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Determination of Taxi Fares for the period 1 July 2004 to 30 June 2007

Reference:  Issues Paper – Determination of Taxi Fares for the period 1 July 2004 to 30 June 2007 of October 2003.

Some comments on issues raised in the reference are shown below.

Previous Price Directions.

In para 2.1, the commission advised that it developed a cost build-up pricing model for  typical taxi operation in the ACT, from the perspective of the taxi owner.  I have obtained a cost breakdown of running a taxi in Sydney for 2001/2002 and 2002/2003 from an owner driver who owns his taxi plates and has over 30 years experience in the industry.  He provides a premium service and uses a top quality vehicle ( similar to hire cars), has some regular clients, works 12 hour shifts most days, but still fails to make a satisfactory income.  A copy of the cost breakdown is shown at Enclosure A.  A summary of income and expenses is:

2001/2002

Income: $51,700

Distance traveled: 54,000 kms

Running Costs: $45,134

Profit: $6,566

Typical Earnings Profile:  Shopping Centre fares – about 3 per hour on average at $7 to $8 per fare;




      Trips to or from City: - about 1 per hour at about $20 to $25 per fare.




      Unoccupied travel – about 50%

Earnings per kilometer: $0.957

Average speed in City traffic – about 20km/hr.

Driving time for 54,000 km at 20 km/hr average = 2,700 hours.

Driving time for 54,000 km at 25 km/hr average = 2,160 hours.

Earnings per hour at 2,700 hours = $2.43

Earnings per hour at 2,160 hours = $3.03.

2.

2002/2003

Income: $58,000

Distance travelled: 60,000 kms

Running Costs: $46,043

Profit: $11,957

Earnings per kilometer = $0.966

Driving time for 60,000 km at 20 km/hr average = 3,000 hours;

Driving time for 60,000 km at 25 km/hr average = 2,400 hours.

Earnings per hour at 3,000 hours = $3.98

Earnings per hour at 2,400 hours = $4.98

The driver advised that many owner/drivers do not own their plates and have to lease them for about $400/week.  Those in this situation usually cannot afford to buy new cars each 6 years but use cheaper second hand cars and replace them when they are 6 years old (or earlier) as required by age limit regulations.  Note the driver above would be running at a substantial loss if he had to lease plates.

While these figures relate to Sydney that has more traffic congestion, the earnings pattern is expected to be similar for Canberra taxi owners.

Issues arising

a. Earnings Limits.  Earnings are limited by the regulated fare structure and operating constraints.

Average earnings when customers are available is limited to about $25 per hour       due to the number of trips that can be made, traffic speed constraints and the trip length.  Most trips have a one-way fare so the taxi spends about 50% of its travel time empty.  Thus if the fare structure give an average return of about $2/km when occupied, the net return for the year is only about $1/km which is not much above actual running costs for a vehicle before drivers wages are allowed for.  The number of taxis licensed for use also impacts on earnings.

    b.    Fixed Costs.
      There are a number of fixed costs forced on the taxi operator.  These include:

Insurance, Registration, Radio Fees, Cleanings, RTA tolls, Uniform, Repairs and Maintenance, security and regular vehicle replacement costs (regardless of the condition of the vehicle at the end of the nominal period).

    c.    Variable Costs.       The owner a choice of some costs such as Plate Ownership (own or lease), type 

                                           and age of car, fuel (LPG, ULP or Diesel), vehicle ownership (own, lease or

                                           buy with finance and the option of employing one or more drivers.  While a

                   small fleet owner has no option but to employ drivers, the single taxi owner

                   usually refuses to do this after any initial trials.  The reasons for this may be 

                   personal, but usually relate to the additional wear and tear on the vehicle and

                   much greater repair costs and more lost time off the road for maintenance or

       accident repairs.  A car with 2 drivers may only have a service life of 3 years.

3.

All the operating and  earning constraints have reduced the taxi industry to a very low level of profitability, with expectations of regulators for performance well out of touch with the real world conditions faced by owners.  Owners are expected to outlay amounts from $50,000 to $300,000 overall to run a first class public transport service for a return of as little as $2 to $6 an hour and work one to two times average annual working hours to achieve that.  The conditions and constraints that are being placed are considered to be so severe that they would be unacceptable for any member of commission or the ACT Government to undertake.  In addition to this there is continued comment on a desire for deregulation that has undermined the value of taxi plates and a undermined the desire for anyone new to come into the industry.  With current earnings so low, I would not recommend this industry to anyone.

Comments are sought for differences on the fare structure in other locations.   One notable difference is the night kilometer rate for ACT has a premium of 15%, while the premium for NSW (both urban and country) is 20%.  In Tasmania there is no night time premium but a weekend premium is 20%.  The country kilometer rate for South Australia is only $0.82 but the passenger must pay for the return journey.  This is an effective rate of $1.64/km.  An increase in the night time premium to 20% would be in line with other locations.  A flag fall surcharge is used in several states in lieu of a kilometer rate change.

Labour Cost Data.   

Labour cost data for NSW indicates taxi drivers should earn about $15 per hour, receive sick pay at a rate of $117.34 per day and four weeks leave/five weeks pay at $586.50 per week.  On the cost and earnings data I have seen, it would be impossible for these rates to be paid by the industry.

It will be necessary to have a fare structure and surcharges included for additional services that the industry may be able to offer to improve the hourly earnings for taxis.  The industry may also be able to offer off peak discount fares to attract customers at times when vehicles are mainly vacant.  These fares could be provided by vehicles that may be returning to base empty and provided on a car-availability basis, in a similar arrangement as used by the airline industry to fill empty seats.

Graeme Vagg

Enclosure:  TAXI CAB OPERATIONS – OWNER/DRIVER – SYDNEY 2001-2003

