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Private Ferry FaresSubmission 2007

I ntroduction

The CVA makesthissubmisson in support of a private ferry fare increasebased on industry cost
movementsover thelast nine months, to June 30, with a further three monthsdata to be submitted in early
October, making atotal of 12 months data, ieto theend of September.

PART hasdecided to retaintheindustry index of cost itemsused in recent yearsand aso to hold
constant the percentage each of thefiveitemsintheindex, asdecided by it last year. It hasfurther
decided to useinflatorsfor each of thesefivethat are from readily available, publicly published
information rather than the industry specificinflatorsused inthe past.

The industry is strongly opposed to both holding constant the make-up of the index and to the move away
Samindusinaintlatars. 1tspositionisexplained in detail on the pagesthat follow. In summary, therisein
industry costs based on this gpproach compared with not holding the items constant and using industry
inflatorsis

Cod rise IPART gpproach 0.52 percent
Cod riseindustry approach 1.25 percent.
These percentages

arelow because of the effect of adeclinein fuel pricesover the past nine months

show alarge variation, the IPART gpproach producing an increaselessthan haf that using
industry data.

The submission also addresses|abour productivity, asit hasin thelast two yearswhen IPART has
arbitrarily reduced therisein costs by an assumed improvement in industry productivity.

In summary,
passengerscarried compared to the year before down
staff numberscomparedto theyear before Same
labour productivity reduced.

Onceagain, inthissmal industry, labour productivity has not improved so no discount of the cost
increaseisjudtified.

On the pagesthat follow, the make-up of theindex and the inflators are discussed in some detail.
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Private Ferry FaresSubmission 2007

Discussion of the Cost | ndex and thelnflators

Make-up of the Index

If IPART had adopted the approach of recent years, viz varying the make-up of theindex based on the
movement in the current year's costsas opposed to holding it constant for five years from 2006, the index
would look likethis.

Index Item IPART Make-up Industry Make-up
(%) (%)
Insurance 5.64 4.22
Interest 4.08 3.16
Wages 40.32 4437
Fuel 12.03 13.41
All other 37.93 34.63
Tota 100.00 100.00

Clearly, ignoring the new nix of costs meansthat the resultant total costsincreasewill vary from the
industry's actual experiencein thelast nine monthsand will vary adversdy if, for example, therewasa
four percent increasein wages.

Index Inflators
| nsurance

TheIPART proposd isto usetheinsurance content of the CPI. Naturally thisinflator includeshouses,
house contents, motor vehicles, commercia buildings, plant and equipment and many other items. The
total amount of the premiumsfor thisrangeof itemsfor al of Austradiais approximately $30,000 m pa
(or fivetimesthe premiumswritten by Insurance AustraiaGroup, say). The value of theindustry's
premiumsis $0.213 m paor 0.00071 percent of that total. The CPl isnot arelevant inflator.

The two important pointsthat flow fiom thisare

theindustry cost riseis specific to theindustry; it is provided by the biggest marine insurance
broker in Australiaand i s specific to commercia marine insurance; the CPl datais absolutely non-

oecific
after severd yearsof theindustry specificincrease being zero, thisyear it is 1.75 percent; this
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Private Ferry Fares Submission 2007

amount i s being denied to theindustry as the CPI increaseis zero.

I|nterest

TheNAB figurefor small business capital and working capita isreevant to smal busnessborrowing. It
both reflectsthe RBA globa increases from timeto time and the competition in the market place between
lenders. The proposed IPART rate, the Swap Rate for Commonweath Bonds, has nothing to do with
small businessother than it reflectsthe price of money in the market place for everyone. Itisalso more
difficult to collect as it must be collected daily.

In addition, accessibilityisa problem. The rate proposed by IPART isavailablein the Australian
Financial Review each day, ieit must be recorded each day and arecord maintained. @r advisor at the
NAB saysthis

“I guess | can see that they would be looking for the most transparent measure - something from the Reserve Bank
or Government.

"Whilst yes, it doesn't take into account the true cost to businesses and probably doesn't make 'real world' sense - |
can see how they would want something from an official body.

"However, the problem with using the Commonwealth Bond Rate (longer term bonds) or BBSW (Bank Bill Swap
Rate for short term hills) is they both change daily - so this is not feasible for pricing reviews. | guess the question
to them, is how do they access the 'Commonwealth Bond Bank Bill Swap Reference Rates' - as | see this reference
to the BBSW -which is announced at 1lam each day. There may be some other reference rate | am unaware of.

"My recommendation if they are looking for a transparent rate is the Reserve Bank Cash Rate - i.e. currently
6.560%, which is the rate referred to when RBA moves rates up and down. Thisis accessible via RBA website.
Theoretically, the bank rates (i.e. NAB rates | have been quoting you) are based off this cash rate - the only
difference being the bank margin (which due to competition is fairly standard). The relativity between RBA cash
rate and bank lending rates should be pretty close."

