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FAST Submission to the New Zealand Transport Agency on the Farebox Recovery Policy and draft Fare Policy Decision – Making Guideline   
1 FAST 
This submission is on behalf of the Forum for Auckland Sustainable Transport (FAST) formed in 2006.  FAST is a forum of Auckland community groups committed to working constructively together, and with local and central government, the community and business, to achieve sustainable transport.  The submission is in response to the New Zealand Transport Agency (NZTA) draft Farebox Recovery Policy and draft Fare Policy Decision – Making Guideline.  Only some of the questions are relevant to community groups, and it is these FAST focuses on.

2 Executive Summary

FAST recommends that the Farebox Recovery Policy: 

1 include the following objectives
· To ensure the costs and benefits of these services are fairly apportioned between public transport users, non users, the wider regional transport system, and NZ 

· In determining a “fair” allocation of costs and benefits, meeting the needs of the transport disadvantaged and affordability are to be explicitly considered, as are all of the objectives listed here
· To ensure PT services contribute towards economic productivity through use of efficient commuter transport modes, reducing road congestion, support improved urban form, and reducing emissions, including greenhouse gases

· To ensure PT services particularly in NZ’s main urban areas, support economic  agglomeration benefits in key centres, such as the Auckland CBD

· To take a “no regrets” approach to the funding of PT services so as to provide greater resilience to the transport system and the economy in the event of future volatile oil prices, and to help PT contribute more effectively to New Zealand’s international greenhouse gas emission commitments

· To ensure that public health, access to employment, and other benefits of PT are taken into account

· To ensure that regional differences are taken into account, including the extent to which the PT system is already capable of meeting the region’s transport needs, historic levels of financial support to the PT systems, including inequities between different regions, different regions’ modal use, travel distances and other factors

2
include the following principles
· To benchmark this policy and farebox recovery targets against other relevant countries and regions, including Australia, before implementing it in New Zealand, so as to ensure the policy and targets are consistent with best international practice
· Until the above occurs, to use a farebox recovery ratio target as a monitoring tool that regional councils and ARTA should report on, rather than for financial management purposes
· To ensure that the principles implement the above objectives in determining costs and benefits, and that PT users should meet the costs of the benefits they receive, minus the costs of the other benefits available from the provision of PT services [to replace the 1st principle]
Please note: If the NZTA is unwilling to include the above objectives and principles, and simply wants to limit the NZTA’s financial liabilities, the NZTA could set objectives that seek to contain NZTA’s costs and subsidy payments, and to rewrite the current objectives accordingly.  If cost containment is the aim, then such a policy framework would be simpler to administer, avoid the need for the farebox recovery approach proposed, and release further funding to undertake relevant research to support sound public transport.  The NZTA could limit its funding to a percentage of the total PT costs in each region, with some variation between regions, given the broad policy factors to be taken into account. Such a system would also have the advantage of each region having funding certainty, and enable them to plan ahead for their PT system. 

3
include in the Section 2 farebox recovery policy content 

· policies to implement the objectives and principles put forth by FAST above.  If preferred these could simply be repeated in their entirety

· 1 a should be changed to read “the contribution it makes to the strategic goals of the organisation, and of the region’s transport network” 

· a further factor, namely, “the risks posed by external factors to the effective implementation of the policy”. 

4
PT capital expenditure not be included in any farebox recovery ratio formula, until such time as all regions have sound PT systems
5
the different types of PT services and the costs associated with providing them, be treated consistently 

6
exclude both Options 1 and 2 as unnecessary.   If the NZTA’s focus is to contain NZTA’s costs and subsidy payments, it should rewrite the current objectives accordingly, while adding the broader objectives suggested above. In particular FAST strongly opposes Option 2 until such time that research and international benchmarking indicates that it is justified, and regional communities agree to it.  If the NZTA determines it must accept one of the two options, then FAST’s preference is that Option 1 is chosen

7
include the needs of the transport disadvantaged and affordability in the operating principles, as well as the objectives and principles indicated above.  

