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I N T R O D U C T I O N


The Metropolitan Transit System  (MTS) owns, operates, and plans  transit services  in south San

Diego County. Through a combination of  light  rail, bus, vintage  trolleys, and paratransit, MTS'

transit operations service approximately 570 square miles, three million San Diego residents,

and  carry  approximately  100  million  passengers  annually.

In addition  to providing  traditional  transit services, one of MTS' key  functions  is  to  license and

regulate  the  taxicab  industry  in  the City  of  San Diego.1 MTS� Taxicab Administration determines

owner eligibility,  issues permits,  inspects vehicles to ensure they are  in good working order,

monitors compliance with administrative and operational  regulations, and  investigates compli-

ments  and  complaints�all  with  the  goal  of  ensuring  that  the  taxicab  industry  meets  the  needs  of

residents and visitors alike.2 Successfully fulfilling its role in regulating the taxicab industry

requires  that MTS periodically  review  the  taxicab permitting process  and  regulations,  and make

adjustments where needed  to better meet  the  agency�s goals of  facilitating high-quality  taxicab

services.

MOTIVATION  FOR  STUDY   The study described  in  this  report was specifically mandated

by Council  Policy 500-02  for  the purpose of  evaluating  the  taxicab permitting process,  the  sup-

ply of  taxicabs  in  the City,  and  the methods by which new permits  are  issued. This  report  sum-

marizes the findings of a multi-faceted research study that addressed a variety of research

questions  in  three  main  areas  of  interest  to  MTS  and  the  City  of  San  Diego:

Determining  the  Appropriate  Supply  of  Taxicabs   What  is  the appropriate supply of  taxicabs

for  the City of  San Diego? Does  the  current policy  formula  for determining  the  supply work well

for  this purpose?  If not,  is  there  a better methodology  for balancing  the  supply of  taxicabs with

demand? What  impact did  the  additional 125 permits  issued during  the Transitional  Period have

on  the  market?

Methods  of  Permit  Distribution   Under  the Transitional  Period  for distributing  taxicab  permits

outlined  in  the City of San Diego�s policy number 500-02  (see Policy 500-02 on page 58), what

aspects  of  the  process  worked  well  and  what  aspects  did  not?  What  is  the  recommended  method

for  issuing  new  permits  in  the  future?

Using  the  Permit  Process  to  Achieve  Goals   Review  issues  regarding  the  transferability  of  new

permits,  and  how  can  the  permit  distribution  and  transfer  processes  be  utilized  to  achieve  policy

goals�such  as  increasing  the use of greener  vehicles,  increasing  the number of disability-ready

vehicles,  and  improving  service  quality  overall?  How  can  MTS  monitor  the  compliance  of  the  per-

mit  holders  to  ensure  that  they  adhere  to  what  they  stated  when  they  applied  for  the  permits?

1. In addition  to  the City of San Diego, MTS also  regulates  the  taxi  industry  in  the  cities of El Cajon,  Imperial
Beach,  La Mesa,  Lemon Grove,  Poway,  and  Santee. This  study  focused  solely  on  taxi  services  and  permitting
in  the  City  of  San  Diego.

2. �Regulation  of  taxicab  service  is  in  the  interest  of  providing  the  citizens  and  visitors  to  the  City  of  San Diego

with  good  quality  local  transportation  services�.  City  of  San  Diego,  Policy  500-02  on  Taxicab  Permits,  August
2001.
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METHODOLOGY   To  address  the  topics noted  above,  this  study gathered data  from a  vari-

ety of sources using  several different methodologies,  including an extensive  review of  relevant

documents  and policies,  interviews with  staff  from MTS� Taxicab Administration,  the City  of  San

Diego,  taxicab operators,  and  taxicab drivers,  as well  as  statistical  analysis using data  collected

through  the  1999  and  2009  Taxicab  Passenger Surveys  and  other  sources.

ORGANIZATION  OF  REPORT   This  report  is designed  to meet  the needs of  readers who

prefer a summary of  the  findings as well as  those who are  interested  in  the detailed  topic-by-

topic  analysis.  For  those who  seek  an overview of  the  findings,  the  section  titled Key Findings &

Conclusions  is  for  you.  It provides  a  summary of  the most  important  findings  and  recommenda-

tions of  the  study,  and  a discussion of  their  implications.  For  the  interested  reader,  this  section

is  followed by more detailed discussions of  each key  topic  addressed  in  the  study  (see Table  of

Contents),  with  relevant  background  documents  included  at  the  back  of  the  report.
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K E Y  F I N D I N G S  &  C O N C L U S I O N S


As  noted  in  the  Introduction,  this  study  was  designed  to  evaluate  San  Diego�s  taxicab  permitting

process with  respect  to  setting  the  supply  of  taxicabs  in  the City,  the methods  by which  permits

are  issued  and/or  transferred,  and  the  ability  to  use  the  process  to  achieve  policy  goals.  Whereas

subsequent  sections of  this  report  are devoted  to  conveying  the detailed  results of  the  study,  in

this  section we  attempt  to  �see  the  forest  through  the  trees�  and note how  the  collective  results

answer  some  of  the  key  questions  that  motivated  the  research.

How has the City�s policy 
of regulating  the  supply 
of taxicabs  in  San  Diego
changed over time?


One of the main objectives of regulating the taxicab industry in San

Diego  is  to ensure  that  the number of  taxicabs available  is appropriate


for  the needs of  residents and  visitors.  It  is a balancing  act, of  sorts, as

the goal is to have the supply of taxicabs be well-aligned with the

demand  for  taxi  service.  Having  too  few  taxicabs  will  result  in  a  variety  of

problems  for  the customer�including slow  response  times,  insufficient

competition, and an  inability  to secure  transportation  in a  timely man-

ner. Too many  taxicabs, however, can  lead  to  low productivity, aggres-

sive solicitation techniques, jockeying for position at prime locations,

high driver  turnover, and a general degradation of service and vehicle

quality as  companies attempt  to operate below  the  financial break-even

point.

During  the past 40  years,  the City�s policy  for  establishing  the  supply of

taxicab permits  in  San Diego,  as well  as  the means by which permits  are

issued, has changed dramatically. As detailed  in Taxicab Regulation  in

San Diego on page 14,  the City has experimented with  the  full  range of

policy options during  this period,  including  issuing permits  through  leg-

islative action based on subjective findings of public convenience and

necessity  (pre-1979),  letting  the supply be dictated by an open market

(1979-1984),  placing a complete moratorium on new permits (1984-

2001),  and  transitioning  to a policy of periodically  issuing new permits

based on measures of demand  (2001-present). Mirroring  the policies of

the  time,  the supply of  taxicabs  in  the City has also witnessed a  large

amount of change during this period, including periods of explosive

growth,  slow  contraction,  and  modest  growth  (see  Figure 1  on  page 15).

What is  the  current pol- 
icy for establishing  the 
supply of taxicab  per-
mits  in  San  Diego?


The current policy  for establishing  the supply of  taxicab permits  in San

Diego is set forth in Council Policy 500-02 as modified on August 6,

2001  (see  Policy 500-02  on  page  58).  The  main  effects  of  the  2001  policy

change were two. The near-term impact was to increase to 1005 the

authorized number of  taxicab permits operating  in  the City by allowing

the  issuance of an additional 135 permits using several different meth-

ods  of  distribution.

The longer-term impact of the policy was to establish a formula for

determining  when  (and  how  many)  additional  permits  would  be  issued  in

the  future after  the conclusion of  the  transitional period  (see Supply &
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Demand Policy Formula on page 19).3 Using 2001  as  the baseline  year,

additional permits would be  issued after  the  transitional period accord-

ing to a formula which employs both civilian population growth and

growth  in  hotel  room  occupancy  as  measures  of  demand  for  taxicab  ser-

vices. According to the policy, additional permits are  issued when the

formula yields an  increase of at  least 40 permits. Once additional per-

mits  are  issued,  the  year  in  which  they  are  issued  becomes  the  new  base-

line year  from which  to calculate  future growth  in population and hotel

occupancy.

Does  the  current policy 
formula  do  a  good job 
balancing  supply and
demand?


The principle merit of  the  current  formula  is  that  it  links  the  issuance of

additional permits  to objective changes  in  factors  that are  theoretically

related  to  demand  for  taxicab  service.  Thus,  rather  than  issue  additional

permits on an arbitrary basis or  in response  to  the  lobbying efforts of

particular groups or individuals, the current formula attempts to

increase  supply  only when  there  are  corresponding  increases  in demand

as  measured  by  growth  in  population  and  hotel  occupancy.

The  limitations of  the  formula, however, are several. Most obvious are

that  increases  in population  growth  and  hotel occupancy  are  proxy mea-

sures of demand  for  taxicab service�meaning  that  they aren�t a direct

measure of demand  itself, but of factors that are theoretically closely

related  to demand  in some way. Although  increases  in both population

and hotel occupancy  can potentially  increase actual demand  for  taxicab

service,  it  certainly  isn�t  necessarily the  case.

An  arguably  bigger  limitation  of  the  formula  is  that  it  does  not  take  com-

petition  into consideration. Taxicabs are one of several transportation


options  that  residents and visitors have  to choose  from,  including per-

sonal  vehicles, public  transit  services,  free  shuttles, pedicabs, and  char-

tered PSC and TCP vehicles. Many within the taxicab industry have

expressed concern about  the apparent growth  in competition  from PSC

and TCP vehicles in recent years. SANDAG has also improved and

expanded  the public  transit  system  in  the  region,  including  the opening

of  the San Diego Trolley�s Green Line  in 2005. Because  the demand  for

taxicab  service  is  impacted  by  competitors  to  the  industry�and  the  level

of  competition has  increased over  time�not  accounting  for  competition

can  lead  the policy  formula  to grossly overestimate demand  for  taxicab

service,  resulting  in  too  many  taxicabs  in  the  City.

The  empirical  analyses of  this  report  indicate  that  the  current policy  for-

mula  does  in  fact  overestimate  demand  for  taxicab  services.  Whereas  fol-

lowing trends in population and hotel occupancy leads the policy

3. The  transitional period  refers  to  the period during which  the 135 permits were  issued by  lottery and RFP.


This period  lasted  from 2002  to 2007, during which MTS  issued 125 permits. The  final 10 permits  to be
issued  by  auction  were  never  issued  due  to  legal  concerns  about  the  auction  method.
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formula  to conclude  that demand had  increased over  the past decade,

actual  measures  of  demand  (taxicab  trips)  based  on  independent  studies

in 1999  and 2009  reveal  that gross demand  for  taxicab  service declined


during  this  period.  Indeed,  rather  than  increasing  supply  proportionately


to meet  an  increase  in demand,  the policy  formula would  result  in  a 26%

increase  in supply since 1999 paired with a 13% reduction  in demand

over  the  same  period  (see  Testing  the  Policy Formula  on  page  22).

Is  there  a  better 
approach  for balancing 
supply &  demand in  San
Diego�s  taxicab  market?


Yes. As detailed in Recommended Approach for Balancing Supply &

Demand on  page  26,  this  study  recommends  using  a  more  sophisticated

formula  for properly balancing supply and demand  in San Diego�s  taxi-

cab market. Although the specifics are detailed in the body of this

report, the advantages of the recommended approach can be summa-

rized  as  follows:

�Rather than relying on  imperfect proxy measures such as population

and hotel occupancy to estimate demand, the proposed method mea-

sures  the  actual demand  for  taxicab  services  as  indicated  by  the  number

of  taxicab  trips per vehicle hour.  In doing so,  it automatically accounts

for the forces of population growth, tourism, economic fluctuations,

large-scale  realignment of military personnel,  and  competition.  In  short,

it  is  a much more  reliable  method  for  estimating  the  demand  for  taxicab

services  in  the  City  of  San  Diego.

�Whereas the current method  for setting the supply of permits  in San

Diego does not  factor  in the financial realities that underpin suppliers

(taxicab drivers  and permit holders),  the proposed method  establishes  a

supply based�in part�on  the  costs  associated with operating  a  taxicab

business. The method explicitly  recognizes  that  there must be enough

demand  in  the market  to produce  the  revenue  needed  to  cover  the  costs

of providing  taxicab  services  for  the  existing  fleet  before  additional  sup-

ply  (permits)  should be  considered.  In doing  so,  it helps  to  create  a  sup-

ply of taxicabs that is balanced and sustainable given the levels of

demand  in  the market, and  seeks  to ensure at  least a minimal  standard

of  living  for  the  average  driver.4

�Anticipating that the Airport may change the number of taxicabs it

draws from the City in the future, the recommended formula was

designed  to accommodate changes  in the Airport�s draw of taxis. The

average  number  of  taxicabs  that  operate  at  the  Airport  on  a  daily  basis  is

a  variable  in  the  equation,  as  is  the  estimated  number  of  taxi  trips origi-

4. One of  the  side benefits of ensuring  that  there  is  sufficient demand  to  sustain  the  existing  supply  is  it will
help  to  foster greater  stability  in  the  supplier pool. When  drivers  and permit holders  are  able  to make  a  rea-
sonable  return  on  their  investment,  they  are  more  likely  to  continue  being  drivers  and  permit  holders  (rather
than seek other employment or sell  their permit). This stability creates more experienced drivers, permit

holders  who  are  more  apt  to  make  long-term  business  decisions  rather  than  seek  short-run  profits,  and  less-
ens  the  administrative  burdens  on MTS  associated  with  high  driver  turnover  and  permit  transfers.
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nating at the San Diego International Airport in a given year. To the

extent  that  the  Airport  increases  its  draw  of  taxis,  the  recommended  for-

mula  can be used  to  identify  the  additional  taxicabs needed  to  compen-

sate,  if  any  (see  Impact of Airport on  Taxi Supply on  page  40).

�The  formula  recommends  a  supply  to  demand  relationship  that  has  his-

torically been associated with positive customer satisfaction. Using cur-

rent input factors, the method recommends a trip frequency rate

threshold (1.17  trips per hour) for a balanced market that  is within a

range  that past  surveys have  indicated  correspond  to  solid  levels of  cus-

tomer satisfaction.  In other words, when taxicab drivers are averaging

1.17  trips per hour they can generate the revenue needed to sustain

their  businesses  while  also  providing  good  customer  service.

Are  additional taxicab
permits  needed at this
time?


No.  One  of  the  more  striking  and  consistent  findings  of  this  study  is  that

there  is  an oversupply of  taxicabs  in  San Diego  for  the  levels of demand

in the current market. What is needed to balance the market is an

increase  in  demand,  not  an  increase  in  supply.

Using  the most  recent  estimates  available  to  populate  the  equations,  the

recommended  formula  indicates  that  738  taxicabs  would  be  sufficient  to

meet  the  current demand  for  taxicab  services  in San Diego,  inclusive of

the  Airport.  At  present,  there  are  992  taxicabs  operating  in  the  City  and/

or  at  the  Airport.


The  finding  that San Diego�s  taxicab market  is currently suffering  from

an overabundance of supply relative  to demand  is not based solely on

the recommended formula. The study arrives at the same conclusion

from a number of different and  independent perspectives,  including a

theoretical  analysis of  the  existing policy  formula  and  its  likely  tendency

to overestimate demand, an empirical analysis of demand using  inde-

pendent data collected  in the 1999 and 2009 Taxicab Passenger Sur-

veys, a common-sense productivity analysis that identified substantial

excess capacity in the system, cost models that identify the levels of

demand  needed  to  sustain  a  new  lease  driver  taxicab  business,  and  anec-

dotal  feedback  from  industry  regulators  and  insiders.

Although  this study  finds  that  the supply of  taxicabs  in San Diego cur-

rently  exceeds  the  levels  of  demand  in  the  market,  it  also  concludes  that

if the demand levels were similar to pre-recession levels the recom-

mended supply of taxicabs in San Diego using the proposed method

would  be  998�almost  exactly  the  amount  of  the  current  supply.  In  other

words, the current supply of taxicabs  in the City of San Diego  is well

aligned  to what would be  recommended  if  the  trip  frequency  rate were

similar  to what  it has been  in  the past, prior  to  the  recession. Thus, as

the  region�s  economy  rebounds  from  the  recession,  San Diego�s  taxicab

market will  likely become more balanced  and  eventually have  a need  for
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additional permits. The  recommended  formula, populated with updated

data, will  help MTS  and  the City  establish when  new permits  are  needed,

as  well  as  how  many  permits  are  needed.

What were  the  pros  and 
cons  of each  method 
used to  issue  new per-
mits  during  the  transi-
tional period? 

In addition  to establishing  the number of new permits  to be  issued,  in

2001  Council Policy 500-02 mandated that the additional permits be

issued through several different methods  including an RFP for taxicab

companies  (70 permits), RFP  for  individual drivers  (25 permits),  a  lottery

for  individual drivers  (30 permits),  and  a public  auction  (10 permits). As

part of  this study, each method was evaluated  to determine  its merits

and drawbacks  (see Prior Methods of Permit  Issuance on page 43  for a

detailed  discussion).  To  summarize:

Company  RFP:  To  be  qualified  to  participate  in  this  RFP,  applicants  were

required  to be  �a  taxi operator  that provides  centralized  fleet ownership

through an  individual, partnership, corporation, or association offering


access  through a central dispatch system and demonstrating an opera-

tional management system  for cabs�. New operators as well as existing

operators were eligible to participate. The RFP established a series of

minimum  requirements  that applicants had  to meet  in order be consid-

ered  for  receiving a block of permits. The RFP also detailed  the criteria

that would be used by  the  Evaluation Committee  to  evaluate  the propos-

als,  rank  them  based  on  a  scoring  system,  and  ultimately  select  the  com-

panies  to  be  awarded  permits.

By establishing minimum  criteria  that  companies must meet  in order  to

be considered  for additional permits, and  ranking proposers according

to a scoring system based on performance criteria, the process was

designed  to  award  new  permits  to  those  companies  that  were  in  the  best

position  to  elevate  the  standard of  taxicab  service  in  the  San Diego mar-

ket. The process was designed  to be a  fair and objective way  to award

new  permits  to  the  highest  performing  proposers.


Unfortunately, the Company RFP process was plagued with problems.

The most obvious problem with  the approach was  that  it was very  time

and  resource  intensive  to administer,  requiring hundreds of hours  from

staff and consultants  to  review, screen, evaluate, rank and discuss  the

more than 50 proposals received. Although every effort was made to

ensure a neutral, objective process,  it was not possible  to eliminate all


subjectivity  from  the  process  as  individual  reviewers must  ultimately  use

their own experience and interpretations when evaluating the content

and merits of each proposal. This  subjectivity,  in  combination with  rela-

tively close rankings for certain proposals,  led to formal protests that

questioned  the qualifications of  those on  the  Evaluation Committee,  the

fairness of how proposals were scored, and  involved  lengthy hearings/

examinations in which members of the Evaluation Committee were

cross-examined  for  hours  by  attorneys.
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Perhaps the biggest failure of the Company RFP process was that

although  its  intent was  to help  improve  the standard of service  in San

Diego�s taxicab  industry,  there were no provisions or resources estab-

lished  for  ensuring  that  those  who  received  permits  honor  commitments

made  in  their proposals on an ongoing basis. For example, a company

could  purchase  a  wheelchair  accessible  vehicle  to  fulfill  its  proposal  com-

mitment, but  replace  that vehicle at  the end of  its  life cycle with a con-

ventional vehicle that does not have wheelchair access. During True

North�s discussions with  industry  leaders,  several openly acknowledged

that the Company RFP process largely failed to create any sustained

improvements  through  innovation,  technology,  or  standards  of  service.

Driver RFP: Like the company-based RFP process described above, an

RFP  was  also  issued  for  the  purpose  of  awarding  25  permits  to  individual

drivers. To be qualified to participate in this RFP, applicants were

required  to meet  several  standards  including  that  they would personally

drive the taxicab a minimum of 175 shifts, not have an  interest  in an

existing permit, and meet several �clean driving� standards based on

records  with  the  Sheriff,  MTDB,  and  DMV.  In  comparison  to  the  Company

RFP which had a lengthy list of criteria for evaluating proposals, the

Driver RFP employed a  simple  evaluation  and  ranking  system. Proposals

were  scored  based  on  the  number  of  years  a  person  was  licensed  to  pro-

vide  taxicab  service  in  San  Diego,  their  DMV  record,  and  letters  of  recom-

mendation.

Like  the Company RFP,  the Driver RFP had a number of desirable attri-

butes. Rather  than  select drivers on a purely  random basis,  the RFP was

designed  to  award  new  permits  to  those  individuals  who  were  in  the  best

position  to  uphold  a  high  standard  of  service  in  San  Diego�s  taxicab  mar-

ket.  By  keeping  the  criteria  based  on  a  short  list  of  simple,  objective  con-

siderations, the Driver RFP also succeeded in removing some of the

subjectivity that was inherent in the Company RFP evaluations, which

was one of  the  reasons why  there were no protests or protracted hear-

ings  once  the  selections  were  made  for  the  Driver  RFP.


