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Background to IPENZ

The Institution of Professional Engineers New Zealand (IPENZ) is the lead national professional body representing the engineering profession in New Zealand. It has approximately 10,000 Members, including a cross-section from engineering students to practising engineers to senior Members in positions of responsibility in business. IPENZ is non-aligned and seeks to contribute to the community in matters of national interest giving a learned view on important issues, independent of any commercial interest. 

Submission

IPENZ supports the development of a Government Policy Statement (GPS) on Land Transport Funding.
The following are our comments on the key questions contained in the land transport funding trends, issues and options discussion paper.
1. How can funding best support achievement of the UNZTS targets?

No comments on this. 

2. Are there transport activities which, in the next three to ten years, should receive more funding so as to make quicker progress towards UNZTS targets?

IPENZ has significant concerns with the current priority assigned to road safety. Since 1990 the road toll has decreased from 729 deaths to 391 in 2006. However, since that time numbers of deaths have levelled off at 400 deaths per annum. While achievements in the past have been creditable, it is clear that the 2010 target of 300 deaths per annum will not be reached with business as usual, and the recent trend indicates that it is getting more difficult to further reduce the road toll. Despite this, the 2040 target is set at 200 road deaths per annum. 
There is currently very little publically available information on where the best return for safety expenditure might lie. An evaluation released in November 2004 (“Stocktake” of the Road Safety to 2010 Strategy, Taylor Duignan Barry Ltd) pointed out that Land Transport Safety Authority (LTSA) and Police road safety funding increased by around 27 per cent between 1997–99 and 2003–04. When the improvements in road safety were adjusted for capital improvements and fleet improvements, the reduction in fatality rates was 10 per cent and the reduction in hospitalisation rates was 16 per cent, attributable to the increased LTSA and Police funding. This implies that it is difficult to demonstrate that there are commensurate improvements in road safety for an increasing spend on education and enforcement. The priority therefore should be a greater emphasis on road improvements.
Thus it is clear that a significant increase in the level of funds for road safety improvements is required to make quicker progress towards achieving the Update of the New Zealand Transport Strategy (UNZTS) targets.
Within the classes of “maintenance and operation of roads” and “improvement of roads”, it needs to be recognised that roads, particularly urban arterials, need to accommodate all road users – cars, trucks, cyclists and pedestrians – and in a way that will improve overall safety. In many cases too many compromises are being made in the geometry of roads to accommodate all users, for example cyclists. To accommodate all users may require additional funding to achieve in parallel a number of UNZTS targets relating to capacity, increased cycling and safety.
3.  What trade-offs can be made in the allocation of funds?

Trade-offs are part of the allocation system and under the current arrangement and depend upon the:
· seriousness and urgency of the issue 

· effectiveness of the proposed solution in contributing to Land Transport New Zealand (LTNZ) objectives and the outcomes of the Land Transport Management Act (LTMA)
· economic efficiency of the proposal
We understand that LTNZ uses profiles from these criteria to assist with prioritisation, having regard to the provisional allocation of funds to each activity class.

This raises two prioritisation issues: the priority within a class, and the funding allocation to the different classes, including maintenance and operation of roads, improvements of roads, passenger transport, walking and cycling, education, and road policing.

Within the class of “improvement of roads” we understand that it is a number of years since the value of life used in safety benefit analysis was reviewed, whereas there has been a review of the benefits of congestion reduction and the introduction of benefits for trip reliability. Therefore, the current balance and trade-offs between safety projects and congestion projects might not be appropriate.
In evaluating the contribution to the diverse objectives of the NZTS, which are reflected in LTNZ objectives, the allocation process, and in the LTMA, the allocation process gives equal weighting to all five objectives: economic development, safety, access and mobility, public health, and the environment. While we understand that this may be appropriate in the NZTS and in the LTMA, LTNZ’s allocation process should apply a more rigorous benefit analysis. It should be noted that IPENZ has made this point in our submission on the UNZTS.
As discussed above, IPENZ is also concerned with the current priority given to safety. There is insufficient analysis on where the most benefit from the road safety dollar might lie. As suggested in the November 2004 “Duignan Report”, IPENZ believes that the best value may be gained from engineering initiatives and improvements rather than education and enforcement. Therefore, the trade-offs between the classes of road improvements, education and policing might be inappropriate.

In conclusion, the process for deciding trade-offs within classes, particularly the improvement class (congestion/safety), needs to be reviewed, and the process for deciding trade-offs between classes should use a more rigorous benefit analysis rather than applying equal weighting to the five NZTS objectives.

