions in the taxi industry have been identified in a number of
state/territory and federal reviews of the industry.  This includes that of Freehills on the
ACT taxi industry.  Competitive restrictions affect the efficiency of the industry.

The NCC states that proposals for a transitional approach to reform must be accompanied
by rigorous public interest justifications.  If quota restrictions are to remain in place, any
further review by the ACT Government would need to identify the public interest
justifications.

The ACT Government agrees with Freehills’ recommendation that until adequate new entry
has occurred (following the removal of entry restrictions), maximum fare regulation should
be maintained.  The Commission also agrees with this approach.  However, the Commission
notes that particular care needs to be taken when setting maximum fares in a market free of
licence quota restrictions.

Recommendation 4 – Fare regulation
The Commission recommends maximum fare regulation be initially maintained when and if
licence quota restrictions are removed.  If removed, the response of industry should be
monitored to determine the requirement for continued maximum fare regulation.

Freehills recommends that consideration be given to establishing an additional network
operator in the ACT.  The ACT Government has recently announced that Yellow Cabs Pty
Ltd had been selected as the provider of an additional taxi network following a tender
process.  The Commission supports the establishment of another network operator, but has
concerns with the approach that may be taken by the ACT Government.

Recommendation 5 – Taxi networks
The Commission recommends that the ACT Government act to encourage the establishment
of an additional taxi network service provider.  This may be reflected in the assessment of
performance against stated requirements.

7 OTHER ISSUES

7.1 Financial viability
The Commission is required to consider factors such as rate of return and borrowing, capital
and cash flow requirements when assessing the financial viability of taxi operators.  The
Commission has considered options for including a rate of return and corresponding capital
base in the fare setting methodology.

The borrowing, capital and cash flow requirements of a taxi operator relate closely to the
costs of providing the taxi service.  These cost issues have been closely considered by the
Commission in developing the new fare setting methodology.
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7.2 Environmental factors
Public transport provides an alternative to the use of private motor vehicles.  The benefits of
public transport include reduced congestion and pollution.  Generally, these factors have
traditionally been couched in regard to public transport options such as rail and buses.
Mass transit provides the greatest opportunity to reduce congestion and pollution.
Nonetheless, taxis provide an alternative form of public transport, and an environmentally
superior alternative to greater use of private motor vehicles.

The Commission has considered environmental factors in making its final decision, and
believes that the modest real increase in fares will not have a significant detrimental effect
on the use of taxi services.
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1 INTRODUCTION

The Independent Competition and Regulatory Commission (the Commission) is a statutory
body set up to regulate prices, access and other matters relating to regulated industries and
to investigate competitive neutrality complaints and government-regulated activities.

The Commission’s objectives are to:

•  promote effective competition in the interests of consumers

•  facilitate an appropriate balance between efficiency and environmental and social
considerations

•  ensure non-discriminatory access to monopoly and near-monopoly infrastructure.

The Commission operates in a way that is open to industry, members of the Legislative
Assembly and the community at large.  The Commission’s mandate is both to inquire into
issues in a publicly accountable and publicly conducted way, and to report its findings and
advice publicly.  To this end, the Commission invites and encourages public submissions to
its inquiries.

The Minister for Urban Services has asked the Commission to conduct an investigation into
the determination of prices for taxi services within the Australian Capital Territory (ACT).
The terms of reference establish the tasks to be undertaken by the Commission, and the
matters to which it is to give consideration.  In particular, under these terms of reference the
Commission is required to address:

•  the methodology for determining prices, recommending maximum taxi fares for a two
year period from 1 July 2001

•  matters referred to in section 20 of the Independent Competition and Regulatory
Commission Act 1997.

Attachment 1 contains the full terms of reference for this review.

This is the Commission’s second review of taxi fares in the ACT.  The Commission
previously set maximum taxi fares for the period 1 July 2000 – 30 June 2001.

1.1 Review process
The Commission’s review process begins with receipt of terms of reference from the Minister
for Urban Services.  The terms of reference for this review were signed by the Minister on
6 November 2000, and published in the ACT Government Gazette on 23 November 2000.

In December 2000 the Commission released an issues paper for this review.3  Highlighting
key issues for this review, this paper invited submissions from interested parties.  The
Commission considered these submissions in making its draft decision in April 2001.  In
keeping with the Commission’s approach of engaging in public consultation, the draft
decision was made available for public comment.  Submissions received have been
considered in making the Commission’s final decision.  A summary of the submissions
received from Canberra Cabs during this review process is presented in attachment 2.

                                                     
3 ICRC, Determination of prices for taxi services, Issues paper, December 2000.
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2 STATUTORY REQUIREMENTS AND REGULATED SERVICES

The terms of reference for this review require the Commission to take into account matters
referred to in section 20 of the Act.  The following reproduces section 20(2) of the Independent
Competition and Regulatory Commission Act 1997:
a) the protection of consumers from abuses of monopoly power in terms of prices, pricing

policies (including policies relating to the level or structure of prices for services) and
standard of regulated services; and

b) standards of quality, reliability and safety of the regulated services; and

c) the need for greater efficiency in the supply of regulated services to reduce costs to
consumers and taxpayers; and

d) an appropriate rate of return on any investment in the regulated industry; and

e) the cost of providing the regulated services; and

f) the principles of ecologically sustainable development mentioned in subsection (4);
and

g) the social impacts of the decision; and

h) considerations of demand management and least cost planning; and

i) the borrowing, capital and cash flow requirements of persons providing regulated
services and the need to renew or increase relevant assets in the regulated industry;
and

j) the effect on general price inflation over the medium term; and

k) any arrangements that a person providing regulated services has entered into for the
exercise of its functions by some other person.

The Commission is required to take into account a wide range of matters in making its price
direction.  This approach ensures that an appropriate balance of interests is considered, in
particular returns to the service provider and protection of consumers from excessive prices.

These matters have been considered by the Commission in making its final decision.  Where
appropriate, how the Commission has considered a particular matter is discussed within
this report.

The terms of reference issued by the Minister for Urban Services identify ‘prices for taxi
services within the Territory’ as the specified regulated service.  Before the Commission’s
first review into taxi fares, the Minister set fares and the industry made submissions to the
Minister for fare changes.
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3 INDUSTRY COSTS AND EFFICIENCIES

Under section 20 of the Independent Competition and Regulatory Commission Act 1997, the
Commission is required to consider a range of factors relating to industry costs and
efficiencies:

•  the cost of providing the regulated services – section 20(2)(e)

•  the need for greater efficiency in the supply of regulated services to reduce costs to
consumers and taxpayers – section 20(2)(c)

•  any arrangements that a person providing regulated services has entered into for the
exercise of its functions by some other person – section 20(2)(k).

3.1 Conclusions
The Commission has considered cost proposals submitted by Canberra Cabs.  Based on the
existing cost index, the Canberra Cabs submission proposes a fare increase of 7.81 per cent.
This index was constructed in 1989 with a view to applying appropriate annual percentage
movements to individual cost components.  It did not purport to reflect actual costs at that
time.  In 1989 fares were assumed to reflect actual costs.

The Commission has identified a number of issues arising from the Canberra Cabs
submission and use of the taxi cost index.  Key among these are:

•  vehicle capital

•  fuel costs

•  tyres, repairs and maintenance

•  driver labour.

The Commission has developed an alternative pricing methodology that addresses these
concerns.  In its draft decision the Commission invited comments on these issues, as well as
on the level of network costs, which are high relative to other states, and its assumption that
bailee drivers generally receive 50 per cent of gross takings for each shift.

The new pricing model essentially sets out a profit and loss statement for the average taxi.
From this, a surplus or deficit is derived.  A surplus implies that fare levels should decrease.
Conversely, a deficit implies that taxi operators require additional revenues to cover their
costs and earn an adequate return, and therefore fares should increase.

The new pricing model takes into account efficiency improvements.  In its first review of taxi
fares, the Commission raised concerns that the existing index did not share efficiency gains
with consumers.  With appropriate flexibility, application of the new pricing model will be
able to reflect efficiency improvements.
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3.2 Operating costs
The setting of taxi fares in the ACT has relied on the use of a ‘taxi cost’ index developed by
the Taxi Industry Advisory Council, an advisory body to the ACT Government.  Developed
in 1989, the index has been used ever since as the basis for determining changes in taxi fares.
The index is comprised of a number of cost items associated with the operation of a taxi.
Rather than estimating the actual cost of providing a taxi in the ACT, it attempts to measure
movement in operating costs over time.

From its inception, as the cost index was not designed to reflect taxi industry costs in an
absolute sense, it was not used for setting absolute fare levels.  Rather, it was designed to
provide a reasonable basis to adjust fares to reflect cost escalation.  ACT taxi fares have
never been rigorously ‘base-lined’ against actual costs.  When the taxi index was introduced,
fares were adjusted on a ‘reasonableness’ basis, and have subsequently been adjusted using
the model.

The existing taxi index contains all significant cost items involved in operating a taxi, and
provides an annual cost estimate for each item for a typical operation (with typical annual
kilometres, etc).  The initial (1989) cost estimate for each item has been indexed annually
using evidence of changes in actual costs (eg registration and third party insurance) or
changes in ‘standard’ indices (eg CPI, average weekly earnings).

Attachment 3 sets out details of the cost index, including the basis of the cost estimate and
Canberra Cabs estimate of costs at January 2001.

Canberra Cabs’ initial submission to the Commission sets out in detail the costs for three
scenarios:

•  March 2000 – actual costs

•  March 2000 – actual costs as adjusted by ICRC

•  January 2001 – actual costs, as estimated by Canberra Cabs.

For the period March 2000 to January 2001, the submission shows the following increases in
total costs:

•  5.70 per cent from actual March 2000 costs

•  7.81 per cent from the Commission’s March 2000 costs (which were used as the basis
for the previous (July 2000) fare increase).

On the basis of these costs and the current index, Canberra Cabs submits that the
appropriate fare increase is 7.81 per cent.  In response to the Commission’s draft decision,
Canberra Cabs has applied the new costing and price model.  It has included additional cost
items and made adjustments to some items that the Commission had used in the draft
decision.  On the basis of these adjustments, Canberra Cabs submits that taxi fares should
increase by 13.49 per cent.
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3.2.1 Appraisal of existing taxi cost index
For the past decade, price increases in taxi fares have been based on estimated changes in
the taxi cost index.  This index sought to incorporate relevant cost components of taxi
operations, but the absolute levels of those costs were not used to decide fare increases.  Nor
was any provision for productivity and efficiency changes incorporated in the model.  Fare
increases were based on relative movements in the total costs.

The taxi cost index has undergone little or no substantive change since its inception in 1989.
In its previous price determination, the Commission expressed concern as to whether the
index remained the most appropriate mechanism by which fare increases should be
determined.  Although historical emphasis has been placed on relative movements in the
index, the Commission is of the view that a cost model which does not reasonably reflect
absolute costs is unlikely to reasonably reflect changes in costs over time.

As part of a detailed review process, the Commission has assessed the current taxi cost
index, with assistance of information contained in Canberra Cabs’ initial submission
(January 2001) and subsequent discussions with Canberra Cabs’ representatives.

A detailed item-by-item appraisal of the current taxi cost index is presented in attachment 3.

The Commission has identified deficiencies in the current index model in reflecting current
typical taxi industry costs in the ACT:
1. vehicle capital (item 1)

− current costs over-estimate average vehicle depreciation because they are based
exclusively on the costs of new vehicles with a functional life of four years.  They
do not allow for the mix of new and second-hand vehicles in the fleet (only
about 70 per cent of vehicles are purchased new) and the range of years for
which each are used

− current costs are understated to the extent that they ignore any interest charges
on vehicle capital (these are real financial costs, as most owners lease vehicles)

2. fuel (item 10)

− costs are based on an average vehicle travelling 180,000 km per annum, whereas
the current ‘typical’ estimate is 206,000 km per annum.  A Canberra Cabs’ survey
figure gave an average of 190,400 km.  However, Canberra Cabs advise that they
do not place a high reliance on that survey figure, and that 206,000 km is a more
accurate reflection of typical distance travelled

− costs are based on LPG consumption of 5.0 kilometres per litre, whereas the
current ‘typical’ estimate is 5.5 kilometres per litre.  Canberra Cabs agree that
this is a reasonable estimate

3. tyres, repairs and maintenance (items 11, 12)

− as with fuel, costs are based on 180,000 km per annum, whereas the current
typical estimate is 206,000 km per annum

4. driver labour (item 14)

− costs (including superannuation and workers compensation) are $30,000 -
$35,000 per annum too high relative to actual earnings achieved by ACT taxi
drivers
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− this item is the largest single contributor to the cost index, representing 55 per
cent of total costs.  Consequently, it has by far the greatest (absolute) divergence
from actual earnings by taxi drivers, with the divergence accounting for 15 – 20
per cent of total costs.

In considering an alternative method for assessing future taxi fare changes, the Commission
has sought not only to include adjustments to the more straightforward measures of costs,
but also to reflect reasonable estimates of a more contentious element of a taxi cost index, ie
driver labour costs.  In its draft decision, the Commission also considered the issue of plate
values, and whether a return on these should be included in the pricing model.  Comments
were invited on this issue.

The Commission notes the industry’s view that the cost index deliberately excluded any
consideration of the return on plates and that the fares themselves are not designed to
provide any investment return.  The industry has indicated that the decision to enter and
exit the industry is made independently of fare levels and is captured through changes in
taxi plate prices.  It is not clear to the Commission whether this position depends on the
continuation of a regulated supply of taxis, which leads to higher prices for taxi plates, and
would change if deregulation was introduced.  However, even within a regulated
environment, the prices of taxi plates can fluctuate, as evidenced in Canberra Cabs’ initial
submission (page 11).  The issues surrounding plate values are further discussed in section
4.2.1.

In relation to driver labour, the current cost model links costs to a historical award for
Commonwealth Government car drivers, subsequently adjusted according to annual
changes in average weekly earnings.  The Commission is of the view that such a basis does
not provide an appropriate measure of labour costs for the taxi industry.  On the one hand,
the owner-driver will view the costs of his own labour as some measure of return after he
has paid out-of-pocket expenses.  On the other, the owner-driver will view the costs of bailee
drivers as being the amount that he has agreed to pay the driver for the shifts worked.  In
most cases bailee drivers receive 50 per cent of the gross takings for those shifts.  In neither
case does the decision to own and operate a taxi or to work a shift for a taxi owner appear to
be related to historical award rates for Commonwealth car drivers.

Another area where the Commission considers that the current cost model overstates typical
costs is comprehensive insurance.  The current index assumes that all vehicles are new.  On
the other hand, the Commission believes that there should be upward adjustments to
workers compensation payments and illness/accident insurance premiums.

3.2.2 Development of new costing and pricing model
The Commission has constructed a new costing and pricing model, designed to represent a
profit and loss statement for a typical ACT taxi operation from the perspective of the vehicle
owner.

The new model follows a similar structure to that put forward by one of the NSW taxi
companies in relation to IPART’s review of the NSW taxi industry4 (note that this review
was not concerned with fare-setting methodology).  The inputs to the new model were

                                                     
4 IPART, Review of the taxi cab and hire care industries, Final report, November 1999, p 62.
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drawn largely from Canberra Cabs’ two submissions (January/May 2001).  However, where
appropriate the Commission has made some modifications to the information submitted by
Canberra Cabs.

The data inputs to the new model are designed to reflect ACT typical earnings per taxi in
calendar year 2000 and typical costs applying at January 2001.  The model relates to a single
vehicle operating for 206,000 km (7,150 driver hours) per year.  Two sub-models have been
developed: one assuming the owner drives (55 hours/week) and also sub-contracts to bailee
drivers (88 hours/week), and the other assuming that bailee drivers cover all hours.
Operations are for 50 weeks per year.  It assumes that the hourly costs for bailee drivers
equate to their current average earnings, which are 50 per cent of their gross takings.

A summary of model results based on these inputs is given in the table 3.1 below.  A
detailed derivation of each cost item is provided in attachment 4.  The pricing implications
of using this model are discussed in chapter 4.

The following provides brief comments on some of the key inputs to the model:

Revenues

•  gross takings:  ($163,493) represent the average fare revenue per cab recorded by
Canberra Cabs over calendar year 2000.  While this figure was affected by the July
2000 fare increase and by the reduced level of activity over the Olympics period, it has
been taken as a factual baseline for recent taxi earnings

•  non-fare income:  ($3,895) comprises trading rebates (on LPG and taxi dockets) and
investment returns to Canberra Cabs cooperative members.  These have been included
in the model as they are directly associated with taxi ownership and operation.  In
other words, this income would not be earned if the receiver was not in the taxi
industry.

Fixed and variable (non-labour) costs

•  general:  all ‘fixed costs’ and ‘variable (non-labour) cost’ items used in the model are
identical with those put forward by Canberra Cabs in its May 2001 submission

•  network fees:  ($11,854), the Commission has some concerns with the level of the
network fee, at $11,854 per vehicle.  Representing the average costs of operating and
maintaining the Canberra City operation including, in particular, the radio dispatch
network, this figure is taken from Canberra Cabs’ data.  Initial examination of
interstate data indicates that this figure is relatively high compared to interstate costs.
For example, the IPART report notes that network fees in NSW are around $5,8505.
Further, the ACT Government has recently announced its decision to allow a second
network operator in the ACT – Yellow Cabs.  It may reasonably be expected that
competition at the network level will lead to reductions in ACT network fees although
Canberra Cabs has indicated that there are significant economies of scale in running a
radio network and that the second network may lead to higher costs.  The Commission
believes that structural changes to the provision of radio network services over the
next 12 months will make the position clearer.  For the purposes of this exercise, the
Commission has accepted at face value Canberra Cabs’ estimate of network fees.

                                                     
5 IPART, Review of taxi cab and hire car industries, Final Report, November 1999, p 60.



Independent Competition and Regulatory Commission

10

Variable costs – driver labour

•  bailee driver earnings:  ($50,306/$81,747), have been calculated as 50 per cent of
average gross takings (per hour) earned by the average taxi in year 2000.  This directly
reflects the way bailee drivers are paid.  Out of these amounts earned (average
$11.43/driver hour), bailee drivers have to cover any holidays, sick leave,
superannuation etc.  While Canberra Cabs has argued that this item should include
labour on-costs, the Commission is concerned that the actual costs are included in the
model.  These on-costs are not paid by the owner to the driver and are therefore not
actual costs incurred

•  workers compensation and illness/accident insurances:  these items cover insurance
premiums taken out by the taxi owner, to cover bailee driver accident compensation
and owner-driver cover in the case of illness or accident.

Return on owner-driver labour ($33,156)

•  a base return on owner-driver labour is derived, based on the owner-driver earning at
the same rate as the bailee driver (above), for the hours worked, including an
allowance for administration time (approximately 3 hours/week).

