














Mr Paul Baxter


Senior Commissioner


Independent Competition and Regulatory Commission


PO Box 975


CIVIC SQUARE  ACT  2608








Dear Mr Baxter,





Thank you for the Commission’s draft determination “ACTION Pricing for the period 1 July 2003 to 30 June 2006” and the opportunity for Departmental officers to make a verbal submission at the public hearing held on 15 April 2003.





My comments in response to the draft determination are as follows.





As noted by the Commission, the ACT Government has initiated a number of studies that, when drawn together, will provide a public transport plan and an overarching public transport strategy.  These studies include: Public Transport Future Feasibility Study, an Evaluation of the Cost of Public verses Private Transport in the ACT, and the ACT Public Transport Demand Elasticity Study.  The Transport Plan and strategy will sit within the ACT spatial plan and will be available later this year. 





An objective of the Government is to increase public transport’s modal share.  The first step in achieving this objective was the introduction of the “One Fare Anywhere”.  As noted in the ACTION submission, this “flat” fare has resulted in an increase in patronage particularly in adult passengers.  The new fare and patronage increase has required additional funding from the Government.  Fares paid by passengers now only cover 21% of ACTION’s costs, down from the 27% recovered prior to the removal of the zone based fares system.   This has meant a significant increase in ACTION’s operating subsidy.


 


With many of ACTION’s peak services running at or near capacity we cannot look to further patronage increases to materially increase fare box recovery.  Indeed, it is doubtful that we could reasonably expect patronage to continue to grow without significant improvements to the bus services.





As you are aware, the ACT Transport Demand Elasticities Study has confirmed earlier research that indicates fares are only one of the factors that will influence people’s choice of transport.  Broadly, the factors and their weighting are:


�



Factor�
Assessed cost component�
�
Travel time�
36%�
�
Distance from bus stop�
24%�
�
Fares�
20%�
�
Frequency of service�
17%�
�
Changing buses�
3%�
�



To sustain growth in patronage, the Government considers that it must increase its investment in bus priority measures and more frequent and direct services.  This should and will be done in the context of the Transport Plan.  In the first instance, however, the Government will be responding to the need for additional services in Gungahlin and reducing the travel time of buses from Gungahlin to the City.  These enhancements will cost in excess of $1million.





As indicated in the Commission’s draft report, a CPI increase in ACTION fares equates to around $300,000 after allowing for price elasticity and the costs associated with changes to ticketing.  While this revenue is relatively modest in the context of ACTION’s total operating costs, it is none the less a significant source of revenue that would assist in funding public transport improvements that will contribute to increased patronage.   Improvements could for example include bus priority measures on Flemington Road or interchange facility enhancements.





The forward estimates have been prepared on the basis that ACTION fares will be increased by CPI each year.  If this increase is not provided, the Government will need to increase the ACTION subsidy by $300,000 each year or reduce services by an equivalent amount over the price path.     





The Government has expressed a desire to at least maintain the fare box recovery rate at its current level over the next three years and move to a recovery rate of up to 30% in the longer term.  We understand that the ACT currently has the lowest fare box recovery rate of any public bus services, with most capital cities achieving recovery rates of around 30% and Sydney closer to 50%.  





The ACT Transport Demand Elasticities Study has estimated the weekday bus fare elasticity at -.20.  That is, in response to a 10% increase in bus fares, all other factors held constant, bus patronage is forecast to fall by 2.0%.  The study notes that ACT bus fare elasticities are at the low end of Australian bus elsaticities and suggests that a contributing factor is the relatively low fares in Canberra.





Based on the above estimate a fare increase of around 3% would result in a reduction in patronage of 0.6%.  This estimate assumes that the cost of alternative transport including the car remains constant.  It is expected that private vehicle costs will also increase during 2003-04.  For example vehicle registration, CTP insurance and parking costs will rise.  It is also expected that variable costs will increase broadly in line with CPI.  It is therefore considered that a CPI increase in bus fares will result in minimal if any perceptible reduction in existing bus patronage.





The Department of Urban Services on behalf of the Government seeks the assistance of the Commission in determining that ACTION fares increase by CPI each year over the price path.





The contact officer for this matter is Mr Brian MacDonald on 62076244.





I trust that these comments are of assistance.





Yours sincerely














Gordon Davidson


A/g Chief Executive





   April 2003
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Level 5, Macarthur House ( 12 Wattle Street, Lyneham  ACT  2602
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