4. Are there areas where less funding should be allocated?
The Issues and options paper suggests that if more funding in some areas is required then less funding in other areas will need to be considered. As explained in the response to question 6 below, this is not necessarily the case – New Zealand gross public debt levels leave plenty of scope for more funding.

5. What changes should there be, if any, in the overall level of funding provided for the NLTP? 

To achieve the UNZTS targets it is clear that overall additional funding is required. 

There are some fundamental issues with the current transport funding mechanisms. Improved fuel efficiency means that fuel excise tax is declining as a source of revenue and the funds from road users are increasingly being diverted for non-roading transport modes – walking, cycling and public transport. Major capital for rail not funded by operators is being funded from general taxation.
There needs to be a fundamental review of transport funding mechanisms and consideration of updating the Surface Transport Costs and Charges study and extending research to the other modes of transport – sea and air.
This should be a precursor to initiating a study on the introduction of national road pricing. IPENZ supports the principle that users should bear the cost of transport unless there is a good economic reason to provide support, and that any support needs to be transparent. Ultimately, New Zealand should move towards the introduction of national road network pricing to send economic signals to users and create an improved funding mechanism.
6. What should the sources of any additional funding be? 

IPENZ does not believe that recent moves by central government to increase transport funding are sufficient. Full hypothecation and the introduction of regional fuel taxes are commendable but more is needed. New mechanisms for funding need to be considered including government debt, public-private partnerships (PPPs), and tolling/road pricing.
One of the constraints on funding has been New Zealand’s gross debt to GDP ratio. In 2002 this was 30 per cent and it currently sits at 22 per cent. The forecasts in the 2007 Fiscal Strategy Report (shortly to be updated) forecast this ratio at 20 per cent in 2012 and levelling off. Our understanding is that this is the lowest gross debt to GDP ratio in the OECD. This indicates that there is ample scope for increasing funding for transport – particularly for the major projects in the NLTP.

Funding major projects over their useful life meets intergenerational equity objectives, ensuring the generations that benefit from the project fund the project over its life.

Currently there appears to be a view in government that transport projects are only funded from debt where there is a corresponding revenue stream to service the debt – toll income or regional fuel tax. This is a relatively narrow view of debt funding – debt servicing can also be funded from general taxation in recognition of the wider national economic and social benefits of such projects. 
The LTMA allows PPPs; despite this there have been no such projects in New Zealand to date. However, it is recognised that some PPP projects have failed in other countries, and the use of PPP can add risk to a project. We note that the risks of PPPs can be mitigated by the development of PPP protocols and guidelines based on international best practice. The Office of the Controller and Auditor General’s report Achieving Public Sector Outcomes with Private Sector Partners (February 2006) suggests the experience of other countries is that there is a need for clear government policy and direction if private sector partnering is to be used to any great extent.
Regarding tolling and road pricing, IPENZ supports tolling on new roads, if alternative routes exist, and also on existing roads. 
Road pricing includes options such as tolls on key components of network, price cordons, area-wide pricing and wider network pricing. Ultimately, the whole New Zealand road network could fall under an electronic pricing regime. However, road pricing on existing roads in New Zealand would require a change of legislation, a change in funding mechanisms, and significant investment in information technology infrastructure (noting that satellite/GPS technology is developing rapidly). Also, assessment is necessary to ensure the benefits of road pricing outweigh the costs. There has already been extensive work (for example, the Auckland Road Pricing Evaluation Study) to evaluate road pricing for Auckland. Studies in Auckland and Wellington have shown that road pricing has the potential to significantly reduce demand and is much more effective than “soft” transportation demand management mechanisms. 
In general, much greater use should be made of the alternative funding mechanisms of debt, PPPs, tolling and road pricing.

Conclusion
A significant increase in the level of funds for road safety improvements is required to make quicker progress towards achieving safety targets. Further additional funding is also needed to accommodate all road users and achieve in parallel a number of UNZTS targets relating to road capacity, increased cycling and safety.

The process for deciding trade-offs within classes – particularly the improvement class (congestion/safety) needs to be reviewed, and the process for deciding trade-offs between classes should use a more rigorous benefit analysis rather than applying equal weighting to the five NZTS objectives.

There also needs to be a fundamental review of transport funding mechanisms as sources of funding from road users are declining and are increasingly being applied to other modes. With regard to sources of additional funding, much greater use should be made of the alternative mechanisms of debt, PPPs, tolling and road pricing.
IPENZ would like to thank the Ministry of Transport for the opportunity to make this submission.
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