The model figures given in table 3.1 indicate a net surplus, after allowing for the above
return on labour, of around $5,900 pa (3.5 per cent of total revenue) or $8,400 pa (5.0 per cent
of total revenue).
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Table 3.1  Proposed ACT taxi pricing model

Annual cost – January 2001
Owner-driver

+ bailee drivers
Bailee

drivers only

REVENUES
Gross takings  163,493   163,493

Non-fare income 3,895 3,895
Total Revenue 167,388  167,388

OPERATING EXPENSES
Fixed Costs

Vehicle capital costs 6,732        6,732

Vehicle registration costs 6,757 6,757
Driver licence & medical               183           183
Driver safety levy 420 420
Safety camera 600 600
Comprehensive insurance            4,866        4,866
Demurrage Insurance 300 300
Network fees 11,854 11,854
Uniforms 505 505
Office/miscellaneous expenses 2,205 2,205
Sub total          34,422      34,422

Variable Costs: Non-labour
Fuel 19,700 19,700
Tyres 1,831 1,831
Car washing 1,136 1,136
Repairs and maintenance 17,282 17,282
Sub total 39,949 39,949

Variable Costs: Driver labour
         Driver payments (bailee drivers)          50,306      81,747

Workers compensation insurance (bailee drivers)            1,819        2,920
Illness/accident insurance (owner driver)            1,817 -
Sub total          53,942      84,667

Total Operating Expenses        128,313    159,038

Gross Surplus (Rev-Op Exp)          39,075        8,350

Return on owner-driver labour1          33,156 -
Surplus after return on labour, ie net surplus            5,919        8,350

1.  Based on same earnings rate/hour as bailee drivers.
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3.3 Efficiency
The current taxi cost index model is based on the historical costs of a pre-determined set of
inputs, adjusted periodically by standard indices (eg CPI, average weekly earnings, price of
fuel).  It thus cannot allow for changes in efficiency in the use of inputs (eg fuel
consumption) or changes in productivity (eg extent of dead running relative to revenue
running).

On the other hand, increases in costs involved to achieve efficiency/productivity gains may
be included in the model (eg higher vehicle capital costs, increased network fees relating to
the computer dispatch system).

This uneven treatment of the cost changes associated with efficiency/productivity
improvements is clearly a deficiency in the current taxi cost index model and is one reason
the model should be reviewed and re-based periodically.

The proposed costing and pricing model will largely overcome the above deficiencies, if
applied with flexibility.  The model is designed to reflect the absolute costs and revenues of
a typical taxi operation.  All inputs should be reviewed on a periodic basis, including the
assessment of the impact on costs and revenues of any changes in efficiency/productivity,
eg:

•  any significant change in fuel consumption rates should be incorporated into the fuel
cost component

•  any significant change in hirings (or hiring kilometres) per taxi per annum should be
incorporated into the revenue component

•  any significant change in typical total taxi kilometres per annum should be
incorporated into the variable cost components.

In this way the proposed model should continue to reflect the absolute costs and revenues
for a typical Canberra taxi operation, including any changes in efficiency/productivity.

In practice, efficiency/productivity changes are likely to occur only slowly (eg fuel
consumption), and therefore a simplified price indexation approach for such items may
suffice in the short/medium term, with a more detailed review (say) every 5 years.

Service quality issues and efficiency issues overlap with fare setting.  The Commission notes
that the Memorandum of Understanding (MoU) between the ACT Government and
Canberra Cabs refers to minimum service levels in terms of maximum waiting times.  Other
measures could be used to ascertain industry performance.  These could assist in
determining the basis for price setting.  Such key performance indicators are designed to
benchmark performance relative to interstate taxi operations to assist in assessing
deficiencies.  They may also impact indirectly on fare setting decisions.  Such measures
could include:

•  fares

− fare v distance (day/night)
− fare for average trip

•  fleet size

− total fleet numbers (taxis/000 population)
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•  key operations and revenue statistics

− total kilometres per annum/taxi
− revenue kilometres per annum/taxi
− total hirings per annum/taxi
− total earnings per annum/taxi
− total driver hours per annum/taxi

•  service quality indicators

− taxi waiting times:
- phone bookings v rank waiting
- weekday afternoons v other periods
- airport v other locations
- WATS v standard vehicles.

− telephone answer waiting times (and missed calls)
− customer satisfaction surveys
− complaints (with breakdown by type).

The Commission notes that much of this information is already collected through the MoU
and the ACT Government industry survey (see chapter 5 on service quality).

The current taxi cost index model does not translate efficiency gains from the above factors
into lower fares.  Efficiency gains would accrue to owners/drivers through higher earnings
(greater productivity per operating hour) or a higher profit/rate of return.

Unless an explicit decision was taken to increase the labour cost rate or the rate of return on
plates, the proposed costing/pricing model should effectively translate most cost efficiency
gains into lower fares for consumers.  However, revenue efficiency gains (eg takings/driver
hour) would translate 50 per cent into gains to drivers (as their hourly rate is equal to 50 per
cent of the takings), 50 per cent in gains to consumers  (as the change in ‘bottom line’
profitability in the model would translate to lower fares).

As noted earlier, the pricing system will provide substantial incentives to owners/drivers to
improve efficiency.  The key issue is the trade-off between ‘service quality’ and ‘efficiency’
aspects.  The major impact on achieving greater efficiency through lower costs is by
reducing the amount of dead (ie non revenue-earning) kilometres.  In terms of service levels,
there may be a trade-off for taxis between fast response times and seeking to minimise dead
kilometres, particularly in a dispersed, low-density environment such as the ACT.  The
Commission notes Canberra Cabs’ view that the data dispatch system results in better
response times but perhaps more dead kilometres.  On the other hand, Canberra Cabs
suggests that the appropriate use of GPS should enable waiting times to be reduced and
probably also dead running kilometres.
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4 PRICING AND CONSUMER PROTECTION

Under section 20 of the Independent Competition and Regulatory Commission Act 1997, the
Commission is to consider a range of factors relating to pricing and consumer protection:

•  the protection of consumers from abuses of monopoly power in terms of prices,
pricing policies (including policies relating to the level or structure of prices for
services) and standard of regulated services – section 20(2)(a)

•  the social impacts of the decision – section 20(2)(g)

•  the effect on general price inflation over the medium term – section 20(2)(j).

Factors relating to price are addressed in this chapter.  Service quality issues are considered
in chapter 5.

4.1 Conclusions
The Commission has identified problems inherent in the existing taxi cost index.  In
particular, the cost index is not a reasonable reflection of typical industry costs or changes in
costs.  In light of this, the Commission has developed an alternative cost and pricing model.

The Commission has decided not to incorporate plate values and issues about their returns
within the application of the revised model.  Nevertheless, the model reflects a “line in the
sand”, and will be used as the basis for future fare determinations.

In the light of revised data made available to it, the Commission believes that there is some
justification for a price rise from July 2001.  This is essentially based on recent movements in
the CPI, less the effect of the GST, together with additional adjustments for higher increases
in the price of fuel.

Recommendation 1 – Maximum fares
The Commission recommends that the average maximum taxi fare be increased by 5.5 per
cent from 1 July 2001.

Apart from the issue of costs to be included in fare levels, the Commission has considered
the structure of fares.  Relevant issues include:

•  flagfall v distance rate:  the Commission considers that any differential between day
and night rates are more appropriately recognised through varying flagfall rates,
rather than varying distance rates as is currently the case.  Canberra Cabs has
indicated that a standard distance charge irrespective of time of day would act as a
disincentive for taxis to accept longer trips.  The Commission has been presented with
little empirical data to suggest this is the case.

To assist with next year’s price direction, the Commission would encourage the ACT
Department of Urban Services and/or the taxi industry to commission an independent
survey of taxi trips to establish the average trip length, the distribution of trips around
this average, and differences in trip distance depending on time of day

•  multiple hiring and maxi cab rates:  in the absence of any conflicting evidence, the
Commision has retained the previous 75 per cent and 150 per cent relativities
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•  peak and off peak rates:  existing rates in the ACT differentiate between ‘daytime’
operations and night time operations (9pm – 6am everyday).  Whilst this recognises
high demand during Friday and Saturday nights, the Canberra market also exhibits
some peak demand during weekday mornings and late afternoons.  The Commission
has made no changes to the basis of peak and off-peak rates

•  standard taxis and WATs:  taxi fares are the same for both taxi types.  However, WATs
are likely to have higher operational and capital costs associated with the vehicle.
Countering the suggestion that this should lead to different fares is the observation
that WAT licences are inexpensive compared to standard taxi licences.

Recommendation 2 – Fare structure
The Commission recommends that the existing fare structure be maintained.  It will consider
closely the relativities between flagfall and distance rates for day and night hirings during
the next taxi fare review.

4.2 Pricing
In its previous price determination, the Commission permitted a 7.71 per cent increase in
average taxi charges based on cost increases derived from the current taxi cost index model.
In addition, a further 7.85 per cent GST adjustment was incorporated after allowing for cost
savings from the Federal Government’s ANTS (A New Tax System) package.  However, the
Commission stated at that time that it did not intend to use that taxi cost index for price
setting from July 2001.

The protection of consumers from abuse of monopoly power through prices can be achieved
most appropriately through a proper determination of costs.  Issues surrounding cost items
to be included in the determination of fares have been discussed in the previous chapter.
Following a review of the model outlined in the draft report, the Commission is satisfied
that the cost items and their values are appropriate for fare setting purposes, and that they
protect consumers from any abuse of monopoly power.  However, some issues do remain in
regard to cost items, particularly in relation to the inclusion of a return on plate values item.
These issues are further discussed below.

4.2.1 Plate values/return on capital
In its draft report, the Commission canvassed the proposition that an appropriate cost and
pricing model for taxis should incorporate some measure of the rate of return on plate
values.  This view was predicated on the expectation that the operating profit or net surplus
on a taxi operation would constitute the effective or imputed return on the capital involved
in allowing a taxi to operate, ie the licence plate. The Commission did not attempt to
determine what was a ‘fair’ return on those plates.  It only applied the data provided from
the model to derive an imputed return, ie whatever the net operating surplus was as a
proportion of the plate values.

Although the value of taxi plates varies over time, there remains a market for those plates
and owners can seek to sell their plates at any time.   The Commission had available to it at
the time of the draft report very limited data on plate values (see table 4.1 in draft report).
Nevertheless, the data indicate a market for the plates and one which has recorded real
increases over time.
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The real cost data in the table below was sourced from the Australian Taxi Industry
Association (1999) and adjusted according to CPI changes.  The sale price and auction price
data were sourced from the Canberra Taxi Proprietors Association and Aerial Taxi Cabs’
submission to the Freehills review.

Table 4.1  Values of ACT taxi licences

Real cost of ACT
taxi licences

Sale price of ACT
taxi licences

Auction price of
ACT taxi licences

1991 $234,643 na na
1992 $260,688 na na
1993 $317,274 na na
1994 $311,374 $280,000 $241,000
1995 $250,587 $240,000 $162,000
1996 na $240,000 No auction
1997 $243,597 $250,000 no auction
1998 $280,000 $260,000 no auction
1999 na $280,000 no auction

Source: Freehills Regulatory Group, National competition policy review of ACT taxi and hire car
legislation, Final Report, March 2000, pp 39 and 131.

Canberra Cabs has queried the application of these plate values.  In its draft report, the
Commission only sought to identify implied returns based on a range of plate value data.   If
a plate was valued at $280,000, the imputed return using the earlier modelled results was 4.2
per cent; if the return were based on historically lower acquisition costs of plates, the
imputed return would be much higher.  The Commission was not saying that this was
desirable or a target – it was only saying that this was the implied outcome.

The Commission acknowledges, on the basis of the adjusted model, that the imputed
returns, using this approach, are much lower than 4.2 per cent, perhaps as low as 2 per cent.

In response to the draft report, Canberra Cabs reiterated its view that it did not believe that
it was appropriate for the costing and pricing model to attempt to cover imputed returns on
plate values in determining fares.  Its view was that the returns on plate values were largely
captured outside the revenue and therefore fare setting process, and were reflected in
changes in the capital values of those plates over time.

In principle, the Commission has some difficulty with this argument, particularly with the
outcome of the currently revised model which incorporates a number of additional cost
items which were advised to the Commission in response to the draft report.  The revised
model indicates that the net surplus (revenues minus operating costs) while small is
nevertheless positive.  Even without consideration of a return on taxi plates, this would
appear consistent with the fact that there are taxis on the road and that most of them are
available at peak times.  But there are severe limits on the number of taxi plates, which can
only be acquired for a considerable sum, except for the limited number of WAT licences
currently being issued.  If this operating surplus is considered inadequate to reflect a return
on the plate values, those returns can only emerge from increasing capital values which
require a continuing limit to be placed on the numbers allowed.
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The Commission finds it difficult to reconcile this position with the documented information
which it has on plate values.  The Commission does not believe that the commercial
imperatives driving the financial attractiveness of owning taxi businesses are fundamentally
different from those in any other industry, notwithstanding the view held by some that the
decision to work in the industry is as much a lifestyle issue as a commercial one.  If that is
the case, the Commission is drawn to one of two conclusions: either the effective capital
growth of plate values is significantly greater than official figures suggest or the average net
operating surplus is understated through overstated costs or understated revenues.
Interestingly, this conclusion still holds using the Commission's lower figures for driver
payments which reflect actual payments rather than notional payments based on award
wages and benefits which are not paid to drivers.

The Commission acknowledges that the analysis is based on an average taxi and there is
anecdotal evidence to suggest that the management capability of cab owners varies widely
and that some are doing better than others.  As the figures provided to the Commission have
not been audited, the Commission is not a position to verify the appropriateness of the data.
Canberra Cabs itself indicated to the Commission that much of the data provided is based
on its best estimates as it does not have access to individual cab owners' records.

In the light of this position and acknowledging that no other jurisdiction has adequately
come to terms with this issue, the Commission acknowledges that there are difficulties in
incorporating plate values in the model for fare setting purposes.  It believes that, having
raised the prospect as a point for discussion, the disadvantages of its retention outweigh the
advantages.  As a result, the Commission has decided to exclude plate values from the
revised model.  It believes that future changes to the number of taxi licences available,
including the issuance of WAT licences, and possible eventual deregulation will over time
adjust the plate values.

However, the Commission still believes that it is appropriate to incorporate both revenue
and operating costs in the model for the purposes of moving forward.  Changes in operating
costs alone as the basis for fare determinations are an inadequate measure.  The Commission
needs to relate those costs to the likely income which a business can be expected to generate,
which will be a function of underlying demand for taxi services.

Canberra Cabs has expressed strong reservations about the use of the revised model because
of the Commission’s statement that it would see an increase in competition with additional
licences leading to a requirement for lower rather than higher fares.  Canberra Cabs has
argued that increased competition will lead to higher costs and to lower revenues for an
average cab, and the model will show that.  However, if the Commission views this outcome
as perverse, then in Canberra Cabs’ opinion this indicates that the model is flawed.

The problem with any revenue and cost model is that in the first instance it reflects the
position at a particular point in time.  What the Commission is keen to see is how the
proposed changes work through the industry.  Previous reviews of fare changes have been
driven exclusively by a cost plus approach within a firmly regulated and supply controlled
industry.  There are changes being introduced which are challenging the industry.  The
Commission does not want to make a determination which will impede those changes from
working themselves through the industry.  A cost plus approach tends to view the world in
relatively static terms, and for some the introduction of a second radio network, for example,
is seen as a competitive threat which, if nothing else changes, might lead to higher unit costs.
However, there is nothing sacrosanct about the existing radio network, and the Commission
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is keen to encourage opportunities for efficiency improvements.  In this case, the market
solution may represent a radical reconfiguration of how radio network services are provided
in the ACT, leading ultimately to lower unit costs.

The revised model will allow the Commission to identify and analyse where revenue and
cost changes have taken place and the reasons for them.  Equally, it would like to be able to
explore why changes might not have taken place, and whether this reflects any
unreasonable institutional or market rigidities.

Thus, the adjusted costing and pricing model as outlined in section 3.2.2 remains the
appropriate mechanism to base future fare determinations.  However, because this
represents a departure from previous practice which only considered costs, the Commission
is prepared to draw ‘a line in the sand’ and only use the outcome of this model for future
fare setting.

4.2.2 Fare structure
The Commission notes that the new model focuses on establishing a required revenue
outcome.  It does not address the issue of fare structure.  The model provides no way of
determining any differences between a flagfall and a per kilometre charge, nor whether
there should even be a distinction.  The Commission is of the view that the principal
objective of a fare structure is to ensure that the correct signals are sent to consumers and
producers, reflecting the value and the cost of the services being provided.

In its last price determination, the Commission made adjustments uniformly across all
components of the fare structure, covering both flagfall and per kilometre charges for the
different rates (ie rates 1 – 6).  In its submission to this current review, Canberra Cabs offers
two alternatives to applying its suggested 7.81 per cent increase.  This could be applied as
before, uniformly across categories, or alternatively, it suggests that the flagfall components
remain unchanged and the per kilometre charges be increased to produce a net increase
commensurate with their overall recommendation.

Flagfall v distance rate

Canberra Cabs has expressed the view that there may be consumer opposition to a higher
flagfall relative to the per kilometre charge.  On the basis of an average trip of 8.8 kilometres
under the current fare structure, the flagfall represents between 20 per cent and 25 per cent
of the total fare, depending on the rate applied.

The Commission notes that previous price directions were calculated on the basis of an
average trip of 8.8 kilometres.  The Commission has been advised that over time the average
taxi trip distance has increased as Canberra has grown.  This has contributed in large part to
increased dead kilometres.  To the extent that this trend continues, the Commission notes
that a shift in the fare structure towards a higher per kilometre charge relative to a flagfall
will lead to higher weighted fares.  However, the Commission considers that any modest re-
alignment of the flagfall and distance charge for an average trip is not likely to lead to any
material difference in effective fares although there is little data available to the Commission
which indicates the distribution of taxi trips by distance, and by time of day.



Independent Competition and Regulatory Commission

20

The current fare structure acknowledges a differential between day rates (1, 3 and 5) and
night rates (2, 4 and 6) rates, with the latter higher presumably to provide an incentive to
have taxis available when the demand is generally lower.  The night rate is about 15 per cent
higher than the day rate.  The higher rates are applicable from 9pm – 6am on weekdays, and
all day on weekends and public holidays.  The differentials are reflected solely through the
per kilometre charges.  Flagfall rates remain the same, irrespective of time of day.

The Commission notes that there are significant interstate variations.  These are illustrated in
the table below and show that there is no consistent pattern.

Table 4.2  ‘Night’ standard cab rates compared with ‘day’ rates

State Flagfall Distance Night hours

NSW same +20% 10pm-6am everyday
Victoria +39% same Midnight-6am everyday
Queensland +48% same 8pm-6am Mon-Fri;1pm Sat-6am Mon
South Australia +91% +7% 7pm-6am Mon-Fri; Sat and Sun
Western Australia +45% same 6pm-6am Mon-Fri; Sat and Sun
Tasmania same +20% 8pm-6am Mon-Fri; Sat and Sun
ACT same +15% 9pm-6am Mon-Fri; Sat, Sun and

public holidays
Source: Various taxi councils.

In terms of producing appropriate price signals to the market and reflecting legitimate
differences in cost structure, the Commission considers that, in principle, there is little
justification for per kilometre charge differences.  This is because the variable costs of
operation are generally the same, irrespective of the time of the day.  In theory, there may be
a case to provide a differential flagfall to provide an incentive to offer services.