The principal drawbacks of  the Driver RFP were  two.  By  assigning points

based on years of providing  taxicab service, DMV  record, and  letters of

recommendation,  the criteria were objective and not open  to subjective

interpretation. However,  the downside was  that  the overriding  criteria  in

selecting  winning  proposals  was  years  of  service�which  is  not  the  stron-

gest of performance measurements. A long-time driver could provide

mediocre  customer  service but, because of  their  seniority, be  awarded  a

permit at  the expense of a  less-tenured driver who provides better  cus-

tomer  service.

Second,  if  the goal was  to use  the RFP process  to  award permits  to driv-

ers who would provide  the highest  levels of service  in  the  future, addi-
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tional criteria could have been utilized  to encourage drivers  to propose

service  enhancements  in  exchange  for  higher  scores�as was  the  case  in

the Company RFP. Drivers who committed to using alternative fuel or

hybrid vehicles, providing wheelchair-accessible service, or working  in

under-served areas of  the City,  for example, could have been awarded

additional points  in  the  selection process. To  the  extent  that  these  addi-

tional points outweighed  the seniority advantage of some other drivers

in the formula-based selection process, it would have resulted in a

higher  standard  of  service  overall.

Driver Lottery: Whereas  the RFP method of  issuing permits based  the

selection on a  relative  ranking of proposers according  to how well  they

met certain criteria,  the  third method of  issuing permits under Council

Policy 500-02 was chance-based. A total of 30 permits were  issued to

drivers  through  a  random  drawing.

In  comparison  to  the Driver  RFP  method  which  limited  the  field  of  poten-

tial drivers  that could  reasonably expect  to be selected,  the Driver Lot-

tery was  a much more  open process. The  eligibility  requirements  for  the

lottery were quite  low�the most  substantial of which was  that  the  indi-

vidual  had  to  have  a  minimum  of  five  years  of  taxicab  driving  experience

in good  standing within  the MTDB  area of  jurisdiction or  the City of  San

Diego. This meant that more drivers were eligible for the  lottery than

were  eligible  for  the  RFP.  Moreover,  because  it  was  a  chance-based  selec-

tion,  it did not  favor certain drivers based on  seniority or other  factors.

Because of  its simplicity,  the Driver Lottery was also  the most efficient

and  cost-effective  of  the  issuance  methods  to  administer.

Although a simple and straightforward method of  issuing permits,  the

Driver  Lottery  did  have  an  obvious  downside.  By  setting  a  low  bar  for  eli-

gibility and awarding permits based on a random drawing, the  lottery

made  no  attempts  to  use  the  issuance  process  as  a  means  to  increase  (or

even maintain)  the  standard of  customer  service  in  the  taxicab  industry.

Unlike  the  RFP method  that  used performance-based  selection  criteria  to

some  degree,  there was no  advantage given  in  the  lottery  to  drivers who

had a proven  record of good performance, or who would be willing  to

use  alternative  fuel  or  hybrid  vehicles,  provide  wheelchair-accessible  ser-

vice,  or  work  in  under-served  areas  of  the  City.

Public Auction: The  final method of  issuance outlined  in Council Policy

500-02  designated  10  permits  to  be  sold  at  public  auction.  To  be  eligible

to bid  in the auction, participants were required to be a taxi operator

that provides  centralized  fleet ownership  through  an  individual, partner-

ship, corporation, or association offering access  through a central dis-

patch  system  and  demonstrating  an  operational  management  system  for

cabs. The  10  permits would  be  auctioned  individually  to  the  highest  bid-

der, with  the only  restriction being  that  the auction could not  result  in
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any  permit  holder  having  an  interest  in  more  than  40%  of  the  total  active

permits  in  the  city.

The public auction was never held, and  the 10 permits  to be  issued by

that method have also not been  issued. Although  intuitively appealing,

the auction  raised a number of  legal questions,  the most  important of

which concerned whether MTS and/or the City of San Diego has the

authority  to  auction  taxicab permits.  Both  the City Attorney�s Office  and

MTS�s general counsel concluded  that MTS does not have  the authority

to  conduct  the  auction,  and  that  the  City  does  have  the  authority  but  not

without  special  voter  approval  as  the  auction would be  considered a  tax

under California  law  (see Public Auction on page 49  for a more detailed

discussion of this topic). Based on the  legal requirements and restric-

tions noted above,  it appears  that  the public auction method of  issuing

permits will not be pursued, and  that  future direction  from City Council

is needed as  to whether  (and how)  the  remaining 10 permits should be

issued.

What is  the  recom-
mended approach  for
issuing  new permits  in
the  future?


Based  on  the  experiences  of  the  transitional  period,  what  is  proposed  for

the  future  is a Hybrid Method of  issuing  taxicab permits  that combines

the  strengths  of  the  RFP  and  lottery methods while  avoiding  some  of  the

key pitfalls. The recommended Hybrid Method sets clear, high, and

objective standards  for participation, but ultimately awards permits on

lottery basis. The main features of the Hybrid Method are described

below  (see  Hybrid Method of Issuance  on  page  52  for  a  full  discussion  of

the  proposed  method).

Rather than set minimum standards for participation and then subjec-

tively evaluate and  rank proposers based on how  for above  these mini-

mum standards they are willing to go (as done in the Company RFP

process),  the Hybrid Method establishes a higher set of standards  that

every participant must meet  in order  to be eligible  for a permit award.

For example,  rather  than awarding bonus points  for proposers who are

willing to purchase alternative fuel vehicles, the Hybrid Method could

make  this a  requirement  for being awarded a permit. By making  these

requirements  for receiving a permit rather  than optional, MTS and  the

City  could more  effectively use  the permit  issuance process  to  achieve  a

higher standard of taxicab service. The process could also be used to

help  the City  meet  related  policy  goals  such  as  reducing  greenhouse  gas

emissions  (GHGs)  and  implementing  sustainable  communities  strategies.

Moreover, rather than attempt to score and rank proposers as to the

degree  to which  they meet  (or exceed) certain performance criteria,  the

Hybrid Method would set clear criteria for participation that can be

objectively evaluated on a pass/fail basis. For example, all proposers

could be  required  to  accept  credit  cards, utilize  electronic dispatch, pro-

vide wheelchair  access  in 20%  or more  of  their  fleet,  etc.  These  are  crite-
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ria that can be easily measured and documented on a pass/fail basis

prior  to  permit  issuance  (and  monitored  in  the  future)  without  subjective

interpretation.  In  this way,  the Hybrid Method  can  achieve  an  increase  in

the standards of service  in San Diego�s  taxicab  industry while avoiding

many of the disadvantages associated with the RFP processes that

stemmed  from  the  subjective  scoring  and  ranking  of  proposals.

All proposers who met  (or agreed  to meet)  the standards  for participa-

tion  would  be  entered  into  a  random  lottery.  The  lottery  will  require  min-

imal  resources  from  staff  and  consultants  to  administer,  and  thus  can  be

accomplished  in  a  cost-effective  and  timely  manner.

Whatever standards MTS sets as condition of eligibility for receiving a

new permit,  it will be  important  to have a  legal mechanism  in place  for

requiring  that  the permit holder  continue  to  adhere  to  the  standards on

an  ongoing basis  for  the  life  time  of  the permit,  regardless  of  ownership

changes at the company, transfer activity, equipment replacement

schedules,  or  any  other  factor.  Permit  holders  should  also  be  required  to

document  their  compliance on an annual basis as a  condition of  renew-

ing  their  permit,  rather  than  placing  the  burden  and  cost  on  MTS  to  mon-

itor  compliance.

Should permit transfers 
be  allowed? 

In addition  to dictating how  (and how many) new permits were  issued,

Council Policy 500-02 also governed  the  issue of permit  transfers. With

possible exception due  to death or disability,  the policy stated  that all

permits issued during the transitional period must remain with their

original owners for a period of at least five years before they can be

transferred  to a new owner. The purpose behind  limiting  the  transfer of

newly  issued permits was  to  inject a certain degree of stability  into  the

taxicab market, and avoid short-term profit-taking by those who were

the  fortunate  recipients  of  new  permits.

Although Council Policy 500-02 effectively mitigated against  short-term


profit  taking,  in  the  end  it  only  delayed  the  practice.  Indeed,  profit-taking


has  occurred  on  a  grand  scale  in  San Diego�s  taxicab permit market dur-

ing  the past  six  years. Of  the 125 new permits  issued during  the  transi-

tional period, 90 have reached the five year limit against transfer. Of

these, more  than half  (46 permits; 51%) have been  transferred at  least


once,  41  remain  with  their  original  holders,  and  three  have  been  revoked

or  are no  longer  in  service.  Individual  accounts  vary  as  to  the price paid

for obtaining a San Diego taxicab permit, but  it has generally ranged

between  $35,000  to  $110,000  in  recent  years  depending  on  market  con-

ditions  and  the  particulars  of  the  transaction.

It�s worth noting  that neither MTS nor  the City of San Diego  receive any

direct  revenue  from  the  �sale�  (transfer)  of  a  taxicab  permit.  The  �sale�  of

a  taxicab permit  is  a  transaction  that  is not  subject  to  sales  tax,  accord-
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ing to the State Board of Equalization. The only fees charged for the

transaction are by MTS  to  recover  the administrative costs of  reviewing

and processing  the permit  transfer. Due  to  the  high number of  transfers


in  recent  years,  these  fees  have  accounted  for  approximately  one-quarter

of  the  Taxicab  Administration�s  annual  budget.

Given  the  above,  some  have  questioned  whether  permit  transfers  should

be allowed. After all,  taxicab permits are not owned by  the  individual�

they  are  issued by MTS  and  are  a privilege  that may be granted,  altered,

withheld, and revoked by MTS.5 As such, MTS clearly has the legal

authority  to  disallow  the  transfer  of  a  permit  from  one  owner  to  another,

and  instead require that permits be surrendered to MTS and reissued

through  a  process  controlled  by  MTS.

The  aforementioned  issues notwithstanding, we  recommend  that permit

transfers should be allowed, with some modest  limitations. There  is no

compelling public  interest that would be served by disallowing permit

transfers. The reasons for allowing transfers to occur, meanwhile, are

compelling:

Encourage  Investment:  Taxicab  owners  are  more  likely  to  invest  in  their

businesses,  their  vehicles,  and  the  quality  of  their  service  if  they  have  the

opportunity  to  recoup  that  investment at a  later date  through  the  trans-

fer  (sale)  of  their  permit  to  a  new  owner.

Easy Entry & Turnover:  If transfers were disallowed,  it would greatly

restrict  the  ability of  individuals or  companies  to  enter  San Diego�s  taxi-

cab  market  as  the  only  means  of  doing  so  would  be  through  the  issuance

of new permits. Not only would  this create  infrequent opportunities  to

enter  the  market,  it  is  also  an  uncertain  means  of  doing  so  as  there  is  no

guarantee of receiving a new permit through any of the  issuance pro-

cesses  used  (or  recommended).

Avoid Creating Permanent  Lease-Driver Class:  If  existing permit hold-

ers  are  not  allowed  to  transfer  their  permit  to  a  new  owner  in  return  for  a

profit,  they will have every  incentive  to simply hold on  to  the permit  in

perpetuity.  Even  if  they  are  currently  driving  a  taxicab,  upon  retiring  they

will naturally prefer  to  lease  the permit  to  another driver  (and  earn  reve-

nue)  than  relinquish  the permit  to MTS  (and  receive no  revenue). Within

several decades  this practice would  create  a  situation  in which nearly  all

drivers  are  lease  drivers.

Faster Transition to New Standards: To  the extent  that MTS and  the

City  wish  to  implement  new  standards  for  San  Diego�s  taxicab  industry�

such as requiring GPS in vehicles or setting mpg minimums for vehi-

5. Source:  Office  of  the  City Attorney  City  of  San  Diego, Memorandum  MS  59,  May  7,  2009.
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cles�the permit transfer process represents a relatively painless and

effective means of transitioning the industry. Because the volume of

transfer  activity  is  reasonably high, using  the permit  transfer process  to

implement  these  types of changes would effectively  transition much of

the  industry  over  to  the  new  standards  in  a  matter  of  five  to  ten  years.  By

contrast, implementing new standards solely through the new permit

issuance process will be  a  far  less  effective  approach  for  the  simple  rea-

son  that  the  industry  is already experiencing an overabundance of sup-

ply,  so  it  will  be  some  time  before  the  market  recovers  to  the  point  where

new  permits  are  needed.

Consistency  with  Other  Businesses:  Finally,  its  worth  noting  that  allow-

ing  permit  holders  to  transfer  their  permit  to  a  new  owner  in  the  taxicab

industry  is  consistent with how  the City  treats businesses  in other  regu-

lated  industries. Liquor  licenses,  for example, are allowed  to be  trans-

ferred  from  one  owner  to  another  without  being  relinquished  back  to  the

City.
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T A X I C A B  R E G U L A T I O N  I N  S A N  D I E G O


During  the  past  40  years,  the  regulation  of  the  taxicab  industry  and  the  permitting  process  in  the

City of San Diego has witnessed three distinct periods: Open Entry (1979-1984),  Moratorium

(1984-2001), and a Transitional Period (2001-2010) leading to Periodic Issuance tied to

Demand6  (2011 -). Because this history provides the context necessary for understanding and

evaluating  current policies,  a brief  overview  is provided  in  this  chapter.  It  is worth noting, more-

over,  that Council  Policy  500-02  proscribed  the  present  study  to  evaluate  the  Transitional  Period

and  make  recommendations  for  policy  adjustments  as  needed  for  the  next  period.

OPEN  ENTRY  (1979-1984)   Prior to 1979, the City of San Diego  issued taxicab permits

through  legislative  action  based  on  the  findings  of  public  convenience  and  necessity.  During  this

period,  the most  striking  characteristics of  the  taxicab  industry were  its  size  and  concentration.

Not  only  was  the  number  of  taxicabs  operating  in  the  City  much  smaller  than  today  (409),  nearly

two-thirds  (65%)  of  permits  were  held  by  a  single  company.  The  dependence  of  the  City  on  a  sin-

gle provider had occasionally  threatened and/or disrupted  the availability of  taxicab service  in

San Diego,  including when drivers  for  the  company would  strike or when  the  company�s owner

filed  for  bankruptcy.


By a series of amendments  to  the Municipal Code  in 1979,  the City Council created an Open


Entry policy for issuing taxicab permits in San Diego. Moving to an open entry system was

expected  to  facilitate  a  number  of  improvements,  including  reducing  the  City�s  dependence  on  a

single operator by decentralizing  the  industry,  allowing  the  supply  of  taxicabs  to  fluctuate natu-

rally  according  to  demand,  improving  the  geographic  coverage  of  taxicab  service  in  the  City,  pro-

moting  service and pricing  innovations,  relieving  the Council of  the burden of certification and

rate hearings,  and  easing  the  administrative process. During  this period, up  to 15 permits were

issued each month to qualified individuals without regard for the total number of taxicabs

already  in service and without a  requirement  for  the applicant  to demonstrate a need  for  their

service  in  the  market.

Although  it occurred nearly 30  years ago and  lasted  for  just  five years,  the effects of  the Open


Entry period  on  San  Diego�s  taxicab  industry  can  still  be  seen  today.  As  shown  in  Figure  1  on  the

next  page,  the  number  of  taxi  permits  more  than  doubled  between  1979  and  1984,  from  409  to

928. By encouraging  independent owner/operators to enter the market, decentralization was

also accomplished  rather quickly. The  largest operator�s  share of permits  fell  from 65%  to 33%

during  the  first  three  years of  the period. At one point,  the City�s 900  taxicab permits were dis-

tributed between 290 separate owners. Excluding Yellow Cab,  there were 620 permits divided

among  289  owners.

In  some  respects,  the  open  entry  policy  had  certainly  succeeded  in meeting  its  goals.  The  indus-

try was  far  less centralized,  the availability of  taxicab service had  increased, and studies  indi-

cated  that  response  times  had  also  improved.7  In  other  respects,  however,  the  policy  change  had

not  resulted  in  the  types of service  changes  that motivated  the move  to an open entry  system.

6. In  this  context,  demand refers  to  the  public  demand  for  taxicab  services.  Under  the  current  policy,  it  is  mea-
sured  through  growth  in  population  and  hotel  occupancy  rates  over  time.

7. See  Effects  of Taxi Regulatory Revisions  in  San  Diego,  California,  1983  report  prepared  by  DeLeuw,  Cather  &
Company  for  the City  of  San  Diego.
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Despite  the  large  increase  in  the number of  taxicabs operating  in  the City  and  the greater  com-

petition  it  created,  there was  little  improvement  in  the  geographic  coverage  of  taxicab  service  in

San  Diego,  and  few  innovations  in  either  pricing  or  service  delivery.

FIGURE  1  TAXICAB  PERMITS  &  POPULATION  IN  SAN  DIEGO,  BY  PERIOD
8

More  importantly,  the open entry policy  revisions also created a myriad of unanticipated prob-

lems  that  affected  the  industry,  its  customers,  and  administrators.  The  rapid  growth  in  the  num-

ber of taxicabs operating in the City ultimately exceeded the demand in the marketplace,


resulting  in  excessive  competition,  low  productivity,  and  a  general  degradation  of  service  quality

as  companies  attempted  to  operate  below  the  financial  break-even  point.  During  public  hearings

by  the  Transportation  and  Land  Use  Committee,  complaints  were  voiced  from  within  the  industry

about having  to work  longer hours  for  the  same or  less pay due  to  the  supply of  taxicabs out-

stripping demand. Visitors,  residents,  the Convention and Visitors�s Bureau,  the Port Commis-

sion,  and  others  also  registered  complaints  that were  often  caused,  at  least  in part,  by  the  rapid

growth, decentralization, and highly competitive nature of  the  industry during  the Open Entry


period.  Their  complaints  ranged  from  pricing  confusion  and  overcharging,  to  the  poor  condition

of  taxicabs,  to  the  appearance  and  attitude of drivers,  and  to  altercations  caused by overcrowd-

ing  of  taxis  at  key  locations  such  as  the  Airport.


In  addition  to  the  negative  impact  that  an  open  entry  policy  was  having  on  the  general  quality  of

taxicab service  in San Diego  (and quality of  life  for  industry  insiders),  the policy also created a

larger  workload  for  those  in  the  City  charged  with  regulating  the  industry.  Additional  regulations

and administrative procedures were  required  to deal with  the  increased  size and  complexity of

the  industry,  as well  as  its  continuous  restructuring.  Transfers  of  ownership,  by  themselves,  had

developed  into  a  substantial  administrative  burden.

8. The decline  in permits during  the Moratorium period  from 928  to 870 occurred because as permits were
vacated due  to  regulatory  action  (revoked) or were  relinquished or  abandoned by  their owner,  there was no

mechanism  for  reissuing  the permits within  the existing policy. Under  the new policy established  in 2001,
permits  that  are  vacated  can  be  reissued.
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MORATORIUM  (1984-2001)    The Moratorium period which began  in 1984 was  in many

ways  a direct  response  to  the widespread perception  that under  an open  entry policy  the  supply

of  taxicabs  in  San Diego had  exceeded  the demand  in  the marketplace,  thereby  creating  exces-

sive  competition  and  its  many  associated  ills  described  above.  In October  1984,  the City Council

adopted  resolution  R-261739  implementing  Council  Policy  500-02  establishing  a  moratorium  on

the  issuance of  taxicab permits  in  the City and setting  the number of  total permits at 928. To

strike  a  balance  between monopoly  and  excessive  diversity  in  the  industry,  the  policy  included  a

provision  that  set  at  40%  the  maximum  percentage  of  permits  that  can  be  held  by  a  single  entity,

and  16%  the  maximum  that  can  be  held  by  single  permit  holders.

During  the moratorium which was  in  effect  from 1984  to 2001,9 no new  taxicab permit  applica-

tions  were  accepted  by  the  City  or  MTS.  The  only  way  to  acquire  a  permit  was  to  purchase/trans-

fer  the permit  from  an  existing permit holder. With  the  exception of  cases  in which  the  existing

permit holder died or became disabled,  transfers were only allowed  for permits  that had been

held by  an  owner  for  a  set period.10 Council  Policy 500-02 was  also  silent  as  to whether  permits

that  were  revoked  due  to  regulatory  action  or were  abandoned  by  their  owner  could  be  reissued,

as  well  as  how  that  process  might  be  administered.  As  a  consequence,  over  the  17  year  period  in

which no new permits were  issued by  the City  and  a  small number were  revoked or  lapsed  each

year and  thus became unassignable,  the number of active  taxicab permits  in San Diego slowly

declined.  By  2001,  the  total  number  of  taxicab  permits  in  the  City  of  San  Diego  reached  870�58

fewer  than  allowed  under  CP  500-02  (see  Figure  1  on  previous  page).

