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Introduction

On 19 April 2002 the ICRC released a Draft Report relating to the setting of Taxi Fares for the ACT commencing from July 2002. This report followed the circulation of an Issues Paper by the ICRC and the production of numerous submissions in response to the Issues Paper. 

Throughout the report the ICRC demonstrates its incapacity to fairly and objectively evaluate the information provided by the taxi industry. It also demonstrates its lack of ability to understand the basic operating structure of the industry. Ultimately, it exhibits unfair bias in its treatment of the taxi industry's proposals. 

Commission conclusions and recommendations

The ICRC starts this review with a gob-smacking opening gambit that:

"Either a specific, detailed taxi cost index, a composite ABS index, or the Canberra CPI could be used to adjust maximum taxi fares."

If nothing else, it is apparent that the ICRC is aware of the history of the construction of ACT taxi fares that ultimately led to the adoption of a "specific, detailed taxi cost index." The other possibilities were eliminated, by all stakeholders (including representatives of Government and consumers), as producing an inadequate result. This exercise took place over 10 years ago. The world has moved on.

Undeterred, the report informs that:

"Applying the specific cost index suggests a fare change of between minus 7.0 and minus 3.1 per cent as appropriate. The composite ABS index gives a result between 0.3 per cent and 0.6 per cent, and the Canberra CPI gives a result of between 2.9 and 3.6 per cent."

The report then progresses to a table that purports to grade the relative merits of fare setting regimes. We are given no insight into the authority underlying the compilation of this table. 

The next phase is to endorse the information preferred by the ICRC and to discredit the other information. This is done by stating that ABS information "is the easiest to apply" (whatever that means) and is also "verifiable". In contrast to the easy-to-apply quality of the verifiable ABS information, the information given by Canberra Cabs in relation to costs "is not clear that they represent an industry average", even though "the absolute cost levels can be verified with suppliers". Perhaps the difficulty of moving from verifiable absolute cost levels to uncertain industry averages comes later. If so, then this might help us to understand how "Even greater data concerns in regard to revenue information exist."

Next the report categorically states that a specific taxi index would "actually" suggest a fare decrease; and a revenue/cost model would "possibly" do the same.

Finally, the coup de grace in favour of the ABS information is that it "is of a high standard". This is re-assuring and should definitely assuage any concerns that anyone may have with the revelation that the ABS information is also "not specific to the taxi industry".

In the end, the non-industry specific information is selected because "it is consistent with deregulation", "would only apply for an interim period" and "a fare decrease…is not an appropriate outcome in the lead up to deregulation."

Whether or not it addresses the fundamental reason for the taxi industry having taxi fares does not seem to have been a consideration. For the record, the reason that the taxi industry has taxi fares is so that it can recoup its costs of providing a taxi service.

In a final effort to discredit the only approach that actually addresses the reason for having taxi fares, the ICRC makes the unbelievable assertion that:

"The Commission's analysis concentrated on the cost information provided by Canberra Cabs…..A number of adjustments can be reasonably made to the cost information……Making these adjustments bring the required fare increase down significantly from that requested by Canberra Cabs…..the adjustments suggest no fare increase may be warranted."

This would appear to be an admission that the only way to turn the fare increase requested by Canberra Cabs into a fare decrease is to make "reasonable adjustments". 

Canberra Cabs' submission

There are 2 incorrect statements in this 5 line section of the report.

The first is that:

"The Canberra Cabs submission is summarised in attachment 4." 

The truth is that the submission is not "summarised" nor can it be "summarised". The Canberra Cabs' submission is a 36 page document, every page of which is integral to an understanding of its content. The suggestion that a 5 page extract of the submission constitutes a summary is a mis-representation and a deception.

The second incorrect statement is that:

"Canberra Cabs' models suggest that both taxi types are making significant losses on an annual basis."

This is not the case. The models show, in fact, that if an operator-driver were to limit his driving to 40 hours per week, and if the labour costs of providing the taxi service were to equate to a proper rate of remuneration, then the operator-driver would be running at a loss.

The point of pursuing a fare increase is that operator-drivers are forced to drive much more than 40 hours per week because fares are too low to provide the driver with an adequate rate of remuneration.