The Commission notes that Canberra Cabs has suggested that a differential distance charge
for night trips is required to encourage drivers to accept longer journeys and that, without
such a differential, taxis will concentrate only on the shorter, more lucrative trips.  The
Commission has been furnished with little empirical evidence to support this contention and
considers that, for a given market of taxi trips comprising a mixture of short and long trips,
it would not be practicable for all taxis to concentrate on short trips, ignoring longer distance
trips.  The only alternative would be for the taxis to be off the road, earning no income.

The Commission notes that during weekday and weekend night time periods in the ACT,
most taxis are connected to the network, ie on the road.   For example, on weekend
(Saturday) nights, the proportion of taxis engaged is very high, reaching 95 per cent at times.
The current market environment suggests that most taxis are on the road in the evenings,
and are often engaged.  The Commission suggested in its draft report that such utilisation
does not support a flagfall differential, but may be used to support additional taxi licences to
meet demand.  An alternative conclusion is that the existing differentials, which are
expressed as a 15 per cent mark-up on the per kilometre charge with no change in the
flagfall, actually facilitate the high availability of cabs.

Given the relatively higher flagfall rate compared with other states, the Commission
considers that there is merit in Canberra Cabs’ suggestion that any increase in fares should
be concentrated on the distance charge.  Further, having considered interstate fare schedules
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the Commission believes it would be appropriate to adjust the relationship between flagfall
and distance rates in the ACT.  However, because of the absence of supporting data, it is
prepared to limit the adjustment for this fare review to increases in the distance charge, as in
the initial taxi fare review.  At the same time, it is putting the industry on notice that it will
consider making changes to the relativities of the flagfall and distance charges.

To assist with next year’s price direction, the Commission would encourage the ACT
Department of Urban Services and/or the taxi industry to commission an independent
survey of taxi trips to establish the average trip length, the distribution of trips around this
average, and differences in trip distance depending on time of day

Multiple hiring and maxi cab rates

There are different rates for multiple hiring (rates 3 and 4) and for maxi cab hirings (rates 5
and 6).  The Commission has had little information supplied to it about the frequency of
multiple hirings and the frequency of maxi cab hirings.  The historical convention of having
different rates for these services and the differences being 75 and 150 per cent respectively
has not been revisited in detail.  The Commission considers that these conventions should be
retained.

Peak and off peak rates

Despite the varying fare rates, the structure does not distinguish between peak and off peak
demand, eg morning and afternoon weekday peak periods.  In principle, to facilitate a better
balance between supply and demand, there would be grounds for considering fare
differentials to encourage better waiting time performance at peak times.  In chapter 5, the
Commission considers Canberra Cabs’ performance.  The information available suggests
that overall, current peak period waiting time requirements for standard taxis are easily
achieved.  The current performance requirements define the peak period as 3 – 6pm,
Monday to Friday.  Outside these times, the 85 per cent target is only just achieved.
Whether this suggests a need for differential peak and off peak prices is unclear.  A review
of performance requirements may be more appropriate.

By definition, peak times are when the demand is greatest and, it may be expected, when the
willingness to pay is also greatest.  However, on the basis of the current supply conditions,
evidence proffered by Canberra Cabs suggests that the majority of taxis are already available
throughout the morning and afternoon peaks.  Consequently, under current conditions, any
morning and afternoon peak pricing differentials would be unlikely to increase the supply
of taxis, and waiting times would remain substantially unchanged.

In response to the Commission’s draft decision, Canberra Cabs states:5

The Commission concludes that peak pricing is not necessary because the majority of the
fleet is on the road and engaged during peaks.  Canberra Cabs would argue that the
availability of the fleet during peaks demonstrates that peak pricing is working and is
therefore necessary in the pricing structure.

There appears to be some misunderstanding in regard to the Commission’s position in the
draft decision.  The Commission was not suggesting that the existing higher rate for hirings
between 9pm and 6am everyday should be removed.  Rather, it was suggesting that further
                                                     
5 Canberra Taxi Proprietors Association and Canberra Cabs, Submission on the Commission’s draft decision on

taxi fares, May 2001, p 15.
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disaggregation of the fare structure to explicitly recognise morning and afternoon peaks is
unlikely to be appropriate.

The Commission maintains its position as in the draft decision that separate morning and
afternoon peak period fares are not required.  The existing fare differential for
evenings/early morning hirings will be maintained.

Standard taxis v WATs

The other major fare issue refers to the difference between standard taxis and WATs.
Currently, fares are identical for both types of vehicle, even though vehicle costs for the
latter are higher.  Neither the existing cost index model nor the proposed cost and pricing
model have been constructed to incorporate WATs.  Whilst the existing model deals with
annual changes only, the proposed model can be applied to measure costs for WATs
separately from standard taxis.

In general terms, assuming an identical average gross revenue, operating costs for WATs
may be expected to be higher as the vehicles are more expensive and are likely to incur
higher fuel and maintenance costs and higher fees to access the current cab dispatch
network.  Offsetting these higher costs is the low licence fee of $1,000 annually.  WAT
licences are issued for six years, are not transferable and are surrendered at the end of the
period to the Department of Urban Services.  No plate values attach to these licences.

Although the Department of Health issues taxi vouchers for disabled passengers, the fares
earned by cab drivers are the same for all passengers, despite the additional costs associated
with loading/unloading disabled passengers.  The Commission understands there may be
limitations in introducing differential fares as they may be viewed as discriminatory.
However, there may be reasons for having additional fixed charges associated with the extra
time required to serve disabled passengers using WATs.  In its draft decision the
Commission invited views on whether there is a case for WAT taxi drivers to earn higher
fare revenue for disabled passengers, and if so, what the payment mechanism should be.

Canberra Cabs submitted that it supports the introduction of a lift fee, noting that it
recognises the fact that a WAT driver is disadvantaged relative to a standard hiring in the
time taken to load and unload a WAT user.6

At this stage, the Commission considers it inappropriate to introduce additional fees for use
of WATs.  The Commission notes that the ACT Government intends to review options for
providing direct or indirect subsidies in relation to WAT services when it next reviews taxi
services.  In its next review of taxi fares, the Commission will work with the ACT
Government, industry and stakeholders in assessing the fare structure to apply to WAT
users.

4.3 Social impacts
The Commission’s first determination resulted in taxi fares increasing by around 14 per cent.
This was due to a combination of cost increases and the introduction of the goods and
services tax.  At that time, the Commission considered closely the social impacts of fare
increases.
                                                     
6 Canberra Taxi Proprietors Association and Canberra Cabs, Submission on the Commission’s draft decision on

taxi fares, May 2001, p 16.
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The Commission is aware of the importance of taxi transport to particular community
groups.  In particular, some people with disabilities are reliant on taxi travel as buses are not
a viable alternative.  The Commission’s revised analysis in this report indicates an average
maximum fare increase of 5.5 per cent from 1 July 2001.

The Australian Bureau of Statistics conducts a Household Expenditure Survey covering all
States and Territories.  Taxi transport charges are estimated to comprise around 0.3 per cent
of an average Canberra household’s weekly expenditure (ABS Cat.No. 6535.0, 1998-99).

The Commission has considered last year’s Canberra CPI (exclusive of the net impact of the
GST) and changes in fuel prices in determining the 5.5 per cent increase.  Given the share of
taxi fares in average household expenditure, the Commission is satisfied that the proposed
increase will not have significant inflationary effects on individuals or on overall inflation in
the ACT.

The Commission also notes that the ACT Government runs a taxi subsidy scheme which is
designed to assist people with permanent or temporary disabilities who need to use taxis.

4.4 Price path
The Commission stated at the time of the previous price direction that it was looking to
establish a process which would allow it to provide for price directions of longer than one
year.  This was desirable to encourage efficiency improvements in a regulated industry
where the benefits could be shared between consumers and producers.

As an effective profit and loss statement, the proposed pricing model takes into account
revenues and costs.  Because the model constitutes a different model from that used in the
past, the Commission considers that it is appropriate at this stage to draw ‘a line in the sand’
and use this new model as the basis for making future fare determinations, without explicit
reference to the previous model.

However, the Commission wishes to monitor the reasonableness of the model’s application
before enshrining a medium-term price path.  Furthermore, it acknowledges that recent
changes, such as the announcement about a second taxi network and the issuance of further
WAT licences, are likely to lead to changes in the industry.  There are different opinions
about the cost impacts of these and other potential changes to the industry.  The
Commission is not in a position currently to adjudicate on what those impacts might be and
would prefer to review them ex post rather than contribute to a speculative debate ex ante.

Therefore, the Commission has not applied the new pricing model to set fares for a two year
period, despite it considering that recurrent annual price directions alone will produce little
in the way of efficiency improvements.  Exogenous changes to the industry can be expected
to have a significant impact on the structure and operation of the industry.  In the light of
this expectation, the Commission considers it is more appropriate to provide only a one year
determination.  At the same time, it will monitor the effects of changes over the next 12
months and be in a better position to issue a medium term direction from 1 July 2002.  The
new cost and pricing model will form the basis for that determination.
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4.5 Proposed maximum fares
The revised modelled calculations indicate a net surplus of between 3.5 per cent and 5 per
cent of revenue.  The Commission has decided not to proceed down the path of attempting
to assess appropriate returns on plate values.  However, it believes that it is appropriate to
incorporate estimates of both revenues and costs in any model used to determine future fare
changes.  Because the model developed is different from that used in the past, it has decided
to adopt a ‘line in the sand’.  Thus, the new model will form the basis for future fare
changes.

However, in the light of the representations made to it, the Commission believes that there is
some justification for a price rise from July 2001.  Canberra Cabs’ original submission
suggested that an increase of 7.81 per cent was appropriate.  On the basis of the analysis
which lies behind the revised model, the Commission has determined that the average
maximum fare increase for taxis from 1 July 2001 will be based on recent changes in the CPI.
This allows for an increase of 3.94 per cent for changes in the Canberra CPI over the last 12
months (excluding the impact of the GST), and this has been applied in the non-fuel cost
elements.  In addition, the Commission acknowledges that unit fuel prices have increase by
14.6 per cent over the same period (LPG 45.9 cents per litre in January 2000 and 52.6 cents
per litre in January 2001).  Fuel costs represent around 15 per cent of total costs.  On this
basis, the Commission determines a total average maximum fare increase of 5.5 per cent.

In translating this average increase into the various components of the fare, the Commission
has sought to send appropriate signals to consumers and producers.  It also believes that
there is merit in rounding the components to the nearest five cents.  Previous fare
adjustments have been based on an average trip distance of 8.8 kilometres.  Although the
industry has contended that, over time, the average trip distance has been increasing with
the growth of the ACT, there has been no change to the number.   Given that the data
provided to the Commission are still based on this average, the Commission has continued
to make its fare determination on the same basis.

On the basis of rate 1 (6am to 9pm), the current taxi fare for a journey at an average distance
of 8.8 kilometres is as follows:

Flagfall $3.20
Waiting time (per minute) $0.45 ($27 per hour)
Radio fee $0.65
Kilometre rate – rate 1 $10.50 ($1.193 per km)
Total $14.80

The Commission’s direction that the average increase in the maximum fare for 2001/02 will
be 5.5 per cent is applied to the total fare – in the above benchmark example, to $14.80.  In
making this change, the Commission has maintained the existing rate 1 flagfall at $3.20.
Further, given the introduction of a second network operator and uncertainties in regard to
future network costs, it proposes to leave unchanged the radio fee component of the tariff
for this year.  The 5.5 per cent increase in average fares has been applied to the waiting time
charge and the distance rate.



Pricing and consumer protection

25

The corresponding tariff changes for an average trip of 8.8 kilometres for rate 1 are as
follows:

Flagfall $3.20
Waiting time (per minute) $0.475 ($28.50 per hour)
Radio fee $0.65
Kilometre rate – rate 1 $ 11.28 ($1.282 per km)
Total $ 15.61

Historically, the rate 2 tariff has represented a 15 per cent premium on the variable distance
charge.  The Commission earlier suggested that the variable costs of running a taxi are
largely independent of the time of day; in fact, for the same trip, those costs might be lower
because of lower traffic volumes leading to less stopping and starting and shorter transit
times.  The Commission believes that more appropriate pricing signals would be associated
with retaining the same variable distance rate and increasing the flagfall rate.  However,
Canberra Cabs has suggested that such a change would reduce the incentive for taxis to
accept longer trips at night.  Little empirical evidence has been furnished to support this
contention.  At this time, the Commission is prepared to make a determination based on past
practice but puts the industry on notice that independent data of trips over the next year will
be required to validate this proposition.

The rates for multiple hiring and maxi cabs have been based on the previous 75 per cent and
150 per cent relativities, with similar differentials between day and night rates.

The total tariff rates for taxis for 2001/02 are outlined in the following table.

Table 4.3  Summary of maximum taxi fares from 1 July 2001

Flagfall Waiting time Radio fee Km. Charge
Rate 1 $3.20 $0.475 per min $0.65 $1.282 per km
Rate 2 $3.20 $0.475 per min $0.65 $1.474 per km
Rate 3 $2.40 $0.475 per min $0.65 $0.930 per km
Rate 4 $2.40 $0.475 per min $0.65 $1.074 per km
Rate 5 $4.80 $0.475 per min $0.65 $1.987 per km
Rate 6 $4.80 $0.475 per min $0.65 $2.275 per km
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5 SERVICE QUALITY

5.1 Conclusions and recommendations
The MoU sets out aspects of the relationship between the ACT Government and Canberra
Cabs, the operator of the radio taxi network in the ACT.  In particular, the MoU establishes
performance requirements that Canberra Cabs must meet.

The Commission has reviewed the nature of taxi demand in the ACT and aspects of service
quality supplied by Canberra Cabs.  Taxi demand exhibits clear peaks and troughs on both a
yearly, weekly and daily basis.  The supply of taxi services must be sufficient and flexible
enough to meet these varying patterns of demand.

The proportion of taxis engaged between 5:00am and 7:00pm on weekdays is often over 80
per cent.  For weekends, the proportion of taxis engaged is over 60 per cent for around 20
hours each day.  During high demand periods, engaged rates reach around 95 per cent on
both weekdays and weekends.  These figures are very high compared to Sydney taxis, and
support the notion that an increased number of taxis may be warranted in the ACT market.
In low demand periods the proportion of taxis engaged falls from these high levels, as in
other cities.

Factors such as demand and proportion of taxis engaged influences waiting times.  Canberra
Cabs is required to achieve waiting time targets set by the MoU.  For standard taxis, peak
period targets are easily achieved.  Interestingly, the 85 per cent of customers experiencing a
waiting time of no more than 10 minutes target during off peak periods is only just
achieved.

The Commission considers that waiting time targets for standard taxis during peak periods
should be reviewed.  Currently, the 85 per cent target allows for additional waiting time of
80 per cent (from 10 minutes to 18 minutes) when moving from ‘all other times’ to peak
period times.  It may be that since the peak period waiting time target is achieved easily, it
may not be contributing to on going improvements in service quality.  It is being met by
default.

The existing targets may not properly reflect actual peak periods for taxi demand.  The
narrow achievement of some standard taxi waiting time targets suggests this is the case.
However, as discussed above, it may be appropriate to actually tighten the existing ‘peak
period’ target, moving towards convergence of the peak and off peak waiting time targets.

The Commission notes that demand ‘hot spots’ can occur on a random basis, as opposed to
the general peak period that is expressed in the maximum waiting time service
requirements.  In this regard, the network operator is trialing new processes to identify and
target these hot spots, thereby maintaining/improving its level of service provision.

Canberra Cabs generally does not meet its waiting time requirements in regard to WATs.
The Commission is particularly concerned at this outcome given disabled users of this
service often have limited alternatives.  The ACT Government’s issuing of an additional 10
WAT licences and more stringent enforcement of licence requirements is supported in this
regard.  The Commission understands that the ACT Government is also considering
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incentives for WAT operators, eg specific charges that reflect the additional costs of
providing a WAT service.

The Commission also notes that Canberra Cabs will be required to manage WATs to
promote improved service levels to disabled users of such services.  A previous
management process existed up until around 12 months ago.  The removal of this system
does appear to have contributed to reduced service levels for WAT customers.

The recent survey of taxi industry performance is consistent with the above conclusions for
standard taxis and WATs.  Waiting times have deteriorated over the past year, and required
performance targets have often not been achieved.

The survey indicates that customers are generally very satisfied with the service standards
of Canberra Cabs.  It is often argued that service standards would fall in a deregulated
environment.  The Commission does not necessarily agree with this position.  In a
deregulated environment (ie where quota restrictions are removed), the government can still
set minimum service standard requirements, and continue to monitor service standards.
The government maintains the right to license/authorise networks, operators and drivers,
and impose appropriate sanctions if service standards are not met.  Further, deregulation
and competition have the potential to provide a more appropriate mix of service quality
(where still meeting minimum requirements) and price options.

Recommendation 3 – Service quality
The Commission recommends that:

•  service quality indicators in the MoU be reviewed, with particular attention paid to
tightening peak period waiting time requirements

•  improved monitoring of WAT service standards be implemented, with appropriate
sanctions imposed where licence conditions are not met.  Government and industry
must work together to improve WAT service standards

•  administrative actions required of Canberra Cabs by the MoU, eg independent audit of
quarterly reports, be properly enforced and/or reviewed.

5.2 Introduction
The primary justification for regulating the taxi industry is that in an unregulated
environment quality standards will suffer, with the cost of such a deterioration borne by
rank and hail customers who have little ability to pick and choose between taxis.

In regulating the taxi industry, a trade off must be made between price, quality and waiting
times, all of which relate to the service received by the customer.  Taxi fares are now
formally regulated by the Commission.  Other aspects of service quality are covered within a
Memorandum of Understanding between the industry and the ACT Government.  The ACT
Government also conducts an annual survey on taxi service quality.



Service quality

29

Under section 20 of the Independent Competition and Regulatory Commission Act 1997, the
Commission is to consider a range of factors relating to service quality:

•  the protection of consumers from abuses of monopoly power in terms of prices,
pricing policies (including policies relating to the level or structure of prices for
services) and standard of regulated services – section 20(2)(a)

•  standards of quality, reliability and safety of the regulated services – section 20(2)(b).

These factors are addressed in the following sections.

5.3 Memorandum of understanding
On 20 June 1997, a Memorandum of Understanding (MoU) was signed between the ACT
Government and Aerial Taxi Cabs Co-operative Limited (ie Canberra Cabs, operator of the
taxi network in the ACT).  The MoU is to operate from 1 July 1997 to 30 June 2002, and
covers the services to be provided by Canberra Cabs in respect of a taxi booking service.

Schedule 3 of the MoU sets out performance measures and reporting requirements that
Canberra Cabs must meet.  Quarterly reports are required from Canberra Cabs covering the
following performance measures:

Maximum waiting times

A taxi service must be provided so that:

On Monday to Friday afternoon between 3pm and 6pm the following standards are met:

•  85 per cent of hirers experience a maximum waiting time of no more than 18 minutes

•  95 per cent of hirers experience a maximum waiting time of no more than 30 minutes.

At all other times the following standards must be met:

•  85 per cent of hirers experience a maximum waiting time of no more than 10 minutes

•  95 per cent of hirers experience a maximum waiting time of no more than 20 minutes.

These standards apply separately to both standard and wheelchair accessible taxis (WATs).
They are minimum service levels required of Canberra Cabs under the MoU.

Further, in no zone within Canberra Cabs’ network should more than 40 per cent of hirers
experience a waiting time of more than 10 minutes.