If one accepts  the conclusion  that open entry  resulted  in an oversupply of  taxicabs  in  the San

Diego market relative to demand, one of the effects of the moratorium was that it allowed

demand  to  slowly  catch-up  to  the  available  supply.  Although  it  is  admittedly  a  rather  blunt  way  to

measure demand,  the  ratio of  resident population  to  taxicab permits  increased  from approxi-

mately  1 ,032:1  in  1984  to  1 ,332:1  by  1998.  Tourism  and  employment  also  increased  during  this

period. Nevertheless, even  toward  the end of  the moratorium period  in 1997  there were mem-

bers of the  industry who argued to keep the moratorium  in place on the grounds that there

remained  an  adequate  supply  of  taxicabs  for  the  City,  and  to  protect  the  interests  of  owners  who

had  recently paid  a  high premium  to  acquire  a permit  in  anticipation  that  they  could  recover  the

cost  of  the  premium  in  a  closed-market  through  ongoing  profits  and/or  the  sale  of  the  permit  at

a  future  date.  If  the  City  were  to  make  additional  permits  available,  it  could  negatively  impact  the

day-to-day  profitability  of  operating  a  taxi  in  the  City,  and  reduce  the  perceived  value  of  a  permit

among  potential  buyers.

There  were  others,  however,  who  felt  strongly  that  the  City  should  lift  the  moratorium  in  order  to

protect  the  industry�s  share  of  the  transportation  market.  While  the  taxicab  industry  in  San  Diego

had been artificially restrained from growing since 1984, other forms of transportation were

allowed  to grow  and develop,  resulting  in  increased  competition  from  an  improved  local  transit

system,  PSC  shuttle  services,11  and  TCP  charter  services.12  The  erosion  of  the  taxicab  industry�s

9. MTDB  (which  later became MTS) assumed  responsibility  for  regulating  the  taxicab  industry  in  San Diego  in
1989.

10.Between 1984  and 2001  when  taxicab  regulation was managed by  the City  of  San Diego,  the period  of  time

required before a permit  could be  sold or  transferred was  five  years. When MTS assumed  responsibility  for
regulating  the  taxicab  industry  in  2001,  that  period was  reduced  to  one  year.
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market share over  time would be a  foregone conclusion unless  it were allowed  to expand and

find  ways  of  better  competing  with  these  alternatives.

TRANSITIONAL  PERIOD  (2001-2010)  LEADING  TO  PERIODIC  ISSUANCE  TIED
TO  DEMAND  (2011)   By 1997, 58 taxicab permits had been relinquished or revoked

through  regulatory action. The end of  the Moratorium was sparked by a group of drivers who

sought clarification  from MTDB  regarding  the policy  for  reissuing  the 58  relinquished or unas-

signed permits. Because Council Policy 500-02 was silent on this matter, the inquiry set in

motion a series of discussions and  reviews of  the  issue by  the Taxicab Committee, MTDB, San

Diego City Council,  and  the Mayor�s Taxicab Task  Force which  later  resulted  in a detailed  study

conducted  by  Schaller  Consulting.13

Using a combination of methods  including analyses of existing data on customer satisfaction,

trip volumes and  response  times, data  from MTDB and San Diego�s  taxi  industry, as well as a

comparative analysis of other cities� policies and experiences with  taxicab  regulation, Schaller

forwarded  a  number  of  conclusions  and  recommendations.  The  most  important  of  which  were:

� Additional  taxicab permits were needed  for  the  taxicab  industry  to adequately serve both
visitor  and  residential  customers  in  the  City  of  San  Diego

� New permits should be issued on a periodic basis according to a formula that reflects
growth  in  population  and  visitation  to  the  City

� New  permits  should  be  distributed  according  to  two  methods:  A  lottery  for  drivers  (50%)  and
a  public  auction  that  is  open  to  individuals  and  larger  entities  (50%)

� New permits  that  are  issued  through  a  lottery  should be non-transferable, whereas  existing
permits  and  new  permits  issued  through  an  auction  should  remain  transferable


MTDB and  the City of San Diego ultimately agreed  to  implement Schaller�s  recommendation  to

end  the moratorium,  issue  additional  permits  based  on  current  levels  of  demand,  and  move  to  a

new  system whereby  future permits would be  issued periodically according  to a  formula based

on growth  in population and  visitation  rates. However,  the  resulting policy  (Council Policy 500-

02) ultimately differed  from  Schaller�s  recommendations  as  to  the number  of  additional permits

issued,  the  methods  by  which  they  would  be  distributed,  and  rules  governing  the  transfer  of  per-

mits.

Council Policy 500-02 as modified in 2001  mandated that future taxicab permits would be

issued periodically based on growth  in  civilian population and hotel occupancy  rates according

to a specific  formula, but only after a  transitional period during which 135 additional  taxicab

permits would be  issued  through several methods. As shown  in Table 1  on  the next page,  the

135 permits were  to be  issued  in  two  rounds  through  the  following methods: RFP  for  taxicab

11.A PSC  (passenger stage corporation) certificate  is  for a service  that provides  transportation service  to  the
general public on  an  individual-fare basis. Most  PSC�s operate  a  fixed-route,  scheduled  service or  an on-call
door-to-door  airport  shuttle-type  service.

12.A TCP  (charter-party carrier) permit applies  to vehicles  that are chartered on a prearranged basis,  for  the
exclusive use of an  individual or group. Charges are based on mileage or  time of use, or a  combination of
both.

13.See  Study of the  Need for Taxicab  Permits  in  the  City of San  Diego,  August  2000  report  prepared  for  the  City
of  San  Diego  by  Schaller  Consulting.
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operators  (70  permits),  RFP  for  individual  drivers  (25  permits),  a  lottery  for  individual  drivers  (30

permits),  and  a  public  auction  (10  permits).

TABLE  1  SUMMARY  OF  PERMITS  AUTHORIZED  DURING  TRANSITION  PERIOD,  BY  METHOD  AND  DATE

Although  the  original  expectation  was  that  the  transitional  period  would  be  accomplished  over  a

two  year  period  of  time,  there were  a  number  of  unforeseen  circumstances  that  caused  substan-

tial delays,  including  the September 11th  terrorist attacks and  their  impact on  tourism  in San

Diego,  lawsuits and challenges  related  to  the permit  issuance processes,  the need  for MTS  to

coordinate with outside  agencies  including  the  Sheriff�s Office  as part of  the  issuances,  and  the

need  for MTS  to  review and hire outside experts  to assist  in  the  lottery  and RFP processes. The

result  was  that  it  took  substantially  longer  to  issue  the  permits  than  originally  anticipated.  More-

over,  due  to  legal  issues  surrounding  a  public  auction,  the  10  permits  allotted  to  that  method  of

distribution have  yet  to be  issued.14 The  result was  that  the Transitional  Period began with 870

taxicab permits and additional 125 were  issued. After accounting  for  three permits  that were

vacated during  the period, by  the end of  the Transitional Period  the  total number of  taxicabs

operating  in  the  City  of  San Diego  reached  992.

This  study  represents one of  the  first  steps  to evaluate  the  impact of  the policy and permitting

changes that occurred during the transitional period. By gathering data from a variety of

sources,  this  study will  assist MTS  in  evaluating  the  taxicab permitting process  and  regulations,

and  in making  adjustments where needed  to better meet  the  agency�s goals of  facilitating high-

quality  taxicab  services  in  San  Diego.

14.Legal  counsel  for  the City  and MTS  concluded  that  MTS  can  not  conduct  a public  auction  as  they  operate  on
a  cost-recovery  basis.  An  auction  would  result  in  profits.

Policy 

Method  of  Distribution Number  of  Permits Number of  Permits Date  Issued

RFP  for  Taxi  Operators 50 50 2003

RFP  for  Individuals 10 25 2004

Lottery  for  Individuals 15 15 2002

RFP  for  Taxi  Operators 20 20 2007

RFP  for  Individuals 15 0 Included  Round  1

Lottery  for  Individuals 15 15 2007

Auction 10 0 Not  Issued

Actual
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S U P P L Y  &  D E M A N D  P O L I C Y  F O R M U L A


As  proscribed  in  Council  Policy  500-02,  this  study  is  intended  to  assist  MTS  in  evaluating  current

taxicab  permitting  processes  and  regulations,  identify  adjustments  that  may  be  needed  to  better

meet  the  agency�s goals of  facilitating high-quality  taxicab  services  in  San Diego,  and help MTS

usher  in  a  new  era  of  Periodic  Issuance  Tied  to  Demand.

On  that note, one of  the  central objectives of  regulating  the  taxicab  industry  in  San Diego  is  to

ensure  that  number  of  taxicabs  available  is  appropriate  for  the  needs  of  residents  and  visitors.  It

is  a  balancing  act,  of  sorts,  as  the goal  is  to have  the  supply  of  taxicabs be well-aligned with  the

demand  for  taxi  service. Having  too  few  taxicabs will  result  in  a  variety of problems  for  the  cus-

tomer�including  slow  response  times,  insufficient  competition,  and  an  inability  to  secure  trans-

portation in a timely manner. Too many taxicabs, however, can lead to low productivity,

aggressive solicitation techniques,  jockeying  for position at prime  locations, high driver turn-

over,  and a general degradation of  service  and  vehicle quality  as  companies  attempt  to operate

below  the  financial  break-even  point.

In  this chapter, we  review  the City�s current policy  for measuring demand  for  taxicab services

and  determining  the  supply  of  permits  to  be  issued  in  San Diego. We  also  explore  both  the mer-

its and  the  limitations of  the current  formula on  theoretical grounds,  focusing  in particular on

the  reliability  of  its  methodology  for  measuring  demand  for  taxicab  services.

CURRENT METHOD   In  addition  to  authorizing  the  issuance of 135  additional  taxicab per-

mits, Council Policy 500-02  (August 6, 2001)  established a  formula  for determining when  (and

how many) additional permits would be  issued  in  the  future after  the conclusion of  the  transi-

tional period.15 Using 2001  as  the baseline year, additional permits would be  issued after  the

transitional  period  according  to  a  formula which  employs  both  population  growth  and  growth  in

hotel  room  occupancy  as  proxy  measures  for  demand.  The  formula  is  depicted  below:

Where:

�  is  the average percentage growth  in population  for a given  two year period when com-
pared  to  the  population  in  the  baseline  year

�  is  the  average  percentage  growth  in  hotel  room  nights  occupied  in  the  City  during  a  given
two year period when compared  to  the number of hotel  room nights sold  in  the baseline
year

� and  is  the  current  number  of  authorized  permits  available  in  the  City,  including  those  that
have  been  vacated.

15.The  transitional period  refers  to  the period during which  the 135 permits were  issued by  lottery and RFP.


This period  lasted  from 2002  to 2007, during which MTS  issued 125 permits. The  final 10 permits  to be
issued  by  auction  were  never  issued  due  to  legal  concerns  about  the  auction  method.
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According  to  the policy,  additional permits  are  issued when  the  formula  yields  an  increase of  at

least 40 permits. Once  additional permits  are  issued,  the  year  in which  they  are  issued becomes

the  new  baseline  year  from  which  to  calculate  future  growth  in  population  and  hotel  occupancy.

MERITS  OF  THE CURRENT  FORMULA   The  principle  merit  of  the  current  formula  is  that

it  links  the  issuance of additional permits  to objective changes  in  factors  that are  theoretically

related to  demand  for  taxicab  service.  All  other  things  being  equal,  an  increase  in  resident  popu-

lation  and/or  increase  in  the  number  of  visitors  staying  in  local  hotels  can  be  expected  to  gener-

ate additional demand for taxicab service. Thus, rather than issue additional permits on an

arbitrary basis or  in  response  to  the  lobbying  efforts of particular groups  or  individuals,  the  for-

mula  outlined  above  attempts  to  increase  supply  only  when  there  are  corresponding  increases  in

demand  as  measured  by  growth  in  population  and  hotel  occupancy.

LIMITATIONS  OF  THE  CURRENT  FORMULA   The  limitations of  the  formula, however,

are  several.  Most  obvious  are  that  increases  in  population  growth  and  hotel  occupancy  are  proxy


measures of demand  for  taxicab  service�meaning  that  they  aren�t  a direct measure of demand

itself, but of factors that are theoretically closely related to demand in some way. Although

increases  in both population and hotel occupancy can potentially  increase actual demand for

taxicab  service,  it  certainly  isn�t necessarily the  case.  Because  actual demand  for  taxicab  service

can be shaped by a variety of other  factors  (the state of  the economy,  the availability of other

transportation  alternatives,  etc.),  fluctuations  in  population  and  hotel  occupancy  need  not  gener-

ate  additional demand  for  taxicab  service. Conversely,  it  is  also possible  for demand  for  taxicab

service  to  increase  without  a  corresponding  increase  in  population  or  hotel  occupancy.

An arguably bigger  limitation of  the  formula  is  that  it does not  take competition  into consider-

ation. Taxicabs are one of several transportation options that residents and visitors have to

choose from,  including personal vehicles, public transit services, free shuttles, pedicabs, and

chartered  PSC  and  TCP  vehicles. Many  within  the  taxicab  industry  have  expressed  concern  about

the  apparent  growth  in  competition  from  PSC  and  TCP  vehicles  in  recent  years.  SANDAG  has  also

improved  and  expanded  the  public  transit  system  in  the  region,  including  the  opening  of  the  San

Diego  Trolley�s Green  Line  in  2005.  Because  the  demand  for  taxicab  service  is  impacted  by  com-

petitors  to  the  industry�and  the  level  of  competition  can  change over  time�not  accounting  for

competition  can  lead  the policy  formula  to grossly overestimate  (or underestimate) demand  for

taxicab  service,  resulting  in  too  many  or  too  few  taxicabs  in  the  City.

To illustrate this point, consider the availability and cost of rental cars and their potential

impacts on  the  taxicab market. An  increase  in  the  cost of  renting a  car,  insuring  the  vehicle, or

even  the costs of parking a rental car can spur greater demand  for  taxicab service. A  lack of

availability  of  rental  cars  can  also  generate  demand  for  taxi  services  as  taxis  are  an  obvious  sub-

stitute for a rental vehicle. Conversely, the  introduction of rental car services�such as what

occurred  in  recent  years  at  Brown  Field  Airport�can  negatively  influence  demand  for  taxicabs,  as

can  discounted  rental  fees  or  other  promotions which  make  a  rental  car  a  comparatively  cheaper

option  for  some  travelers.

In short, because  the  formula  relies on proxies  that are  imperfect substitutes  for a measure of

actual demand  for  taxicab service,  the  formula has  the potential  to  trigger permits when none

are actually needed by overestimating demand, or miss an  increase  in demand  for  taxicab  ser-
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vice  that occurs without a corresponding  increase  in population or hotel occupancy. Moreover,

by  not  considering  how  the  competitive  landscape  in  the  transportation  market  may  change  over

time,  the  formula  effectively  assumes  that  the  taxicab  industry�s  market  share  will  remain  a  con-

stant,  regardless of  competitors� growth, marketing  strategies, or  innovations  such  as  car  shar-

ing  services.16 To  the  extent  that  the  taxicab  industry  is  experiencing greater  competition  than

in  the  past,  it  would  result  in  the  formula  overestimating  demand  for  taxicab  services  in  the  cur-

rent  environment.

16.Car sharing services provide short-term car rentals�typically by  the hour. Zipcar  is one such car sharing
company  that  services  both  San  Diego  State  and  UC  San  Diego  campuses.



T
estin

g
  th

e  P
o
licy

  F
o
rm

u
la

True  North  Research,  Inc.  © 2010 22MTS 
.  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 

T E S T I N G  T H E  P O L I C Y  F O R M U L A


In  the  last  chapter, we  provided  an  overview  of  the  formula  outlined  in  Council  Policy  500-02  for

measuring demand  for  taxicab services and determining  the supply of permits  to be  issued  in

San Diego. Our  review of  the merits  and  limitations of  the  formula was based primarily on  theo-

retical considerations,  recognizing  that�conceptually�there are many circumstances  in which

the  current policy  formula may produce unreliable estimates of demand and  the  supply of  taxi-

cabs  needed  in  the  City.

In  this chapter, we put some empirical muscle behind our analysis�on both  the demand and

supply  sides of  the equation�in an effort  to  further evaluate  the policy  formula�s approach  for

estimating demand  and determining  the  corresponding  supply  of  taxicabs  for  the City.  In  short,

we  use  the  available  data  to  answer  two  critical  questions:  What  does  the  policy  formula  yield  for

demand and  the corresponding supply of  taxicabs  that should be operating  in  the City at  the

present  time?  And  are  these  figures  reasonable  when  compared  to  other  independent  sources  of

data  on  the market  for  taxicab  services  in  San  Diego?

CURRENT  POLICY  FORMULA  ESTIMATES OF DEMAND  AND  SUPPLY   As noted

in  the previous  chapter,  the  current policy  formula  states  that  additional permits  shall be  issued

after the transitional period (2007) according to a formula which employs both population

growth and growth  in hotel  room occupancy since  the baseline year  (2001)  as proxy measures

for demand  (see Current Method on page 19). According  to  the policy, additional permits are

issued when  the  formula yields an  increase of at  least 40 permits based on a  two year  rolling

average. Once  additional permits  are  issued,  the  year  in which  they  are  issued  becomes  the  new

baseline  year  from which  to  calculate  future  growth  in  population  and  hotel  occupancy.

TABLE  2  FORMULA  RESULTS  WITH  2007  MARKING  END  OF  TRANSITIONAL  PERIOD

Table  2  shows  the  results  of  the  policy  formula  if  it  is  populated  using  population  estimates  from

the California Department  of  Finance  for  the City  of  San Diego,17  as well  as hotel  occupancy  fig-

ures  for San Diego County available  from the San Diego Convention & Visitors Bureau.18 The

table  shows  the City�s population  for  each  year,  the  two  year  rolling  average growth  rate  in  pop-

ulation when compared to the baseline year, the number of hotel rooms occupied annually

17.2001-2009 Estimates from CA Dept of Finance: E-4 Population Estimates for Cities, Counties and State,
2001-2009.  2010  Estimate  from CA  Dept  of  Finance:  E-1: City/County  Population  Estimates  with  Annual  Per-
centage  Change  January  1,  2009  and  January  1,  2010.

18.Occupancy  estimates were  gathered  from  the  annual  San Diego County Visitor  Industry  Summary, produced
for  the  San  Diego  Convention  &  Visitors  Bureau.  Note  that  hotel  occupancy  figures  were  only  available  for  the

City  of  San Diego dating  back  to 2007, which  is why  it was necessary  to use  countywide  figures  to populate
the  formula  back  to  the  2001  baseline  year.

Year 

Baseline 

Year 

City  Population 

Estimate 

Pop Growth 

2  Year Ave 

Hotel  Rms 

Occupied 

Occ  Room 

Growth  2  Year 

Ave 

Active  # 

Permits 

for  Year 

Formula  Yield

for  New

Permits

2001 2001 1,236,151 - 12,590,196     - 870 -
� � � � � � � �

2007 2001 1,315,921 0.060            14,378,486     0.1440              978 100

2008 2007 1,333,617 - 14,044,221     - 1095 -
2009 2007 1,353,993 0.021            13,229,180     (0.0516)             1095 -17
2010 2007 1,376,173 0.037           13,388,025   (0.0744)           1095 -20
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countywide,  the  two  year  rolling average growth  rate  in hotel  rooms occupied  compared  to  the

baseline  year,  the  number  of  taxicab  permits  that  were  (or  should  be)  available  in  the  City  of  San

Diego  each  year,  and  the  number  of  new  permits  the  formula  indicates  are  needed.

Due  to  lawsuits,  logistical  issues  and  other  factors which  slowed  the  process  for  issuing  the  135

permits mandated by Policy 500-02, 2007 marked  the end of  the  transitional period and  thus

represented the first opportunity to use the formula to determine  if new permits should be

issued. According  to  the  formula, by 2007  the growth  in population and hotel occupancy was

such  that an additional 100 permits should have been  issued  to keep up with  the demand  for

taxicab service.  In other words, rather than having 978 permits, the total should have been

increased  to  1,078  plus  the  additional  17  that  were  already  in  motion  for  that  year�bringing  the

total number of permits  to 1,095.  If  the calculation were delayed  to 2008 when  the number of

actual permits  in  the City was 995,  the  results  are  the  same�the  formula  calls  for  an  additional

100  permits,  bringing  the  total  in  the  City  to  1,095.

Interestingly,  Table  2  also  shows  that  if  100  new  permits were  issued  and  2007  became  the  new

baseline year,  the  formula calls  for a  reduction  in permits since  that point. Although  the City�s

population has continued to  increase over time, hotel occupancy has declined since 2007  in

response  to  the  economic  recession  which  has  gripped  the  region.  Of  course,  Policy  500-02  does

not  provide  for  a  reduction  in  permits  in  response  to  decreases  in  demand,  which  means  that  the

number of permits  active  in  the City would  remain  at 1,095 despite  the  reduction  in hotel occu-

pancy. Nevertheless, even  if  the policy did allow  for a  reduction of permits,  the  formula would

still  indicate  that  1,075  permits  are  needed  at  the  present  time.