8
require that fare structures be reviewed every six years, to align with the RLTS, rather than every three years as proposed
9         remove Section 7 b and d, but require the factors affecting the aggregate farebox recovery ratio to be outlined, and the reasons for the decisions on this

10      the NZTA undertake research and investigate international benchmarking farebox recovery rates as a matter of urgency. It could do this using a partnership approach with regional councils and ARTA, so as to maximise the value of the research, and to support effective and efficient PT.  
FAST is concerned that if implemented as written, the Farebox Recovery Policy could undermine the government’s focus on strengthening the economy and economic productivity, through undermining PT development and patronage, especially compared with major Australian cities which in 2005 have farebox recovery ratios less than 30%.

The Farebox Recovery Policy could undermine the development of a world class PT system for Auckland.   The NZTA discussion document appears unaware of the broader policy context and PT’s wider benefits.  These benefits are significant, and are important to Auckland’s and New Zealand’s economic performance.    
3
Introduction

FAST acknowledges that as a major funder of public transport [PT] the NZTA should periodically review the effectiveness of its PT expenditure, and the efficiency of PT services, and the benefits to New Zealand from PT expenditure and services.  FAST supports such a review.  
However the current review appears to be driven by a desire to manage and contain NZTA direct costs with little or no recognition of the positive contribution made by PT to wider transport, economic, social, cultural and environmental issues.

FAST is concerned that a farebox recovery ratio target could effectively become the de facto PT policy for Auckland and other regions. The farebox recovery ratio is the outcome of the combination of the pattern of transport demand and the services offered.  Setting a farebox recovery ratio for a given demand will determine the funding available for services, and also the set of services to deliver the target.  

FAST acknowledges there are a range of farebox ratios around the country and between modes, and decreasing ratios over time, and that these pose issues for NZ’s transport and PT sector, and which it is useful NZTA to research and then manage appropriately.

4
Draft Farebox Recovery Policy: Objectives and Principles (Q1-2)
The Draft Farebox Recovery Policy’s purpose is to set out NZTA’s proposed requirements relating to farebox recovery policy in the regions, which is to be implemented by regional councils and the Auckland Regional Transport Authority (ARTA).  The objectives are:

a. To improve the effectiveness and efficiency of public transport services in New Zealand.

b. To ensure the costs and benefits of these services are fairly apportioned between public transport users and non users.

The NZTA’s proposed principles for developing farebox recovery policy and farebox recovery ratio targets are:

c. The contribution public transport users and non-users make to the cost of providing public transport services should reflect the benefits they receive as a result of these services, and the source of the funding.

d. The cost of providing public transport services should be shared fairly between users, ratepayers and contributors to the National Land Transport Fund.

However the current objectives and principles are by themselves inadequate for the task.  

NZTA appears to justify the policy on the basis it will perportedly increase efficiency, and ensure fairness between all the parties contributing to the cost of providing services.  

Efficiency relates more to the way the service is provided, through minimising costs etc than it does to fare levels. Efficiency is not improved by simply having a higher farebox recovery. Regions consistently seek efficiency and patronage improvements to service their communities and to contain their costs, while operators seek efficiencies to increase their profitability.  If NZTA wishes to improve efficiency, other more appropriate ways than increasing fares are available.  

The objectives fail to adequately consider effectiveness, the wider policy context within which public transport occurs, and the wide range of benefits from sound PT that should be captured, or what constitutes “fairness” in allocating costs.  

The NZTA discussion document is silent on what “fairness” means.  The review objectives do not sit well with the legal requirements of NZTA and councils to take into account the needs of the “transport disadvantaged” when preparing funding programmes, or the LTMA affordability requirement. In Auckland it is accepted that low income neighbour- hoods already have poorer access to PT than higher income neighbourhoods, and as they often live on the urban fringe they also pay higher fares.  This is likely to become increasingly important in future as low income neighbourhoods may provide a higher percentage of the potential workforce.  
FAST is concerned that if implemented as written the Farebox Recovery Policy could undermine the government’s focus on strengthening the economy and economic productivity.  For example, the 2007 Ascari report, Assessing Agglomeration Impacts in Auckland: Linkages with Regional Strategies, acknowledges an increasing role for public transport to support increases in economic activity in key urban centres.  In addition, good PT, particularly electrified rail, helps provide a cushion to the negative effects of volative oil price hikes and some resilience to the economy.  The oil price surge between May 2007 and July 2008 which more than doubled the NZ price of oil was an issue for both businesses and households, particularly in larger urban areas, before it decreased. 