Response times

Canberra Cabs is also required to provide information separately for standard and WATs on
response times for hirers requesting taxis by phone.  Response times are classified into:

•  less than 5 minutes

•  between 5 minutes and 10 minutes

•  between 10 minutes and 15 minutes

•  between 15 minutes and 20 minutes

•  between 20 minutes and 30 minutes
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•  between 30 minutes and 60 minutes

•  more than 60 minutes.

Details of Canberra Cabs’ performance in relation to the above requirements, and additional
service quality information, is presented below in sections 5.4 and 5.5.

Other matters

Service quality covers issues broader than just waiting times.  Issues such as driver
knowledge and ability, and vehicle cleanliness and condition are also important.  Such
matters are covered within the MoU, which requires Canberra Cabs to take all reasonable
steps to have in place procedures to ensure that:

•  all taxis are clean and tidy when performing the service

•  the interior of all taxis are maintained as smoke free zones

•  all taxis have fully functioning air conditioning from 1 December 1999.

Canberra Cabs itself has conducted quarterly vehicle inspections since 1992.  The entire fleet
is inspected on a single day.  The inspection concentrates on vehicle and driver presentation.
Vehicles not meeting the required standards are given on the spot written notices of the
defect, with a time/date by which the defect must be repaired.  Any defect associated with
safety requires an immediate response.  Operators may be given two weeks to have minor
defects corrected.  Vehicles that do not comply are suspended from the radio network.

These service quality issues are further discussed in section 5.5.

5.3.1 Fines and sanctions
In instances where Canberra Cabs is found to have breached the MoU requirements, fines
may be imposed.  Representatives of the ACT Government indicated to the Commission that
fines to participants in the taxi industry have been imposed in the past, but have not been
material in magnitude.  The ACT Government may also suspend or withdraw any taxi
network contract, operator accreditation or driver authorisation in the ACT.  Such sanctions
have not been applied to date.  Failure to comply with the MoU is reason for terminating the
contract between the ACT Government and Canberra Cabs for the provision of a radio
network service.  In such circumstances, Canberra Cabs would be given at least 20 business
days to rectify the problem.

5.4 Passenger demand and waiting times
In this section passenger demand for taxis is considered in terms of variations over a day,
week and a year, ie a short term view, and also in terms of demand trends over recent years.

5.4.1 Variations in demand
Information on demand for taxi services is maintained within the Canberra Cabs network
system.  This provides detailed information, particularly in regard to telephone bookings
through the network.  From this information, demand for rank and hail bookings may be
estimated, ie total bookings on the network less phone bookings.  In practice, the ‘rank and
hail’ figure includes bookings made through informal mobile phone networks, ie some taxi
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drivers may have regular users who book a taxi using their mobile phones.  This market is
likely to be small.

Weekly telephone booking demand for taxi services shows some variability.  Figure 5.1
shows the pattern of weekly radio bookings demand for Canberra Cabs’ network during
1999 and 2000.  The data shows no growth over the two years.  The variability for each year
follows a similar pattern.

Figure 5.1  Trend in weekly demand for telephone bookings

0

5,000

10,000

15,000

20,000

25,000

30,000

35,000

40,000

45,000

Ja
n-

99

Fe
b-

99

M
ar

-9
9

Ap
r-9

9

M
ay

-9
9

Ju
n-

99

Ju
l-9

9

Au
g-

99

Se
p-

99

O
ct

-9
9

D
ec

-9
9

Ja
n-

00

Fe
b-

00

M
ar

-0
0

M
ay

-0
0

Ju
n-

00

Ju
l-0

0

Au
g-

00

Se
p-

00

O
ct

-0
0

N
ov

-0
0

D
ec

-0
0

B
oo

ki
ng

s 
pe

r w
ee

k

Source:  Canberra Cabs.

In 1999, highest demand was experienced in November and early December, peaking at
40,308 bookings for a week in November.  For the November-December period in 2000, peak
demand was recorded in early December at 36,146 bookings.  However, for the year 2000
overall, peak demand occurred in June at 38,526 bookings.

Demand drops off considerably in January, coinciding with the major school holidays of the
year.  Other school holiday periods of the year are also associated with falls in demand,
although the extent of those falls is moderate compared to the January period.  Overall,
demand for taxis generally ranged between 30,000 and 38,000 telephone bookings per week
for the year 2000.

In the year 2000 there is a clear ‘break’ in demand between the first and second halves of the
year.  Demand fell through July of that year, possibly associated with school holidays, and
did not fully recover when compared to the experience of 1999.  One possible explanation
for this is the impact of the Olympics, particularly during September and early October
when a considerable fall in demand is evident.  Discussions with representatives of
Canberra Cabs indicated that the ACT taxi market is dominated by business activity, and
that demand from this section of the market reduced significantly during the Olympic
period.  Business activity was reduced due to the Olympics, and this had a significant effect
on taxi demand.  It is possible that demand for 2001 will return to a pattern similar to that
for 1999.  However, actual demand levels may not recover.  Additional demand information
submitted by Canberra Cabs indicates that demand levels in the first couple of months of
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2001 have not recovered from the reduced activity experienced during the second half of
2000.

Figure 5.2 illustrates weekly demand for ‘rank and hail’ bookings.  The pattern of demand is
similar to that for radio bookings, ie relatively high in November and early December of
each year, with January showing a significant fall.  The period associated with the Olympics
is also associated with a sharp fall in demand.  Unlike telephone demand, ‘rank and hail’
bookings show relatively strong demand over February and March of each year.  This may
be associated with the influx of university students during that period.

The figure indicates that rank and hail demand increased strongly in the weeks leading up
to Christmas 2000, compared with demand in 1999.  Closer inspection of the data indicates
that although both telephone and rank and hail hirings fell between 1999 and 2000, there
was a relative shift to rank and hail bookings.  The percentage fall in rank and hail bookings
was less than that for telephone bookings.

Figures 5.1 and 5.2 indicate that telephone bookings contribute the greatest share of total
demand.  Telephone bookings represent around 60 per cent of all bookings.

Figure 5.2  Trend in weekly demand for ‘rank and hail’ bookings
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Source:  Canberra Cabs.

Figure 5.3 shows the pattern of daily bookings for telephone and rank and hail demand.
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Figure 5.3  Daily booking totals – November 2000
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Source:  Canberra Cabs.

Figure 5.3 illustrates a consistent pattern in terms of increasing demand for telephone
bookings over the latter part of each week, with demand highest on Thursdays and Fridays.
The pattern for rank and hail bookings is not as consistent, but highest demand also tends to
occur on Fridays.  Sundays also show relatively high demand, in contrast to the telephone
bookings market.

Figure 5.4 shows how hourly demand for both telephone and rank and hail demand varies
over a typical weekday.

Figure 5.4  Hourly booking totals on weekday – 9 Nov 2000
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Source:  Canberra Cabs.

The general pattern of demand is similar.  Peaks occur between 8:00 and 10:00am, and 3:00
and 7:00pm.  The demand is mostly for telephone bookings.

Figure 5.5 shows how hourly demand varies over a typical weekend day for both telephone
and rank and hail demand.
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Figure 5.5 Hourly bookings totals on weekend day – 11 Nov 2000
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Demand patterns for the two services are quite different.  Telephone bookings are greatest
from 6:00pm to 12:00am, consistent with customers using taxis to go out for the evening.
Rank and hail demand peaks in the early hours of the morning, as customers use taxis to
return home after an evening out.  The central location of many restaurants/night spots in
Canberra with taxi ranks nearby contributes to this outcome.

The figures indicate significantly different demand patterns between weekday and
weekend.  For the weekday, there is very low demand in the early hours of the day, with
demand peaking around the start and end of the working day.  In contrast, for Saturday 11
November 2000, demand peaked between 6:00pm and 12:00am for telephone bookings, and
between 12:00am and 5:00am for rank and hail demand.  During the weekend demand for
both telephone and rank and hail bookings is relatively low compared to weekdays.

As the above figures illustrate, demand varies on a daily, weekly and yearly basis.  The taxi
industry/operators have to manage their service provision to meet this varying demand.  In
periods of high demand, a relatively higher number of taxis is likely to be connected to the
network, and similarly with the proportion of taxis engaged, ie occupied.  During low
demand periods, the opposite is likely to be the case because taxis will be on the road only if
the operators believe they will make money during that time period.7

These issues are illustrated in figures 5.6 and 5.7, and considered further in section 5.4.2.

                                                     
7 During the period to which these figures relate, there were 233 taxi licences in the ACT.  These were split

between standard taxis (217) and WATs (16).  The ACT has since released an additional 10 WAT licences.
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Figure 5.6  Number of taxis connected to network and % engaged – 9 Nov 2000
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Source:  Canberra Cabs.

The line across figures 5.6 and 5.7 indicates the proportion of taxis connected to the network
at that time that are engaged, as measured on the right hand scale.  The columns indicate the
number of taxis connected to the network.

The pattern for number of taxis connected to the network is generally consistent with daily
demand, insofar as a low number of taxis is connected during the early hours of the day.
For the remainder of the day, there are a consistently high number of taxis connected,
usually between 190 and 225.  The number slowly decreases towards the end of the day.

The variability of taxis engaged is consistent with the pattern of hourly demand (figure 5.5).
Where demand is low or decreasing, the proportion of taxis engaged tends to be low and/or
falling.  This is particularly evident during the early and late hours of the day.  To a very
limited extent, the managing of taxi supply by operators does moderate the variability in
taxis engaged.  Fewer taxis are connected to the network in the early hours of the day.
However, as the figure illustrates, the increase in taxis connected at 4:00am, without a
commensurate increase in demand, results in the proportion engaged falling sharply at that
time.  Similarly in the late evening, the decline in taxis connected to the network does not
keep pace with decreasing demand, resulting in a sharp fall in the proportion of taxis
engaged from around 6:00pm.

For a significant period of the day, the proportion of taxis engaged is over 80 per cent.  This
is a relatively high figure when compared to taxis in Sydney, where the proportion engaged
does not reach 80 per cent even during peak periods.8  Notwithstanding the different market
factors in Canberra and Sydney (eg traffic conditions/congestion), this suggests that the
ACT market has a low number of taxis relative to demand.

                                                     
8 IPART, Review of the taxi cab and hire car industries, Final Report, 24 November 1999, pp 37-38.
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Figure 5.7  Number of taxis connected to network and % engaged – 11 Nov 2000
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Source:  Canberra Cabs.

As in figure 5.6, the number of taxis connected to the network shows a similar pattern to
demand.  However, changes in taxis connected is not sufficient to compensate for changes in
demand.  Hence, the proportion engaged shows sharp variability, particularly in the early
morning and late evening.  This is particular true in the late evening, when the proportion of
taxis engaged reaches 95 per cent.  Again, this is a very high result when compared to
Sydney.

The information in figures 5.6 and 5.7 may have relevance and importance in relation to
waiting times.  Waiting times are influenced by the proportion of taxis engaged, which in
turn is a function of demand and number of taxis on the network.

5.4.2 Waiting and response times
Under the existing MoU Canberra Cabs is required to report quarterly on waiting time and
response time performance.  The MoU requires that Canberra Cabs have its records and
quarterly reports audited by an independent auditor.  The Commission is aware that to date
this has not occurred, and the ACT Government has not enforced this requirement.

The following tables show Canberra Cabs’ recent performance in relation to the MoU
requirements.

Table 5.1  Waiting times:  3 – 6pm Monday to Friday

MoU requirement Sep 00 Jun 00 Mar 00 Dec 99

Standard
85% < 18mins 99.7 99.0 96.3 96.7
95% < 30 mins 98.4 96.0 98.9 98.8
WAT
85% < 18mins 72.4 66.2 89.5 86.8
95% < 30 mins 87.9 87.8 96.6 93.0
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Table 5.2  Waiting times:  all other times

MoU requirement Sep 00 Jun 00 Mar 00 Dec 99

Standard
85% < 10mins 87.7 86.2 86.6 86.6
95% < 20 mins 99.2 98.6 98.9 98.5
WAT
85% < 10mins 63.0 60.1 81.8 79.3
95% < 20 mins 86.3 84.1 94.7 94.2

Performance is differentiated for standard and WATs, and a distinction is made between
3:00 – 6:00pm Monday to Friday, and ‘all other times’.  The time period between 3:00 –
6:00pm Monday to Friday is a peak demand period, and performance requirements are
different (relatively lenient) for these times.

Standard taxis

Performance for standard taxis generally meets the MoU requirements.  For the period 3:00 –
6:00pm Monday to Friday, Canberra Cabs has easily achieved the performance
requirements.  This is also the case for the performance requirement that 95 per cent of
telephone booking customers wait less than 20 minutes at ‘all other times’ (table 5.2).

Interestingly, performance requirements are barely achieved for 85 per cent of telephone
booking customers having to wait less than 10 minutes at ‘all other times’, ie during periods
outside the peak demand times of 3:00 – 6:00pm Monday to Friday.

This outcome suggests that:

•  peak period performance requirements for standard taxis could be tightened.
Performance targets that are achieved by default do not provide incentives to
continually improve.  This suggests a gradual convergence between peak and off peak
performance requirements

•  the indicators do not properly reflect peak periods.  Certainly, the information
presented in the figures above suggests multiple peaks in the Canberra taxi market.
The fact that Canberra Cabs’ performance requirements are easily met at ‘all other
times’ suggests that a convergence of performance indicators between current peak
and off peak periods may be warranted.

As well as the general pattern that demand tends to follow on a daily, weekly and yearly
basis, increased demand (or conversely tight supply) may occur randomly throughout the
day due to particular circumstances.  This differs from the general peaks and pattern of
demand identified above.

The Commission notes that Canberra Cabs has put in place processes to meet these demand
‘hot spots’.  The system has been trialed since February 2001, and involves identifying hot
spots through the network system, and directing drivers to those areas.  The network
operator remunerates the driver for attending that particular area.  The Commission views
this as a good example of the network operator providing innovative services in order to
maintain/improve service levels.
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Wheelchair accessible taxis

Canberra Cabs’ performance in relation to WATs is more variable than for standard taxis,
and generally does not meet the requirements of the MoU.

During the peak period 3:00 – 6:00pm Monday to Friday, the MoU requires Canberra Cabs
to have 85 per cent of its customers experience a waiting time of no more than 18 minutes.
Between December 1999 and September 2000, performance ranged between 66.2 per cent
and 89.5 per cent, with the requirements met in only two out of the four quarterly periods.

Canberra Cabs’ performance in relation to 95 per cent of its customers experiencing a
waiting time of no more than 30 minutes between 3:00 – 6:00pm Monday to Friday is closer
to the standard required by the MoU, but still generally falls short.  Between December 1999
and September 2000, performance ranged between 87.8 per cent and 96.6 per cent, with the
requirements being met on only one occasion during the four quarterly periods.

During ‘all other times’, Canberra Cabs’ performance did not meet the requirements of the
MoU on any occasion.  In relation to the target of 85 per cent of customers waiting less than
10 minutes, performance ranged between 60.1 per cent and 81.8 per cent.  For the target of
95 per cent of customers waiting less than 20 minutes, performance ranged between 84.1 per
cent and 94.7 per cent.

Response times

The Commission has considered the response time information that Canberra Cabs submits
on a quarterly basis.  Generally, response times for standard taxis are ‘front loaded’ into the
less than 5 minutes and 5-10 minutes categories, ie a significant majority of standard taxi
customers wait less than 10 minutes for a taxi.  The majority of WAT response times is in the
less than 5 minutes category, although the degree of ‘front loading’ is far less compared to
standard taxis, ie the average waiting time for WAT users is greater than for standard taxi
users.

This again suggests that service levels for users of WATs is relatively poor.  Waiting time
targets for WATs are generally not achieved, and on average, response times are higher than
is the case with standard taxis.

The Commission notes that the ACT Government has recently released an additional 10
WAT licences.  These are expected to begin operation around the middle of 2001.  This
should assist in improving service levels to WAT users.  The ACT Government has also
stated its intention to strengthen the enforcement of WAT licence requirements.  In its
response to the Freehills report (see section 6.4), the ACT Government notes that the
September 2000 quarterly waiting times report indicates that 28 per cent of WAT hirers
waited more than 18 minutes.  In contrast, only 0.3 per cent of standard taxi hirers waited
more than 18 minutes.

The Commission understands that the ACT Government is considering incentives for WAT
operators, eg specific charges to reflect the additional costs of providing a WAT service.  A
combination of appropriate incentives as well as strengthening the enforcement of WAT
licence conditions should improve service levels to WAT users.



Service quality

39

Finally, the MoU requires that no zone within the Canberra Cabs network should have more
than 40 per cent of hirers waiting more than 10 minutes.  For each of the periods above, this
requirement was not met for zone 20, the suburb of Hume.  However, Canberra Cabs notes
that this area accounts for less than 1 per cent of all hirings, and that over 80 per cent of
hirers have a waiting time of no more than 15 minutes.

5.5 Taxi industry survey
The Commission is interested in assessing a broad set of information that encompasses other
service issues in addition to waiting times.  When considering service quality there are a
range of factors that need to be taken into account.  These include vehicle cleanliness and
condition, driver courtesy, street knowledge and driver ability.

The ACT Government has conducted two annual surveys of the Canberra taxi industry.  The
second survey, for the year 2000, was released recently.  The survey collects information on
industry performance and a broad range of service quality issues, including users’
perceptions of service levels.  As well as collecting information on waiting times similar to
the quarterly reports required under the MoU, additional information includes:

•  customer waiting times at taxi ranks

•  taxi waiting times at taxi ranks

•  assessment of driver performance

•  assessment of some aspects of the taxi vehicle

•  customer assessment of quality of service

•  survey of customers from Canberra Airport.

The key findings of the survey are:

•  waiting/response times for standard taxis have increased across the board from 1999,
ie for telephone bookings and taxi ranks (waiting times for WATs were not surveyed
in 1999)

•  the target that 85 per cent of telephone booking customers wait no more than 10
minutes during off peak times has not been achieved.  For standard taxis the response
time achieved was 12:53 minutes, and for WATs, 23:08 minutes9

•  peak period waiting time requirements have been achieved for both standard taxis
and WATs (this result for WATs contrasts with some of the information in the MoU
quarterly reports)

•  response times in certain off peak periods were longer than those in the general off
peak time, specifically in the 7:30am – 9:30am period

•  telephone booking waiting time targets for WAT services in off peak periods have not
been achieved

•  although customer waiting times at taxi ranks have increased (in some cases
significantly, eg 100 per cent), they are still within the waiting time requirements
specified in the MoU for telephone bookings

                                                     
9 Note, the quarterly reports viewed by the Commission indicate that Canberra Cabs just achieved the

performance requirement that 85 per cent of standard taxi customers wait no more than 10 minutes.  The
MoU information indicates that the requirement for WATs was not achieved.
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•  drivers of WATs provide a reasonable level of service, but the following require
attention:

− securing chair and passenger to an adequate standard, and knowing and
acknowledging the specific needs of WAT passengers is a matter for training

− at what point of the journey the taxi meter should be started

− defining the extent of the service to be provided, eg assistance in gaining access
to buildings.  Respondents were divided on whether this should be part of the
service provided

− design issue in terms of passengers’ ability to see the taxi meter from their seated
position

•  surveyors encountered a small number of instances where drivers were being
dishonest or were inadvertently making mistakes:

− on two occasions surveyors were overcharged by a factor of 200 per cent, by the
cost of the journey also being included as the ‘tip’ on a cabcharge docket.  If
being dishonest, this could be explained away as a fault of the machine

− the fare rate was set incorrectly for the time of day

− on two occasions the meter was started before the driver made contact with the
surveyor.

