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PREFACE

This paper, the secend in a series of dinterim reports issued through
the Panpladesk Zilla Roads/lLocal Finance Project, considers a revenue
mebilization techaique seldom used by local governments in pangladesh or,
for that matter, 1local governments throughout the developing world. While
tolls are sometimes used on natioaal highways, their use on rural roads is
very limited, At the same time there is widespread rvecognition that the
costs of maintaining che rural transportatlion system are substantial and
increasing,

Although the paper focuses on the rural toll road system 1u Sylhet
District, Banpladesh, 1t also considers more gpererally the principles that
ovght to underlie the P.icing of voads at any site. The paper examines the
Svlthet case 1in light of thesc principles fyom which are derived a set of
vecomnevndatfons.,

Tolls do not provide the panacea for financing rural ‘road maintenance,
but cthe results do indicate that in Svlbet, at least, tcll revenues have
amoerted  to about one-fifth of the monjes spent on maintaining the toll
Toads, It s, twherefore, o revenue source that should be seriously
eonsidered by lecal poveriment revenue administrators.

1 would like to acknowledpe the full conperatinn provided by Svlhet
Zilla Parishad officiale in May 1982, hepecially npcteworthy i1s the
assistance of My, Kari TFarid Ahued, 7illa Parishad Secretary; Mr. A.M.
Abdultah  Choudliury, District ngineer;  and  hr.  Bashir  Uddin Ahmed,
Assistant Fxccutive Frgineer and Acting Fxecutive Enginecer. Mr. Mohammad
Fairullab, then bivector of the National lnstitute of Local vovernment,
also provided constiderable Insight into the Sylhet toll road experience
since he was Deputy Commfssioner of Sylhet Diestrict av the time the tolls
were lnstituted. Ary  errors  found hervein are, however, ny own
responsibility,

The tncal VFinance Project 1s one component of the Bangladesh Zilla
ke uds Mainterance and Improvement Project (Project Number 388-0056) and is
-nterded to increasec tle capacity of local governments in Rangladesh to
mobilize and nffectively administer financlal resources. While a Final
report will be issued at the close of the project, these interim reports
are being released as the analysis occurs. 1t must be emphasized that any
findinge and conclusious contained herein are provisional and may be
altercc by the time the integrated Final Report is lssued (scheduled for
September 1983). The work is supported by the United States Agency for
Internaticual Development, Washington, D.C. under Cooperative Agreement
(ATD/DSAN-CA-0198). The views and interpretations 1in this publication are
my own and should not bhe attributed to the United States Agency for
International Development.

Larry Schroeder
Project Director
Zilla Roads/Local Fipance Project
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TOLL ROADS AS A ZILLA PARITHAD REVENUE SOURCFE:
A CASE STUDY

Larry Schroeder

The vast majority of z1illa parishad (ZP) revenues comes from sources
over which the 7P has ne discretion. For example, in FY 1980-81 between 70
ard 95 percert of i1otal revenues 1in Faridpur, Raugpur and Sylbet Zilla
Parishads were derived from elther central povernment  grants or the
immovable property transfer tax--neither of which is directly controllable
by the ZP.I The remaining revenues were obtaired from such sources as rent
and profits on 2illa parishad-owned facilities, fees, interest, and tolls
on ferry ghats, voads and bridues, 1t 1s to these activities that the ZP
must turn if revennes ave to be increased in the short-run.

Since trarsportation is the primirv public service provided by zilla
parishads, it is reasonable to look te this activity to see if there is a
potential for additiouzl revenues. UWe feel there is. This paper outlines
the peneral fesues to be consider d when setting tolls on roads and
deseribes in some detail the toll road experlences of the Sylhet Zilla
Parishad, apparcntly the only district in the nation currently using this

2
revenue source,

1Larry Schroeder and Maniruzzaman, "local Government Structure in
Rangladesh,” Interim Rzport No. 1, Local Revenue Administration Project,
Metropolitan Studies Program, The Maxwell School (Syracuse, NY: Syracuse
University, 1982),

“Tolls on roads have been used in the past in some districts, e.f.,
Faridpur, Dheka and Mymansinglh, but have since been abandoned. It has not
been possible to determine why this abandonment occurred,