The proposed rateand the NAB rate will result in these cost increasesfor the period:
Commonwedlth Bond Bank Bill Swap Reference Retes 4.27 percent
industry rate 1.86 percent.

The differencein theseratesis sgnificant. IPART’s rateis more than twicetheindustry rate.

So,

theindustry's preferred positionisto usethe most relevant interest rate, eg a bank small business
lending rate

if IPART wantsto insgst on the useof a**globd™ but lessrelevant rate, usethe RBA cash rate (see
above).
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PrivateFerry FaresSubmission 2007

Weges

Theindugtry has an award specifictoit. Theaward gppliesto no other classof employeein Audrdia It
isabsolutdy relevant to theindustry. PART, however, proposesto usetheleve of average weekly
earnings (AWE) or the Wage PriceIndex (WPI) compiled by the ABS. Theseare clearly globd,
encompassingevery employee in Austrdiafrom every industry and from every government, dl 105 mil
of them.

Theawvardisvaried by the Fair Pay Commisson annualy and theamount of the variationis published by
them.

The consequencesof using one or other of these gpproachesis
Awad 2.82 percent
AWE 2.80 percent.

It isnot surprising that thetwo are so closeasmost employeesare covered by wage arrangementsthat are
determined by the Commisson. However, relevancy isthe main point.

Fud

PART iskeento moveto FuelTrac from the Mobil daily gate price. Therear e two important pointsabout
the consequencesof doing this.

theformer isnot readily available to operatorsand the Associationasit hasto be purchased

theformer isamonthly figure as opposed to adaily one with the consequencethat the messureis
less sengtive to in-monthfluctuations.

The consequenceof choosingthe new inflator over theold oneis
fud increasefrom FuelTrac -10.14 percent
fuel increasefrom Mobil -3.14 percent.

Thisdifferenceislargeand isthe main reason the result for an PART gpproachto thisyear's cost
increase, as opposed to theindugtry's, isso much less.

All Other

The CH, IPART’s suggested gpproach asto how to adjust thisitem, isavery broad measure of costs,
being basicdly al costsin the economy. It ismede up of
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Private Ferry FaresSubni ssi on 2007

Food

Alcohol and tobacco

Clothing and footwear

Housing

Household contentsand services
Hedth

Transportation

Communication

Recreation

Education

Financid and insurance services.

Mog of theseareirrdevantto the™ All Others” item in the cost st ruct ure of privateferries. Theindustry
proposesthat IPART should usethe averageof the increasesfor the other four itemsin theindex.

The amount of the CPI increase since September 30 2006, to June 2007, 1s1.16 percent according to ABS
6401, all capitas. Thismust bewrongasthe RBA hasclearly been concerned about inflation of late,

The average of the industry assessmentsof the four other itemsis0.82 percent. Whil4 thisislessthan the
CHl, itismorerdevant to theindustry than isthe CPI.
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Productivity
Asexplained in the Introduction, there has been no increase in labour productivity this yeer.
The number of employeesthisyear isthesameas|ast yeer, at 58.

Passenger numbersare down acrossthe board, asfollows:

Passengers (% growth year on year)

Ch P’nt| C Coast| P Beach| Cronulla|D Island Matilda| Cl River| Average

0 0 14 5 0 -10 10 -1

Say zero

Labour productivity has not grown and thereis no justificationfor a discount to the cost based increase
for arisein productivity.
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| ssues Paper

Thissection specifically addressesthe itemsin the Pape.

1-8 Busissues

9 Seepage 3

10 Seepage4d

11 Seepage 5

12 Seepage5

13 Seepage5
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PrivateFerry FaresSubmssi on 2007

Conclusion
Theindudiry's key pointsin thisyear's submissonare

the potentia congtraint on the cost increase outcome that results from holding the index make-up
unchanged for five years

the changeto"'globd" inflatorsthat areirrdevant to the cost increasesin the industry.

Theindustry urgesIPART to return to the processthat was used up until last year, ietheindex adjusted
each year by inflatorsrdevant to theindustry.
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Attachments

Industry andlysis
Insurance
Interest

Weges

Fud

All others

Productivity

- 1
INSURANCE
|| Gault Armstrong

9424 1870



Industry Analysis

FERRY FARES ANALYSIS 2007

(Data for the period October 1 2006 to June 30 2007)

(Fuel Prices are at Net Price, ie Exclude the Excise)

2007
Church Point Central Coast Palm Beach Cronulla Dangar Island Matilda Total
Expense item % % % % % % %
nsurance 5.15 8.26 3.47 5.00 6.88 4.00 453 212,963
nterest* 6.93 4.72 2.95 1.27 6.78 2.00 324 152,481
Nages 64.23 37.23 41.43 51.43 57.69 43.00 45.50 2,138,241
Zuel 9.78 12.26 14.22 5.27 418 21.00 13.756 646,226
All other 13.91 65.65 37.93 37.02 24 .47 30.00 35.51 1,668,828
Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 4,818,740