The research firm conducting the survey noted that two factors should be taken into account
when comparing results between the 1999 and 2000 surveys:

•  the 2000 survey was conducted at a later time period of the year with possible
increased traffic and hence reduced response times

•  the firm was aware of two periods during the 2000 survey when the radio network
was off air, resulting in delays.

The Commission has considered the issue of the different timing of each of the surveys.  The
2000 survey was conducted between 1 November 2000 and 8 January 2001.  The 1999 survey
was conducted over September and October of that year.  The Commission has reviewed
demand information for those periods.  Total demand (as measured by telephone and rank
and hail bookings) was higher during the 2000 survey period.  However, taking into account
the increase in taxis from 223 to 233 between the two surveys results in there being only an
insignificant increase in total bookings per taxi.  This is not expected to have had a real effect
on the survey results.

5.5.1 Quality of service survey
Three survey methodologies were applied to assess service quality: telephone, face-to-face
with users at Canberra airport, and an on-board survey.  Aspects of service quality assessed
included:

•  response time

•  driver ability

•  driver’s knowledge of Canberra

•  accuracy of the fare charged
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•  handling of cash or cabcharge by driver

•  driver courtesy

•  cleanliness and condition of the vehicle.

The survey indicates that users are generally happy with the level of service provided in
regard to the above.  For each of the factors, at least 80 per cent of users were either satisfied
or very satisfied with the service provided.

This outcome is consistent with the quarterly waiting time information supplied through the
MoU.  This data suggests that for standard taxis, waiting time requirements have been
achieved.  Interestingly, the taxi industry survey indicates that even though the 85 per cent
waiting time requirement for off peak periods was not achieved, most users expressed
satisfaction with the service provided.  This may suggest that although the waiting time
target was not achieved, the average waiting time was considered reasonable by the
respondent.

The high level of satisfaction with service standards is a positive outcome.  However, such
an outcome does not support continued regulation of the industry through licence quota
restrictions.  It is an indication that current service standards are high.  It is not an indication
that users would not accept a lower standard of service, in conjunction with a lower fare.

The Commission is not recommending that current service standards be allowed to fall.
Within guidelines set by the Government and industry, appropriate levels of service should
be provided.  As discussed in the following section, customer satisfaction and service
standards can be maintained in a deregulated environment.

5.6 Service quality and deregulation
Regulation of the taxi industry is often justified on the grounds that in an unregulated
environment quality standards would suffer, with the cost of such a deterioration borne by
rank and hail customers who have little ability to pick and choose between taxis.

Sections 5.4 and 5.5 have considered the recent performance of the ACT taxi industry.  Areas
have been identified where service quality may be poor and/or decreasing.  Aspects of
service quality where positive customer sentiment exists have also been identified.

The unanswered question at this stage is what happens to service standards in an
unregulated environment.

Proponents of continuing regulation often regard deregulation as an ‘all or nothing’
decision.  They claim deregulation of quota restrictions, service standards, fare levels, etc
would lead to a proliferation of new entrants, and service standards would fall as taxi
operators competed for a fixed (in the short term at least) number of customers.

However, deregulation of the industry need not take this path.  Once quota restrictions have
been removed, the relevant government can still maintain a role in setting service standards,
in authorising/licensing networks, operators and drivers, and in monitoring service
provision.  Government will maintain the power to sanction industry participants where
necessary.
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Enforcement of such requirements can produce positive outcomes by maintaining service
quality.  Rank and hail customers will always be in a relatively adverse position compared
to phone booking customers, when considering the impacts of deregulation.  However, the
relative position of rank and hail customers should not be confused with their absolute
position.  In absolute terms, they may still be receiving an appropriate level of service.  If
there are strong concerns in regard to deregulation’s effect on such customers, stringent
enforcement of service standards will alleviate those concerns.

It should be kept in mind that a key advantage of competition and deregulation is that
consumer choice is generally increased.  Service providers may choose a particular position
on the service quality/price trade off, consistent with government requirements in regard to
minimum service quality standards.  Further, regulation of maximum fares can be
maintained by government in a ‘deregulated’ market.

With appropriate safeguards, the Commission considers that the removal of licence number
restrictions can promote community benefits while maintaining service standards in a
deregulated environment.
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6 COMPETITION POLICY

6.1 Conclusions
There are a range of competitive restrictions present in the taxi industry.  These are
identified in state/territory and federal reviews of the industry, including that of Freehills
(see section 6.4 below) on the ACT taxi industry.  Competitive restrictions affect the
efficiency of the industry.

The Freehills report identifies significant efficiency losses associated with quota restrictions.
Competition would remove these losses.  It would also encourage taxi operators to minimise
their costs, while meeting service level requirements.

The ACT Government has responded to the Freehills report.  In particular, it has stated that
no additional standard taxi licences will be issued, pending a further review of the industry
prior to June 2002.  An additional 10 WAT licences have been released.

Of relevance to the ACT Government’s approach to reform is the recent release of the
National Competition Council’s Framework for the third tranche assessment of government’s
progress with implementing national competition policy and related reforms (see section 6.5 below).

The NCC states that proposals for a transitional approach to reform must be accompanied
by rigorous public interest justifications.  The ACT Government is proposing a further
review of the industry prior to a final decision on the removal of taxi licence quotas.  This
review would need to identify the public interest justifications if quota restrictions are to
remain in place.

In relation to fare regulation, Freehills recommends that until adequate new entry has
occurred (following the removal of entry restrictions), maximum fare regulation should be
maintained.  The ACT Government agrees with this, stating that the Commission should
maintain its role of fare regulation and that operators continue to be allowed to charge
below the maximum fare.  The Commission generally agrees with this approach.

However, the Commission notes that particular care must be taken in applying a pricing
methodology to set maximum fares in a market where licence quota restrictions are
removed.  For example, under the new pricing approach which calculates a surplus/deficit
figure, an increase in taxi numbers without an increase in demand would result in reduced
average takings per taxi.  This would translate into a fare increase, other things being equal.
This would be a perverse outcome, competition leading to fare increases.  If quota
restrictions are removed and maximum fair regulation maintained (at least initially), the
Commission would be careful to avoid any inappropriate pricing outcomes.

Recommendation 4 – Fare regulation
The Commission recommends maximum fare regulation be initially maintained when and if
licence quota restrictions are removed.  If removed, the response of industry should be
monitored to determine the requirement for continued maximum fare regulation.
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Freehills recommends that consideration be given to establishing an additional network
operator in the ACT.  The ACT Government recently announced that Yellow Cabs Pty Ltd
had been selected as the provider of an additional taxi network following a tender process.
The Commission generally supports the establishment of a second network operator in the
ACT, but is concerned with the approach that the ACT Government may adopt.

Firstly, the full benefits of reform are unlikely to be achieved under a piecemeal approach.
The benefits of an additional network operator will not be fully realised in an environment
where licence quota restrictions exist.  Secondly, the Commission considers that during the
introduction of a new network operator, enforcement of performance standards should
reflect the ACT Government’s obvious aim of establishing the operator.  Some flexibility, as
appears to have been taken with the incumbent network operator, should be applied where
service requirements have not been achieved.

Recommendation 5 – Taxi networks
The Commission recommends that the ACT Government act to encourage the establishment
of an additional taxi network service provider.  This may be reflected in the assessment of
performance against stated requirements.

6.2 Introduction
The terms of reference for this review require the Commission to consider the ‘degree of
competition within the industry and the way in which that may affect the efficiency of the
industry’.

At a meeting of the Council of Australian Governments in April 1995, the Heads of
Government signed an agreement to implement the National Competition Policy reform
package.  The purpose of the reforms was to remove unnecessary barriers to trade and
encourage greater competition within Australia.

The reform package includes a commitment from all the Australian Governments to review
and reform any legislation which might restrict competition and which is not in the public
interest.  The general principle is that legislation should not restrict competition unless it can
be demonstrated that the benefits of the restriction outweigh the costs to the community as a
whole, and the objectives of legislation can be achieved only by restricting competition.

The ACT Government has reviewed legislation relating to the taxi and hire car industries.
The Commission has considered the outcomes of this review and the ACT Government’s
response to the review, in fulfilling its own requirements under the terms of reference.

Conclusions from the ACT Government review in relation to the taxi industry are presented
below in section 6.4.

6.3 Competition and efficiency
In a competitive environment, the interaction between service providers and consumers is
likely to produce efficient outcomes (eg fares levels, service quality).  If the cost of offering a
service is greater than the amount consumers are willing to pay, the service will not be
offered, or will be withdrawn to avoid a loss for the providers of the service.  If a service
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provider is charging an excessive price, another provider may enter the market, charge a
lower price, and win consumers from the previous supplier.

When prices and service levels are set through competition, resources in the economy tend
to be allocated to their best uses (allocative efficiency).  Competition tends to result in the
least cost/most efficient service providers serving the market (productive efficiency).
Competition plays a dual role in the economy, promoting both allocative and productive
efficiency.

Of course, competition does not work perfectly and may not always be feasible.  However, it
provides a process whereby misjudgements by producers regarding the cost of production,
price or quality of service, may be corrected.  If a service provider seriously misjudges what
the market wants, it will be worthwhile for another producer to enter the market.  Sooner or
later, such entry will take place.  On the other hand, regulation may lock in excessively high
costs or inappropriate services for long periods.

In the context of the ACT taxi industry, government regulation of licences severely limits the
number of operators in the market.  No standard taxi licences have been issued since 1995.
This limitation on supply is one factor that has seen service providers not depart from the
regulated maximum fare.  In effect, the regulated maximum fare is the only fare available.
This is also recognised in the Freehills report (see following section).  Competition has been
constrained through supply restrictions.

The removal of supply restrictions need not imply reduced service levels and/or fare
exploitation.  Removal of supply restrictions can co-exist with maximum fare regulation and
minimum service quality requirements.  The industry competition that eventuates may
involve service providers offering fares below maximum fares in an effort to attract
customers, and varying service levels, which would have to meet the required minimum
service standards as required by the ACT Government.  Such a process would see consumer
choice increased.  Those service providers and service level combinations that survived
would be the most efficient providers, offering a service demanded by the community.
These market mechanisms cannot operate effectively in the current regulated environment.

Taxi operators are currently limited in the supply of network services.  There is only one
provider of network services in the ACT.  The competition arguments concerning
taxis/consumers, can equally relate to network operators/taxi operators (specific discussion
on these issues is contained in section 6.6).

6.4 Freehills report
Under the National Competition Policy reform package, the ACT Government has agreed to
review, and where necessary, reform all existing legislative restrictions on competition.
Independent consultants Freehills Regulatory Group (Freehills) were appointed by the ACT
Government to review the ACT’s taxi and hire car legislation.  A final report by Freehills
was completed in March 2000.10  Public release of the report was on 15 November 2000.

                                                     
10 Freehills Regulatory Group, National competition policy review of ACT taxi and hire care legislation, Final

Report, Prepared for ACT Department of Urban Services, March 2000.
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Key findings of the review are:

•  licence quota restrictions do not address legislative objectives and impose substantial
costs on consumers and potentially on other industry participants such as drivers

•  the provisions create a transfer of wealth from consumers to licence owners and
lessees.  The quota restrictions inflate the value of licences, reduce potential total
hirings and raise fare levels.  The transfer of wealth from consumers to taxi licence
owners is estimated at around $5.6m per annum

•  regulations which directly address driver, operator and vehicle standards generally
have significant benefits in the form of higher consumer, driver and public safety,  and
in improved quality of service.

Given the key conclusions of the review as above, options for reform of the industry were
considered by Freehills.  The review presents the following options for taxi licence quotas:

•  removing taxi quota restrictions

•  phasing in additional taxi licences

•  no reform to current taxi licence numbers

•  introducing an additional category of licences to operate during peak times only.

The Freehills report notes that reform of taxi regulations has been approached differently in
many jurisdictions with divergent results.  It is therefore difficult to conclude which
approach would provide maximum benefits for the community.  Nonetheless, Freehills has
recommended that the removal of taxi quota restrictions would be the preferred approach to
licence quota reform.

The Freehills report notes that each of the above options has different implications for the
issue of compensation.  For instance, an immediate removal of all quota restrictions would
create a strong case for compensation for the loss in licence value.  Freehills concludes that
for reasons of pragmatism and equity, compensation should be given where substantial
losses occur due to policy changes.

6.4.1 ACT Government response
In December 2000, the ACT Government formally responded to the Freehills report.
Recommendations and the Government’s response for areas particularly relevant to the
Commission’s review are presented below:

Licence quota restrictions

Freehills stated a preference for removing taxi quota restrictions completely.

Government response:  the Government prefers a transitional response to licensing.  As a first
step, the Government immediately released ten WAT licences to ensure response times for
WATs are equivalent to those applying to standard taxis.

At this stage, the Government does not see a need to release additional standard taxi
licences.  It proposes to review these arrangements, community needs and industry viability
before June 2002.
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The review team (ie Freehills) has expressed the view that where individuals incur
substantial loss as a result of policy changes resulting in the removal of licence quotas, a case
for compensation may exist.  The Government considers that there is no statutory or other
legal entitlement for compensation.

Wheelchair accessible taxi licences

Freehills recommends that the regulator retain the power to set a minimum level of supply
of WAT licences governed by minimum response times equivalent to standard taxis and that
direct or explicit subsidies be given to WAT licence holders/operators or consumers to
achieve those levels of supply.

Government response:  agrees.  The Government has made a commitment to ensure people in
wheelchairs have access to a taxi service with a response time at least as good as for
standard taxis.  Response times will continue to be closely monitored.  WAT operators are
required under the conditions of their licence to give priority to people in wheelchairs.
Those operators who fail to comply with licence conditions may be fined or have their
licence suspended or cancelled.

Options for providing direct or explicit subsidies for service will be examined as part of the
further review to be completed within the next 18 months.

Issuing licences

Freehills recommends that the role of the regulator (ie ACT Department of Urban Services)
in attempting to balance supply and demand should be removed.  Instead, the regulator
should issue licences on demand subject to the applicant satisfying the appropriate licence
holder and operator accreditation provisions, vehicle safety requirements, and payment of
an appropriately costed annual licence fee.

Government response:  agrees in principle.  The Government does not intend to remove taxi
licence quota restrictions at this time.  However, as regulator, it will give greater emphasis to
licence and operator accreditation processes and vehicle safety requirements under the
proposed new legislation.

Fare regulation

Freehills recommends that in the context of removing the legislative restrictions on supply,
fare setting powers should be replaced with a fare approval regime for accredited taxi
companies.  In order to protect against price exploitation, the current maximum fare should
remain the maximum until adequate new entry has occurred.  If ongoing maximum fare
regulation of taxis is retained, consideration should be given to including additional factors
in the methodology to attempt to achieve more efficient pricing, eg factors to account for
benchmarking or change of interstate prices, technology, productivity, cost of capital, driver
earnings and/or demand elasticities.

Government response:  agrees that maximum fares should continue to be regulated as this will
reduce price exploitation and prevent haggling on prices that could lead to disorder at ranks
or on the street.  The Government proposes that maximum taxi fares continue to be
determined by the Commission and that taxi operators remain free to choose to charge a
lower fare.
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Taxi network requirements

The principal network contract requirements should include 24 hour 7 day a week booking
services, complaint handling procedures, public liability insurance coverage, and at least
during the initial years of reform a minimum of 15 taxis per network.  For non dominant
networks, minimum response time standards should be removed or reduced (ie average
waiting times be allowed to increase) sufficiently to permit new entry at the network level.

Freehills recommends that consideration be given to proposals, such as that put by
Queanbeyan Taxis, to establish a competing network in the ACT in order that an important
source of competition to the Aerial [Canberra Cabs] network may emerge.

Government response:  the Government recognises that competition at the network level is
important to the maintenance and improvement of service standards including a reduction
in waiting times.  Competition should lead to innovation, lower network fees and a greater
choice for customers.

The Government proposes experienced or otherwise qualified organisations be encouraged
to establish an additional taxi network in the ACT.  Until network accreditation
arrangements have been settled, the introduction of an additional network will be invited on
similar terms and conditions to those applying in the Government’s agreement with
Canberra Cabs.

Cross border restrictions

Freehills recommends that the ACT Department of Urban Services and the NSW
Department of Transport enter discussions with a view to establishing a single taxi
regulatory regime for the region.  Consistent with IPART’s recommendations that the
regulation of the NSW regional taxi sector be devolved to local councils11, the ACT
legislation would be regarded as the preferred governing legislation.  In the interim, the two
regimes should give full mutual recognition to the respective licence holders.

Government response:  agrees.  Discussions have commenced between the two government
departments.

The above issues and the ACT Government’s response are considered further in section 6.6.

6.5 National Competition Council
The National Competition Council (NCC) was established on 6 November 1995 by the
Competition Policy Reform Act 1995 following agreement by the Commonwealth, State and
Territory Governments.  A federal statutory authority, it functions as an independent
advisory body for all governments on the implementation of national competition policy.

In order to ensure gains from reforms are shared across the community, the Commonwealth
makes national competition policy payments to each state and territory.  The pre-requisite
for receipt of full payments is that the state and territories make satisfactory progress on the
agreed reform agenda.

                                                     
11 See IPART, Review of the taxi cab and hire car industries, Final report, November 1999, p 86.
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It is the NCC’s task to assess progress on meeting the reform agenda.  It may recommend
the Federal Treasurer reduce payments to a state or territory if that state or territory has not
implemented reform in the public interest.  The NCC has commenced its third tranche
assessment on the implementation of national competition policy reform.12  Key aspects of
the NCC’s commentary on the taxi industry follow.

The NCC notes the common approach to regulation of the taxi industry that has been taken
historically across Australia.  Two broad types of regulation have co-existed.  Firstly,
jurisdictions have imposed regulation of standards, such as age and road worthiness of
vehicles, and entry requirements for drivers.  These are essentially aimed at passenger safety
issues.  Secondly, jurisdictions have severely limited the number of taxis in the market.  Fare
regulation has accompanied entry restrictions.

The regulation of quality standards does not have a substantial impact on competition.
However, the NCC states that entry restrictions, together with fare regulation, have
significantly restricted competition in all jurisdictions.

The NCC’s third tranche assessment framework identifies key areas that it will focus on in
its assessments in June 2001 and June 2002.  The taxi industry is one such area identified by
the NCC.

6.5.1 Review and reform activity
Each of the states and territories has reviewed the regulation of its taxi industry.  However,
the NCC notes that no major reform has been implemented to date in any jurisdiction other
than the Northern Territory.