The ICRC's understanding of the Canberra Cabs' submission may have been better if it had read the entire submission rather than its own "summary" of that submission. Additionally, the Commission could have taken a 2 year perspective and had a look at what the industry submitted to last year's fares review. It would have found, at pages 8 to 11, adequate and consistent arguments for improving the labour cost component of taxi fares. 

The ICRC's inability to comprehend this fundamental component of the fares submission from Canberra Cabs' indicates either incompetence or dismissiveness. 

Concerns with Canberra Cabs' information

The report notes that:

"The Commission's main concern is in relation to the revenue figures presented by Canberra Cabs."

There is no reason why the Commission should have any concerns about these figures.

Comprehensive discussions between the ICRC and Canberra Cabs were conducted in the lead up to the 2001 Fares Review. The purpose of these discussions was to identify a method for assessing both the costs and revenues of an average taxi.

In relation to revenues, it was agreed that the application of the "average fare" concept to the averaged per car total annual hirings, derived from Canberra Cabs' data base of fleet total annual hirings, was a satisfactory method.  

This method was used and accepted, without question, throughout the 2001 Fares Review. Nowhere in the ICRC report of that review is there any suggestion that the revenue information was any cause for concern.

Against this background, it is difficult to understand how this information has now become "highly problematic."

However, this riddle may be solved by the next ICRC observation that:

"These problems have been highlighted in the last year with the dramatic fall in revenues that Canberra Cabs claims to have experienced by ACT taxis."

So the real problem is not with the assessment of the revenue information at all. The real problem is that the fall in revenues identified by this agreed process has produced an outcome that the ICRC is not comfortable with. However, rather than analyse why this fall has occurred, the ICRC approach is to discredit the method of identifying this fall.

By taking this line the ICRC is able to back away from the "new costing and pricing model" that it had introduced only one year ago:

"As the Commission does not have confidence in the accuracy of the revenue figures of Canberra Cabs, it is not in a position to apply the new costing and pricing model."

This should come as no surprise to anyone. The industry knew last year that this would be the ICRC's approach, as this extract from the Canberra Cabs submission of May 2001 shows:

"For example, as noted by the draft report, a reduction in patronage brought about by the release of additional taxis would translate into a fare increase. The draft report sees this as a perverse outcome and proposes that such an outcome would be ignored."

Now the Commission proposes to do exactly that, but is trying to disguise this by incorrectly laying the blame on the credibility of the revenue information. This is false, misleading and deceptive.

In relation to industry costs information, the ICRC states that:

"Although some costs can be verified, others cannot and/or cannot be assessed to be efficient or otherwise."

This is at odds with the view taken by the Commission last year, when costs were obtained from the same sources and were assessed the same way. At attachment 4 to the draft report for last year's fares review the Commission included notes along the lines of:

"This rate (fuel consumption) sensibly consistent with interstate evidence….estimates (of administrative time) appear plausible." 

In the final analysis last year the Commission had no over-riding problem with any costs information. There were no items categorised as unable to be verified or unable to be assessed as efficient or otherwise. The present categorisation is an ICRC construct designed to discredit the information provided by the taxi industry. 

The only reason it has a problem this year is because the result clearly shows that its "new costing and pricing model" does not work.

Driver earnings and entitlements

The ICRC prefaces this section with:

"…it had been the Commission's desire to apply the new costing and pricing model figures that captured the actual operating practices of the industry."

and follows with:

"For example, driver earnings and entitlements are derived from takings of the taxi. They are not related to wage rates for Comcar drivers or average weekly earnings."

It is this artificial separation, by the ICRC, of the 2 concepts of actual operating practices and the wage parity considerations that underly those practices that seems to be causing the problem. It is the ICRC's inability to get its collective mind around the idea that the fares need a base structure that incorporates comparative wage considerations that is the problem.

Contrary to the ICRC's view, there is absolutely no doubt whatsoever that the wage rates of Comcar drivers and the movements in average weekly earnings are not only relevant but are critical in determining adequate taxi fares.

Again, the ICRC displays its ignorance of the true construction of fares when it suggests that:

"The Commission has been given no information to suggest that operators are paying their bailee drivers these entitlements."