ARE  THESE  FIGURES  REASONABLE?   Although the formula indicates that 100 addi-

tional permits  are needed  to meet  the public�s  current demand  for  taxicab  service,  the question

remains as to whether these permits are actually needed to balance supply and demand. As

noted  in  the  previous  chapter,  the  formula  does  not  measure  demand  directly  (relying  instead  on

proxy measures of population growth and hotel occupancy), nor does  it  take  into account how

competition  from TCP vehicles, rental cars, and public  transit can alter the taxicab  industry�s

market  share.  This  means  that  the  current  formula  can  easily  overestimate  demand  and  thus  the

supply  of  taxicabs  needed  in  certain  circumstances.

Anecdotally,  it  is  hard  to  make  a  compelling  case  that  the  supply  of  taxicabs  in  San Diego  needs

to be  increased  to 1,095  in order  to meet  the  current demand  for  taxicab  service. Most  industry

insiders  contacted during  this  study as well as  the 2009 Taxicab Passenger Survey  complained

that  the  economic  recession had  shrunk  the market  for  taxicab  service  in  San Diego, making  for

a tough business climate. There were fewer requests for service, fewer dispatched calls, and

fewer  trips  per  shift.  What  was  needed  was  an  increase  in  demand,  not  an  increase  in  supply.

A  review  of  data  from  the  2009  and  1999  Taxicab  Passenger Surveys  leads  one  to  the  same  con-

clusion: that the policy formula  is overestimating demand for taxicab service and the supply

needed  to  meet  it.  The  annual  number  of  taxi  trips  that  originate  in  the  City  of  San  Diego  is  a  fig-

ure  that  can be  estimated using data  collected  in  the  surveys  in  combination with data provided

by  taxicab  radio  service  companies  and  the  San Diego  International Airport.  Projecting based  on

information provided by  the seven  largest  radio services,  in 2009  it was estimated  that of  the

993  taxicabs  currently  licensed  to operate  in  the City of  San Diego, 760.5 were operating  in  the
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City  (not at  the Airport) on a daily basis  (see Table 3). The weighted average19 hours  in  service

per  vehicle was 14.14 hours, which  yielded  an  estimated 10,752 hours of  taxicab  service  in  the

City  (not  including  the Airport) daily. Based on  the survey and  trip  log  information collected  in

the  2009  study,  it  was  estimated  that  the  average  number  of  trips  per  hour  for  a  taxicab  that  was

operating  in  the City  (not  at  the Airport) was 0.744. Multiplying  the number of hours of  taxicab

service by  the  estimated  trips per hour  yielded  an  estimated 7,999  trips per day�or 2,911 ,744


trips per year�that originate  in the City at a  location other than the Airport. Combining this

information with  the 779,749  trips  that originated at  the Airport  in  fiscal year 2008/2009 pro-

duced  an  estimated  3,691,493  taxicab  trips  in  2009  that  originated  in  the  City  of  San  Diego.

TABLE  3  ESTIMATE  OF  ANNUAL  TOTAL  TAXI  TRIPS

Using  the  same methodology,  the 1999  study  found  that  the  industry  served 4,236,014  taxicab

trips�544,521  more  than  in  2009.  Thus,  whereas  following  trends  in  population  and  hotel  occu-

pancy  leads  the policy  formula  to  conclude  that demand had  increased over  the decade, actual

measures  of  demand  (taxicab  trips)  revealed  that  gross  demand  for  taxicab  service  was  approxi-

mately  13%  lower in  2009  than  it  was  in  1999.

Keeping  in mind  that  the  supply  of  taxicabs  operating  in  the City  of  San Diego  in  2009 was  sub-

stantially  greater  than  the  1999  supply  despite  there  being  a  smaller  market  for  taxicab  services

in 2009,  it  is  difficult  to  view  as  reasonable  the  formula�s  conclusion  that  an  additional 100 per-

mits would be needed  to balance supply and demand  in San Diego�s  taxicab market.  Indeed,

rather  than  increasing  supply  proportionately  to  meet  an  increase  in  demand,  the  policy  formula

would  result  in  a  26%  increase  in  supply  since  1999  paired with  a  13%  reduction  in  demand  over

the  same  period.

It  is  unlikely  that  the  typical  taxicab  operator would have  found  the  increase  in  supply  called  for

by  the  formula  to  be  reasonable  either  if  they  understood  the  negative  impact  it would  have  had

on  productivity.  In  1999,  the  average  rate  of  trips  per  hour was  1.08  for  a  city  cab  not  operating

at  the Airport�just over one  trip per hour. Due  to an  increase  in  the supply of  taxicabs and a

reduction  in gross demand, by 2009  the productivity  rate had declined by nearly one-third  to

0.744  trips  per  hour.20  If  the  supply  were  further  increased  by  100  permits  for  the  2009  level  of

demand as dictated by  the policy  formula,  it would have  resulted  in an even  lower productivity

rate  of  approximately  0.676.  This  would  mean  that  during  a  12  hour  shift,  the  average  cab  driver

19.A weighted average means  that radio services with  larger  fleets have a proportionately higher  impact on

determining  the  average  hours  in  operation  per  vehicle.
20.See  1999  and  2009  Taxicab  Passenger Studies,  as  well  as  Table  3  above  in  this  report.

Parameter Estimate

Average  Daily #  of  Taxicabs  in  Operation  in  City (Non-Airport) 760.5

Weighted  Average  Hours  in  Service  per  Vehicle  in  City  (Non-Airport) 14.14
Estimated  Total  Daily  Taxicab  Hours  in  City  (Non-Airport) 10,752                        
Estimated  Trips  per  Hour  (Non-Airport) 0.744

Estimated  Average  Daily Non-Airport  Trips 7,999                          
Estimated  Annual  Non-Airport Trips 2,911,744                   
Annual  Taxi  Trips  Originating  at  Airport 779,749

Estimated  Total  Annual  Taxicab  Trips  Originating  in  City of San  Diego 3,691,493                   



T
estin

g
  th

e  P
o
licy

  F
o
rm

u
la

True  North  Research,  Inc.  © 2010 25MTS 
.  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 

in 1999 would service approximately 13  trips whereas  the same driver  in 2009 would service

just  eight  trips.
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R E C O M M E N D E D  A P P R O A C H  F O R 

B A L A N C I N G  S U P P L Y  &  D E M A N D


The data  in  the prior sections  indicate  that  the policy  formula produces an unreasonably high

estimate  of  demand  for  taxicab  services  in  San  Diego  and  consequently  overestimates  the  supply

of  taxicabs  needed  in  the City. Accepting  this  conclusion  naturally  raises  an  important  question:

is  there an alternative method  that will better align supply and demand  in San Diego�s  taxicab

market?  We  think  there  is.  As  outlined  in  this  chapter,  the  keys  are  to  A)  employ  a  direct  measure

of demand  for  taxicab service, and B) bracket  the supply within a  range where good customer

service  and  a  reasonable  rate  of  return  for  taxicab  operators  coincide.

RECOMMENDED  METHOD  FOR  MEASURING TAXICAB  DEMAND   Naturally, one

of  the  keys  to  aligning  the  supply  of  taxicabs  with  demand  is  to  have  a  reasonably  accurate  mea-

sure of  the  actual demand  for  taxicab  service. Rather  than  relying on  imperfect proxy measures

such  as  population  and  hotel  occupancy  to  estimate  demand,  a more  accurate method would  be

to  measure  the  actual demand  for  taxicab  service  as  indicated  by  the  number  of  taxicab  trips  per

vehicle hour.  In other words, by monitoring  the  frequency of  taxicab  trips  in  the City, one can

achieve  a  much  better  profile  of  public  demand  for  taxicab  services.

The proposed direct measure of demand (average frequency of taxicab trips) automatically

accounts for the forces of population growth, tourism, economic fluctuations, large-scale

realignment of military personnel,  and  competition.  If  PSC  and TCP  vehicles  are  indeed  compet-

ing with  taxicabs more  vigorously  over  time,  it will  be  reflected  in  the  frequency with which  cus-

tomers  seek  taxicab  service.  Conversely,  a  spike  in  demand  for  taxicab  service  that  is  not  related

to  growth  in  population  or  hotel  occupancy�such  as  one  that  can  be  caused  by  increased  rental

car  rates�will be  recognized and accounted  for by directly measuring  taxicab  trip  frequencies.

In  short, monitoring  the  frequency of  taxicab  trips  is  the best approach  for producing an unbi-

ased,  statistically  reliable measure of actual demand  for  taxicab  service  in  the City at  any given

time. Ultimately,  trip  frequency  can be monitored on  a bi-annual,  annual or  even quarterly basis

to  isolate  short-term  and  long-term  fluctuations  in demand,  and determine when  there  is  a  sus-

tained  increase  in  demand  that  warrants  the  issuance  of  additional  taxicab  permits.

The  equation  for  estimating  trip  frequency  per  hour  for  a  single  taxicab  is  as  follows:

where:

�  is  the  number  of  trips  per  hour  for  ith  taxicab,  also  known  as  trip  frequency

�  is  the  total  number  of  trips  carried  by  the  ith  taxicab  during  the  shift

�  is  the  total  number  of  hours  that  the  ith  taxicab  operated  in  the  shift
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To estimate the trip frequency for the taxicab  industry  in San Diego,  if the shift  lengths per

observed  taxicab  are  the  same21  then  one  could  simply  take  the  average  of  the  individual  taxicab

trip  frequencies  using  the  following  formula:

where:

�  is  the  estimated  average  number  of  trips  per  hour  for  San  Diego�s  taxicab  industry

�  is  the  number  of  trips  per  hour  for  ith  taxicab

�  is  the  number  of  taxicabs  observed

In other words, one  can  simply  sum  the  trip  frequencies  recorded  for each  taxicab observed  in

the  study,  then  divide  that  total  by  the  number  of  taxicabs  observed  in  the  study.

However,  assuming  that  some  taxicabs may be  observed  for  longer periods of  time  than others,

one could argue that this should be taken  into consideration when calculating the  industry�s

average  trip  frequency.  In  this  case,  the  appropriate  formula  would  be:

where:

�  is  the  estimated  average  number  of  trips  per  hour  for  San  Diego�s  taxicab  industry

�  is  the  total  number  of  trips  carried  by  the  ith  taxicab  during  the  shift

�  is  the  total  number  of  hours  the  ith  taxicab  operated  in  the  shift

�  is  the  number  of  taxicabs  observed

Using  this  approach,  one  simply  sums  the  total  number  of  trips  serviced  by  all  taxicabs  observed

in  the  study  and  divides  that  sum  by  the  total  number  of  hours  spent  observing  the  taxicabs.

Options  for Measuring  Demand  Directly   Logistically, MTS  could directly monitor demand  for

taxicab  services  through  several methods. Perhaps  the most obvious�though potentially prob-

lematic�method  would  be  to monitor  drivers�  trip  logs.  In  the  near  future,  it  is  expected  that  all

taxicabs  in the City will transition to electronic trip  logs. Assuming that these  logs could be

structured  in a uniform  format,  they could be confidentially monitored by MTS on a quarterly

basis  to measure demand  for  taxicab  service overall,  and by  a  variety of  relevant  variables.22  In

the meantime, MTS has the authority to request trip  logs  in hard copy form from operators.

Using a  random sampling methodology  from among  the  trip  logs provided by  taxi companies,

21.In  other  words,  each  taxicab  was  observed  for  the  same  length  of  time  (e.g.,  eight  hours).

22.For  example,  identifying  how  trip  frequencies  vary  by  geography  could  illuminate  a  need  for  additional  taxi-
cab  services  and/or  taxicab  stands  in  select  areas.
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MTS  could  estimate  trip  frequency  and  demand  for  taxicab  services,  as  well  as  conduct  statistical

significance  testing  to  identify statistically significant  increases  in demand  for  taxicab services

over  time.

The principal problem with  this  approach  to measuring  trip  frequency, however,  is  that  its  accu-

racy depends  on  the  accuracy  of drivers�  accounts  for  their  shift. According  to  industry  insiders,

the accuracy of  trip  logs vary substantially  from driver  to driver and�on  the whole�are often

inaccurate. Although  there  are  certainly  some  drivers  who  keep  meticulous  and  accurate  records

of  their  trips,  at  the  other  end  of  the  spectrum  there  are  those  who  fail  to  use  trip  logs  at all dur-

ing  their shift and simply make-up  the  information several days  later. There are also  instances

when drivers will strategically choose not  to  record certain  types of  trips  (such as short street-

hail  trips made while  they are belled  in  to a particular zone)  in order  to  retain  their  spot  in  the

dispatch queue, whereas others may purposely  inflate  their  trip  logs  to account  for credit card

vouchers  traded or purchased  from  another driver.  In  short,  if  industry  insiders  readily  concede

that  trip  logs are often  inaccurate,  then until  there are ways/regulations  to compel drivers  to

keep  accurate  records  they  do  not  represent  a  reliable  approach  for  measuring  trip  frequency.

Fortunately,  there  are  several  alternative methods  for measuring  trip  frequency  that do not  rely

on drivers  to accurately  report  the activities of  their shift. MTS can choose  to monitor  trip  fre-

quency  through  periodic  surveys  such  as  the  2009 Taxicab Passenger Survey,  in  which  interview-

ers are able to monitor trip frequency as well as other trip characteristics�such as origin,

destination,  trip  length,  fare,  tip, etc. As noted  in  the next  section of  this  chapter, having  addi-

tional details about average  fare and  tip could be helpful  in  refining  the appropriate supply of

taxicabs over  time. MTS staff or consultants could also conduct periodic  ride-alongs23 or  ride-

behinds24  to develop an  independent measure of  trip  frequency  through observation. For each

of  these  methods,  however,  it  is  critical  that  the  sample  of  taxicab  shifts  monitored  be  represen-

tative. Accordingly,  we  would  recommend  developing  a  stratified  random  sample  that  takes  into

consideration radio dispatch service,  taxicab fleets, as well as time of day and  location when

selecting  taxicabs  to  sample.

OVERVIEW  OF  METHOD  FOR  DETERMINING  SUPPLY    Having proposed a method

for  estimating  demand  for  taxicab  services,  the  next  task  is  to  develop  a  method  for  determining

the  supply of  taxicabs  that  is  appropriate  for  a  given  level  of  demand.  Before we  outline  our  rec-

ommended methodology  for  setting  the  supply, however,  it  is worth  reminding  the  reader  that

Council  Policy 500-02  is  chiefly  concerned with meeting  the needs of  the  customer.  Indeed,  the

very  first  sentence  of  the  policy  states  that  �Regulation  of  taxicab  service  is  in  the  interest  of  pro-

viding  citizens  and  visitors  to  the City of  San Diego with  a good quality  local  transportation  ser-

vice�.

Intuition as well as  the collective evidence suggests  that, when  it comes  to  the supply of  taxi-

cabs, meeting  the needs of  the  customer  requires  a balancing  act of  sorts. Having  too  few  taxi-

cabs will result in a variety of problems for the customer�including slow response times,

insufficient  competition,  and  an  inability  to  secure  transportation  in  a  timely manner. Too many

23.A  ride-along  is  where  the  staff  or  consultant  rides  along  with  a  driver  during  their  shift.
24.A  ride-behind  is where  the  staff or  consultant  follows  a particular  taxi  in  a  separate  vehicle. This method  is

less  intrusive, and also has  less  chance of  causing a potential  customer  to mistakenly  think  that  the  cab  is
already  occupied  by  a  customer.
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taxicabs, however, can  lead  to  low productivity  for drivers, aggressive solicitation  techniques,

jockeying  for  position  at  prime  locations,  high  driver  turnover,  and  a  general  degradation  of  ser-

vice and vehicle quality as companies attempt  to operate below  the  financial break-even point.

The key,  therefore,  is  to bracket  the  supply within a  range where good customer service and a

reasonable  rate  of  return  for  taxicab  operators  coincide.25

What  is  that  range?  Let�s  start  to  answer  that question by  reviewing what  the  available data  says

about  the relationship between supply, demand, and customer service  in San Diego�s  taxicab

market.

CUSTOMER  SERVICE DATA   Fortunately,  the  agencies  responsible  for  regulating  the  taxi-

cab  industry have periodically  invested  in studies  to measure  the  travel experiences of  taxicab

passengers,  including objective performance measures  (such as response time and trip dura-

tion), passenger  characteristics  (e.g.,  location of  residence, gender,  reasons  for using  a  taxi),  as

well  as  a  variety of  subjective performance  indicators  from  the passenger�s perspective  (such  as

perceived  vehicle  condition,  promptness  of  service,  and  driver  courtesy).  In  this  section,  we  draw

upon data  from  the  two most  recent Taxicab Passenger Surveys  (1999 and 2009)  to  track  the

performance trends and their relationship to taxicab supply and demand. Because these two

studies  bracket  a  period  in  which  the  supply  of  taxicabs  in  the  City  was  increased  by  125  permits

and  the  trip  frequency declined  substantially,  they  offer  an  opportunity  to  determine  whether  the

increase  in  supply  of  taxicabs  was  associated  with  positive  trends  in  customer  satisfaction.

It  is  important  to note at  the outset, however,  that  there are  limits  to what one can determine

based  on  two  studies  conducted  a  decade  apart�during  which  time  other  factors  were  changing

as well.  Finding  a positive  trend  in  customer  satisfaction between 1999  and 2009,  albeit  consis-

tent with  the  conclusion  that  an  increase  in  supply  relative  to demand  increased  customer  satis-

faction,  is  not  definitive  evidence  to  that  effect.  There  are  other  factors  that  could  account  for  the

increase  in customer  satisfaction during  this period,  including  improved  regulations and moni-

toring of  the  industry,  improved driver  training  requirements, etc. There are also other  factors

that could stifle the positive  impacts of a supply increase on customer satisfaction, such as

greater  traffic  congestion over  time  resulting  in  response  times  that  are  slower  than  they other-

wise  would  be.  Thus,  although  there  is  utility  in  examining  the  association  between  taxicab  sup-

ply, demand, and  customer  satisfaction,  it  is  important  to  recognize  that  customer  satisfaction

can  be  driven  by  factors  other  than  the  available  supply  of  taxicabs.

Study  Environments   The 1999 Taxicab Passenger Survey was conducted toward the end of

the Moratorium period  in which no new permits were being  issued. At  the  time of  the study,

there were  approximately 870  taxicab permits operating  in  the City of  San Diego.  By most mea-

sures,  the  demand  for  taxicabs  was  strong  during  this  period  in  relationship  to  the  available  sup-

ply. As noted previously,  the 1999  study  found  that  the  industry  served 4,236,014  taxicab  trips

that  year  that  originated  in  the  City  of  San  Diego,  inclusive  of  the Airport.


25.Although  it  is  understandable  that  some  lease  drivers  would  prefer  to  own  a  permit  and  avoid  having  to  pay
a  lease to operate a taxicab, this reason (by  itself)  is  insufficient to warrant additional permits.  Indeed,

unless  there  is  sufficient demand  to  justify  the  additional permits,  adding permits will  create  an oversupply
of  taxicabs  that  will  have  a  negative  impact  on  drivers�  standard  of  living  and  the  industry  as  a  whole.
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The 2009  study was  conducted  in a much different  environment  than  the 1999  study. The eco-

nomic  recession  that began  in 2007 had  yet  to  release  its grip on  the  region,  and  the  economic

slowdown  appeared  to  negatively  impact  the  demand  for  taxicab  service  in  the  City  of  San  Diego.

Taxicab  trips originating at  the San Diego  International Airport,  for example, declined by 14%

between Fiscal Year 2007/2008 (907,506 trips) and Fiscal Year 2008/2009 (779,749 trips).

Overall,  the  industry�s greater number of  taxicabs  (993)  served  an  estimated 3,691,493  taxicab

trips  in  2009  that  originated  in  the  City  of  San  Diego�544,521  fewer than  in  1999.

In  terms of  trip  frequency, which  is our proposed measure of demand,  the estimated  trips per

hour  in 1999 was 1.08, whereas  the corresponding figure  in 2009 was substantially  lower at

0.744.  For  the purpose of  this  chapter,  the  fact  that  the  environments  in which  the  two  surveys

were conducted were quite different  in  terms of  the available  supply of  taxicabs  relative  to  the

demand  makes  for  a  useful  comparison.

Study  Findings   Comparisons of the 1999 and 2009 survey results reveal that although the

industry�s objective performance  indicators declined slightly between 1999 and 2009,  the  sub-

jective  experience  of  the  passenger  improved  substantially.26

Objective  performance  indicators  are  those  that  can  be  assessed  without  relying  on  the  perspec-

tive of  the passenger or  customer�such as  response  time,  trip  speed, and  cost. Between 1999

and  2009,  the  studies  revealed  that  taxis  are  taking  slightly  longer  to  respond  to  calls,  longer  to

complete  trips,  and  the  cost  of  the  trip per mile  is more  expensive  even  after  adjusting  for  infla-

tion. Although  each  of  these  objective performance  indicators  are  influenced by  factors  (such  as

traffic  congestion)  that  are  not within  the  industry�s  ability  to  control,  they  are  nevertheless  use-

ful  performance  indicators  and  the  general  trend  was  one  of  slight  decline.