Table 6.1  Review and reform activity

Jurisdiction Review
completed

Recommendations Reform activity

NSW Nov 1999 5% annual increase in licences
(restricted, non transferable) 2000
– 2005

Further review 2003

Continue fare regulation

Release of additional licences in
train

Initial problems with take up due
to high asking price

Performance reviews established

Victoria July 1999 Remove entry restrictions

Buy back existing licences, funded
by annual fees on operators

Retain fare regulation pending
development of competitive market

Improve quality of fare regulation
by transfer of responsibility to an
independent economic regulator

Victoria has advised that it is
currently developing its response
to the review

                                                     
12 National Competition Council, Framework for the third tranche assessment of governments’ progress with

implementing national competition policy and related reforms, AusInfo, Canberra, 5 February 2001.
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Jurisdiction Review
completed

Recommendations Reform activity

Queensland Publicly
released
Sep 2000

Revamp regulatory structure
around performance agreements
with booking companies

Allow booking companies control
over licence numbers

None

WA Aug 1999 Remove licence restrictions

Use substantial training
requirements to regulate entry

Full compensation to existing plate
owners

New licences issued at maximum
rate of 20% pa on first come, first
served basis

Tenders called for release of
limited number of restricted
licences (peak period and multi
purpose)

SA review
completed
late 1999

Retention of existing restrictions
(the Act allows 5% new licences
pa, though none have been
issued)

Reliance on competition from hire
cars, with removal of some current
restrictions

None

Tasmania final report
Apr 2000,
not publicly
released

5% new licences annually, or 10%
if tender price exceed valuations
by 10%

Maximum fare retained for rank
and hail market only

None

ACT final report
finished
Mar 2000.
Report
considered
by Cabinet
Oct 2000

Immediate removal of restrictions
on supply of taxi licences

Full compensation to licence
holders

Compensation funded via
consolidated revenue or by long
term licence fee regime

None

NT discussion
paper
released
May 1998

Restrictions on licence numbers
eliminated

Compensation paid as lump sum

Substantial licence fees to recoup
compensation costs

Maintenance of fare regulation

Recommendations implemented
January 1999

Source:  adapted from National Competition Council, Framework for the third tranche assessment of governments’ progress
with implementing national competition policy and related reforms, AusInfo, Canberra, 5 February 2001, pp 11.2-11.3.

All the reviews generally state that entry restrictions do not provide net benefits to the
community, or that net costs to the community are incurred.  A key concern for the NCC is
that where removal of restrictions is recommended, details of the expected or recommended
reform path have not been provided.
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Given the conclusions reached in each of the reviews, the NCC states that any proposal to
retain restrictions on licence numbers must be accompanied by rigorous public interest
justifications.  This also applies where extended transitional arrangements are proposed.
The NCC would also be concerned where alternative mechanisms acted to limit entry to the
industry, for example, substantial training requirements.  These would also need to meet
the net community benefit test.

For the ACT, taxi licensing has been identified as a key area of concern.  The NCC has stated
that failure to progress reform is likely to be regarded as a substantial failure of compliance
with national competition policy objectives.

The NCC concludes by saying:13

These factors suggest that most jurisdictions still need to make significant further
progress in order to meet NCP [national competition policy] obligations in regard to the
taxi industry.  They also suggest that non-compliance on taxi regulation would be likely
to be regarded as a substantial failure of compliance with overall legislative review
commitments.

Public interest and net community benefit

In order to justify continued regulation, rigorous assessment on public interest grounds
must take place, and a net community benefit from continued regulation should exist.  These
two factors are really separate statements of the same requirement.  For regulation to be
maintained there must be a net community benefit, this is the public interest test.

Under the Competition Principles Agreement signed by state/territory and federal
Governments, legislation reviews state that:

The guiding principle is that legislation (including Acts, enactments, Ordinances or
regulations) should not restrict competition unless it can be demonstrated that:

(a) the benefits of the restriction to the community as a whole outweigh the costs; and

(b) the objectives of the legislation can only be achieved by restricting competition.

Part (a) specifically identifies the ‘net community benefit’ requirement as justification for
continued regulation.  National competition policy has a community wide perspective,
rather than a focus of particular groups.  This implies that for restrictions to be maintained
they must be shown to benefit the community as a whole.  This does not preclude
consideration of impacts on individuals, regions or industries exposed to reform.  The
Council of Australian Governments (CoAG) has agreed that in examining public interest
issues in relation to national competition policy reform, governments should give
consideration to identifying the likely impact of reform on specific industry sectors and
communities.

CoAG has directed governments to document the public interest reasons supporting a
decision/assessment, and to make these available to interested parties and the public.

                                                     
13 National Competition Council, Framework for the third tranche assessment of governments’ progress with

implementing national competition policy and related reforms, AusInfo, Canberra, 5 February 2001, p 11.5.
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One factor that the numerous federal and state/territory reviews of the taxi industry have
not considered in detail is the payment of compensation, or more precisely, the raising of
funds to pay for compensation.  Where compensation is paid by government, either taxation
must be increased, a levy placed on taxi fares, and/or spending diverted from other areas.  If
additional revenues are raised, efficiency costs are involved.  These should be taken into
account when considering the benefits of deregulation and applying the public interest test.
The Commission notes that in responding to the Freehills report, the ACT Government
states that it considers that there is no statutory or other legal entitlement for compensation.

6.6 Matters considered by the Commission
The Commission is required to consider the ‘degree of competition within the industry and
the way in which that may affect the efficiency of the industry’.  In assessing this issue, it is
necessary to consider what barriers exist to competition, whether/how these impact on
competition, and how these then flow through to efficiency consequences for the industry.
What are the effects on the service providers, and similarly, how are consumers affected?

These issues have been considered widely within Australia over recent years.  Reviews of
the industry have been conducted at the national level14, and also by all state and territory
governments.

Given the extent of work conducted recently, including the Freehills review of the ACT taxi
and hire car industries, the Commission sees little value in reviewing afresh the competition
and efficiency issues for the taxi industry.  Instead, the Commission has considered the work
that has been conducted recently in Australia.

Generally, these reviews reach similar conclusions.  Key conclusions include:15

•  licence quotas have significantly restricted competition

•  regulation imposes significant costs on consumers

•  regulation has limited service innovation and the pursuit of cost efficiencies by
operators in the taxi industry

•  licence quotas/entry restrictions should be removed

•  licence quotas are not essential to meeting safety concerns.  Such concerns are best
addressed directly through regulations supported by appropriate enforcement and
sanctions.

On occasions, review conclusions differs in terms of how fares should be determined where
entry restrictions have been removed.  Differences have largely come about due to different
market structures, eg dominance of phone bookings or rank and hail market.  Issues also
arise where cities have large airports.  In such a situation, price haggling over fares would
not allow the free flow of taxis and their passengers from the airport.

                                                     
14 Productivity Commission, Regulation of the taxi industry, Research paper, AusInfo, Canberra, 1999 and

Industry Commission, Urban transport, Report no. 37, AGPS, Canberra, 1994.
15 See for example, National Competition Council, Framework for the third tranche assessment of governments’

progress with implementing national competition policy and related reforms, AusInfo, Canberra , February 2001,
Productivity Commission, Regulation of the taxi industry, AusInfo, Canberra, November 1999,and Industry
Commission, Urban Transport, Report no. 37, AGPS, Canberra, 1994.
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In some instances, where removal of entry restrictions has been recommended, a transitional
approach has maintained maximum fare regulation.  Once entry restrictions are removed,
competition is likely to see some taxi operators offering fares lower than the regulated
maximum.  This has not generally occurred where licence quotas exist.  Thus the regulated
maximum fare has become the only fare.

However, any transitional approach to maximum fare regulation is a secondary issue
compared to removal of licence quotas.

The key point of the above is that regulation of the taxi industry has significantly restricted
competition.  This has had flow on effects in terms of efficiency, and consumers have borne
the costs associated with regulation.  The Commission considers there are strong arguments
to support the removal of competitive restrictions in the taxi industry, namely licence quota
restrictions.  In the context of the competition reviews, the NCCs assessment framework,
and the ACT Government’s response to the Freehills review, quota restrictions and other
specific issues are considered below.

6.6.1 Licence quota restrictions
The ACT Government has stated it prefers a transitional approach to reform.  It does not
intend to release additional standard taxi licences, and proposes that a further review be
conducted prior to June 2002.  The scope of this review would include existing regulatory
arrangements, community need and industry viability.  Ten additional WAT licences have
been released in response to the Freehills report.

The Commission is concerned that the identified benefits of taxi industry reform in the ACT,
as specified in the Freehills report (with similar conclusions reached by other states and
national reviews), may be delayed by the ACT Government’s approach.  The potential to
meet national competition policy reform requirements is also of concern.

The Freehills report identifies significant efficiency losses associated with quota restrictions.
Competition would remove these losses.  It would also encourage taxi operators to minimise
their costs (while meeting service level requirements), and provide a service level/price mix
that consumers seek.  The competitive barriers presented by quota restrictions limit
competition in the industry, impact adversely on efficiency, with resultant net costs to the
community.  In responding to these findings, removal of quota restrictions is recommended
in the Freehills report.

The NCC has stated that proposals for a transitional approach to reform must be
accompanied by rigorous public interest justifications.  Given the extensive resources that
have gone into reviewing the taxi industry by state, territory and federal governments and
the conclusions these reviews have reached, the Commission considers the public interest
justification test a significant hurdle to achieve.  The NCC is also concerned where
recommended reform paths are not communicated.  The ACT Government, following the
Freehills recommendation to remove licence restrictions, is proposing a further review of the
industry.

The NCC has stated that the ACT needs to make significant further reform progress in
relation to taxi industry regulation.  A failure to progress reform is likely to be regarded as a
substantial failure to comply with national competition policy obligations.  It is therefore
likely that the ACT Government’s transitional approach to taxi industry reform and the
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proposal for a further review of the industry will not meet the requirements of the
NCC/national competition policy.  This could impact on the level of national competition
policy payments granted to the ACT Government.

To justify continued regulation (ie licence quota restrictions), the ACT Government would
have to rigorously and clearly identify public interest justifications.  The Commission
recommends that such work be undertaken if quota restrictions are to remain in place.  This
would meet NCC requirements.

6.6.2 Wheelchair accessible taxis
The Freehills report recommends that the ACT Government retain the power to set
minimum service standards for WATs which are equivalent to standard taxi service
standards.  The ACT Government has released an additional 10 WAT licences and intends to
strengthen the enforcement of WAT licence requirements.

The Commission has considered this issue within the service quality chapter.

6.6.3 Fare regulation
Freehills recommends that until adequate new entry has occurred following removal of
licence quotas, maximum fare regulation be maintained.  The ACT Government has agreed
with this, and proposed that the Commission maintain its role as fare regulator, and that
operators continue to be allowed to charge below the maximum fare.

The Commission believes that adequate protection for consumers should be in place during
any transition to a newly competitive environment.  It therefore supports continued
regulation of the maximum taxi fare.  As discussed above, the current regulated
environment has resulted in the maximum fare becoming the only fare.  It is likely that
removal of licence quota restrictions will encourage operators to offer fares below the
regulated maximum.

However, the Commission notes that in a market where licence quota restrictions have been
removed, particular care must be taken in applying a pricing methodology to set maximum
fares.  For example, under the new pricing approach which calculates a surplus/deficit
figure, an increase in taxi numbers without an increase in demand would result in reduced
average takings per taxi.  In the pricing model, this would translate into a fare increase,
other things being equal.  This would be a perverse outcome, competition leading to fare
increases.  If quota restrictions were removed and maximum fair regulation maintained (at
least initially), the Commission would be careful to avoid any inappropriate pricing
outcomes.

Freehills also recommends that if maximum fare setting regulation is maintained,
consideration should be given to additional factors in the methodology, including factors to
account for benchmarking or change of interstate prices, technology, productivity, cost of
capital, driver earnings and/or demand elasticities.

The Commission’s development of a new pricing approach has addressed many of the
issues raised by Freehills.  For example, the issue of driver earnings has been accounted for,
and there is some comparison of inputs to the model with operations in other states.  This
allows a ‘reasonableness’ check to be done on the inputs.  However, at this stage, the
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Commission does not see value in undertaking an extensive benchmarking exercise with
interstate operators.  The requirement for such work in the future will depend on the
regulatory approach adopted by the ACT Government.  Under the national competition
policy reform agenda, a final decision on reform of the industry is required by 30 June 2002.

6.6.4 Taxi networks
Freehills recommends that consideration be given to establishing an additional network
operator in the ACT to compete with the existing network provider, Aerial Taxi Cabs Co-
operative Society Limited/Canberra Cabs.  It also recommends that for the new non
dominant network, minimum response time standards be removed or reduced sufficiently
to permit new entry at the network level.

In response, the ACT Government has stated that until network accreditation arrangements
have been settled, the introduction of an additional network will be invited on similar terms
and conditions to those applying in the Government’s agreement with Canberra Cabs.

The Commission notes that since the ACT Government’s formal response to the Freehills
report, it has invited expressions of interest from parties willing to offer a taxi network
booking service in the ACT.  On 5 May 2001, the ACT Government announced that Yellow
Cabs Pty Ltd had been selected as the provider of an additional taxi network in the ACT.

The Commission generally supports the introduction of an additional network provider for
the ACT.  The benefits of competition at the network level should be pursued along with
competition at the taxi operator level.  Competition efficiencies generated at the network
level should imply additional efficiencies at the taxi operator level.  In a suitably competitive
environment, these efficiencies would be shared with customers through lower average
fares.

However, the Commission has some minor concerns with the ACT Government’s proposal.
Supply of network services may exhibit economies of scale.  That is, the average cost of
providing the service falls as production increases.  In terms of network operators, the cost
of their services may be expected to fall as the number of taxis served increases, ie the cost of
the network service is spread over a greater number of taxis.

Canberra Cabs has argued that an additional network is not feasible in the ACT, and
network competition may lead to an operator established in another capital city becoming
the network operator for the ACT.  That is, competition may lead to the existing Canberra
Cabs network no longer serving the ACT taxi industry.16  It is difficult to assess the
likelihood of such a scenario.

The Commission generally supports the ACT Government’s proposal to increase
competition, and notes that further regulatory reform (ie removal of quota restrictions) may
have the effect of:

•  increasing the number of taxis in the ACT

•  increasing the level of competition between taxi operators

•  developing innovative taxi services

                                                     
16 Canberra Taxi Proprietors Association and Canberra Cabs, Submission to determination of prices for taxi

services review, January 2001, p 3.
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•  increasing demand for taxi services.

Each of the above would act to support multiple network operators in the ACT.

The full benefits of reform are unlikely to be achieved via a piecemeal approach.  Thus, the
full benefits of an additional network operator will not be realised in an environment where
licence quota restrictions exist.  The Commission’s comments on licence quota restrictions
are contained in section 6.6.1 above.  Further, the Commission would be concerned if a new
network operator was not given adequate opportunity to meet service requirements.
During the initial period of its operation, the Commission would encourage the ACT
Government to consider the network’s performance in the context of supporting the
establishment of an additional network operator (the Commission notes above that such an
approach seems to have been taken with the incumbent network operator, where service
requirements have not been achieved and other aspects of the MoU have not been enforced)
– see service quality chapter.

The Commission is not suggesting that service standards be allowed to fall.  Rather, that any
new operator have an adequate opportunity to meet the service standard requirements.

6.6.5 Cross border restrictions
Freehills recommends that the ACT Government work with its NSW counterpart to
establish a single taxi regulatory regime for the ACT/Queanbeyan region.  The ACT
Government has entered into discussions with the NSW Department of Transport.

Notwithstanding the wider issues that must be resolved in establishing a single market, the
Commission supports this development.  It has the potential to increase competition at the
network provider level, as well as the taxi operator level.  Customers should benefit through
the creation of the single market.

Canberra Cabs does not support the removal of the operating boundary that exists between
the ACT and Queanbeyan.  In response to the Commission’s draft decision, Canberra Cabs
states:17

The IPART report on the NSW taxi industry provides some assistance on this in that it
has not concluded that there should be any significant change to the current operating
conditions for taxis in regional NSW.  The NSW IPART has not identified any peculiar
issue affecting the NSW regional taxi operations adjacent to interstate operations that
would set them apart from other regional taxi operations not so located.

This confirms that it would be contrary to public interest to remove the formal
geography-based and jurisdiction sensitive barriers… To argue that the removal of a
boundary introduces competition must then be taken to its next boundary.  If, for
example, the ACT/Queanbeyan boundary was to be removed, ACT taxis could operate
in Sydney.

                                                     
17 Canberra Taxi Proprietors Association and Canberra Cabs, Submission on the Commission’s draft decision on

taxi fares, May 2001, p 24.
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The Commission has considered the IPART taxi report.18  The review did not explicitly
consider the issue of cross border restrictions that exist between states.  However, the IPART
review did consider the operational districts that taxis are limited to operate within.  In
many cases, these operational districts present the same issues as with the
ACT/Queanbeyan boundary.  The IPART report states:19

Limiting the area in which a taxi may operate, NSW is divided into transport districts.  A
taxi may drop a passenger outside its district, but may not pick up a return fare.  In
regional districts this can lead to long peak period waiting times and high off peak
vacancy rates where the supply of taxis does not match passenger demand.  Whilst a
shortage of licences may generate private benefits to licence owners, there are clear costs
to the community from the mismatch of supply and demand.

Taxis are generally unrestricted as to where and when they may operate within a district.
However, 25 licences in Sydney are limited to working in suburban and city fringe areas.
These restrictions are anachronisms, providing no benefit to passengers, and unlikely to
be enforced.  They should be removed.

Generally, IPART recognises that costs are associated with artificial operating boundaries.
The specific example of not being able to pick up a return fare is relevant to the
ACT/Queanbeyan situation.  In the case of some Sydney licences, IPART recommended that
boundary restrictions be removed.

Canberra Cabs argue that if the ACT/Queanbeyan boundary is removed, then the same
argument for its removal suggests that ACT taxis could ultimately be allowed to operate in
the Sydney market (or any other market given boundaries effectively to not exist).  The
Commission considers that this is an illogical application of the argument that ignores the
specifics of the ACT/Queanbeyan situation.

The proximity of the ACT and Queanbeyan markets suggest that a single market is
desirable, and that a state boundary is the key reason that such a market has not developed.
The traffic flows between the two markets would also suggest a single market is reasonable.
Distances between the ACT and other markets (eg Sydney, Bateman’s Bay), and the
likelihood for passenger demand between these markets, suggests that a single market in
these circumstances is inappropriate and illogical.

The Commission reiterates its position in the draft decision of supporting the establishment
of a single ACT/Queanbeyan taxi market.

                                                     
18 IPART, Review of the taxi cab and hire care industries, Final Report, November 1999.
19 IPART, Review of the taxi cab and hire care industries, Final Report, November 1999, p 83.
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7 OTHER ISSUES

7.1 Financial viability
Under section 20 of the Independent Competition and Regulatory Commission Act 1997, the
Commission is to consider financial viability factors:

•  an appropriate rate of return on any investment in the regulated industry - section
20(2)(d)

•  the borrowing, capital and cash flow requirements of persons providing regulated
services and the need to renew or increase relevant assets in the regulated industry –
section 20(2)(i).

The existing taxi cost index does not require consideration of an appropriate rate of return
for the industry.  Rather, the index concentrates on operating costs and return of capital as
factors underpinning determination of fare levels.  The Commission’s initial review of taxi
fares finds that disadvantages of this approach include:20

•  preventing the pricing regulator from being able to properly assess the impact of price
decisions on the financial viability of persons providing taxi services

•  limiting the ability of the pricing regulator to ensure there is an appropriate sharing of
efficiency benefits between taxi owners/operators and consumers

•  limiting the ability of the pricing regulator to adjust prices in accordance with the
returns available from competing investment opportunities in the economy.