The NZTA does not appear to be aware of broader government objectives.  These range from the acknowledgement in the National Infrastructure Plan discussion document of the importance of urban form and the “shaping” role played by transport in delivering this, or the requirements in the National Energy Efficiency and Conservation Strategy for improvements in public transport to reduce energy use.  

The Government Policy Statement on Land Transport Funding, and NZTA’s own funding priorities, indicate funding should be targeted at those services that have the potential to make significant improvements in peak-time public transport patronage in major urban areas with severe congestion. This would suggest more funding should be provided to Auckland, Wellington and Canterbury than places without severe congestion.  However the likely consequence of the proposed NZTA policy is that Auckland, Wellington and Canterbury will be required to have higher farebox recovery levels, and lower levels (in terms of the percentage of total costs) of NZTA subsidy.

Nor is there recognition that the Government will adopt greenhouse gas reduction targets within a matter of months, and that improved public transport will play a part in delivering these targets. There is no recognition of the current Auckland Land Transport Strategy which seeks to support Auckland’s economy through developing a more balanced transport system, including road improvements as well as a strengthened public transport system, active transport and traffic demand management.  All these factors suggest it makes sound economic sense to increase investment in public transport services and potentially accept a reduction in the farebox recovery ratio in order to achieve wider benefits.

FAST is particularly concerned to ensure that Auckland’s growth and economic performance is not compromised by system changes that make it harder for Auckland to compete with key cities/regions in Australia and also the US.  Research commissioned by the ARC in 2005 suggested major Australian cities have farebox recovery ratios less than 30%.

FAST therefore recommends the following objectives be included:

e. To ensure the costs and benefits of these services are fairly apportioned between public transport users, non users, the wider regional transport system, and New Zealand [only the words underlined are new]
f. In determining a “fair” allocation of costs and benefits, meeting the needs of the transport disadvantaged and affordability are to be explicitly considered, as are all of the objectives listed here
g. To ensure PT services contribute towards economic productivity through use of efficient commuter transport modes, reducing road congestion, support improved urban form, and reducing emissions, including greenhouse gases

h. To ensure PT services particularly in NZ’s main urban areas, support economic  agglomeration benefits in key centres, such as the Auckland CBD

i. To take a “no regrets” approach to the funding of PT services so as to provide greater resilience to the transport system and the economy in the event of future volatile oil prices, and to help PT contribute more effectively to New Zealand’s international greenhouse gas emission commitments

j. To ensure that public health, access to employment, and other benefits of PT are taken into account

k. To ensure that regional differences are taken into account, including the extent to which the PT system is already capable of meeting the region’s transport needs, historic levels of financial support to the PT systems, including inequities between different regions, different regions’ modal use, travel distances and other factors

FAST also recommends the following principles be included: 

l. To benchmark this policy and farebox recovery targets against other relevant countries and regions, including Australia, before implementing it in New Zealand, so as to ensure the policy and targets are consistent with best international practice
m. Until the above occurs, to use a farebox recovery ratio target as a monitoring tool that regional councils and ARTA should report on, rather than for financial management purposes
n. To ensure that the principles implement the above objectives in determining costs and benefits, and that PT users should meet the costs of the benefits they receive, minus the costs of the other benefits available from the provision of PT services [to replace the 1st principle]

If the NZTA simply wants to limit the NZTA’s financial liabilities, it could explicitly acknowledge its objectives aim at containing NZTA’s costs and subsidy payments, and to rewrite the current objectives accordingly.  If cost containment is the aim, then such a policy framework would be simpler to administer, avoid the need for the farebox recovery approach proposed, and release further funding to undertake relevant research to support sound public transport.  The NZTA could limit its funding to a percentage of the total PT costs in each region, with some variation between regions, given the broad policy factors to be taken into account. Such a system would also have the advantage of each region having funding certainty, and enable them to plan ahead for their PT system. 

The other objectives proposed above, could still help set the broader policy context and could still be included, and provide some guidance on the policy framework that regional councils and ARTA should work within.
FAST’s strong preference is that the objectives and principles outlined above be included.  
5
Policies
(Q 3-4)
FAST supports requirements for regional councils and ARTA to have a farebox recovery policy in their regional transport plans.  However FAST questions whether the NZTA should set a farebox recovery target ratio, and that this should be achieved within three years.  FAST considers that regional communities should decide the farebox recovery target ratio appropriate for them, after consultation, and should decide how long a transition period is needed.  The NZTA should decide the funding level it is willing to provide the region with, and set out the policy requirements to be considered by the region.  This is done in Section 2 Farebox recovery policy content.  However, as currently outlined, the policy framework is inadequate to the task.  