Although objective  indicators of performance  for  San Diego�s  taxicab  industry are useful, argu-

ably  the most  important performance  indicators  for  the purposes of  this  chapter  are  the  subjec-

tive kind. That  is, how do those who choose  to use the service evaluate  its performance�by


specific  performance  dimensions  and  over  time?  In  contrast  to  the  patterns  found  with  respect  to

objective measures of performance,  the subjective measures of performance showed a distinct

trend  of  improvement  between  1999  and  2009  (see  Table  4).

TABLE  4  RATING  SAN  DIEGO  TAXI  SERVICE  BY  STUDY  YEAR  SHOWING  %  GOOD

                           �  Statistically  significant  change  (p  <  0.05) between  the  1999  and  2009  studies.

26.For a detailed discussion of  the 2009  results and how  they compare  those of  the 1999 survey, see 2009

Taxicab  Passenger Survey,  Final  Report  prepared  for MTS  by  True  North  Research.

2009 1999 

Promptness of  service 75 60 +15�


Overall  taxi  service 72 61 +1 1�


Taxi availability during  day 81 70 +1 1�


Taxi  vehicle  condition 67 59 +8�

Driver  courtesy 75 68 +7�

Driver  appearance 66 60 +6�
Safe driving 71 66 +5

Taxi availability at night 59 54 +5

Driver  knowledge 65 64 +1

Taxi  fares 40 40 No  change

Study  Year Difference  in % Good

Rating 1999  to 2009
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When asked  to evaluate  the  taxicab  industry  in San Diego on a variety of performance dimen-

sions, more  than  two-thirds of passengers  in 2009 provided  the highest rating  (good)  to  taxi

availability during  the day  (81%), driver  courtesy  (75%), promptness of  service  (75%), overall  taxi

service  (72%), and  the safety of driving  (71%). A clear majority also  rated  the vehicle condition

(67%),  appearance  of  the  driver  (66%),  knowledge  of  the  driver  (65%),  and  the  availability  of  a  taxi

at night  (59%)  as  good.  For  only  one performance dimension  (taxi  fares) did  less  than  a majority

(40%)  rate  the  industry�s  performance  as  good.

More  importantly  for our purposes, when compared  to 1999,  residents�  ratings of  taxi service

improved  on  every  dimension  tested.  The  greatest  improvements  were  with  respect  to  perceived

promptness  of  service  (+15%  good),  ratings  of  taxi  service  overall  (+11%),  taxi  availability  during

the day  (+11%),  taxi vehicle condition  (+8%), and driver courtesy  (+7%). Although not shown  in

Table  4,  perceived response  time  also  improved  between  1999  and  2009,  despite  objective  indi-

cators  to  the  contrary.


Conclusions  from  Survey  Data &  Historical  Data   From  the  patterns  discussed  above,  one  can

conclude  that  although  the  industry  was  able  to  provide  satisfactory  levels  of  customer  service  in

both 1999 and 2009,  the  increased supply of  taxicabs  (combined with  lower demand)  in 2009

appears  to have contributed  to an  increase  in overall customer satisfaction.  In other words, as

the  overall  supply  increased  and  trip  frequency declined  between  1999  and  2009,  customer  ser-

viced  improved. That  these  improvements were  to  some  extent driven by  an  increased  supply  is

consistent  with  the  survey  data.  After  all,  customers  prioritize  quick  response  times  and  the  abil-

ity  to  find  a  taxi  on  the  street above  all  other aspects  of taxicab  service,27  these  are  the  specific

dimensions of service  that enjoyed  the  largest  increase  in customer satisfaction between 1999

and 2009, and  these are  the  two aspects of  taxicab service  that are most directly  impacted by

the  available  supply  of  taxis.

Finding  that  an  increase  in  supply  relative  to  demand  improved  customer  serviced  between  1999

and 2009 may  lead some to argue  for even greater  increases  in supply.  If a  little  increase  is

good,  then a bigger  increase will  result  in even bigger customer service  improvements,  right?

Wrong. The relationship is not linear. Just as an increase in supply relative to demand can

improve  customer  satisfaction,  history  tells  us  that  an  oversupply of  taxicabs  can  have  the  oppo-

site effect. During  the Open  Entry period  from 1979  to 1983,  the  supply of  taxicabs more  than

doubled  from 409  to 928, resulting  in what most considered  to be a glut of  taxicabs on  the

streets at  that  time. The number of  taxicabs per 10,000  residents  increased  from 4.83  in 1979

to  9.69  by  1984.28  As  described  in  more  detail  earlier  in  this  report  [see  Open  Entry (1979-1984)


on  page  14]  the  result  was  excessive  competition,  low  productivity,  and  a  general  degradation  of

service quality  as  companies  attempted  to operate below  the  financial break-even point. During

public hearings by  the Transportation and Land Use Committee, complaints were voiced  from

within  the  industry  about  having  to  work  longer  hours  for  the  same  or  less  pay  due  to  the  supply

of  taxicabs out-stripping demand. Visitors,  residents,  the Convention  and Visitors�s Bureau,  the

Port Commission,  and  others  also  registered  complaints  that were  often  caused,  at  least  in part,

by  the  rapid growth, decentralization, and highly competitive nature of  the  industry during  the

Open Entry period. Their complaints ranged from pricing confusion and overcharging, to the

27.See  2009  Taxicab  Passenger Survey,  page  41.
28.By  comparison,  there  are  approximately  7.33  taxicabs  per  10,000  residents  in  today�s  market.
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poor  condition  of  taxicabs,  to  the  appearance  and  attitude  of  drivers,  and  to  altercations  caused

by  overcrowding  of  taxis  at  key  locations  such  as  the  Airport.


Keeping  passengers  pleased  with  the  industry�s  performance  requires  a  balance  between  supply

and  demand.  Increasing  the  supply  relative  to  demand  can  be  beneficial  as  noted  above,  but  only

to  the point where  taxicab operators  are  still  able  to  recoup  a  reasonable  rate of  return on  their

investment.  The  key,  therefore,  is  to  bracket  the  supply  within  a  range  where  good  customer  ser-

vice and a reasonable rate of return for taxicab operators coincide. Where  is that range? To

answer  that  question,  we  first  need  to  understand  more  about  the  costs  of  operating  a  taxicab  in

the  City�which  is  the  subject  of  the  next  section.

COSTS  OF  OPERATING  A  TAXICAB  IN  SAN  DIEGO    The  financial  realities of operat-

ing  a  taxicab  in  San Diego  place  a  natural  ceiling  on  the  supply  of  taxicabs  that  should  be  active

in  the  City  at  a  given  time.  Put  simply,  if  there  is  not  enough  demand  for  taxicab  services  to  sup-

port  a  reasonable  rate  of  return  on  their  investment  among  existing  taxicab  permit  holders,  then

it  is difficult  to argue  that  increasing  the  supply  further would ultimately be beneficial�for  the

industry  or  for  customers.

To  learn more about  the actual costs of operating a  taxicab, True North conducted  in-person

interviews with several local taxicab operators, reviewed their financial documents, and also

compared the findings with information that was available from other sources. The profile

described  below  is  a  compilation  and  synthesis  of  the  information  collected,  and  does  not  reflect

the  patterns  found  in  a  single  company.  Of  course,  because  costs  may  vary  across  taxicab  opera-

tors based on a number of different  factors,  the  reader  should  consider  the  following profile  to

be an approximation or estimate of  the actual costs of operating a  taxicab  in  the City of San

Diego.  These  models  assume  that  the  taxicab  operates  in  the  City  only,  not  at  the  Airport.


Moreover,  because  the  purpose  of  this  analysis  is  to  identify  a  threshold beyond  which  additional

permits  should  not  be  issued,  the  assumptions  that were  factored  into  the Compensation/Labor


costs are purposely conservative to establish a minimum standard of living for the taxicab

driver. Experienced taxicab drivers are likely to earn substantially more than the models

depicted  in  this  section.

Lease  Driver  Scenario   The  majority  of  taxicab  drivers  in  the  City  of  San  Diego  do  not  own  their

vehicle or permit�they  lease  a  taxicab on  a monthly  (or weekly) basis  from  a permit  holder.  For

a  fixed-fee paid  to  the permit holder,  the driver has use of  the  taxicab  for a  specified period of

time. Under  the  lease driver  scenario,  it  is  typical  for  the permit holder  to provide  and maintain

the  vehicle, provide  radio  service, and  insure  the  vehicle. The driver, meanwhile,  is  responsible

for  the  lease  payment,  as  well  as  operational  costs  such  as  fuel,  car  washes  and  tickets.

Table  5  on  the  next  page  presents  a  cost  model  for  the  Lease  Driver  scenario.  Because  the  objec-

tive  of  this  analysis  is  to  identify when  there  is  enough  demand  to  justify  additional  permits,  the

model  represented  in  the  table  reflects  a new driver  entering  the market  and  the  costs  they will

incur during  their  first  year. For  convenience,  the  costs are grouped according  to whether  they

are  Start  Up  Costs,  Operational  Costs,  or  Compensation/Labor.
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TABLE  5  LEASE  DRIVER  SCENARIO  -  FIRST  YEAR  (CONSERVATIVE  ESTIMATE)

One of  the  attractive  features of  leasing a  taxicab  is  that  it minimizes  the  start up  costs  associ-

ated with having a  taxicab business.  In  the  first year,  the start up costs are estimated at  just

$336  for  a  lease driver.  The Operational Costs  of  the  lease driver  scenario�including  paying  for

the  lease, gas, and car washes�represents the single  largest category of expenses  ($34,260

annually). With  respect  to  compensation,  it  is  assumed  the  lease driver operates his or her  vehi-

cle 25 days per month  for an average 12  hour day.29 Once again, because  the purpose of  this

analysis  is  to  set  a  minimum  standard threshold  for  issuing  new  permits,  we  assume  a  minimum

wage of $8 per hour  that yields an annualized compensation  figure of $28,800. Summing  the

three  cost  categories  yields  an  annualized  cost  estimate  of  $63,396  in  the  first  year  for  the  lease

driver  scenario.  Stated differently,  in  order  to  cover  the  costs  of  starting  the  business,  operating

their  cab,  and  paying  themselves  minimum wage  for  the  hours  they work,  a  lease  driver�s  break-

even  point  is  $5,272  per  month  in  their  first  year  of  business.

29.This conservative estimate of operational hours  translates  to 3,600 hours of service per  taxicab annually.
This estimate does not  reflect a high  incidence of  cab  sharing, where  two drivers  share a  lease. Under  that

more  aggressive  scenario  (see Example Calculations using Aggressive Estimates on page 38)  the estimated
hours  of  operation  and  the  costs  of  operating  the  taxicab  are  greater.

Annual Monthly
Start  Up  Costs

Licensing

Sheriff's  Taxi  Driver  Identification  Card 83$             7$                 
DOJ  &  FBI  Clearance
 51$             4$                 
Drug  Test 35$             3$                 

Business  License 49$             4$                 
MTS  Driver's  Test  A 20$             2$                 
MTS  Driver's  Test  B 15$             1$                 

City  Business  License 34$             2.83$            

Miscellaneous

DMV  Printout 5$               0.42$            
Map  Book/GPS 19$             1.58$            

Clip  Board,  Flashlight,  Misc. 25$             2.08$            

 Subtotal 336$           16.83$          
Operational  Costs
Vehicle/Medallion  Lease 24,000$      2,000$          

Gas 7,200$        600$             
Miscellaneous 480$           40$               
Car  Washes 960$           80$               

Tickets 720$           60$               
Cell  Phone 900$           75$               

 Subtotal 34,260$      2,855$          
Compensation/Labor


Compensation 28,800$      2,400$          

Total 63,396$      5,272$          

Costs
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TABLE  6  OWNER  DRIVER  SCENARIO�FIRST  YEAR  (CONSERVATIVE  ESTIMATE)

Annual Monthly
Start  Up  Costs

Licensing

Sheriff's  Taxi  Driver  Identification  Card 83$             7$                 
DOJ  &  FBI  Clearance
 51$             4$                 
Drug  Test 35$             3$                 

Business  License 49$             4$                 
MTS  Driver's  Test  A 20$             2$                 
MTS  Driver's  Test  B 15$             1$                 

City  Business  License 34$             3$                 
MTS  Annual  Regulatory Fee 450$           38$               

MTS  Permit  Application 3,900$        325$             

Miscellaneous

DMV  Printout 5$               0$                 
Map  Book/GPS 19$             2$                 

Clip  Board,  Flashlight,  Misc. 25$             2$                 

Vehicle  &  Prep

Vehicle  Purchase  (5  year  life  of vehicle) 1,773$        147.74$        
DMV  Registration 300$           25$               
Smog 40$             3$                 

Weights  &  Measures  DMV  commercial  plates 10$             1$                 
Paint 500$           42$               

Lettering
 100$           8$                 
Meter  &  Top  Light 340$           28$               
Radio  &  Antenna  Installed 320$           27$               

Meter  License/weights  &  measures 120$           10$               

 Subtotal 8,189$        682$             
Operational  Costs

Gas 7,200$        600$             

Maintenance  &  Repairs
 3,600$        300$             
Radio  Service 1,800$        150$             
Insurance 3,500$        292$             

Miscellaneous 480$           40$               
Car  Washes 960$           80$               
Tickets 720$           60$               

Cell  Phone 900$           75$               

 Subtotal 19,160$      1,597$          
Compensation/Labor

Compensation 28,800$      2,400$          

Total 56,149$     4,679$          

Costs
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Owner  Driver  Scenario    Although not as common as the lease driver scenario described

above,  there  are  individuals  who  both  own  and  operate  their  taxicab  in  the  City  of  San  Diego  (see

Table 6 on previous page).  In  the Owner Driver scenario,  the driver assumes greater start up

costs  including paying  the MTS permit application  fee, as well as  the purchase and preparation


of  the  taxicab  vehicle.  Because  the objective of  this  analysis  is  to  identify when  there  is  enough

demand  to  justify MTS  issuing  additional permits,  the model  represented  in  the  table  reflects  an

individual being awarded a new medallion  from MTS  rather  than purchasing an existing medal-

lion  from  another  owner  (which  would  result  in  much  greater  start  up  costs).  Although  their  start

up costs are greater  than  lease drivers�, owner drivers enjoy  lower Operational Costs  ($19,160


annually)30  and  lower  total  costs per  year  ($56,149)  for  operating  their  taxicab  business  assum-

ing  the  same  level  of  compensation  ($28,800).

TRIPS  NEEDED  TO  SUSTAIN  NEW  PERMIT   The models describe above outline the

costs  associated  with  starting  and  operating  a  taxicab  business  in  the  City  of  San  Diego  for  lease

driver and owner driver  scenarios using  conservative estimates with  respect  to  the hours  that a

taxicab  is  operated  and  the  associated  operational  and  compensation  costs.  To  cover  these  costs

and break-even on  their  investment,  the drivers will need  to generate an equivalent amount  in

revenue  through  fares and  tips paid  for  their services. The central question,  therefore,  is how

many  trips  must  a  driver  provide  each  year  to  cover  their  costs?

Although  the  fares earned vary  from  trip  to  trip based on  trip distance, congestion  levels, and

other  factors,  the 2009 Taxicab Passenger Survey provides useful data on  the average  trip dis-

tance,  trip duration, and  fares  in San Diego. Focusing on  trips  that originate  in  the City of San

Diego  (not at  the Airport)  to be  consistent with  the  cost models discussed previously,  the aver-

age  trip  distance  in  2009  was  4.2  miles,  the  average  duration  12.1  minutes,  and  the  average  fare

was $13.72. Assuming an average tip of 10%, a driver in 2009 could expect an average of

$15.09  in  revenue  for  each  taxi  trip  they  provided.

With an average  revenue of $15.09 per  trip, a  lease driver will need  to secure 4,201  trips per

year�or  14  per  day31�in  order  to  generate  enough  revenue  to  cover  the  $63,396  costs  of  oper-

ating  their business. The corresponding  figures  for owner drivers are 3,721  trips annually�or

12.4  trips  per  day�to  generate  the  required  $56,149  for  the  year.

EQUATION  FOR  BALANCING  SUPPLY  AND  DEMAND   As noted previously in this

report,  aligning  supply  and demand  requires  a  balancing  act. Having  too  few  taxicabs will  result

in a  variety of problems  for  the  customer�including  slow  response  times,  insufficient  competi-

tion,  and  an  inability  to  secure  transportation  in a  timely manner. Too many  taxicabs, however,

can  lead  to  low  productivity  for  drivers,  aggressive  solicitation  techniques,  jockeying  for  position

at  prime  locations,  high  driver  turnover,  and  a  general  degradation  of  service  and  vehicle  quality

over  the  long  run as drivers and companies attempt  to operate below  the  financial break-even

point. The key,  therefore,  is  to bracket  the  supply within a  range where good  customer  service

and  a  reasonable  rate  of  return  for  taxicab  operators  coincide.

30.The  higher  operating  costs  for  lease drivers  is  based  on  the  lease  fee  being  included  in  the  operating  costs.
In  actuality,  the  lease  fee  covers a  combination of both  start up and operating  costs paid  for by  the permit

holder.
31.Assuming  25  days  of work  per  month.



R
eco

m
m

en
d
ed

  A
p
p
ro

ach
  fo

r  B
a
la

n
cin

g
  Su

p
p
ly

  &
  D

em
a
n
d

True  North  Research,  Inc.  © 2010 36MTS 
.  .  .  .  .  .  .  .  .  .  .  .  .  .  .  . 

One  of  the  central  advantages  to  measuring  demand  for  taxicab  services  directly  in  terms  of  trip


frequencies  (see Recommended Method for Measuring Taxicab Demand on page 26)  is  that  it

provides a  common  factor�a nexus�for  linking  the  concepts of demand with  supply. Trip  fre-

quency  is not only a measure of demand,  as  shown  above  it  can be  readily  translated  into  reve-

nue  estimates  and  thus  provides  a  common  denominator  for  how  we  conceive  of  demand,  gauge

revenue  and  costs,  and  ultimately  justify  the  supply  of  taxicab  permits  in  the  City.

According  to  the  cost  analyses  of  this  chapter,  the minimum  trip  frequency  required  for  sustain-

ing  the  most  typical  type  of  taxicab  business  in  San  Diego  (lease  driver  scenario)  is  1.17  trips  per

hour.32 Below this threshold, a driver will not earn the revenue needed to cover  the costs of

operating a  taxicab, or will need  to work more  than 12  hours per  shift�or more  than 25  shifts

per month�in order  to  secure  the necessary  revenue. Accordingly, 1.17  trips per hour  for  taxi-

cabs operating  in  the City  should be  considered  the minimum  trip  frequency  threshold  for  issu-

ing new permits  in  the City of San Diego. That  is,  the existing demand must be sufficient  to

generate  an  average  1.17  trips per  hour  (or 4,201  trips  per  year)  for  the  existing  fleet  as well as

the  proposed  additional taxicabs  before  MTS  issues  the  new  permits.

Using  this minimum  standard  approach,33  the  recommended  equation  for  setting  the  supply of

taxicabs  operating  in  the  City  of  San  Diego  is  as  follows:

where:

�  is  the  total  supply  of  taxicabs  that  should be  operating  in  the  City  in  a  given  year

�  is  the demand  for  taxicab  service  for  the given  year, which  in  this  case  is  represented  as
the estimated total number of trips provided by the  taxicab  industry  in San Diego on an
annual  basis

�  is  the minimum number of  trips needed per year  to sustain a new  taxicab entering  the
market  in  its  first  year  under  a  lease  driver  scenario  (4,201  based  on  current  calculations)

and

where:

�  is  the  estimated  average  number  of  trips per hour  for  city  cabs34  in  a  given  year  (see Rec-
ommended Method for Measuring  Taxicab  Demand  on  page  26  for  how  to  derive  )

32.This  is based on  the average  fare  (with 10%  tip)  for  taxicab  trips originating  in  the City being $15.09, and
assuming  the  driver  works  12  hours  per  day,  25  days  per  month.

33.One  could argue, of  course,  that a  standard higher  than  the minimum  should be used  for establishing  the
threshold  for  issuing additional permits. However,  the minimum  standard  is a very useful  standard  for  the
purposes  of  this  exercise  as  it defines  the point beyond which  the  taxi  driver  in  a  lease  scenario will  no  lon-
ger be  able  to  cover his or her  costs  for providing  their  service. As  such,  it marks  the point where  the  reve-
nue  generated  by  the  demand  in  the  market  is  just  enough  to  sustain  the  existing  fleet  of  taxicabs  and  there

is  no  excess  demand  in  the  system  to warrant  an  increase  in  supply.
34.This  figure  only  includes  cabs  without  airport  permits.
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�  is  the  number  of  hours  a  taxicab  typically  operates  in  San  Diego  per  year

�  is  the  estimated  total  number  of  taxicabs  permitted  in  the  City  of  San  Diego

�  is  the  average  number  of  taxicabs  that  operate  at  the  Airport  on  a  daily  basis

�  is  the  estimated  number  of  taxi  trips  originating  at  the  San  Diego  International  Airport  in
a  given  year

and:

where:

�  is  the  annual  total  cost  for  a  new  taxicab  entering  the  market  under  a  lease  driver  scenario
in  the  first  year  (see Costs  of Operating  a  Taxicab  in  San  Diego  on  page  32  for  cost  model)

�  is  the  revenue  received  from  the  average  taxi  trip  that originates  in  the City of  San Diego
(not  including  trips  originating  at  the  Airport)  in  a  given  year  (fare  +  tip).