In chapters 3 and 4, the Commission discussed options for including a rate of return and
corresponding capital base in the fare setting methodology.  As these discussions indicate, a
range of issues must be considered in applying such a methodology.  Key among these is the
plate values to be included in the calculations, and determination of an appropriate rate of
return.

Given the trading of taxi licences, owners would have paid varying amounts for their taxi
plates.  At issue is the appropriate figure to use if plate values/rate of return are to be
included in the fare setting methodology.  The Commission notes that in other industries (eg
electricity, gas), there has been considerable debate regarding whether appropriate financial
returns should be assessed against historical cost of the initial investment, or some current
cost equivalent.

Given the complexities of including plate values in the fare setting methodology, practice in
other states, and views in submissions following the draft decision, the Commission has
decided that the new cost and pricing model will not include a return on plate values.

The borrowing, capital and cash flow requirements of a taxi operator closely relate to the
costs of providing the taxi service.  These cost issues have been closely considered by the
Commission in establishing the fare increase to apply from 1 July 2001 and in developing the
new fare setting methodology – see chapter 3 ‘industry costs and efficiencies’.

                                                     
20 ICRC, Taxi fares for 2000-2001, Final price direction, June 2000, p 21.
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7.2 Environmental factors
Under section 20 of the Independent Competition and Regulatory Commission Act 1997, the
Commission is to consider environmental factors:

•  the principles of ecologically sustainable development mentioned in subsection (4) –
section 20(2)(f)

•  considerations of demand management and least cost planning – section 20(2)(h).

Public transport provides an alternative to the use of private motor vehicles.  The benefits of
public transport include reduced congestion and pollution.  The extent to which these
benefits can be realised will depend on factors such as the relative cost of public versus
private transport options and the propensity for private vehicle users to switch to public
transport.  This, in turn, will be influenced by accessibility, service quality and frequency of
public transport.

Traditionally, the above factors have been discussed in respect of public transport options
such as rail and buses.  Those forms of mass transit provide the greatest opportunity to
reduce congestion and pollution.  Nonetheless, taxis do provide an alternative form of
public transport, and an environmentally superior alternative to greater use of private motor
vehicles.

In its first determination of maximum taxi fares in the ACT, the Commission allowed fares
for the 12 month period from 1 July 2000 to incorporate:

•  a 7.71 per cent increase in average taxi charges based on cost increases over the
previous 12 months

•  a net 7.85 per cent GST adjustment after allowing for cost savings from the Federal
Government’s ‘A New Tax System’ package.

The Commission noted that although taxi fares would increase in real terms, it was
important to consider the likely diversion of passenger journeys from taxis to private motor
vehicles.  The Commission concluded that given the varied factors that contributed to choice
of transport mode, there would not be a significant increase in environmental or air quality
problems.21

Canberra Cabs has indicated that greatest demand for taxi services comes from business
users.  Generally, this is associated with weekday demand peaks occurring in the morning
and late afternoon.  Relatively high demand also takes place during Friday and Saturday
nights, and early Saturday and Sunday mornings.  Price rises are unlikely to have a
significant effect on taxi use by these groups.  Other factors apart from fare levels will
influence business and social users of taxis.

The Commission observes that over recent years, taxi patronage has fallen slightly overall.
The design of Canberra and Canberrans attachment to private vehicles suggests that, other
things being equal, patronage may only ever grow slowly.  However, the removal of licence
quota restrictions, and the potential for competition to lead to innovative services and new
service level/price combinations, may encourage some additional growth in taxi patronage.

                                                     
21 ICRC, Taxi fares for 2000-2001, Final price direction, June 2000, p 24.
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The Commission has considered environmental factors in making its final decision, and
believes that the modest real increase in fares will not have a significant detrimental effect
on the use of taxi services.
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SCHEDULE 1    PRICE DIRECTION FOR TAXI FARES

Methods for ascertaining maximum prices to be charged under the Independent Competition and
Regulatory Commission Act 1997.

This price direction specifies the method for ascertaining maximum prices for taxi fares and
charges to apply in the ACT from 1 July 2001 to 30 June 2002.

For the period commencing 1 July 2001, the Commission’s price direction for taxi fares is
that:

•  the flagfall rate to apply will be as follows:

− Rate 1 $3.20

− Rate 2 $3.20

− Rate 3 $2.40

− Rate 4 $2.40

− Rate 5 $4.80

− Rate 6 $4.80

•  the waiting time rate will be at a rate of $0.475 per minute (equivalent to $28.50 per
hour)

•  the radio fee will be a fixed rate of $0.65

•  the kilometre rate will be set at:

− Rate 1 $1.282 per kilometre

− Rate 2 $1.474 per kilometre

− Rate 3 $0.930 per kilometre

− Rate 4 $1.074 per kilometre

− Rate 5 $1.987 per kilometre

− Rate 6 $2.275 per kilometre.
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ATTACHMENT 1    TERMS OF REFERENCE

Australian Capital Territory

Independent Pricing and Regulatory
Commission Act 1997

Reference for Investigation Under Section 15
and

Specified Requirements in Relation to Investigation Under Section 16

Reference for Investigation Under Section 15

Pursuant to subsection 15(1) of the Act, I direct the Independent Competition and
Regulatory Commission (the “Commission”) to conduct an investigation into the
determination of prices for taxi services within the Territory from 1 July 2001 addressing the
following:
1. the methodology which will be used to determine prices (fares) for taxi services to

provide a reliable and sustainable service for the period of the determination for both
the industry and consumers; and

2. the recommended maximum fares for the regulated taxi services for a period of two
years from 1 July 2001.

Without restricting the Commission in reaching a determination on those matters listed in
items 1 and 2 above the Commission is to take into account:
a) the degree of competition within the industry and the way in which that may affect

the efficiency of the industry; and

b) the matters referred to in Section 20 of the Act.

If appropriate the Commission may wish to firstly examine and report on the methodology
which will be used to determine fares for taxi services and then having completed that
review recommended maximum fares for the regulated services.

Specified Requirements in Relation to Investigation Under Section 16

Pursuant to subsection 16(1) of the Act, I specify the following requirement in relation to the
conduct of the investigation:

•  the Commission in conducting its investigation into the determination of fares shall
determine a price path capable of being applied over a period of 2 years

•  the final report in relation to determined taxi fares for the period 1 July 2001 to 30 June
2003 is to be provided to the Minister for Urban Services by 30 May 2001.

Dated this 6th day of November 2000

BRENDAN SMYTH
MINISTER FOR URBAN SERVICES
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ATTACHMENT 2    CANBERRA CABS’ SUBMISSIONS

Canberra Cabs submission to the Commission’s issues paper
The Canberra Taxi Proprietors Association and Canberra Cabs (together referred to as
Canberra Cabs) submission proposed a 7.81 per cent increase to taxi fares from 1 July 2001,
with an automatic adjustment after 12 months.  The submission also highlights key issues
for the industry.  These key issues are summarised below.

Competition within the ACT taxi industry

The Canberra Cabs submission notes the future increase in the number of taxis in the ACT.
There is the potential for an additional 26 taxis to operate in the ACT in 2001, an increase of
11 per cent on the current fleet.  This compares to reduced demand over 1995 – 2000, and
will significantly increase competition in the supply of taxi services.

The effect of increased taxi numbers and reduced demand will see average hirings per taxi
fall, producing significantly adverse effects on the income potential for each taxi.

Canberra Cabs also notes the ACT Government’s call for tenders to establish a second taxi
network in the ACT.  The submission states that the ACT market size (population of 310,000)
is only sufficient for one network operator, and that this is supported by comparisons to
other capital cities.  For example, in Brisbane there are two networks serving 863,769 people.

The submission states that if an additional network operating out of Sydney (or another
capital city) were allowed to operate in the ACT, then the size of its existing network would
allow it to charge lower fees and there would be the real possibility that the ACT could end
up with one network operating out of another capital city.  This would have employment
and economic consequences for the ACT.

Measures of Efficiency
The Dispatch Service
The technology used in the ACT for data dispatch is identical to that used in other capital
cities in Australia, but in Canberra the cost is recouped from a much smaller base.  Canberra
Cabs’ base fees are recouped from 233 taxis and are therefore higher than the base fees on a
network in Sydney with approximately 3,500 taxis to spread its costs.  The consumer in the
ACT, has benefited from the introduction of technology by experiencing the efficiency and
safety that technology brings but without a flow-on of the full cost.  The full cost of
technology has not been passed on to the consumer.

The Customer
Accreditation benchmarks have been met by Canberra Cabs’ network for each reporting
period since the introduction of accreditation in 1997.  Only since the introduction of an
additional 10 WAT licences, have the response times for WAT hirings been below the
benchmark.

Quality of Vehicles
Inspections are conducted quarterly, concentrating on the vehicle and driver presentation,
and is strictly enforced.  Cars not meeting the required standard are given on the spot
written notices of the defect, with a time/date by which the defect is to be repaired.  Any
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defect associated with safety requires an immediate response, while operators may be given
two weeks to have minor defects corrected.

Change-Over Times
In the ACT, as a sole network provider, Canberra Cabs has introduced a By-Law which
prohibits taxis from changing over during the peak period (3:00 – 5:00pm on week days)
allowing flexibility for changeover before 3:00pm or after 5:00pm, and for this to be varied
from day to day to accommodate different drivers commitments.  This has increased the
availability of the taxi resource by 20 per cent during this period and can be monitored by a
single network.

The role of the GPS
Canberra Cabs has recently upgraded its data dispatch network to include the most
advanced capabilities associated with global positioning system (GPS) dispatch, but is
restricted in its capacity to deliver efficiencies.

The system presently being investigated by Canberra Cabs, and within the capability of
Canberra Cabs’ new software, is a GPS/zone queuing variable system.  Ideally, a taxi will be
monitored at frequent intervals (seconds) for its GPS location, and depending on the zone in
which the hiring is located, will determine the weighting given to GPS/zone queuing
preference.  This will allow the computer to identify a number of cars within a certain radius
of the hiring by their GPS location, but to then allocate the hiring to the vehicle within that
radius, which has been vacant the longest.

Dead Running
Data dispatch introduced efficiencies in that drivers could interrogate the computer and pre-
position themselves for a hiring.  Often, this means driving considerably more dead
kilometres.  Consumers benefit because the taxi has been pre-positioned and is available
with shorter response times for the hiring.  While taxi fares may not fall, consumers benefit
from a better response time.

Recommendation for maximum fares

The Terms of Reference requires the Commission to recommend maximum fares for the
regulated taxi services for a period of two years.

Canberra Cabs are strongly of the opinion that the Commission should determine a fare
increase to commence on 1 July 2001, with an automatic adjustment after twelve months.
Annexure A to their submission calculates a fare increase of 7.81 per cent.  Two options have
been presented for the application of the fare increase and it is strongly recommended that
Option 2 be adopted.  Option 2 lessens the impact of the increase on flag fall and more
closely aligns the ACT with other states.

Because of the considerable uncertainty surrounding the ACT Taxi Industry in the next one
to two years, it is recommended that the Commission accepts an automatic adjustment to
fares at the end of twelve months, based on the application of March 2002 costs to the price
index.  The grounds for this recommendation are that there have always been significant
adjustments to costs over which the industry has no control.
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Following is Canberra Cabs’ calculation of the 7.81 per cent increase to fares.

ITEM 2000 2000 2001 % CHANGE % CHANGE
ACTUAL ICRC ACTUAL FROM 2000 FROM 2000

COSTS COSTS COSTS ACTUAL ICRC
COSTS COSTS

1.    FIXED COSTS
1.1  Depreciation 6811 6231 7029 3.20 12.81
1.2  Registration costs 5804 5754 6757 16.41 17.43
1.3  Driver's licence 22 22 22 0.00 0.00
1.4  Comprehensive insurance 6653 6586 7832 17.72 18.91
1.5  Illness and accident insurance 1432 1418 1881 31.35 32.65
1.6  Workers' compensation insurance 843 835 1737 106.04 108.02
1.7  Superannuation 3755 3755 4385 16.77 16.77
1.8  Base fees 11076 10987 11854 7.02 7.89
1.9  Safety camera 0 0 600 N/A N/A
Sub total 36396 35588 42097 15.66 18.28

2.    VARIABLE COSTS (NON-LABOUR)
2.1  Fuel 16524 16111 18936 14.59 17.53
2.2  Tyres 1800 1494 1600 -11.11 7.09
2.3  Repairs and Maintenance 15324 13605 14870 -2.96 9.29
2.4  Miscellaneous 2681 2654 2703 0.80 1.84
Sub total 36329 33864 38109 5.34 15.96

3.    VARIABLE COSTS (LABOUR)
3.1  Labour 94600 94600 96670 2.18 2.18
Sub total 94600 94600 96670 2.18 2.18

TOTAL COST 167325 164052 176876 5.70 7.81

2001
TAXI INDUSTRY

PRICE INDEX
COMPARATIVE TABLE

Canberra Cabs submission to the Commission’s draft decision
The following highlights key aspects of Canberra Cabs’ submission on the Commission’s
draft decision.  The draft decision proposed the application of a new model on which to
assess changes to taxi fares.  The model represented a profit and loss type account for the
taxi operator, with the implied surplus or deficit indicating a reduction or increase to fares
respectively was appropriate.  The Canberra Cabs submission made a number of
comments/adjustments to the proposed model, key among these were:

•  a decrease in gross takings brought about through a reduction is average hirings from
12,145 to 11,858 and a reduction in non fares income

•  a fleet profile of 70 per cent new and retained for five years, 25 per cent purchased 2
years old and retained for four years, and 5 per cent purchase 3 years old and retained
for four years.  The draft decision calculated vehicle capital costs on the basis of a 50
per cent split between new vehicles kept for five years and 3 year old vehicles
purchased and retained for four years.  This increases the capital cost figure from
$5,354 to $6,732
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•  addition of a $420 driver safety levy to reflect the cost of the global positioning system

•  addition of a $300 demurrage insurance figure to reflect the cost of insuring a typical
taxi for loss of earnings arising through vehicle accident

•  increase in driver earnings to reflect holiday pay, sickness pay and holiday loadings,
plus a further adjustment for increases in average weekly earnings

•  addition of a superannuation figure of $7,570.

Based on these and other adjustments, Canberra Cabs proposed an increase in fares of 13.49
per cent from 1 July 2001, with a further review to be conducted in 12 months with the aim
of fully incorporating an updated award-based earnings figure into fares.

In relation to the Commission’s service quality chapter, the Canberra Cabs submission
states:

•  that the high engagement rate in the ACT compared to Sydney is a reflection of the
efficiency of the service and the proper use of the resources

•  the Commission attributes  a fall in year 2000 hirings to the Olympics during
September and October.  However, it could be shown that this is in part the result of
the goods and services tax which reduced the level of discretionary expenditure
available to the community

•  a major factor in the drop in hirings per  taxi is the change in the number of taxis from
223 in 1999 to 233 in 2000

•  in relation to the ACT Government’s quality of service survey, it is worth noting that
the response time satisfaction of passengers is up from 59 to 86 per cent, the
satisfaction of passengers with the drivers’ knowledge of Canberra is up from 72 to 88
per cent, and the passengers satisfaction with the accuracy of the fare is up from 77 to
87 per cent

•  competition and deregulation will not lead to an increase in consumer choice as the
Commission states.  Consumers will inevitably be left with a level of service that is
below the level that they require regardless of price.

In relation to competition policy issues, the Canberra Cabs submission states:

•  in relation to the Commission’s statement that competitive restrictions affect the
efficiency of the industry, Canberra Cabs points out that efficiency, maintenance and
improvement of service standards, and a reduction is waiting times have been the
benefits enjoyed by the ACT public through the innovative actions of Canberra Cabs

•  the single network provider did not need the overt competition of an additional
network to introduce efficiencies, be innovative or to provide the customer greater
choice

•  the consumer in the ACT has benefited over a considerable period of time from the
efficiencies and economies of scale that have come from a single network provider.
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ATTACHMENT 3  APPRAISAL OF EXISTING COST INDEX

The appraisal focuses on the extent to which the existing taxi cost index is a reasonable
reflection of current operations and costs in the ACT taxi industry.  In this regard, it should
be noted that, from its inception, the cost index was not designed to reflect industry costs in
an absolute sense and therefore to use for setting absolute fares; but rather to provide a
reasonable basis for adjustments of fares to reflect cost escalation.  However, it might be
commented that a model which does not reasonably reflect absolute costs is unlikely to
reasonably reflect changes in costs over time.

The Commission’s appraisal is based heavily on:

•  the Canberra Cabs submission in response to the Commission’s Issues Paper:
Determination of Prices for Taxi Services

•  information provided at a meeting between Canberra Cabs and the Commission (16
February 2001).

Detailed Appraisal
The Commission’s detailed item-by-item appraisal of the current cost index, is given in the
table below.  For each cost item this gives:

•  basis of costing

•  price sources

•  relevant costs as at January 2001

•  critique and comments.

All except this last column are based heavily on the Canberra Cabs submission.

Main Findings
The current cost index provides a set of costs relating to the ownership and typical operation
of a single taxi for a year.  It is not directly concerned with taxi earnings.

The following summarises the main cost areas in which we consider where the current cost
index is significantly deficient as reflecting current typical taxi industry costs in ACT:
1. vehicle capital (item 1)

− current costs over-estimate average vehicle depreciation because they are based
exclusively on the costs of new vehicles with a functional life of four years.  They
do not allow for the mix of new and second-hand vehicles in the fleet and the
range of years for which each are used.  A more reasonable working assumption
would be to assume that 50 per cent of the fleet was new vehicles, which are sold
after five years, and the remaining 50 per cent are on average three years old at
purchase and are sold after a further four years

− current costs are understated to the extent that they ignore any interest charges
on vehicle capital (these are real financial costs, as most owners lease vehicles).
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2. fuel (item 10)

− costs are based on an average vehicle travelling 180,000 km per annum, whereas
the current ‘typical’ estimate is 206,000 km per annum.  A Canberra Cabs’ survey
figure gave an average of 190,400 km.  However, Canberra Cabs advise that they
do not place a high reliance on that survey figure, and that 206,000 km is a more
accurate reflection of actual distance travelled

− costs are based on LPG consumption of 5.0 km per litre, whereas the current
‘typical’ estimate is 5.5 km per litre.  Canberra Cabs agree that this is a
reasonable estimate.

3. tyres, repairs and maintenance (items 11, 12)

− as with fuel, costs are based on 180,000 km per annum, whereas the current
typical estimate is 206,000 km per annum.

4. driver labour (item 14)

− costs (including superannuation and workers compensation) are $30,000 -
$35,000 per annum too high relative to actual earnings achieved by ACT taxi
drivers

− this item is the largest single contributor to the cost index, representing 55 per
cent of total costs.  Consequently, it has by far the greatest (absolute) divergence
from actual earnings by taxi drivers, with the divergence accounting for 15 – 20
per cent of total costs.