We begin by outlinivg the theorevircal principles that underlie a
well-designed toll road syatem.,  The second section desceribes the Svihet
svstem including the auction techinlaues vche Uistrict uses to grant
‘ranchises to toll read operaters. The concluding sectlon makes several
recommendations concerning Lhe use of toll roads to ralse revenues while

maintafning o reasonably efficient and equitable fare etructure,
THEORETICAL CIMDFLINES 1N DESTONING POAD USER ClIARGES

A toll road i o form of bepeifit financing; that i, it is a technique
wiereby Lhe heneficiaries of a4 wovernment service help pav the costs of
providing that scrvice. Mhere are several issues that should be considered

, i
when designing or cvaluating o toll road svetem. Among these 1ssues are
the efficienc. aud equity fwplications of tolls. and administrative issues
including which roads ave good caundidates fer toll irposition. We consider
each iun turn,

lHW’iCtQDEW'ICFfuCtﬁ

On purely economic grounds probahly the strongest case {or road user
fees 1s with respect to economic efficiency. Under this principle scarce
resources are most efficiently aliocated when the user of resource is

required to pav che additional costs associuted with its use. This is, of

course, the principle that underlies the use of prices as the allocative

]Probahly the most couplete dlscussion of road user charges as applied
to developing countries is found 1in A.A. Walters, The Tconomics of Road
User Charges (Balt{more: Johns Hopkins Press, 1968). 1o acctenpt hae been
made here to replicate the detail of analysis fernd 1a that source.




mechanism throughout an econcmy. The question, then, is whether or not the
technique can be applied to the case of roads.

n

[ e

act, wuser charges rcan he used to efficiently allocate road
services.,  Bfiictent allocation reeuirves that the user pay the additional
or marginal cost associated with bis use nf the road. Therve are only two
tvpes ol costs that ave of concern when applving vser fees to existing
voads——the murginad waintensnce enpendituree ateribuzable to che additionn]
user and avy coupestion caused by that addition user,] Thus For economsc
ctficiencv, povernmenis should concentvate ou on'y marginal maintenance
costs and  the esternal  costs dapored en other users of  an additional
vehicle pacy over rhe road,

Binee we are concerned here  cith z11la roads lecated in non-urban
areas, cenpestion dx aot MKele to be a problem. While teo'l reads must
have suificlent 1affic to justifv the costs of imposing a tol! {discussed
v more detail below), trafiic levels rmozilla reads are unlikely to be so
great as to dvpede the flew of addittonal vehicloes. In such cases the
margival congestion cost 1s zero: therefore., the following focuses on
marginal maintenance costs,

Marginal maintenance costs are the 1incremental coscts attributable to
additional traffic, so maintenance costs +hat do not vary according to road

nsage are irrelevant to efficiency. This meaus that user charges will not

necessarily cover the entive annual cost of majntainine a road. l.ikewise,

lThe only other positive marginal cost associnted with road traffic is
the private cost borne by the user himseif. But since the user bears these
costs privately they will be included in the user's decision precess and,
therefore, need not be a public policy councern.



past construction costs of a road are not relevant in the determination of
costs to be covered bv user fees. These costs must, instead, be covered by
some other source of revenue.[

Unfortunately, there 1is little pood data on  the marginal costs
associated with ditterent types of traffic on different types of roads,
For all-weather, havd-surfaced roads, it mav  be that the additional
maintenauce costs associated with added traffic is 2cro0; that is, that
theve would have to be a matnrenance progirow carvied out {a any case and it
would dnvolve no more expense if an average of 00 vehicles used the road
per day than it 10 vehicles did so.  This might he appropriate lor some
roads in Bangladesh where the greatest single cause of road maintenance
needs 1s che weather.,

Still, tor sowe road eurlaces, majntenavce reeds will increase with
rhe volume ol traffic. Hard-surface reads arve least prone teo additional
maintenance costs as fraftic Jevel inereasos {or, more formally, the
marglnal wmainteaance cest {s lowest for paved roads).  These incrementsl
costs are likely to be grearer for gravel roads and even higher for earthen
roads. Thus an efficient toll road syastem thatv includes all surface types
should levy higher fees on less permanent road surfaces.