WHAT  IS  THE  APPROPRIATE  SUPPLY  FOR  THE  CURRENT  MARKET?   To help

illustrate  the process  for estimating  the  recommended  supply of  taxicabs  in San Diego, as well

as  identify  the appropriate supply  for current market conditions,  let�s work  through  the equa-

tions using  the most  recent  estimated  values  for  the  variables.  Because  the hours  that  a  taxicab

operates  on  an  annual  basis  is  a  key  factor  that  has  a  significant  impact  on  the  costs  of  operating

a  taxicab business,  the  estimated demand  for  taxicab  service  in  the City,  and  ultimately  the  rec-

ommended  supply needed  to meet  the demand, we have  calculated  the  supply using both  con-

servative  and  aggressive  estimates  of  the  hours  a  taxicab  operates  annually  (see  below).

Example  Calculations  using  Conservative  Estimates   Using conservative assumptions with

respect  to  the hours  that a  taxicab operates  (3600 annually),35 we have estimated  the current

annual  total  cost  for  a new  taxicab  entering  the market under  a  lease driver  scenario  in  the  first

year  ( )  to  be  $63,396  and  the  average  revenue  per  taxicab  trip  that  originates  in  the  City  of  San

Diego  ( )  to be $15.09.  In a conservative scenario,  the minimum number of  trips needed per

year  to  sustain  a  new  taxicab  entering  the  market  in  its  first  year  under  a  lease  driver  scenario  in

the  current  market  ( )  is  thus  $63,396/$15.09  or  4,201  trips.

To  estimate  the  total demand  for  taxicab  service  ( ),  we  first  subtract  from  the  total  number  of

taxicabs  permitted  in  San  Diego  ( :992)  the  average  number  of  taxicabs  that  operate  at  the  Air-

port  on  a  daily basis  ( :181 )36  and  then multiply  that  difference  by  the  estimated  average  num-

ber of  trips per hour  serviced by  city  cabs  in  a given  year  ( :0.744)37 and  the  conservative  total

number of hours  a  taxicab  typically operates on  an  annual basis  ( :3600).  Finally,  to  this  figure

is  added  the  estimated number of  taxi  trips originating  at  the  San Diego  International Airport  in

35.The  estimate of 3,600 hours  is  the  same  assumption underpinning  the  conservative  cost model  for a  lease
driver  scenario  (see  Table 5  on  page 33).  It  is  based  on  a  typical  taxicab  being  operated  12  hours  per  day,  25
days per month. This translates to 3,600 hours of service per taxicab annually. This estimate does not
reflect  a  high  incidence  of  cab  sharing,  where  two  drivers  share  a  lease.  Under  that  more  aggressive  scenario
(see  Example  Calculations  using  Aggressive  Estimates  on  page  38)  the  estimated  hours  of  operation  and  the
costs  of  operating  the  taxicab  are  greater.

36.This  is  based  on  the  most  recent  figures  from  MTS.
37.Based  on  data  from  the  2009  Taxicab  Passenger Survey.
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a given year  ( :779,749).38 The  resulting conservative demand estimate, as shown below,  is

2,951,931  annual  trips.

Solving  for  supply  using  conservative  assumptions,  we  get:

Based  on  a  conservative  estimate  of  demand  for  taxicab  services  in  San  Diego  and  the  number  of

trips  required  to sustain a  lease driver  taxicab business,  the appropriate supply  in  the current

market  would  be  703  permits.

Example  Calculations  using  Aggressive  Estimates   Using aggressive assumptions with

respect  to  the hours  that a  taxicab operates  (5160 annually),39 we have estimated  the current

annual  total  cost  for  a new  taxicab  entering  the market under  a  lease driver  scenario  in  the  first

year  ( )  to be $79,514  (see Table 7 on page 39) and  the average  revenue per  taxicab  trip  that

originates  in  the City of San Diego  ( )  to be $15.09.  In an aggressive scenario,  the minimum

number of  trips needed per year  to sustain a new  taxicab entering  the market  in  its  first year

under  a  lease  driver  scenario  in  the  current  market  ( )  is  thus  $79,514/$15.09  or  5,269  trips.

To  estimate  the  total demand  for  taxicab  service  ( ),  we  first  subtract  from  the  total  number  of

taxicabs  permitted  in  San  Diego  ( :992)  the  average  number  of  taxicabs  that  operate  at  the  Air-

port  on  a  daily  basis  ( :181)  and  then  multiply  that  difference  by  the  estimated  average  number

of  trips per hour  serviced by city cabs  in a given year  ( :0.744) and  the aggressive estimate of

the  total number of hours a  taxicab  typically operates on an annual basis  ( :5160).  Finally,  to

this  figure  is  added  the  estimated  number  of  taxi  trips  originating  at  the  San Diego  International

Airport in a given year ( :779,749). The resulting aggressive demand estimate, as shown

below,  is  3,893,210  annual  trips.

Solving  for  supply  using  aggressive  assumptions,  we  get:

Although the aggressive assumptions regarding the amount of hours that a taxicab operates

annually  in  this  scenario  results  in  a  substantially greater  estimate of  the  total demand  for  taxi-

cab  trips  in  San  Diego  ( ),  longer  hours  also  mean  greater  variable  costs  associated  with  provid-

ing a  taxicab service  ( ),  the end result being  that  the recommended supply of 738 permits

38.This  figure  was  supplied  by  the  Airport  for  the  2009  Taxicab  Passenger Survey and  is  based  on  transponder
data.

39.This more  aggressive  figure  is based on  assumptions  that were used when  estimating  annual  trips  serviced
by  the  industry  in  the prior Taxicab Passenger Survey studies.  In effect, a  taxicab  is expected  to be opera-

tional  14.14  hours  per  day,  every  day.  This  scenario  assumes  a  high  incidence  of  cab  sharing,  where  a  single
cab  is  shared  by multiple  drivers.
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using aggressive assumptions is just 5% higher (35 permits) than that using conservative

assumptions  (703).

TABLE  7  LEASE  DRIVER  SCENARIO  -  FIRST  YEAR  (AGGRESSIVE  ESTIMATE)

WHY  IS  THE  RECOMMENDED  SUPPLY  ESTIMATE  SO  LOW?   Even using the more

aggressive assumptions regarding the hours that a taxicab operates in the City, the recom-

mended  supply  in  the  current market  (738 permits)  is well below  the  existing  supply of permits

(992). The  reason  for  this pattern  is  simple:  the demand  for  taxicab  services  in  the  current mar-

ket  is  well  below  the  levels  needed  to  sustain  a  supply  of  992  taxicabs.

This  finding�that supply  is outstripping demand  in  the current  taxicab market�is consistent

with  the  financial  analyses  of what  it  takes  to  sustain  a  taxicab business  (see Costs  of Operating


a Taxicab  in San Diego on page 32 and Trips Needed  to Sustain New Permit on page 35),  the

comparative analyses of demand  for  taxicab services  in San Diego  in 1999 and 2009  (see Are


These Figures Reasonable? on page 23), as well as the anecdotal and survey feedback we

encountered  from many  in  the  industry during  the  course of  this  study40  and  the 2009 Taxicab


Passenger Survey.

Annual Monthly
Start  Up  Costs

Licensing

Sheriff's  Taxi  Driver  Identification  Card 83$             7$                 
DOJ  &  FBI  Clearance
 51$             4$                 
Drug  Test 35$             3$                 

Business  License 49$             4$                 
MTS  Driver's  Test  A 20$             2$                 
MTS  Driver's  Test  B 15$             1$                 

City  Business  License 34$             2.83$            

Miscellaneous

DMV  Printout 5$               0.42$            
Map  Book/GPS 19$             1.58$            

Clip  Board,  Flashlight,  Misc. 25$             2.08$            

 Subtotal 336$           16.83$          
Operational  Costs
Vehicle/Medallion  Lease 24,000$      2,000$          

Gas 10,320$      860$             
Miscellaneous 688$           57$               
Car  Washes 960$           80$               

Tickets 1,030$        86$               
Cell  Phone 900$           75$               

 Subtotal 37,898$      3,158$          
Compensation/Labor


Compensation 41,280$      3,440$          

Total 79,514$      6,626$          

Costs
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The  finding  also makes  sense  from  a productivity perspective:  if  existing  cab drivers  are  servic-

ing  less  than one  trip per hour on average,  there  is excess supply. The average  response  time

from a dispatch  call  to  customer pick-up  is 10.5 minutes,  and  the  average  taxicab  trip originat-

ing  in  the City  takes  just 12.1 minutes  from pick-up  to drop-off.41 With a  trip  frequency  rate of

just 0.744  trips per hour,  a driver  can  expect  approximately 3  trips  every  four hours. Thus, dur-

ing  the  four  hour  period,  the  driver  can  expect  67.8  minutes  of  productive  driving  (responding  to

a  dispatch  call,  picking  up  a  customer,  and  delivering  a  customer  to  their  destination)  and  172.2

minutes  of  excess  capacity.  In  other words,  the  average  taxicab  is  idle  approximately  72%  of  the

time. A market with  excess  capacity,  especially of  this magnitude,  is not  in balance�there  is  an

overabundance  of  supply  relative  to  demand.

Of  course,  it  is  important  to  keep  in  mind  that  the  industry  is  currently  suffering  through  a  reces-

sionary  period.  Although  demand  is  low  now,  it  has  been  substantially  higher  in  the  past  and  will

likely  rebound  in  the  future.  The  trip  frequency  rate  recorded  in  the  1999 Taxicab Passenger Sur-

vey,  for example, was 1.08  trips per hour�45% higher  than  the 0.744  rate  found  in 2009. The

1999  rate  is  very  similar  to  the  rate  that our  financial analyses  indicate  is  required  to  sustain a

lease driver  taxicab business  in  the current market using conservative assumptions  (1 .17  trips

per hour). Moreover,  if demand  in  the current market were high enough  to generate  the 1 .17


trips  per  hour  average  noted  above,  the  recommended  supply  of  taxicabs  in  San  Diego  using  the

equations outlined previously would be 998�almost exactly  the amount of  the  current  supply!

In other words,  the current supply of  taxicabs  in  the City of San Diego  is well aligned  to what

would be  recommended  if  the  trip  frequency  rate were similar  to what  it has been  in  the past,

prior  to  the  recession.

IMPACT  OF  AIRPORT ON  TAXI  SUPPLY   The San Diego  International Airport relies on

taxicabs  permitted  to  operate  in  the  City  to  also  service  the  needs  of  airline  passengers.  Because

the  frequency  of  trips,  trip  lengths,  and  the  revenue  generated  by  trips  originating  at  the  Airport


are all  typically greater  than  the  corresponding  values  for  trips originating  in other parts of  the

City,42 operating a  taxi  at  the Airport  is a  comparatively attractive proposition. Drivers  are usu-

ally  willing  to  pay  the  additional  fees  necessary  to  acquire  a  license  to  operate  at  the  Airport,  and

those  that  have  a  license  will  tend  to  focus  their  activities  at  the  Airport  whenever  possible.

On  a  typical day,  the Airport draws 181  taxicabs  away  from  the City�although  this number  can

become much  larger when  the Airport  is experiencing high passenger volumes. There has also

been  discussion  recently  about  the  Airport  increasing  its  demand  for  taxis,  which  would  result  in

fewer  taxis  servicing  trips  that  originate  at  other  locations  throughout  the City.

Anticipating  that  the Airport may change  the number of  taxicabs  it draws  from  the City  in  the

near  future,  the demand equation outlined  in  this chapter  (see Equation  for Balancing Supply


and Demand on page 35) was designed  to  accommodate  changes  in  the Airport�s draw of  taxis.

40.During  the course of  this  study we conducted an  informal  survey of 47  San Diego  taxicab drivers, and  the
results  are  consistent  with  the  conclusion  that  the  current  market  is  suffering  from  an  overabundance  ---  not
a  deficit�of  taxicabs. More  than  three  out  of  every  four  drivers  surveyed  (76%)  indicated  that  the  number  of
passenger  trips  they carry  in a  typical day has decreased during  the past  two years, and more  than  two-
thirds  (69%)  stated  that  there  are  too many  taxicabs operating  in  the City of  San Diego  to  serve  the  current
number  of  customers.

41.These  figures  are  based  on  the  2009  Taxicab  Passenger Survey.
42.These  findings  are  based  on  the 2009  Taxicab  Passenger Survey.
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The average number of  taxicabs  that operate at  the Airport on a daily basis  ( )  is a  variable  in

the  equation,  as  is  the  estimated number of  taxi  trips originating  at  the  San Diego  International

Airport  in  a  given  year  ( ). All  other  things being  equal,  if  the Airport were  to  increase  its  draw

of  taxis,  thereby  reducing  the supply of  taxis servicing other areas of  the City,  it will cause an

increase  in  the  trip  frequency  for  city  cabs  ( ),  a  reduction  in  the  number  of  taxicabs  not  operat-

ing  at  the Airport  ( ),  but  presumably  also  be  associated with  an  increase  in  the  number  of  taxi

trips originating  at  the  San Diego  International Airport  in  a given  year  ( ). The  extent  to which

these  changes will warrant  an  increase  in  the  total  supply of  taxicabs  in  the City will depend on

the  relative  magnitude  of  the  changes  in  each  variable.

ADVANTAGES/DISADVANTAGES  OF  THIS APPROACH  &  NEED  TO UPDATE   In
this final section of the chapter, we summarize the relative advantages and disadvantages of

using the method recommended above for setting the supply of taxicabs in the City of San

Diego. We  also note  the  importance of periodically updating  the data used  to  calculate  the  sup-

ply of permits  that  should be operating  in  the City, along with a  suggested  schedule  for doing

so.

Advantages   The methodology  that  is  recommended  in  this  chapter  for balancing  supply with

demand  in San Diego�s  taxicab market has a number of advantages over  the present method

outlined  in  Policy  500-02.  These  advantages  include:

� Rather  than  relying  on  imperfect  proxy  measures  such  as  population  and  hotel  occupancy  to
estimate  demand,  the  proposed  method  measures  the  actual demand  for  taxicab  services  as
indicated by the number of taxicab trips per vehicle hour. In doing so, it automatically
accounts  for  the  forces of population growth,  tourism, economic fluctuations,  large-scale
realignment of military personnel, and competition. In short, it is a much more reliable
method  for  estimating  the  demand  for  taxicab  services  in  the  City  of  San  Diego.

� Whereas  the  current method  for  setting  the  supply of permits  in  San Diego does not  factor
in the financial realities that underpin suppliers  (taxicab drivers and permit holders), the
proposed  method  establishes  a  supply  based�in  part�on  the  costs  associated with  operat-
ing a taxicab business. The method explicitly recognizes that there must be enough
demand  in  the market  to produce  the  revenue needed  to  cover  the  costs of providing  taxi-
cab  services  for  the existing  fleet before additional  supply  (permits)  should be  considered.
In  doing  so,  it  helps  to  create  a  supply  of  taxicabs  that  is  balanced and  sustainable  given  the
levels  of  demand  in  the  market,  and  seeks  to  ensure  at  least  a  minimal  standard  of  living  for
the  average  driver.43

� The  proposed  method  has  a  very  encouraging  level  of  relational consistency.  Using  the  most
recent  estimates  available  to populate  the  equations,  the method  identified  that  there  is  an
oversupply of  taxis  for  the  levels of demand  in  the  current market. One  arrives  at  the  same
conclusion  from  a  number  of  different  and  independent  perspectives,  including  a  theoretical
analysis of  the existing policy  formula and  its  likely  tendency  to overestimate demand, an
empirical  analysis of demand using  independent data  collected  in  the 1999  and 2009 Taxi-
cab Passenger Surveys, a common-sense productivity analysis that identified substantial
excess  capacity  in  the  system,  cost  models  that  identify  the  levels  of  demand  needed  to  sus-

43.One of  the  side benefits of ensuring  that  there  is  sufficient demand  to  sustain  the existing  supply  is  it will
help  to  foster greater  stability  in  the  supplier pool. When  drivers  and permit holders  are  able  to make  a  rea-
sonable  return  on  their  investment,  they  are  more  likely  to  continue  being  drivers  and  permit  holders  (rather
than seek other employment or sell  their permit). This stability creates more experienced drivers, permit

holders  who  are  more  apt  to  make  long-term  business  decisions  rather  than  seek  short-run  profits,  and  less-
ens  the  administrative  burdens  on MTS  associated  with  high  driver  turnover  and  permit  transfers.
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tain a new  lease driver  taxicab business, and anecdotal  feedback  from  industry  regulators
and insiders. Moreover, although the method indicates that the current supply of taxis
exceeds  the  levels of demand  in  the market,  if  the demand  levels were  similar  to pre-reces-
sion  levels  the  recommended supply of  taxicabs  in San Diego using  the proposed method
would  be  998�almost  exactly  the  amount  of  the  current  supply!  In  other  words,  the  current
supply  of  taxicabs  in  the  City  of  San  Diego  is  well  aligned  to  what would be  recommended  if
the  trip  frequency  rate  were  similar  to  what  it  has  been  in  the  past,  prior  to  the  recession.

� Using  current  input  factors,  the method  recommends a  trip  frequency  rate  threshold  (1 .17

trips  per  hour)  for  a  balanced market  that  is within  a  range  that past  surveys  have  indicated
correspond  to  solid  levels  of  customer  satisfaction.

Disadvantages   Although  the  proposed method  is  clearly  a more  reliable  approach  for  creating

a sustainable balance between supply and demand  in San Diego�s  taxicab market,  the greater

reliability  does  come  with  two  key  disadvantages:

� The proposed method  is more  complex  to  administer  than  the  existing policy  formula. The
existing formula requires  just three variable  inputs  (population growth, changes  in hotel
occupancy,  and  total  existing  taxicab  permits).  The  simplicity  of  the  existing  formula  makes
it  easy  to  administer.  The  proposed method  requires  seven  variable  inputs  (and  two  derived
variables),  although  it  should be noted  that  the mathematics  of  administering  the proposed
method  are  relatively  straightforward.


� The proposed method  relies on data  that must be gathered on a periodic basis. Several of
the key parameters must be estimated,  including  the demand  for  taxicab services and  the
average  revenue per  trip.  Because  the  information needed  to  estimate  the demand  for  taxi-
cab  services  is not  readily available, MTS will need  to collect  the  information on a periodic
basis using survey-based or observational methods (see Options for Measuring Demand

Directly on  page  27).

Schedule  for  Updating  &  Administering  the  Method   The proposed method  relies on current

estimates  of  demand,  costs,  Airport  factors,  and  fleet  size  when  identifying  the  appropriate  sup-

ply of  taxicabs. For  this  reason, all of  the parameters used  in  the method can  (and should) be

revisited on a periodic basis  to ensure  that  the market  remains  reliably balanced. This  includes

factors  that  enter  into  the  estimate  of  demand  for  taxicab  services  (e.g.,  trip  frequency  rates  and

the Airport�s draw  of  taxis  from  the City),  as well  as  those  that  factor  into  the minimum number

of  trips  required  to  sustain  a  lease  driver  taxicab  business  (e.g.,  start  up  costs,  operational  costs,

compensation,  and  average  revenue  per  trip).

Unless  there  is an obvious and  sustained  spike  in demand  for  taxicab  services�or an apparent


substantial  change  in  one  of  the  input  factors  (e.g.,  Aiport  draw  of  taxis)�that  suggests  a  possi-

ble  need  to  increase  the  supply  in  an  off-year,  it  is  recommended  that MTS  update  the  input  fac-

tors and administer the method every three years. This interval will ensure that the supply

remains  adequate  to meet  the  demand  for  taxicab  services  (especially  in  a  recovering  economy),

and  that  the cost models are updated  to  reflect  the current  financial  realities of providing  the

services.

As noted previously  in  this  report, MTS will need  to  collect  some of  the  input  factors using  sur-

vey-based and/or observational methods  (see Options  for Measuring Demand Directly on page

27). For updating  the  cost models,  it  is  recommended  that MTS work with  industry  representa-

tives  on  the  Taxicab  Committee  to  adjust  the  cost  models,  as  needed,  at  the  same  interval  that  it

gathers  updated  information  on  demand  for  taxicab  services.
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P R I O R  M E T H O D S  O F  P E R M I T  I S S U A N C E


The discussions  to  this point  in  the  report have  focused on  identifying  the appropriate number


of  taxicab  permits  for  San Diego�s  evolving  taxicab market,  as  well  as  refined methodologies  for

periodically  updating  this  number  using  the  latest  available  data. Having  thus  resolved  the  issue

of  establishing  the  appropriate  supply  of  taxicabs  in  San  Diego,  at  this  point  we  transition  to  top-

ics  related  to permit  issuance. That  is, how  should new  taxicab permits be  issued  in  the  future?