In addition to the above, the Commission notes that the existing cost index includes no
allowance for the opportunity cost/interest charge relating to the cost of taxi plates.
Whether and how the opportunity cost of plates should be included in a model designed for
taxi fare-setting was discussed in the Commission’s draft report.  Following further
consideration of this issue, the Commission has excluded plate values from the
determination of taxi fares (see discussion in chapter 4).
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ACT TAXI COST MODEL: BASIS, COST INPUTS AND CRITIQUE
Costs at January 2001

Item Basis
Price

Sources (5) Total
($)

Annual
($)

Per km
(¢)

Critique/Comments

OPERATIONS
ASSUMPTIONS •  operations and costs of single

vehicle
•  owner-driver and 1 bailee

driver
•  120 hours operation/week, 50

weeks pa
•  180,000 total kilometres pa.

Does not reflect current typical operation/vehicle.
Typical figures now 143 hours/week for 50 weeks, 206,000 kms
pa.

1. Vehicle Depreciation Depreciation assumes a functional
life of 4 years for the basic vehicle,
gas conversion equipment and
meter.  It is based on purchase of
new vehicle, sale after 4 years.

1.1 Value of vehicle Current model Ford Falcon sedan
with power steering, automatic
transmission, air conditioning and
bucket seats (registration and
insurance not included).

1 31,290

1.2 Gas conversion Supply and fit dual fuel gas
conversion: average of Impco type
($2136), Vialle type ($2309).

9 2,223

1.3 In-car electronics Remove and install Motorola
radio equipment ($200), EFTPOS
equipment ($70) and GPS
equipment ($60).

10 330

1.4 Meter Supply and fit Schmidt meter. 10 531
1.5 Residual value

(income)
Sale of 4 year old vehicle,
including gas equipment, for 20%
of purchase price

1,9 (6,258)

Assumes new vehicle sold after 4 years, which will over-
estimate average depreciation.  More reasonable
assumption for average might be 50% of vehicles
purchased new, sold after 5 years; 50% purchased age 3
years, sold after 4 years.

No allowance made for interest payments/opportunity
cost of capital.  In practice, most vehicles purchased on
lease (new 4-5 years, s/hand 3-4 years), with 10% residual.

Sub-total (net) 28,116 7,029
2. Registration Costs
2.1 Gas leak certificate 9 25 -
2.2 Registration fees 2 332 -
2.3 Third party

personal insurance
2 5,904 -
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ACT TAXI COST MODEL: BASIS, COST INPUTS AND CRITIQUE
Costs at January 2001

Item Basis
Price

Sources (5) Total
($)

Annual
($)

Per km
(¢)

Critique/Comments

2.4 Taxi operator's
licence

2 496

Sub-total 6,757 -
3. Driver's Licence $111 for 5 year licence 2 22 -
4. Comprehensive 

Insurance
4.1 Vehicle

comprehensive
insurance.

Based on new vehicle value of
$31290 exclusive of gas, radio,
EFTPOS and GPS equipment and
meter.
Allows for average vehicle value
as 65% of new value.

14 6,232

Figure calculated as follows:
•  full quoted cost of CI on new vehicles is $10,388 (including

TPPI component of $1,600).
•  GST component of this is $799, giving a remaining amount

of $9,589 (GST is retained on the TPPI portion, as no ITC
applies).

•  take 65% of this to allow depreciation, giving $6,232.
Resulting figure may be too high as vehicle values do not
recognise proportion of older (s/hand) taxis in fleet.
Also rate does not allow for no-claims bonus.

4.2 Third party
property insurance

14 1,600 Standard value (including GST as no ITC applies).
This amount is double-counted with Comp Insurance (above):
this error is long-standing and has not been corrected, in order to
ensure consistency.

7,832
5.  Illness and
Accident Insurance

Illness and accident insurance
providing for income
maintenance of $24100 per year
(75% of net income of $32134 per
year), owner/driver, male
smoker, subject to qualifying
period of 14 continuous days; for
a monthly benefit of $2008  (Note
3).
Age Annual Stepped Premium
(Benf for 2 years)  (Benfs to age
65)
30 $926 $1,156
40 $1,226 $2,274
50 $2,164 $3,540
Totals $4,316 $6,970
Average = $1,881

4,5 1,881 Net income figure of $32,134 pa was originally derived as an
'agreed' estimate, adjusted over time by movement in an
appropriate index (AWE).
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ACT TAXI COST MODEL: BASIS, COST INPUTS AND CRITIQUE
Costs at January 2001

Item Basis
Price

Sources (5) Total
($)

Annual
($)

Per km
(¢)

Critique/Comments

6. Workers
Compensation
Insurance

Workers comp insurance for ACT
for retained earnings of $47,966
based on 60 hours per week, 52
weeks per year for one driver
(calculated in accordance with
item 14), including $59 broker's
fee.

4 1,737 $47,996 figure based on 70 paid hours per week (40 base hours,
20 overtime hours at 1.5 rate) at $527.10/40 hours for 52 weeks
(item 14).  (No WC payment on holiday loading.)
Need to pro-rate if adjust driver labour (item 14).

7. Superannuation Superannuation payment based
on 8% of labour (cost (item 14) for
earnings for 40 hours per week
over 12 months for 2 drivers.

6 4,385 OK, assuming driver labour OK (item 14).  Need to consider
along with driver labour and to adjust if adjust driver labour.

8. Base Fees 3 11,854 Represents standard fees per vehicle for calendar year 2001.
Base fees were approximately doubled in 1998 (following
introduction of the computer dispatch system).  However this
one off adjustment was not covered by a fare increase, and
Canberra Cabs notes that “only increases since 1998 have been
addressed in fares”.  (In the 1998 fare determination, the Base
Fees for 1997 were adjusted from the corresponding figure used
for the 1997 determination; but with a zero increase in fees 1997-
98 for fare purposes.)
Note that, as the existing model includes the full base fees, the
weighting of the base fees in the model approximately doubled
from 1998.

9. Safety Camera Lease of safety camera @
$50/month

3 600 -

10. Fuel 180,000 kms pa (120 hours/week
for 50 weeks at 30 km/hr).
Consumption 5.0 kms/litre
Price 52.6¢/litre (as at 31 Jan 01).

7 18,936 10.52 Typical operation now increased to 206,000 km pa.
Typical consumption now estimated at 5.5 kms/litre.
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ACT TAXI COST MODEL: BASIS, COST INPUTS AND CRITIQUE
Costs at January 2001

Item Basis
Price

Sources (5) Total
($)

Annual
($)

Per km
(¢)

Critique/Comments

11. Tyres Supply of 4 sets of tyres based on
annual travel of 180,000 kms and
consumption rate of 45,000 kms
per set.
Type - cost per tyre
Dunlop Monza 65/15/205 $104.50
Dunlop Monza D8 65/15/205

$95.50

Average $100.00
Annual cost = 4 x 4 x $100

8 1,600 0.89 Typical operation now increased to 206,000 kms pa (above) cost
rate (0.89¢/km) very comparable with interstate data.

12. Repairs and
Maintenance

Figures based on 180,000 kms pa.

12.1 General R&M Supply repairs and maintenance
as described in the Repairs and
Maintenance schedule (CC
Submission Annex A p5).

1 12,724

12.2 Gas conversion Supply and fit gas converter
overhaul kit once per year for:
Impco ($236), Vialle ($332).
Average = $284.

9 284

12.3  Motor R&M Repair of Schmidt meter once per
year ($90) and fare rate
adjustment, including
recalibration ($100).

10 190

12.4 Miscellaneous
electrical

(Note 1) N/A 283

12.5 Miscellaneous
mechanical
repairs.

(Note 1) N/A 1,389

14,870 8.26

Typical operation now increased to 206,000 kms pa (above).
Overall cost rate (8.26¢/km) very comparable with interstate
data.

13. Miscellaneous
13.1 NRMA

membership
15 46

13.2  Car washing 1 major wash ($15.45) plus 3
minor washes ($6.90) per week.

12, 13 1,879 Plausible
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ACT TAXI COST MODEL: BASIS, COST INPUTS AND CRITIQUE
Costs at January 2001

Item Basis
Price

Sources (5) Total
($)

Annual
($)

Per km
(¢)

Critique/Comments

13.3 Admin costs (non-
labour)

Various costs associated with
telephone, bank, accountant,
maintenance of commercial
accounts, car accessories and
maps etc. (Note 2)

N/A 778

2,703

Plausible.  No allowance for admin labour costs appears to be
included in the model.
Note previous figure adjusted for only 9 months inflation.

14. Driver Labour Based on:
•  120 hours/week: 2 drivers, 80

hours normal time, 40 hours
1.5 times

•  ordinary earnings rate per
driver of $527.10/40 hour
week (52 weeks pa) plus
17.5% holiday loading on 4
weeks pa.

•  rate originally based on
Comcar driver award,
subsequently adjusted using
changes in ACT AWE
(ordinary time earnings, full-
time adults).

11 96,670 Not reflective of actual earnings by taxi drivers.
Canberra Cabs figures based on model in IPART review give
gross takings of $163,493 pa for 7,150 driver hours, equating to
$22.87/hour.
Bailee drivers get paid 50% of this, giving a rate of $11.43/hour.
For 6000 hours pa (in this Model), this gives $68,580 pa.  This
also has to cover driver superannuation (item 7).
Alternative (approximate) approach is to take driver labour as
50% of total costs, ie. equal to all other costs (excl driver
superannuation).  This gives figure of approx $75,800 (incl
superannuation).
Note previous figures adjusted for only 9 months inflation.

GRAND TOTAL 176,876
Notes:

1. Miscellaneous auto electrical and mechanical repairs are adjusted on the difference between the cost of item 12.1 over the current and previous period, which decreased by 3.12%

2. Item 13.3 are adjusted on movements in the Canberra All Groups CPI, which increased by 5.65% (from 123.7 to 130.7) over the 9 month period from December 1999 to September
2000.

3. Figure for net income is adjusted on movements in the Canberra All Groups CPI, which increased by 5.65% (from 123.7 to 130.7), over the 9 month period from December 1999 to
September 2000.

4. Item 14 is adjusted on movements in Average Weekly Earnings, Full-time Adults, Ordinary Time Earnings - ACT (original series), which increased by 2.19% (from 897.60 to
913.70) over the 9 month period form November 1999 to August 2000.

5. Refer to Canberra Cabs Submission for details.
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ATTACHMENT 4    NEW COST AND PRICING MODEL

Having considered alternative model formulations, the Commission has developed a costing
and pricing model approach similar to that put forward by one of the NSW taxi companies
to the IPART review of the NSW taxi industry (although not in the context of fare setting).
The Commission has made some adjustments to the structure of this model, and
incorporated in it operations and costs typical of the ACT taxi industry.

The operations and cost inputs to the model are based on information provided by Canberra
Cabs, in both its initial Submission (January 2001) and its subsequent Submission (May
2001), together with additional points discussed at a meeting between the Commission and
Canberra Cabs (16 February 2001).  The Commission has reviewed the information provided
and formulated a model which, it believes, reflects typical taxi earnings in calendar year
2000 and typical operating costs at January 2001.

The model essentially provides a profit and loss statement for a typical taxi operation in the
ACT, from the perspective of the vehicle owner.  It relates to a single vehicle, operating for
206,000 km (7,150 driver hours) per year.  Two sub-models have been developed: one
assuming the owner drives (55 hours/week) and also sub-contracts to bailee drivers (88
hours/week); the other that bailee drivers cover all hours.

For each sub-model a gross surplus to the owner is derived, both before and after allowing a
reasonable return on his/her labour.
A summary of model results (based on year 2000 takings and January 2001 operating
expenses) is given in the table below, and a detailed derivation of each cost item follows this.

The key finding is that, after allowing a return on owner-driver labour equal to the hourly
rate earned by bailee drivers), the remaining surplus is about $5,900 - $8,400 pa (in both sub-
models).  This represents a 3.5 – 5.0 per cent margin on total revenues.
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PROPOSED ACT TAXI PROFIT & LOSS/PRICING MODEL – SUMMARY(1)

Annual Cost (@ January 2001)Item Owner-driver
+ bailee drivers

Bailee
drivers only

REVENUES
Gross takings          163,493      163,493
Non-fare income 3,895 3,895
Total Revenue          167,388      167,388
OPERATING EXPENSES
Fixed Costs
1. Vehicle capital costs               6,732         6,732
2. Vehicle registration costs 6,757 6,757
3. Driver licence & medical                 183            183
3A Driver safety levy 420 420
4. Safety camera 600 600
5. Comprehensive insurance              4,866          4,866
5A Demurrage insurance 300 300
6. Network fees 11,854 11,854
6A Uniforms 505 505
7. Office/miscellaneous expenses 2,205 2,205

Sub total             34,422        34,422
Variable Costs: Non-labour
9. Fuel 19,700 19,700
10. Tyres 1,831 1,831
11. Car washing 1,136 1,136
12. Repairs and maintenance 17,282 17,282

Sub total 39,949 39,949
Variable Costs: Driver labour

Driver earnings  (bailee drivers)             50,306       81,747
13. Workers compensation insurance (bailee drivers)               1,819         2,920
8. Illness/accident insurance (owner-driver)               1,817 -

Sub total             53,942        84,667
Total Operating Expenses           128,313      159,038
Gross Surplus (Rev-Op Exp)             39,075          8,350
Return on owner-driver labour             33,156 -
Net surplus (after return on labour)              5,919          8,350
Notes:
1. Detailed basis given in table following.
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PROPOSED ACT TAXI PROFIT & LOSS/PRICING MODEL
Amounts @ January 01 (excl GST)

Total - $ pa.Item Basis/Notes
Owner-driver +
bailee drivers

Bailee
drivers only

Per km -
¢/km

OPERATIONS
ASSUMPTIONS

•  operations of single vehicle.
•  operated by either owner-driver and bailee drivers; or all

bailee drivers.
•  operates 143 hours/week (13 shifts * 11 hours), 50 weeks pa =

7,150 hours pa (owner-driver does 55 hours/week).
•  206,000 total kms pa  (50% in revenue service).

         163,493     163,493REVENUES (at current fares)
Gross takings. Canberra Cabs best estimate of gross takings/car for year 2000,

based on:
•   11,858 average hirings/car with takings (GST excl) of

$163,493.
•  represents average fare/hiring of $13.788: this is approx

consistent with average 8.8 kms distance, waiting time 1
minute, radio fees, mean of Tariff 1 and Tariff 2 rates.

•  equates to average $22.866/driver hour
3,895 3,895Other (non-fares) Income. Comprises:

•  LPG trading rebate ($650)
•  dockets trading rebate ($1,200)
•  cooperative members' investment return ($2,045)

Total Revenues        167,388   167,388
EXPENSES (Jan 2001 rates)

          6,732       6,732
•  FIXED COSTS
1. Vehicle Capital •  assume 70% vehicles purchased new, retained 5 years; 25%

purchased 2 years old, retained 4 years; 5% purchased 3 years
old, retained 4 years.

•  new vehicles cost $31,290 2 year old vehicles $17,000, 3 year
old vehicles $15,150.  Also $3,084 for extras in each case.

•  vehicle values depreciated 33.1% pa dv basis (equivalent to
20% of original value after 4 years).

•  average annual costs calculated (mortgage basis) at 7.5% pa
real interest rate (consistent with typical finance lease rates).

Detailed calculations given in May 2001 CC Submission (Annex
A3).
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PROPOSED ACT TAXI PROFIT & LOSS/PRICING MODEL
Amounts @ January 01 (excl GST)

Total - $ pa.Item Basis/Notes
Owner-driver +
bailee drivers

Bailee
drivers only

Per km -
¢/km

2. Vehicle Registration Costs As per existing cost index.  Refer January 2001 CC Submission,
Annex C2.

6,757 6,757

3. Driver Licence & Medical
3.1 Driver Licence •  $111 for 5 years,  per driver, 3 drivers                  66 66
3.2 Medical Examination •  $39 pa per driver, 3 drivers 117

183
117
183

3A  Driver Safety Levy $35 per month per taxi 420 420
4. Safety Camera Lease at $50/month. 600 600

5. Comprehensive Insurance
5.1 Taxi Comprehensive Insurance •  vehicle values as per item 1.

•   premium rate (incl TPPI) is 33.2% of vehicle value (as per
Canberra Cabs).

•  detailed calculations given in CC Submission May 2001
(Annex A8).

            3,266       3,266

1,600 1,6005.2 Third Party Property Insurance •  standard rates (as Canberra Cabs). GST inclusive price (no
ITC applies).

            4,866        4,866
5A. Demurrage Insurance $25 per month (as Canberra Cabs May 2001 Submission) 300 300
6. Network Fees
6A. Uniforms Canberra Cabs estimate $168 pa per driver (details in CC

Submission, May 2001, Annex A11).
505 505

Standard Canberra Cabs rate per vehicle, calendar year 2001. 11,854 11,854
7. Office/Miscellaneous Expenses
7.1 Office expenses: non-labour •  as per Canberra Cabs. (January 2001 Submission) 2,159 2,159
7.2 NRMA membership •  as per Canberra Cabs. (January 2001 Submission) 46 46

2,205 2,205
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PROPOSED ACT TAXI PROFIT & LOSS/PRICING MODEL
Amounts @ January 01 (excl GST)

Total - $ pa.Item Basis/Notes
Owner-driver +
bailee drivers

Bailee
drivers only

Per km -
¢/km

B. VARIABLE COSTS: NON-
LABOUR

9. Fuel •  as per Canberra Cabs (January 2001 Submission)– 206,000
kms pa, 5.5 kms/litre, 52.6¢/litre.

•  Canberra Cabs note that consumption rate is a reasonable
estimate, but not supported by survey information.  This rate
sensibly consistent with interstate evidence.

19,700 19,700 9.56

10. Tyres •  as per Canberra Cabs (Jan 2001 Submission) – 206,000 kms pa,
45,000kms/tyre, $100/tyre.

1,831 1,831 0.89

11. Car Washing •  as per Canberra Cabs - $21.85/week * 52 weeks. 1,136 1,136 0.55
12. Repairs & Maintenance •  as per Canberra Cabs. (Jan 2001 Submission) 17,282 17,282 8.39
C. VARIABLE COSTS: DRIVER

LABOUR
Driver Payments – Bailee Drivers •  bailee drivers paid 50% of gross takings.

•  takings $22.866/driver hour (refer Revenue)
•  bailee driver hours 88 or 143/week (refer Operations).
•  has to cover any superannuation payments, holiday, sickness

etc.Also to cover any bailee driver administration time.

          50,306     81,747

13. Workers Compensation Insurance •  workers comp on earnings of bailee drivers (as above).
•  as per Canberra Cabs, (Jan 2001 Submission) based on

earnings as above.

           1,819       2,920
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PROPOSED ACT TAXI PROFIT & LOSS/PRICING MODEL
Amounts @ January 01 (excl GST)

Total - $ pa.Item Basis/Notes
Owner-driver +
bailee drivers

Bailee
drivers only

Per km -
¢/km

8. Illness/Accident Insurance
(Owner-driver)

•  represents insurance on owner-driver, to cover costs of
employing a bailee driver instead.

•  these costs are 55*50 hours * $11.433 = $31,441.
•  CC Submission (May 2001) gives premium $2,705 for

maximum benefit of $46,800 pa.
•  pro rata, premium on $31,441 is $1,817 pa.

          1,817 -

Return on Owner-Driver Labour •  based on 58 hours/week (including 3 hours administration),
50 weeks pa, $11.433/hour (ie. same rate as bailee drivers).

33,156 -
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