Unfortunately, data concerning these functilonal relationships are
difficult to obtain and even more difficult to interpret, Interpretation
is complicated by the fact cthat actual maintenance expenditure on g

roadway mav have been determined principally by revenue availability vatier

1
These argume .cs are cr ered much more fully 1in Walters, The Economics
of Road User Charges, Chapter 1V.




than on the basis of what should have been spent to keep the road in good
repair,

Soberman, using annuval waintenance costs of rvoads in Venezuela in
1960, found that maintenance spending per kilometer of road per vehicle was
20 times greater for gravel rvoads vhan for paved surfaces and thar earth

. . . - |
road maintenance was 60 times greater than for paved roads. Similar
Findings vepardine maintenance costs (in this instance based on engincering

noims rather thon aetual oxpeidditures) were obtained by Nanjnndmppa.‘ lie
estimated thar 1966 maintenance cxpenditure per vobiicle kilometer dn India
vould be U times grearer {or water hound macodam (apparently similor to
aravel) thav 1or cement pavea suvfaces and that carchen-surtaces require
33.5 times the amonid ol mainrenaics spending ver veliicie Kilometer than do
the cewent roads. Thewo entinates, while eomowbat dated, add crodence to
the sugpestion that ditferential ratos Lo chavged on toll reads depending
upen the type of voad surface.

The tvpe of vebicto usiig the voad might aleon determine the amount of
damage to rhe road surfice. This would suppest differential fees depending
upon vehicle type,  There Gpparently is geant evidence of this efiect,

however. Tndeed, for hipghwavs designed ro carrv heavily-loaded vehicles,

lRichm‘d M. Soberman, "Fconowdc Analvsis of Highway Design in
Developing Countvies,” Uighwav Research Record No. 115, publication 1337,
Highway Research Koard, Washington, 1.C., 1966 as cited In Walters, The
Eeonomics of Read User Charpes, p. 169, o

2]
DML Nanjurdrpia, Eoad fon and Road  Finance in  Indian
Feonowy,  Jawvaheriol o SRCIREE o itute ol bavelepuent  Studies,

Bombay, 19773, fneevesvingly, the eetinates shown there also indicate that
maintenance on bitunlneus paved eurfaces i¢ (our times greater than that

per vehicle kilometer for cement paved roads,



the general conclusion seems to be that there 1s no uwlfferential effect on
s i .

maintenance needs brought on by small or lavpe vehicles. The same 1s not

true for ovevicaded vehicles. 1In fact, Walters fndicatres that one vehicle

vith a 50 percont overload on an axle causes greater damage than 1,000

) a
vehicles that are properly loaded.”

A1) roads ave often ouly essentially & single lane so that one or
both vehicles have to pull ‘onra the shonlder when they meet, Thus, large
vehicles (5-7 ten rrucks or farge passenger coaches) are likely to create
more doaroge to the voad systemn than would puassenger cars and much more so
than motoreveles or motorised rivichaws,  In this case, differentia) tolle

levied on ditVerent tvpes o vehicles wouid be Juerif

.

ied under an efficient
toll svaterw,

I conciucion, the goal o, efficiency In & toll rvoad system can he
attained onty via a2 toll strueture that veflects the margiral costs due to
the additionnl vehiele using the voad., There are, however, other goals to
he consicdered whon designing o told systen,

Yquicy Considerations

The  efticicuey  eviterion provides at least one equity~baced
Justification far the use of rolls., Thils justiiication is that equlty 1is
attaived wien chose bencfiting from a pood ur service bear the costs of its

provisions,

| . . , . ,
Highwav ©ose Alloeation study Supplementary Report, House Document,
No. 124, 80h Conpgress, Jar ression, Washingten, D.C., 1965, cited 1in
Walters, The Veur oo oy 5. P 171, Vehieles in the
T

User
United Stuates

aves awvsertheless, taved In accordance to the load welght
they are licenred o voarev,

)
Ly " v . N , ~ .
Walters, the Eeonomics of Road User Chavpes., p. 148,

H




Another equity principle often relied upon in evaluating public
decisions is the abtlity-to-pay principal. Under this principle those with
greater ability ro bear the cost of the service should pay more than those
wvith lesser ability.