Are  there ways  that  the permit  issuance  and  transfer processes  can be utilized  to  achieve policy

goals  set by  the City? And are  there ways  that MTS can monitor compliance with  standards  set

for  newly  issued/transferred  permits  in  an  efficient  and  cost-effective  manner?

Before providing  recommendations  regarding how best  to  issue  taxicab permits  in  the  future,

there are  lessons  to be  learned by reviewing  the various methods of  issuance  that have been

employed  in  the  recent  past.  In  addition  to  establishing  the  number  of  new  permits  to  be  issued

(135),  in 2001  Council Policy 500-02 mandated  that  the additional permits were  to be  issued

through  several different methods  including  an RFP  for  taxicab  companies  (70 permits), RFP  for

individual drivers  (25 permits),  a  lottery  for  individual drivers  (30 permits),  and  a public  auction

(10 permits).  In  this chapter we provide an overview of each method of  issuance and discuss

their  relative  merits  and  drawbacks.


RFP  FOR TAXICAB  OPERATORS   Of the 135 additional taxicab permits authorized by

Council Policy 500-02, a  total of 70 were  issued  to companies  in blocks  ranging  from 5  to 20

permits  through  a  Request  for  Proposals  (RFP)  process.  To  be  qualified  to  participate  in  this  RFP,


applicants  were  required  to  be  �a  taxi  operator  that  provides  centralized  fleet  ownership  through

an  individual,  partnership,  corporation,  or  association  offering  access  through  a  central  dispatch

system  and demonstrating  an operational management  system  for  cabs�. New operators  as well

as  existing  operators  were  eligible  to  participate,  although  individual  drivers  were  not  eligible  as

they were  the  subject of  a  separate RFP process  (see RFP  for Individual Drivers  on page 46).  For

the  full  text  of  the  RFP,  see  RFP for Taxicab  Operators  on  page  65.

The RFP established a  series of minimum  requirements  that  applicants had  to meet  in order be

considered  for  receiving  a  block  of  permits.  They  must:

� Provide  centralized  fleet ownership  through  an  individual, partnership,  corporation or  asso-
ciation.

� Operate  a  central  dispatch  system.

� Staff  the  communication  department  24  hours  a  day.

� Use  Global  Positioning  System  (GPS)  in  50  percent  or  more  of  the  fleet.

� Set  standards  for  dispatch  response  times.

� Accept  credit  cards  for  payment  of  taxi  fares.

� Follow  a  detailed  program  for  handling  customer  complaints.

� Set  minimum  age  driver  qualifications  at  21  years  of  age.

� Require  a  minimum  of  16  hours  of  driver  classroom  training  for  new  drivers.

� Meet  insurance  requirements  established  by  MTDB.
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� Submit a  letter from an accredited financial  institution stating that the proposer has the
resources  to  fund  the  business  plan  as  proposed  within  90  days  of  permit  award.

� Submit  three  references  of  clients  to  whom  they  have  provided  taxicab  services  or  compara-
ble  services.

� Submit  a  plan  for  ongoing  monitoring  and  evaluation  of  proposers�  level  of  quality  of  service
and  accountability.

� Incorporate  MTDB�s  Equal  Employment  Opportunity  Plan  in  the  proposal.

In  addition  to  establishing minimum  criteria  for  eligibility,  the RFP  also detailed  the  criteria  that

would be used by  the Evaluation Committee  to evaluate  the proposals,  rank  them based on a

scoring system, and ultimately select the companies to be awarded permits. The criteria

included:

� Experience  and  qualifications  of  the  proposer,  senior  officers  and  managers.

� Operational criteria  including  reservations and dispatch systems, communications staffing
and  technology, GPS,  credit  card  acceptance,  and  relevant  policies  and  practices.

� Driver  criteria,  including  policies  and  practices  for  hiring,  training,  evaluating,  and  retaining
drivers.

� Proposed  plan  for  monitoring,  evaluating  and  holding  the  proposer  accountable  for  the  level
and  quality  of  services  delivered.

� Facilities available  to proposer and  their adequacy  for accommodating  the additional  taxi-
cabs.

� Vehicle  criteria,  including  fleet  characteristics,  maintenance  schedules,  maintenance  person-
nel,  vehicle  safety  program,  insurance,  and  use  of  low-emission  vehicles.

� Management criteria, including organizational and management plans, ability to secure
required  financing,  implementation plan  if awarded new permits, procedures  for handling
customer  complaints,  reporting  and  record  keeping  systems,  response  time  attainment,  and
Equal  Employment  Opportunity Compliance.

� Bonus points were also available  to proposers who proposed  to provide additional wheel-
chair-accessible  taxicab  services,  and  those who  could demonstrate  that award of new per-
mits  to  their  company  would  increase  competition  and/or  customer  choice  in  San  Diego.

Merits  of  Company  RFP   The  RFP  process  described  above  had  a  number  of  positive  attributes.

By  establishing minimum  criteria  that  companies must meet  in order  to be  considered  for  addi-

tional permits,  and  ranking proposers  according  to  a  scoring  system based on performance  cri-

teria,  the process was designed  to  award new permits  to  those  companies  that were  in  the best

position  to  elevate  the  standard  of  taxicab  service  in  the  San  Diego  market.  Moreover,  by  making

bonus points available for companies that would offer wheelchair-accessible taxicabs and/or

increase competition/customer choice  in under-served areas of  the City,  the process provided

incentives  for companies  to commit  to  these activities/services which are otherwise difficult  to

justify  from  a  cost-benefit  perspective.

The  RFP  process  also  established  procedures  for  evaluating  proposals  based  on  a  neutral  evalua-

tion of each proposal�s merits by a committee of individuals who�although knowledgeable

about  the  taxicab  industry  and  regulatory  aspects�were not  affiliated with  the  taxi  industry.  By

establishing clear criteria  for evaluation and a neutral Evaluation Committee,  the process was
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designed  to  be  a  fair  and  objective way  to  award  new  permits  to  the  highest  performing  propos-

ers.

Finally,  although  the RFP  specified  that only  companies  that met  certain  standards were  eligible

to participate  in  the process,  it did not  limit  the  issuance  to existing companies. Lease-drivers

and  individual owners could  form a new company  for  the purposes of participating  in  the RFP

and could compete  for permits alongside existing companies, which effectively meant  that  the

RFP process was open  to  all  companies and  individual drivers  in  San Diego�s  taxicab market.  In

fact,  two  of  the  companies  that were  awarded blocks  of permits were  new  companies  formed  by

individual  drivers  for  the  purpose  of  participating  in  the  Company  RFP.


Downsides  of  Company RFP   More so than any of the other methods of  issuance described

later  in  this chapter,  the Company RFP proved  to have a number of downsides and  limitations.

These  included:

Time  &  Resources Perhaps the most obvious problem with the approach was that  it was

very time and resource  intensive to administer, requiring hundreds of

hours  from staff and consultants  to review, screen, evaluate, rank and

discuss the more than 50 proposals received. Hundreds of additional

hours  were  then  required  to  respond  to  formal  protests  of  the  selections

made. Monitoring compliance with  the commitments  that winning pro-

posers made requires an additional ongoing commitment of time and

effort.


Subjectivity The RFP established minimum standards  for eligibility, clear criteria  for

evaluating  each  proposal,  a  scoring  system  per  criteria,  and  a  process  for

reviewing  each  proposal  with  the  goal  of  the  Evaluation  Committee  being

as objective as possible  in  selecting winning proposals. Nevertheless,  it

was  not  possible  to  eliminate  all  subjectivity  from  the  process  as  individ-

ual  reviewers must ultimately use  their own experience and  interpreta-

tions when evaluating the content and merits of each proposal. In

speaking with members of  the  industry who participated  in  the RFP pro-

cess, several described the process as �inconsistent�, �subjective�, and

somewhat  �arbitrary�  in  the ultimate  selection of  the winners. Moreover,

there was the perception by some that the subjective nature of the

reviews  allowed  the process  to be  influenced by  factors outside of  those

that  were  part  of  the  official  criteria  for  selection.

Protests The subjectivity noted above,  in combination with  relatively close  rank-

ings for certain proposals, led to formal protests. The protests ques-

tioned the qualifications of those on the Evaluation Committee, the

fairness of how proposals were scored, and  involved  lengthy hearings/

examinations in which members of the Evaluation Committee were

cross-examined for hours by attorneys representing proposers who

failed  to  rank  high  enough  to  be  awarded  permits.
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Required Consultant 
Assistance 

Because  of  the  complexity  of  the  process,  the  need  to  establish  fair  eval-

uation criteria and processes, and  the need  to document  the evaluation

and  selection processes  in a  legally defensible manner,  substantial  con-

sultant assistance was required. The need to select and contract with

consultants  lengthened  the overall  time  line  for producing  the RFP and

evaluating proposals,  as well  as  the  costs  associated with  the  entire  pro-

cess.

Monitoring  Compliance Proposals were evaluated, in part, based on the commitments that a

company made to engaging  in certain activities (e.g., expanding their

fleet of wheelchair-accessible vehicles) and upholding certain  levels of

service  (e.g., dispatch  response  time standards). Although MTS has  the

authority  to monitor proposers�  compliance with  the  commitments  they

made  in  their proposals,  it  has  proven  to be  a difficult  task with  existing

resources.  The  simple  fact  is  that  monitoring  compliance  requires  a  sub-

stantial, ongoing commitment of  time and effort�resources  that could

be  better  spent  on  other  value-added  tasks.

No  Provision  for Crite- 
ria  Being  Maintained for 
Life-Time  of Permit


Although  the  RFP  provided  bonus  points  to  companies  that  committed  to

providing wheelchair-accessible  vehicles, providing alternative  fuel  vehi-

cles,  operating  in  under-served  areas  of  the  City,  etc.,  there  were  no  pro-

visions in the RFP requiring that these value-added services be

maintained  for a specified  time period. Thus,  for example, a company

could  purchase  a  wheelchair  accessible  vehicle  to  fulfill  its  proposal  com-

mitment, but  replace  that vehicle at  the end of  its  life cycle with a con-

ventional vehicle  that does not have wheelchair access.  In  this way,  the

RFP process did not guarantee  any  sustained benefits or  increased  stan-

dards  of  performance.  The  result  has  been  that  some  companies  that  ini-

tially adhered to the committments made in their proposals failed to

continue meeting  the higher  standards as equipment and  vehicles were

replaced. During True North�s discussions with  industry  leaders,  several

openly  acknowledged  that  the  Company  RFP  process  largely  failed  to  cre-

ate any sustained improvements through innovation, technology, or

standards  of  service.

RFP  FOR  INDIVIDUAL  DRIVERS   Like  the company-based RFP process described above,

an RFP was  also  issued  for  the  purpose  of  awarding  25  permits  to  individual drivers  (see  RFP for


Individual Drivers on page 87  for  the  full  text of  the RFP). To be qualified  to participate  in  this

RFP,  applicants  were  required  to meet  each  of  the  following  standards:

� Agree to personally drive the taxicab a minimum of 175 shifts, and maintain sufficient
records  that  demonstrate  their  adherence  to  this  requirement.

� Currently hold,  in good standing, a San Diego County Sheriff�s Department  taxicab driver
identification  card  valid  in  the  area  of  jurisdiction  of  which  San  Diego  is  included.

� Have not  received a written admonishment, penalty, or suspension  from MTDB or  the San
Diego  County  Sheriff�s Department  in  the  prior  three  year  period.
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� Have no DUI convictions or any other two-point DMV violations in the prior seven year
period.

� Not  have  an  �interest�  in  an  existing  permit.

� Meet the requirements of MTDB Policy No. 14,  Section 14.9.1 which prohibits awards to
applicants  in which  their participation would pose a mutual, potential, or apparent  conflict
of  interest.

In  addition  to  establishing minimum  criteria  for  eligibility,  the RFP  also detailed  the  criteria  that

would be used by  the Evaluation Committee  to evaluate  the proposals,  rank  them based on a

scoring system, and ultimately select  the  individuals  to be awarded permits.  In comparison  to

the Company RFP which had a  lengthy  list of criteria for evaluating proposals, the  individual

driver  RFP  employed  a  simple  evaluation  and  ranking  system.  Proposals  were  scored  as  follows:

� One  (1) point  for  each  year  the person was  licensed  to provide  taxicab  service  in  the MTDB
San  Diego  area  of  jurisdiction.

� Up to three (3) points based on having no DMV moving violations within the past three
years.

� Up  to  one  (1)  point  for  qualified  letters  of  recommendation.

The  number  of  cumulative  points  for  each  proposal  determined  its  ranking,  with  ties  resolved  by

use  of  a  lottery.  The  permits  were  awarded  to  the  top  25  qualified  applicants.

Merits  of  Individual  Driver  RFP   Like  the  Company  RFP,  the  Individual  Driver  RFP  had  a  number

of desirable attributes. Rather than select drivers on a purely random basis,  individuals were

selected  based  on  their  ability  to meet  certain performance-based  criteria�including  experience

operating a  taxicab  in  San Diego, history of driving without  committing  violations, and demon-

strated ability  to satisfy customers. Thus,  like  the Company RFP,  the  Individual Driver RFP was

designed  to award new permits  to  those  individuals who were  in  the best position  to uphold a

high  standard  of  service  in  San  Diego�s  taxicab  market.

Like  the  Company  RFP,  the  individual  driver  RFP  process  also  established  procedures  for  evaluat-

ing  proposals  based  on  a  neutral  evaluation  of  each  proposal�s  merits  by  a  committee  of  individ-

uals  who�although  knowledgeable  about  the  taxicab  industry  and  regulatory  aspects�were  not

affiliated with  the  taxi  industry.  By  keeping  the  criteria based  on  a  short  list  of  simple, objective

considerations,  the  Individual Driver RFP also succeeded  in removing some of  the subjectivity

that  was  inherent  in  the  Company  RFP  evaluations,  which  was  one  of  the  reasons  why  there  were

no  protests  or  protracted  hearings  once  the  selections  were  made.

Downsides  of  Individual  Driver RFP   Because of the simple, objective nature of the criteria

established  for evaluating and  ranking proposals  submitted  for  the  individual driver RFP,  there

were  fewer downsides  to  this method of  issuance when compared  to  the Company RFP. Never-

theless,  there  were  two  notable  downsides:

Selections  Not Closely 
Tied to  Performance- 
Based Criteria


By assigning points based on years of providing taxicab service, DMV

record, and  letters of recommendation,  the criteria were objective and

not open  to subjective  interpretation. However,  the downside was  that

the overriding criteria  in selecting winning proposals was years of ser-

vice�which  is not  the  strongest of performance measurements. A  long-
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time driver could provide mediocre customer service but, because of

their seniority, be awarded a permit at the expense of a  less-tenured

driver  who  provides  better  customer  service.

Missed Opportunity to 
Increase  Standards 

If the goal  is to use the RFP process to award permits to drivers who

would  provide  the  highest  levels  of  service  in  the  future,  additional  crite-

ria could have been utilized to encourage drivers to propose service

enhancements in exchange for higher scores�as was the case in the

Company RFP. Drivers who  committed  to using  alternative  fuel or  hybrid

vehicles, providing wheelchair-accessible service, or working  in under-

served areas of the City, for example, could have been awarded addi-

tional  points  in  the  selection  process.  To  the  extent  that  these  additional

points outweighed  the seniority advantage of some other drivers  in  the

formula-based  selection  process,  it  would  have  resulted  in  a  higher  stan-

dard  of  service  overall.

DRIVER  LOTTERY   Whereas  the  RFP  method  of  issuing  permits  based  the  selection  on  a  rel-

ative  ranking of proposers according  to how well  they met certain  criteria,  the  third method of

issuing permits under Council Policy 500-02 was chance-based. A total of 30 permits were

issued  to drivers  through  a  random drawing  (see  Lottery for Drivers on page 96  for  the  full  text

of  the  solicitation  and  rules).  Although  the  final  selections  were  based  on  chance  alone,  all  appli-

cants  were  required  to  meet  a  set  of  minimum  criteria:

� Currently hold,  in good standing, a San Diego County Sheriff�s Department  taxicab driver
identification  card  valid  in  the  area  of  jurisdiction  of  which  San  Diego  is  included.

� Not  hold  a  current  taxicab  permit  for  operation  of  a  taxicab  within  the  City  of  San  Diego.

� Have a minimum of five years of taxicab driving experience  in good standing within the
MTDB  area  of  jurisdiction  or  the  City  of  San  Diego.

� Agree to personally drive the taxicab a minimum of 175 shifts, and maintain sufficient
records  that  demonstrate  their  adherence  to  this  requirement.

Merits  of Driver  Lottery   In  comparison  to  the  Individual Driver RFP method which  limited  the

field of potential drivers  that could  reasonably expect  to be selected,  the Driver Lottery was a

much more open process. The eligibility  requirements  for  the  lottery were quite  low�the most

substantial  of which was  that  the  individual  had  to  have  a minimum  of  five  years  of  taxicab driv-

ing experience  in good standing within  the MTDB area of  jurisdiction or  the City of San Diego.

This meant  that more drivers were eligible  for  the  lottery  than were eligible  for  the RFP. More-

over, because  it was  a  chance-based  selection,  it did  not  favor  certain drivers based on  seniority

or  other  factors.  Thus,  in  contrast  to  the  Individual  Driver  RFP  method,  a  driver  with  five  years  of

experience had  the same opportunity  to be awarded a permit as did a driver with 20 years of

experience.

Because of  its simplicity, the Driver Lottery was also the easiest of the  issuance methods to

administer. Unlike  the RFP methods which required hundreds of hours of review by staff and

consultants,  the  Lottery  required minimal  resources  from  staff  and  consultants�and  thus  could

be  accomplished  in  a much  more  cost-effective  and  timely  manner.
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Downsides  of  Driver  Lottery   Although a simple and straightforward method of  issuing per-

mits,  the  Driver  Lottery  did  have  an  obvious  downside:

No  Attempt to  Increase 
Standards 

By  setting a  low bar  for  eligibility  and  awarding permits based on a  ran-

dom drawing,  the  lottery made no  attempts  to use  the  issuance process

as  a means  to  increase  (or  even maintain)  the  standard of  customer  ser-

vice in the taxicab industry. Unlike the RFP method that used perfor-

mance-based  selection  criteria  to  some degree,  there was no advantage

given  in  the  lottery  to drivers who had a proven  record of good perfor-

mance,  or  who  would  be  willing  to  use  alternative  fuel  or  hybrid  vehicles,

provide wheelchair-accessible service, or work  in under-served areas of

the City.  In  this way,  the  lottery method  failed  to use  the  issuance pro-

cess as an opportunity to achieve certain policy and customer-service

goals.

PUBLIC AUCTION   The final method of  issuance outlined  in Council Policy 500-02 desig-

nated 10 permits  to be  sold at public auction. To be eligible  to bid  in  the auction, participants


were  required  to  be  a  taxi  operator  that  provides  centralized  fleet  ownership  through  an  individ-

ual, partnership, corporation, or association offering access  through a central dispatch system

and demonstrating  an operational management  system  for  cabs. The 10 permits would be  auc-

tioned  individually  to  the highest bidder, with  the only  restriction being  that  the auction could

not  result  in  any  permit  holder  having  an  interest  in more  than  40%  of  the  total  active  permits  in

the city.  It was  intended  that  revenue  from  the auctions would be used  for administration and

enforcement  of  taxicab  regulations.

The  public  auction  was  never  held,  and  the  10  permits  to  be  issued  by  that  method  have  also  not

been  issued. Although  intuitively  appealing,  the  auction  raised  a number of  legal questions  and

implications:

Would an  auction  create 
vested rights  in  the  per- 
mits  for purchasers?


Because the auction method would involve the purchase of a permit,

some questioned whether  the purchase would create a vested  right on

the  part  of  the  purchaser  with  respect  to  auctioned  permits  that  does  not

exist  for  those awarded  through other methods. That  is, by selling  the

permits, MTS or  the City would not be able  to suspend or  revoke  these

permits  through  regulatory  action  as  they  can  for  other  permits.

The  legal opinion of  the San Diego City Attorney�s Office  in 2009 was

that  the auction of permits would not create a property  interest  in  the

permits. Citing  several  legal  cases  including Cotta  v. City and County of

San  Francisco, Delucchi  v. County of Santa Cruz,  Luxor Cab Co.  v. Cahill


and others,  the Office  concluded  that  the  issuance of  taxicab permits by

auction  (or  any  other  method)  does  not  create  a  vested  property  right  for

the purchaser, nor does  it  limit  the City�s power  to  regulate  the permits

to protect the welfare and safety of  its citizens.44 Thus, this potential

barrier  to  using  the  auction method was  overcome.