FAST recommends that the Section 2 farebox recovery policy content should include policies to implement the objectives and principles put forth by FAST above.  If preferred these could simply be repeated in their entirety.

In addition, FAST recommends 1 a should be changed to read “the contribution it makes to the strategic goals of the organisation, and of the region’s transport network” [new wording underlined]. 

FAST also recommends that a further factor should be added, namely, “the risks posed by external factors to the effective implementation of the policy”. 
There is because there can be real difficulties for regional councils and ARTA in setting a farebox recovery target ratio appropriate for their region, given the impact of externalities on the farebox recovery ratio. For example, large fluctuations in the price of petrol have recently been a major influencer of public transport patronage (and therefore changes to farebox recovery), as well as to bus transport operating costs. Other external factors such as the state of the economy, population age and size, urban form and land use factors, also affect farebox recovery.
Councils and PT operators work hard to improve efficiency and increase patronage, but in reality many major influencers, particularly of patronage, are beyond their control. These factors must be taken into account when setting a target, and evaluating if it has been met. The NZTA policy does not say how this could happen (and how any funding adjustments might be made should the targets not be met, should NZTA impose a target).
6
Farebox recovery ratio targets and research
(Q6-7, 20, 26)
The NZTA has not provided any evidence, either research or international benchmarking, to justify requiring higher farebox recovery rates. The justification given for the proposed 50% recovery rate proposed for Auckland, Wellington and Canterbury is that “it is reasonably close to what ARTA, GW, and ECan are already achieving, but still constitutes a stretch target or a reasonable and challenging target to continue to achieve”. It is unclear how the rates for other regions will be set.

NZTA indicates it plans to carry out research after the policy is in place. It is more appropriate to undertake the relevant research first, or at least prior to setting the targets so that the targets could at least be based on relevant research, and/or best international practice.
Fares cannot just be raised constantly to try and reach some arbitrary target. Fare elasticities come into play, with patronage decreasing as fares increase.  At some point fares will result in fewer passengers, as people use alternatives, such as cars, with congestion consequences in regions such as Auckland. Indeed, the Auckland Regional Council (18 November 2009 Agenda report, page B27) states 

Initial assessment by ARTA suggests that to raise fares sufficiently to achieve a 50% farebox recovery ratio would involve pushing a number of current passengers into cars, and that the consequent increase in congestion would be an economic cost to the region in the order of double the increased fare revenue.  In addition, the switch to car use would result in additional air and water pollution, community impacts, greenhouse gas emissions, and in due course additional expenditure on increased road capacity.

The NZTA discussion document notes that the way public transport modes currently operate means comparisons between modes and between regions is unfair.  For example, farebox recovery ratios for bus includes the cost of vehicles, whereas rail farebox recovery ratios do not.  Comparison of regions with a different balance between bus and rail is therefore not appropriate.  The discussion document paper does however make this comparison. 

FAST recommends that the NZTA undertake research and investigate international benchmarking farebox recovery rates as a matter of urgency. It could do this using a partnership approach with regional councils and ARTA, so as to maximise the value of the research, and to support effective and efficient PT.  

This would be far more cost effective than relying on each region to undertake such research.  Some regions are unlikely to be able to afford to do the work, and/or their PT systems should be the focus of their research at the regional level.  It is only the larger more urban regions that seek to be internationally competitive with other city/regions that can justify such research, particularly where there are gaps in research at the national level.
The NZTA research could have a broad but focused brief.  It could update the ARC 2005 research to ascertain whether major Australian cities still have farebox recovery ratios of less than 30%, and how higher farebox recovery rates in Auckland and other major NZ cities could economically disadvantage NZ cities, compared with their Australian counterparts.  
The NZTA could also provide a range of other research guidance, including into the optimal point where fares and patronage are at a point where both are maximized, and the factors to consider when deciding on “fairness” while taking into account the needs of the transport disadvantaged and affordability.