There are potential problems with this criterion, especially as 1t
relares to the poals of effleiency and administrative costs. First, the
abllitv-te~pay priveipal may conflist wirh cliticlency, e.g., under the
benetit principle whoever benefits “rom the service, no matter what their
income ot ability to pay, should pav the navginal cost of the service,
Furthervore, in order to satigiy the abilitv-to-pay cuviterion it would he
necessary fooseparate uasere aceording Lo theiv fucome or wealth sratus and
charge  those  with greater yesources o higher user fee. To do =n
effectively would, wntortunatedy, ho adminiscratively diffienle,

tven thevph ic wight ot be possible to tailor usoer charges in accord
vith the abilitv-to-pay principie, an evaluarion of 4 potential toll avstem

e diavributional effects, While

-
hactl

should inciude some juvestipation .
equity considerations should not dominate the determination o tolts, therve
should be vocoguivien of the distribut ions consequences ol any proposed

user charge svstonm,

Pevenue and Admﬂn!strativeﬂgfpiiﬁgﬁiﬁigﬂi

In addition to effieiency and equity considerations one must recognize
the administrative costs and potential net revenues possible from a tell
road. Since the rorus here dis on the uvee of tol. roads to poneratc
revepues to halp oifset at least some of vhe mailntenance costs associated

with road serviocs, 14 1s useful to have some {dea ol the extent of these

maintenance nceds.


http:domin.te

Unfortunatel:, there is no good eviderce concerning cests of proper
road malntenance in Bangladesh., Current practices appear to be devoid of
good maintenance procedures.l' The current strategy seems to be one of
building a road, allowing 1t to deteriorate over time ard then rebuilding
1t as soon as possible after it becomes impassible. Although maintenance
is unlikely to halt deterlorsation completelv, it can slow the deterioratioer
process such that the large capital costs associated with rebuilding roads
are delaved.

One vrule-of-thurb concerning maintenance of a capital construction
projcct in Banp'adesh is thav from 10-20 perceat of initial costs are
likely te bhe expended annually i the proicct dis to be properly

2
maintained.” The higher percentage is associated with less permanent
(katcha) projecte includirg earthen roods.

Circular Six issued by the Ministry of Local Covernments provides some
construrtion cost estimates invy rural! roads in Bangledesh (Table 1), TFor
zilla voads the 10-°0 percent majiurenance cost rule-of-thumb would imply
that for cach mile of pucca road approxi- “ely Tk 60,000 would have to bLe
ratsed annually for maintenance purpeses while Tk. 10,000 would be nceded
to maintain a mile of katcha road (using the 20 percent rule). Civen rhe

extensive rc.d svstem in ar least some zilla parisha’s, these maintenance

1’The Tack of road waintenance capabilities, at lcast 1in Faridpur
District, is emphasized in Louis Berger International, Inc., and Rahman and
Associated, 1.td,, Rural Rouads Studv, Final Koport (Fast Orange, NJ:  1979),
pp. VI1-33-36,

“From an dfnterview with Mr. Cuamru! islam siddique, Superintending
Fngineer, Works Programme, MInistryv of lLocal (lovernment.,



TABLF. 1

ESTTMATFD ROAD AND BRIDGE CONSTRUCTTION COSTS

Katcha Pucca Rridges & Culverts
zilla Roads Tk. 50,000/mi. Tk. 600,000/mi. Tk. 8,000/vunning ft.
Thana Roads  Tk. 40,000/mi. MNA Tk. 6,000/running ft,
Union Roads  Tk. 30,000/mi. NA Tk. 5,000/running ft.

SOURCE: Ministrv of Local Government, Rurel Developmert and Cooperatives,

"Circular No. 6 of 1981-82, Rural Works Programme" (Dacca:
undated).
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expenditures would require Tk, 9,580,000 1in Sylhet and a massive Tk.
29,950,000 1in Rangpur with its nearly 2,500 niles of =~ilia roads.

Although tells cannot be expected to mobilize all of these resources,
this financing mecharism can gencrate a portion of the nceded revenues.
Since zi1la parishads contair numerous roade that are potential candidates
for tells, the question arises as to which roads should be included in the
system. Two criteria should be satisfied before roads are chosen for toll
imposition,

First, it is necessarv that the road hancle sufficient traffic to
provide revenues in excess of the costs of administering the toll
collection process. 1n the absence of this demand, a toll system operated
dirvectly by the :illa parishad would resnlt in a draio of revenues vather
than as a resource mobilization technique. Similarlv, where the toll
system is operated by a private franchise holder, no bhiddere weuld be
forthecoming on the road since a bidder's operating costs would be greater
than the rveverues derived.