44.Source:  Office  of  the City  Attorney  City  of  San  Diego,  Memorandum  MS  59,  May  7,  2009.
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Does  MTS or the  City of 
San  Diego  have  the 
authority to  auction  off
taxicab  permits?


With  respect  to  whether  MTS  or  the  City  of  San  Diego  has  the  authority  to

auction taxicab permits, however, both the City Attorney�s Office and

MTS�s general counsel concluded that either the authority does not

exist�or  it  does  not  exist  without  special  voter  approval.


As a  transportation district, MTS may  issue  licenses or permits  to  regu-

late  the  taxicab  industry,  but  it  does  not  have  the  legal  authority  to  raise

revenue. Although  the City  of  San Diego does  have  the  legal  authority  to

raise  revenue, because  the auction would  result  in  revenue  in excess of

the  cost of  administering  the permit,  the  auction would be  considered  a

tax  under  California  law.  As  such,  the  City  must  obtain  voter  approval  for

the  auction/tax pursuant  to California Constitution  article XIIIC  (Proposi-

tion 218).45 The  threshold of voter support  for approval of  the auction

method would depend on how the excess funds were used. A super-

majority two-thirds support would be required  if the funds were dedi-

cated  to  specific  purposes  (special  tax),  whereas  a  simple  majority  would

be  required  if  the  funds were placed  in  the general  fund  to be used  for

general  government  purposes  (general  tax).

Based  on  the  legal  requirements  and  restrictions  noted  above,  it  appears

that  the public auction method of  issuing permits will not be pursued,

and  that  future direction  from City Council  is  needed  as  to whether  (and

how)  the  remaining  10  permits  should  be  issued.

Are  there  additional dis- 
advantages  or unin- 
tended consequences
associated with  an  auc-
tion? 

There  are  several  disadvantages  to  the  auction  method,  as  well  as  poten-

tial consequences  that could negatively  impact  the  financial stability of

the  San  Diego  taxicab  market.  The  most  obvious  disadvantage  of  an  auc-

tion  is that  it does not establish criteria for selection that would help

improve  the  standards of  service  in  San Diego�s  taxicab market.  Permits

are  awarded  to  the highest bidder, not necessarily  the most qualified or

the bidder who will provide  the best service. A  related  issue  is  that by

awarding permits  to  the highest bidder,  it  effectively  reduces  the oppor-

tunities  for  lease  drivers  or  others  without  substantial  financial  resources

to  enter  the  market  through  the  auction  method.

The auction method also  introduces a number of  incentives  that could

negatively  impact  the  financial stability of San Diego�s  taxicab market.

An  auction  is  designed  to  solicit  the  highest  price  supported  in  a  market.

To  finance  the  expected  high  cost  of  a  permit  the  winning  bidder  may  be

forced  to  assume  substantial  loans.  If  they  were  to  default  on  the  loan,  it

will  result  in  the  lender assuming control of  the permit. Similarly, once

an auction price  for a permit has been established,  it could encourage

existing permit  holders  to use  their permits  as  collateral on  loans, which

in  the  case of default will also  leave  the  lender  in  control of  the  taxicab

permit.  It  is not difficult  to envision a scenario  in which  taxicab permit

45.Source:  Office  of  the City  Attorney  City  of  San  Diego,  Memorandum,  April  10,  2009.
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market  becomes  heavily  leveraged  like  the  housing  market,  with  many  of

the  same  associated  risks.

Finally,  it  should be  recognized  that  if  selling  taxicab permits  at  auction

becomes  a  source  of  revenue  for  the City  and/or MTS,  there will  exist  an

incentive for the city to auction more permits than may be needed  in

order  to generate  additional  revenue during  tough  economic  conditions.

Such action would further exacerbate the oversupply condition in the

current  market,  thereby  further  sustainability  of  the  market,  drivers�  abil-

ities  to  make  a  decent  living,  and  ultimately  the  quality  of  service  for  cus-

tomers.
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H Y B R I D  M E T H O D  O F  I S S U A N C E


The prior chapter outlined  the various methods utilized  for  issuing  taxicab permits during  the

Transitional Period, and noted  their comparative merits and disadvantages. To summarize,  the

RFP processes were  designed  to  increase  the  standard  of  taxicab  service by  awarding  permits  to

those  companies  and  individuals  that  were  in  the  best  position  to  elevate  the  standard  of  taxicab

service  in  the  San Diego market. By  their nature, however, RFP processes  are  somewhat  subjec-

tive,  require  lengthy  review  processes,  are  subject  to  protest  and  litigation,  and  require  continu-

ous monitoring  in  order  to  ensure  that  the winning propers  adhere  to  the  special  circumstances

of their proposal commitments. And, as constructed, the RFP�s ultimately did not provide a

mechanism  to  guarantee  that  the  standards  or  value-added  services  in  bidder�s  proposals  would

be  sustained  in  the  future  upon  vehicle  replacement  and/or  the  transfer  of  a  permit.

At  the  other  extreme,  the  lottery-style method  awarded  permits  on  a  chance  basis. Although  the

lottery  allowed drivers  an  equal probability of being  selected,  it did  little or nothing  to maintain

or enhance  the  levels of service  in San Diego�s  taxicab  industry, nor did  it help  the City meet

related  policy  goals.

PROPOSED  HYBRID  METHOD   Based  on  the  experiences  of  the Transitional  Period, what

is proposed for the future is a Hybrid Method of issuing taxicab permits that combines the

strengths  of  both  methods  while  avoiding  some  of  the  key  pitfalls.  The  Hybrid  Method  sets  clear,

high, and objective standards  for participation, but ultimately awards permits on  lottery basis.

The  main  features  of  the  Hybrid  Method  are  described  below:

Set High,  Ongoing  Stan- 
dards  for Receipt of Per- 
mit


Rather than set minimum standards for participation and then subjec-

tively evaluate and  rank proposers based on how  for above  these mini-

mum standards they are willing to go (as done in the Company RFP

process),  the Hybrid Method establishes a higher set of standards  that

every participant must meet  in order  to be eligible  for a permit award.

For example,  rather  than awarding bonus points  for proposers who are

willing to purchase alternative fuel vehicles, the Hybrid Method could

make  this a  requirement  for being awarded a permit. Similar standards

could be made for providing wheelchair-accessible vehicles, accepting

credit cards, operating in underserved areas of the City, technology

upgrades  such  as  utilizing  electronic  trip  sheets  and  GPS,  and  other  stan-

dards  for  providing  quality  customer  servce.

By making these requirements for receiving a permit rather than

optional, MTS and  the City could more effectively use  the permit  issu-

ance process  to achieve a higher standard of  taxicab service. The pro-

cess  could  also  be  used  to  help  the  City  meet  related  policy  goals  such  as

reducing greenhouse gas emissions  (GHGs) and  implementing sustain-

able  communities  strategies.

Whatever standards MTS sets as condition of eligibility for receiving a

new permit,  it will be  important  to have a  legal mechanism  in place  for

requiring  that  the permit holder  continue  to  adhere  to  the  standards on
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an  ongoing basis  for  the  life  time  of  the permit,  regardless  of  ownership

changes at the company, transfer activity, equipment replacement

schedules,  or  any  other  factor.  If  the  original  or  subsequent  permit  hold-

ers  fail  to uphold  the standards set  for  the permit, MTS must have  the

authority  to  revoke  and  reissue  the  permit.

Make  the  Criteria  for 
Participation  Objective 

By  setting minimum qualification  standards  and  then  evaluating propos-

als based on how well  they performed on  various  criteria,  the Company

RFP  process  required  subjective  interpretation  of proposals.  This  subjec-

tivity  ultimately  led  to  formal  protests  and  time-consuming  hearings.

Rather than attempt to score and rank proposers as to the degree to

which they meet (or exceed) certain performance criteria, the Hybrid

Method would set clear criteria  for participation  that can be objectively

evaluated on a pass/fail basis. For example, all proposers could be

required to accept credit cards, utilize electronic dispatch, provide

wheelchair access  in 20% or more of  their  fleet, etc. These are criteria

that can be easily measured and documented on a pass/fail basis prior

to  permit  issuance  (and  monitored  in  the  future)  without  subjective  inter-

pretation.  In  this way,  the Hybrid Method  can  achieve  an  increase  in  the

standards  of  service  in  San  Diego�s  taxicab  industry  while  avoiding  many

of the disadvantages associated with the RFP processes that stemmed

from  the  subjective  scoring  and  ranking  of  proposals.

Award Permits  Using 
Lottery 

All proposers who met  (or agreed  to meet)  the standards  for participa-

tion  would  be  entered  into  a  random  lottery.  The  lottery  will  require  min-

imal  resources  from  staff  and  consultants  to  administer,  and  thus  can  be

accomplished  in  a  cost-effective  and  timely  manner.

Put the  Burden  on  the 
Permit Holder to  Docu- 
ment Compliance


Rather  than place  the burden and cost on MTS  to monitor compliance

with  the  standards of  service  to which each permit  recipient  is account-

able, permit holders should be required  to document  their compliance

on  an annual basis  as a  condition of  renewing  their permit. Because  the

Hybrid  Method  establishes  clear  criteria  for  award  that  can  be  objectively

evaluated on a pass/fail basis, however,  it should be  rather straightfor-

ward  for  permit  holders  and  MTS  to  verify  that  the  criteria  are  being  met.

As  described  above,  the  Hybrid  Method  of  issuing  permits  combines  the  strengths  of  the  RFP  and

lottery methods while strategically avoiding some of their respective disadvantages. It is a

method  that  will  allow  MTS  and  the  City  to  set  a  higher  standard  for  the  taxicab  industry  and  use

the  permit  issuance  process  to  meet  related  policy  goals,  while  also  being  an  objective,  transpar-

ent,  cost-effective,  and  comparatively  efficient  method  for  issuing  permits.

TWO  TIERS  FOR  COMPANIES  &  DRIVERS   Council Policy 500-02 attempts to strike a

balance between  too much  centralization  of  taxicab permits,  and  too much decentralization. No

single owner can have an  interest  in more  than 40% of  the  taxicab permits, whereas  individual

single permit holders collectively can not comprise more  than 40% of  the market. To maintain
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this type of balance,  it  is recommended that MTS continue to have two tiers for permit  issu-

ances�one  for  companies,  and a  second  for  individual drivers. The  appropriate number of per-

mits  to be  issued  in each  tier will depend on  the distribution of permits  in  the current market

between  companies and  individual permit holders, as  this distribution  fluctuates depending on

permit  transfer activity.  In general, however,  issuing between 60%  to 70% of permits  to  compa-

nies  and  30%  to  40%  to  individual  drivers  should  allow  MTS  to  adhere  to  the  balanced  dictated  by

Council Policy 500-02, while at  the same  time not constraining certain  types of  future  transfer

activity.46

46.If  the percentage of  individual permit holders  reaches 40%,  then  a  company would not be  able  to  transfer  a

permit  to  an  individual  driver  without  causing  the  market  to  become  too  decentralized  (i.e.,  exceed  40%  indi-
vidual  driver  owned  permits).
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P E R M I T  T R A N S F E R S


In  addition  to dictating how  (and how many) new permits  are  issued, Council  Policy 500-02  also

governed  the  issue of permit  transfers. With possible exception due  to death or disability,  the

policy  stated  that  all permits  issued during  the Transitional  Period must  remain with  their origi-

nal  owners  for  a  period  of  at  least  five  years  before  they  can  be  transferred  to  a  new  owner.  Addi-

tionally, permits  can not be  transferred  to  any person,  company, business,  corporation or other

entity  if  such  transfer would  result  in  any one permit holder  (or  individual  single-permit holders

collectively) having an  interest  in more  than 40% of  the existing permits. The purpose behind

limiting  the  transfer of newly  issued permits was  to  inject a certain degree of stability  into  the

taxicab  market,  and  avoid  short-term  profit-taking  by  those  who  were  the  fortunate  recipients  of

new permits. Without  some  limit on  the  transferability  of permits,  the  concern was  that many of

the  individuals  and  companies  who  were  awarded  the  new  permits  would  be  tempted  by  the  high

prices  paid  for  permits  to  immediately  transfer  (ie.,  sell)  them  to  new  owners.

Although Council  Policy  500-02  effectively mitigated  against  short-term  profit  taking,  in  the  end

it only delayed  the practice.  Indeed, profit-taking has occured on a grand scale  in San Diego�s

taxicab  permit  market  during  the  past  six  years.  Of  the  125  new  permits  issued  during  the  Tran-

sitional  Period,  90  have  reached  the  five  year  limit  against  transfer. Of  these, more  than  half  (46

permits; 51%) have been  transferred at  least once, 41  remain with  their original holders, and

three  have  been  revoked  or  are  no  longer  in  service.  Although  individual  accounts  vary,  the  price

paid  for obtaining  a  San Diego  taxicab permit  is  substantial,  and has  generally  ranged between

$35,000  to $110,000  in  recent  years  depending  on market  conditions  and  the  particulars  of  the

transaction.

At  least one company also exploited a  loophole  to effectively  transfer newly awarded permits

prior  the  conclusion  of  the  five  year  restriction  period.  As  a  corporation,  Yellow  Cab  was  awarded

20 permits  through  the Company RFP process. After  the award of  the permits,  the Yellow Cab

corporation  changed ownership, which by  extension  effectively  changed ownership of  its  assets

including  the  newly  awarded  taxicab  permits.  However,  because  the  legal  identity  of  the  corpora-

tion  remained  the  same,  the  sale  and  change  of  ownership  of  the  corporation  did  not  technically


qualify  as  a  sale  or  transfer  of  the  permits.

It�s worth noting  that neither MTS nor  the City of  San Diego  receive  any direct  revenue  from  the

�sale� of a  taxicab permit. The  �sale� of a  taxicab permit  is a  transaction  that  is not subject  to

sales  tax,  according  to  the  State  Board  of  Equalization.  The  only  fees  charged  for  the  transaction

are by MTS  to  recover  the  administrative  costs of  reviewing  and processing  the permit  transfer.


Due to the high number of transfers  in recent years, these fees have accounted for approxi-

mately  one-quarter  of  the  Taxicab Administration�s  annual  budget.

SHOULD  PERMIT  TRANSFERS  BE  ALLOWED?   With  the  issues described above, some

have questioned whether permit  transfers should be allowed. After all,  taxicab permits are not

owned by the individual�they are issued by MTS and are a privilege that may be granted,

altered,  withheld,  and  revoked  by  MTS.47  As  such,  MTS  clearly  has  the  legal  authority  to  disallow

47.Source:  Office  of  the City  Attorney  City  of  San  Diego,  Memorandum  MS  59,  May  7,  2009.
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the  transfer of  a permit  from one owner  to  another,  and  instead  require  that permits be  surren-

dered  to  MTS  and  reissued  through  a  process  controlled  by  MTS.

The aforementioned issues notwithstanding, we recommend that permit transfers should be

allowed, with some modest  limitations. There  is no compelling public  interest that would be

served by disallowing permit  transfers. The  reasons  for  allowing  transfers  to occur, meanwhile,

are  compelling:

Encourage  Investment   Taxicab  owners  are  more  likely  to  invest  in  their  businesses,  their  vehi-

cles,  and  the quality of  their  service  if  they have  the opportunity  to  recoup  that  investment  at a

later date  through  the  transfer  (sale) of  their permit  to a new owner. Without an opportunity  to

effectively recoup their  investment through transferring a permit, owners will be reluctant to

make  these  types of  investments, which will  result  in  a  lower  standard of  service  in  San Diego�s

taxicab  market.

Easy  Entry  & Turnover    For  those who are  interested  in entering San Diego�s  taxicab market

and/or becoming  an owner, permit  transfers  allow  them  to do  so  in a  timely manner. Transfers


are also a means of allowing one generation  to exit  the  industry and make  room  for a  younger

generation  of owners.  If  transfers were disallowed,  it would greatly  restrict  the  ability  of  individ-

uals or  companies  to  enter  San Diego�s  taxicab market  as  the only means of doing  so would be

through the  issuance of new permits. Not only would this create  infrequent opportunities to

enter  the market,  it  is  also  an uncertain means  of doing  so  as  there  is  no  guarantee  of  receiving

a  new  permit  through  any  of  the  issuance  processes  used  (or  recommended).

Avoid  Creating  Permanent  Lease-Driver  Class   If existing permit holders are not allowed to

transfer  their  permit  to  a  new  owner  in  return  for  a  profit,  they  will  have  every  incentive  to  simply

hold on  to  the permit  in perpetuity. Even  if  they are currently driving a  taxicab, upon  retiring

they  will  naturally  prefer  to  lease  the  permit  to  another  driver  (and  earn  revenue)  than  relinquish

the permit  to MTS  (and  receive no  revenue). Moreover, using a  corporate  structure would allow

the permit to remain  in  the control of a single entity  indefinitely. Within several decades  this

practice  would  create  a  situation  in  which  nearly  all  drivers  are  lease  drivers.

Faster Transition  to New  Standards   To  the extent  that MTS and  the City wish  to  implement

new standards for San Diego�s taxicab  industry�such as requiring GPS  in vehicles or setting

mpg minimums for vehicles�the permit transfer process represents a relatively painless and

effective means of  transitioning  the  industry.  Even  if MTS  and  the City  chose  to  exempt  existing

permit  holders  from  some  of  the  new  requirements,  it  could  make  the  new  standards  mandatory

upon  the  transfer of a permit. Because  the  volume of  transfer activity  is  reasonably high, using

the permit transfer process to  implement these types of changes would effectively transition

much  of  the  industry  over  to  the  new  standards  in  a  matter  of  five  to  ten  years.

By  contrast,  implementing  new  standards  solely  through  the  new  permit  issuance  process  will  be

a  far  less effective approach  for  the simple  reason  that  the  industry  is already experiencing an

overabundance of  supply,  so  it will be  some  time before  the market  recovers  to  the point where

new permits are needed  (see Recommended Approach  for Balancing Supply & Demand on page

26).  Moreover,  at  the  point  they  are  issued,  the  new  permits  will  represent  only  a  small  portion  of

the  total  fleet  of  taxicabs  operating  in  the  City.
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Although MTS  and  the City  certainly have  the  authority  to  require  that  all permit holders  adhere

to new standards when  they  renew  their permit  in a particular year  (without a permit  transfer),


that approach would cause hardship  for some permit holders due  to  the substantial expenses

associated with meeting  the new  standards,  and would undoubtedly  result  in  coordinated pres-

sure  from permit holders  to make exceptions, delay  the onset of  the standards, or otherwise

reduce the  impact of the new standards. For this reason, a more equitable policy that would

likely have broader appeal would be  to grandfather  in existing  individual permit holders  (for a

limited number of  years), with  the new  standards  taking  effect  immediately  for  all newly  issued

permits  and  transferred  permits.  For  example,  MTS  could  require  that  all  permit  holders  use  GPS

by  2015,  but  require  GPS  immediately if  a  permit  is  transferred  prior  to  2015.

Consistency  with  Other  Businesses   Finally,  its worth noting  that allowing permit holders  to

transfer  their  permit  to  a  new  owner  in  the  taxicab  industry  is  consistent  with  how  the  City  treats

businesses  in other  regulated  industries. Liquor  licenses,  for example, are allowed  to be  trans-

ferred  from  one  owner  to  another  without  being  relinquished  back  to  the  City.

CLOSING THE CORPORATE  LOOPHOLE   To  the  extent  that MTS  and  the City  are  inter-

ested  in  using  the  permit  transfer  process  as  a  vehicle  for  implementing  new  standards  and  pol-

icies for the taxicab industry, it will be  important to close the corporate  loophole described

above  that  allows  a  corporation  to  effectively  change  the  ownership  of  permits  without  it  qualify-

ing  as  a  transfer.  Currently,  if  a  corporation  is  the  registered  permit  holder,  so  long  as  the  corpo-

rate  identity  remains  the  same,  the  corporation  can be bought  and  sold  an  unlimited number of

times  without  having  technically transferred  ownership  of  its  permits.

In  the  future, MTS  and  the City  should  consider  closing  this  loophole  by defining  a  permit  trans-

fer  to  include  the  full  or  partial  sale  of  a  company  or  corporation  to  new  owners.48  This  will  place

corportations  and  other  types  of  companies  on  the  same  footing  as  individuals  and  sole  propriet-

ers,  and will prevent  the use of  corporate  structures  as  a means of  effectively  side-stepping  the

implementation  of  new  standards  that  may  be  triggered  by  a  transfer.


An alternative approach  that could accomplish  the same objective would be  to simply require

that corporations adopt the new standards within a certain time frame regardless of transfer

activity.  In  this way,  there  is no  advantage given  to  corporations  in  their  ability  to  delay  or  avoid

the  implementation  of  new  standards  that  are  linked  to  the  transfer  process.

48.For  corporations, a  standard  could be  set  that would  trigger a  �permit  transfer�  situation,  such as a  certain
percentage  of  the  shares  being  sold  or  transferred  to  new  owners.
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