7
Auckland and rail farebox recovery
(Q 16)
FAST is very aware that different regions of New Zealand have received different levels of support for PT, including rail PT.  This is significant today in terms of the required investment needed, for example, for the Auckland rail system.  We understand the equipment to electrify the Auckland rail system in the 1940s was transferred to Wellington, with that region benefiting from an electrified system, beginning in the 1940s and 1950s.  Today Auckland is in catch-up mode, in terms of double tracking and electrification projects.  It strikes FAST as unfair that those regions disadvantaged because of a lack of government PT infrastructure investment in the past, should be further disadvantaged now through farebox recovery policies.  

In addition, interpreting farebox recovery ratios for rail needs to be done carefully.  For rail there is a very strong relationship between operating costs (which are included in the farebox recovery ratio) and investment in infrastructure (which is not).  Operating cost reflects the age and type of rolling stock.  New electric rolling stock will have considerably lower operating costs (and therefore higher farebox recovery ratio) than old, diesel rolling stock.  The ARC notes:

In Auckland, lower operating costs will not be fully gained until the electrification project is completed, and the increase in patronage (the “farebox” side of the ratio), will continue for some time after that.  A farebox ratio target for rail would therefore need to be staged over time to account for the impacts of capital investment.  Any target with an arbitrary lower limit that did not take account of the investment timeline would be quite misleading.

It also comments that “An exclusive focus on farebox recovery is likely to obscure the more important issue of the balance between capital expenditure and operating expenditure that optimises whole of life costs.” 

FAST notes that the costs of providing a bus service do not include those relating to the building or maintenance of the roads (other than RUC costs).  Train costs should therefore not include any costs associated with improving or maintaining the fixed rail infrastructure.
FAST recommends that PT capital expenditure not be included in any farebox recovery ratio formula, until such time as all regions have sound PT systems. 

FAST recommends that the different types of PT services and the costs associated with providing them, be treated consistently.  
8
Options 1 and 2 
(Q5)
Two options for setting the farebox recovery ratio target are being consulted on.  The essential components of those 2 options are:

Option 1
Regional councils must set a farebox recovery ratio target for the public transport network as a whole.
Option 2
Regional councils must set a farebox recovery ratio target for the public transport network as a whole.  ARTA, Greater Wellington Regional Council and Environment Canterbury must set a farebox recovery ratio target of no less than 50%.

NZTA would have discretion to agree to alternative conditions under some conditions and to agree to a longer transition period, than the three years that is anticipated.  

It is ironic that the NZTA requires regional councils and ARTA, when seeking approval of alternative farebox recovery ratio targets, to take an evidence based approach, when the NZTA in this discussion document does not do that itself. 

FAST opposes both options as unnecessary.   If the NZTA’s focus is to contain NZTA’s costs and subsidy payments, it should rewrite the current objectives accordingly, while adding the broader objectives suggested above by FAST.  This approach could effectively limit the NZTA’s financial liabilities, and avoid the need for either of these options.  

It would enable regions to respond to their own individual circumstances and their community’s preferences, and to determine how best PT can support their region’s economic and social development.  Given that each region through ratepayers and PT users provides most of the funding for its PT system, it is inappropriate and inequitable for the NZTA to determine how the total system is to be funded. 

In particular FAST strongly opposes Option 2 until such time that research and international benchmarking indicates that it is justified, and regional communities agree to it.  
If the NZTA determines it must accept one of the two options, then FAST’s preference is that Option 1 is chosen.  FAST agrees with the ARC’s assessment that adopting Option 2:

could have a dramatic negative impact on the development of Auckland public transport system (and on the Auckland transport system generally).  
This is because of the loss of PT passengers to private transport, the increased road congestion and negative economic consequences, and increased roading infrastructure requirements in the medium to longer term.
9
Operating Principles
(Q 8-9)
The principles as written raise issues about whether they are sufficient to meet the legal requirements of the NZTA and councils to take into account the needs of the “transport disadvantaged” when preparing funding programmes, or the LTMA affordability requirement. 
FAST recommends that the needs of the transport disadvantaged and affordability be included in the operating principles, as well as the objectives and principles indicated above.  
10
Fare Review Requirements
(Q 17)
Reviewing a fare structure is a very complex exercise, and to do so every three years would be expensive, onerous, and unnecessary. 