'Palm Beach cannot isolate their awn interest from the corporate total; I have used an average of all the others

JCC Sep 10 07



Outcome Using Ferry Data 2007 to Complete the Estimate

Expense ltem
Insurance
Interest
Wages

Fuel

All other

Total

Top four items % of total

IPART and Industry Options Compared

Total
% $
4.42| 212,963
3.16] 152,481
44.37| 2,138,241
13.41| 646,226
34.63| 1,668,828
100.00| 4,818,740

% incr

1.75
1.86
2.82

-3.14

0.82 (Ind av)

Based on Industry Sources
Weighted %

0.08

0.06

1.25

-0.42

0.28

1.25

Based on IPART Sources

%incr Weighted %
0.00 0.00
4.27 0.14
2.80 1.24

-10.14 -1.36
1.16(A) 0.40

0.42



Outcome Using IPART Weighted Index to Complete the Estimate

o Based on Industry Sources Based on IPART Sources
Expense Item % % incr Weighted % % incr Weighted %
Insurance 5.64 1.76 0.10 0.00 0.00
nterest 4.08 1.86 0.08 4.27 0.17
Wages 40.32 2.82 1.14 2.80 1.13
uel 12.03 -3.14 -0.38 -10.14 -1.22
41 other 37.93 0.82 (Ind av) 0.31 1.16 (CPI) 0.44
Total 100.00 1.24 0.52

Top four items % of total

DCC Sep 10 07



Insurances 2006/07

Increase (%)
Ship owners 5.00
All others 0.00

Weighted increase (%)
Ship owners 35 % of total

Weighted increase 1.75



Interest

HISTORICAL RATES FOR BUSINESS LENDING:

Business
Business  Mortgage
Mortgage Instalment

Overdraft Loan
Effective Rate Code Rate Code Rate Code Rate Code
Date BO BT BO BT
Increase percent
27-Mar-97 8.55% 8.00%
30-Jun-97 8.20% 7.65%
8-Sep-97 8.20% 7.65%
29-Sep-97 7.70% 7.15%
2-Mar-98 7.95% 7.40%
24-Apr-98 7.95% 7.40%
11-May-98 7.20% 6.80%
3-Aug-98 7.20% 6.80%
23-Sep-98 7.20% 6.80%
7-Dec-98 6.95% 6.55%
27-Apr-99 6.95% 6.55%
8-Nov-99 7.20% 6.80%
7-Feb-00 7.70% 7.30%
6-Mar-00 7.80% 7.40%
10-Apr-00 8.05% 7.65%
8-May-00 8.30% 7.90%
31-Jul-00 8.40% 8.00%
7-Aug-00 8.65% 8.25%
26-Feb-01 8.15% 7.75%
19-Mar-01 7.90% 7.50%
23-Apr-01 7.40% 7.00%
18-Jun-01 7.40% 7.00%
17-Sep-01 7.15% 6.75%
29-Oct-01 7.15% 6.50%
4-Feb-02 7.15% 6.30%
13-May-02 7.40% 6.55%
10-Jun-02 7.65% 6.80%
29-Sep-03 7.65% 6.80%
10-Nov-03 7.90% 7.05%
8-Dec-03 8.15% 7.30%
29-Nov-04 8.15% 7.30%
7-Mar-05 8.40% 7.55%
8-Jul-05 8.40% 7.55%
24-Apr-06 8.40% 7.55%
8-May-06 8.65% 7.80%
7-Aug-06 8.90% 8.05% Rate Oct 1 06 8.90% 8.05%
13-Nov-06 9.15% 8.30% Rate Jun 30 07 9.15% 8.30%
13-Aug-07 9.40% 8.55% % increase 2.81% 3.11%
Averageincrease 2.96%
Days applying (from Nov 13 06) 230
Weighted Increase 1.86%

DCC Aug 21 07



Wages 2006107
Based on
the Marine Charter Vessel (State) Award
ord time, full time, permanent employees

wage increases awarded by the Fare Pay Commission

Oct-01 Dec-01 Jun-30
2006 2006 2007

GPH 522.70 550.06 550.56
Master less than 20 m length 581.90 609.26 609.26
Ratio of Masters to GPH's is 3:1

Weighted increase %

Days applying (Dec 1 2006 -Sep 30 2007)

Weighted Increase for time applying (21U365 x increase)

DCC Aug 21 07

Increase
$ %
27.86 533
27.36 470
4.86
212
2.82

Wages



All Others Iltems

Operatorl

Repairs and maintenance
Depreciation

Licensing fees
Berthing/mooring fees
Advertising

Motor vehicle expenses
Acct Fee

Filing Fee

Power

Hire Transport
Postage/printing
Rent/Rates
Memberships

Phone

Uniforms

DCC Sep 11 2007

Operator 2

Advertising

Accounting

Bank fees

Boat expenses
Maintenance
Mooring fees
Survey
Lease

Motor vehicle

Office expenses

Telephone

Travel

Utilities