The fact is that operators are not paying their bailee drivers these entitlements. And they never will be. This is not a secret - this is how the taxi industry works.

This is why it is so critical for drivers that the fares that they collect when they drive their taxis are sufficient to allow them to set aside for themselves money for holidays, illness and superannuation. This is not a difficult concept to grasp. If it is difficult for the ICRC to grasp it, then the ICRC has a problem that needs professional help.

But maybe it already understands the concept but the light hasn't gone on yet. This is evidenced by the observation that:

"One easy example would be to increase the share of takings the bailee drivers keep."   

This is exactly what the taxi industry has been advocating to the ICRC in discussions since February last year; and which was included in its submission of May last year.

So why doesn't the ICRC do what the taxi industry suggests and the Commission thinks would be an "easy example"?

The answer is in the next paragraph of the report, where the Commission notes that taxi drivers in New South Wales don't actually get paid these entitlements even though they have access to them. And that some taxi operators in New South Wales structure their drivers' hours so that they are technically excluded from this access.

Herein lies the problem. The ICRC has again got itself into a mental straight jacket that prevents it from seeing the difference between a driver actually keeping these entitlements in the fares that he collects and the alternative of the operator retaining money for subsequent dispersal to the driver. Also, what happens in New South Wales has nothing whatsoever to do with what happens in the ACT. The industries work in different ways and require different solutions.

The simple solution is to structure the fares so that there is an adequate component in them to cover proper labour costs, including holidays, illness and superannuation. These are the minimum requirements. Long service leave might also deserve inclusion.

This enables the driver to retain a commensurate portion of the fares income and to make his own decisions about how he puts this money aside for all of these eventualities.

The only impediment to this outcome is the ICRC's inability to see it. The Commission should undertake a review of how it can release itself from its self-imposed intellectual imprisonment.

Network charges

Once again, the ICRC notes its:

"…concerns in regard to the level of Canberra Cabs' network charges."

If the ICRC has read the repetitive explanations that have been provided each time this issue has been raised then the immediately preceding comments about a further review are pertinent. If it hasn't read the explanations then it should.

A cost index - interim approach

The ICRC's concerns about Canberra Cabs' revenue information are contrived and have no bearing whatsoever on whether a cost index approach is reasonable or not. But the Commission's reliance on a "move to deregulation" to support a cost index approach deserves some comment.

For a body that sanctifies the doctrine of "what actually happens" to base its decision-making on something which it has only recommended should happen (that is, deregulation) - and then only in draft form - is absolutely mind-bogglingly, stupefyingly incredible.

At the very least, the ICRC should have produced fares setting approaches which are consistent with all possible outcomes of the deregulation review, including continued regulation.

A detailed, specific cost index

The nature of the cost index that has applied over time in the ACT is incorrectly described by the ICRC. Contrary to its view that the index attempts to "capture significant cost items", the index attempts to capture the majority of all costs - significant or otherwise. This is why licences (at $22 per year) and medical examinations (at $39 per year) were included.

Nonetheless, the ICRC was able to develop a detailed index. This index showed a change in costs of between minus 1.5 and minus 2.4 per cent. 

But it achieved this result by making the "reasonable adjustments" referred to earlier. "Key among these relate to driver entitlements and network fees."

You can see from my comments that the ICRC's approach to driver entitlements and network fees is anything but reasonable.

Yet, despite the ICRC's certainty about its position, it has not had the courage to provide details of the "reasonable adjustments" that underpin its index model; or to expose its model to scrutiny.

Consequently, any comment it makes about the outcome of a detailed, specific cost index lacks credibility. 

A composite ABS cost index

In its presentation of the suitability of a combination of AWE and Transport CPI measurements, the ICRC fails to address a number of factors.

The first is the critical issue of the inadequacy of existing driver entitlements within the construction of fares. Obviously, another failure to remedy this problem before the application of any ABS measurement will only perpetuate the failure to achieve the correct outcome. The ICRC demonstrates this process admirably.

The impact of the inclusion of adequate wage parity considerations, provision for holidays and illness, and the provision for superannuation is not addressed by the ICRC's misleading portrayal of the effect of a composite ABS index.