FAST recommends that fare structures be reviewed every six years, to align with the RLTS, rather than every three years as proposed.  

Fare level reviews would occur more regularly to consider changes in costs, inflation, to ensure fares remain affordable, and that the relationship between public transport fares and car operating costs matches policy objectives.  Information about operating statistics, including farebox recovery rates and other operating data should be publicly available, at least annually, if not more frequently, to the regional community.  
11
Reporting Requirements
(Q 18 and 19)
FAST supports NZTA requiring regional councils and ARTA to report on the operation of their PT funding policies and PT services to their regional communities, and to the NZTA.  However this should be done for the PT system as a whole and as part of the region’s transport network.  This enables the regional community to decide what its aggregate farebox recovery ratio across the PT system as a whole should be.  It also enables it to decide where it expects a higher or a lower ratio, and for what reasons. 

The draft policy requires councils to report on various issues, including the aggregate farebox recovery ratio for each “centre” within the region, and on any individual “service” defined as a service operating on a distinct route that “is falling below” 25%. 
These requirements are likely to be both expensive and difficult to calculate.  The Government acknowledges that integrated ticketing is important and makes PT more attractive to users.  However it complicates reporting, especially on particular “centres” and services.  Given the integrated nature of services, such reporting will be virtually impossible. For example, such a policy would require rail costs to be split by line, and many bus services are an extension of the rail service.  Some services may be strategic, in terms of the connections they make within the system, even though they do not meet a ratio of 25%.  

FAST recommends that Section 7 b and d be deleted, but that a council or ARTA be required to outline the factors affecting its aggregate farebox recovery ratio, and the reasons for its decisions on this.  
12 The role of commercial services

 (Q24, 25)
In section 1.6.2, page 3 it is stated that “The government has expressed an interest in developing and expanding commercial public transport services…”; the discussion document also has two questions about developing commercial services and farebox recovery, and whether increasing the number of commercial services would help improve the farebox recovery ratio.

It is evident from past research by central government, the ARC and ARTA that in Auckland private operators have used commercial services in ways that are anti-competitive, and to undermine efficient and effective use of funding PT from the regional and national ratepayer and taxpayer.  This has included failure by commercial operators to agree on an integrated ticketing scheme for Auckland that would actually work in practice for PT users, or to help ensure that the connections within the system, eg between buses, or between bus and rail, or ferries are effective.

Operators have used commercial services tactically to create barriers for entry to new operators in tenders for contracted services, and to increase their likelihood of winning tenders.  ARTA’s financial analysis has suggested that earnings before interest and tax (EBIT) on commercial services appear to be less than on contracted services, and that some are loss making.   Commercial services have been a key factore in ensuring the operator was either the only and/or preferred tender for tendered contracts.  Some of this research is indicated in the Public Transport Procurement Legislation Review, May 2006, published by the Ministry of Transport.  

FAST supports the Public Transport Management Act 2008, which seeks to improve PT in New Zealand, and to ensure that private PT operators, while able to run legitimate PT businesses also support the development of a strong, integrated PT system, and cannot maximise profit while undermining efficient use of public monies.

FAST is concerned to ensure that operators of commercial services provide accurate fare and other information to regional councils and ARTA.  If such information is used in calculating a meaningful farebox ratio, then it is important that it is correct, and able to be verified.  There is also a need for greater transparency by all players in the PT system so as to ensure clearer accountability to ratepayers and taxpayers.   It is possible to achieve this, while protecting commercial sensitivities.  

FAST considers that commercial services should only be supported in situations where their registration does not result in anti-competitive behaviour, or undermine the development of sound PT systems.  
FAST accept that commercial services have a role to play in NZ’s PT services, within an appropriate policy framework.  However FAST is concerned to ensure that commercial services are not again put in a position to undermine the development of strong, integrated PT systems that effectively services regional and local communities. 

13 Conclusion

FAST is concerned that the Farebox Recovery Policy will undermine the development of a world class PT system for Auckland and also other cities, such as Christchurch, and regions, and undercut PT patronage.   

The NZTA discussion document appears to be unaware of the broader policy context and PT’s wider benefits.  These benefits are significant, and are important to Auckland’s and New Zealand’s economic performance.  A narrow approach to containing NZTA’s contribution to PT will result in either or both decreased services, particularly those on weekends or late at night, and increased fares.  
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