Other factors include income protection insurance, workers' compensation insurance and network fees, which are not picked up by the Transport CPI or by the AWE.

The composite ABS cost index approach cannot be properly assessed without the inclusion of the necessary improvements to driver entitlements; and without satisfactory modification to include the other non-AWE costs.

A single ABS index

"The most obvious choices" for a single ABS index, "the Canberra CPI transportation index, or the Canberra CPI" aren't obvious choices at all for anyone who understands what taxi fares need to reflect. An informed observer would have assumed that this option was included by the ICRC for the express intention that it would be easily eliminated in any challenge to the approach taken by the Commission. In other words, it was the sacrificial lamb.

It could not have been intended as a serious option.

But it was chosen by the ICRC as the way to go.

Pricing

"The Commission is satisfied that its approach is appropriate for fare setting purposes, and that it protects consumers from any abuse of monopoly power."

The Commission is easily satisfied. Certainly, any outcome that fails to provide for adequate recovery of labour and operating costs will protect consumers from any abuse of monopoly power. But this is only one side of the equation. The Commission also has a responsibility to the industry that it price regulates.

The ICRC has failed monumentally to discharge this responsibility properly.

Plate values/return on capital

Although the ICRC's approach to this issue is only a "cop-out", this is the only welcome aspect of the report.

However, the question must arise concerning how the Commission will review this matter in the event that deregulation does not occur. Clearly, it would be difficult for the Commission to maintain that its "approach to setting fares achieves these aims."

Price path

The 2 year price path developed by the ICRC is predicated on the deregulation of the taxi industry. In the first year, the Canberra CPI will apply. In the second year, the Canberra CPI will apply. For the record, last year the Canberra CPI was applied - with a minor modification to include a large increase in fuel costs that even the Commission could not ignore. 

This is not a price path. This is security blanket.

This is clear evidence of the ICRC's inability to fairly and objectively incorporate identifiable and verifiable industry labour and operating costs into a comprehensive and cohesive taxi fares structure.

Why is this issue so difficult for the Commission to come to grips with?

Commission recommendations

This section provides an insight into a possible answer to the last question:

"It is difficult for the Commission to reconcile significantly lower revenue and high operator deficits, with plate values that have changed little over the last year."

Clearly, the Commission still fails to comprehend that lower gross revenues need not translate to high operator deficits. Nowhere in the industry submission is it claimed that there are operator deficits - high or not high.

The nature of the industry is that an owner-driver has the flexibility, within reason, to counter falling gross revenues by increasing his hours of work. In doing this, an owner-driver has the capacity to avoid going into deficit.

The purpose of the industry submission was to illustrate that the further scope of this flexibility is diminishing; and the problem needs to be addressed and redressed.

The ICRC's comment about the minimal change in plate values concerns the reasons that motivate people to buy taxis.  

Motivation for acquiring a taxi plate

It is not up to the ICRC to determine why people acquire taxi plates; or to seek to discredit the reasons that have been put to the Commission, because the Commission, in its wisdom, doesn't see any economic logic in those reasons. The Commission's job is to objectively assess the costs that these people encounter in the day-to-day operations of their businesses; and to accommodate those costs in the fares structure. If the Commission is unable to overcome this artificial barrier that it puts in its own way, then it should refer the job to a body with the ability to do it.

Conclusion

There are a number of conclusions that can be drawn from this report, all of which require the formation of a view concerning either the integrity or competence of the ICRC. The major conclusion is that the ICRC has shown itself incapable of providing sound advice to Government on anything other than the text-book application of deregulation doctrine to produce virtual-reality outcomes. 

These outcomes bear no resemblance to the real-world aspirations of real people who work as taxi drivers, including their aspirations to have access to industrial entitlements such as holiday pay, sick pay and superannuation; entitlements that are not even questioned for every other participant in the Australian workforce.

Similarly, they are of no assistance to real people who commit their time and their money to providing a taxi service to the ACT community - and who rely on fair and equitable taxi fares to enable them to recover their business operating costs; and to receive a fair return for their labour.

In the end, they will be of no assistance to the ACT community, which will encounter a deteriorating taxi service through the loss of experienced operators and drivers.
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