The second criterion also relates to the demand for the road but
focuses on the price clasticity of demand. Toll roads will be most
successful in mobilizing resources 1if the demand is inelastic. This will
occur if there is no pood alternative route hetween the points connected by
the toll road. 1t 1s also crucial that users cannot avoid passing the toll
gate while still using a poertion of the road.

Tn  summary, when contemplating the cscablishment of a toll road
system, some study should be given to its cfficiency, equity~-revenue and

administrative implications., The remainder of thls paper examines how one


http:lirat.10
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particular toll road system was established and how the systen measures up

against these criteria.

THE SYLHET DISTRICT TUOL). ROAD SYSTEM

The Fourth Schedule of The Loecal Governmen!t Ordinance, 1976 allows

zilia parishads or union parishads to levy "tolls on roads, bridges and
ferries." Section 60 of the Ordinance requires that zilla parishads obtain
permission :rom the Divisional Commissioner to impose these fees. Uhile
nearly all 2i1la parishads have taken advantage of iheir right to levy
tolls on ferriecs, the same 1is not the case far roads,

On October 1, 1975, the District Engincer of Sylhet District sent a
memo to the Commissicner, Chittagong Division (the division in which Sylhet
NDistrict is located) requasting approval of tolls on four district roads
and included a proposed set of rates. The memo sugeeats that the rates
were constructed after consulting with the Department of Roads and
Highways. Six months later, on April 5, 1976 the Commissioner responded by
disapproving the recuest,

This defeat did not, however, stop the ZP from trving again and by
July 1977 approval was granted to establish tolls on four roads with
auctions for the right to operate toll frarchises to be held in September
1977. The FY 1977-78 auction provided the winning bidder the right to
collect tolls for the eight-month period, November 1977-June 1978, Since
fien annual aucvions h-ve been held in Mav or June with the franchise right
g.anted for the {ollowinyg July 1 - June 30 fiscal year.

In reviewing the history of toll road administration in Sylhet it is

instructive to observe the types of roads selected for tolls, the toll rate



schedule, how the auctions are administered, the revenue yield from this
activity and administrative aspects of the toll collection system,

Road Characteristics

Table 2 shows the principal characteristics of the toll roads in
Sylhet. Three have been operated continucusly as toll roads since their
inception In 1977, The four roads included in the original configuration
were chosen primarily because of thelr specilalired nature-—each connects a
stone quarry to a national hiphway or other road. This specialized usage
provides for an especially inelastic demand for the route since stones
constitute a primary raw material for construction in Svlhet District and
in cach case there 1s no alterretive irnd passage to the quarry available,
Thus the addition of a relatively small tell is unlikely to decrease usage
of the road te any signiflcant depree.  Furthermore, chofce of these four
initial roads may have been pelitically advantageous since there would
probably be less opposition to tolls on reads used by large truck traffic
than on rvads used primarily by the "common cltizen".

Tolls were later placed on the Moulvi BRazar-—-Shamsher Nagar Road. Tts
choice was also based on the economic/administrative principle that toll
roads are most likely to be successful if there is a high demand for the
route--in this case it is the shortest rouie from a major railway station
to a highly populated area,

The Sherpur-Biznaghat road was converted to tolls in 1980. The
demand for this road is based on the fact that it counects a popular bazaar
to a thana.

Each of toll roads is an all-scasoun bituminous highway, assuring a

year-round demand for its use. The 1981-82 toll roads system of 38 miles



13

TARLE 2

THE SYLHET TOLI. ROAD SYSTFEM

Principal Economic

Lenpth Activity Concerning
Road (niles) The Road Tolls Established

Tamabeel-Jaflong 3 Stene Quarry 1977-78
Shaibhag-ﬂanaiphnrH K} Stone Quarrv 1977-78
Sari-Cowalnghat b Stone Ouarrv . 1977-78
Svlher- Badaphat 3 Stone Ouarry 1977-78&
Houlvl Bazai-

Shamsher-tagar 12 Railroad Station 1978-79
Sherpur--Biznaghat i? Bazaar 1980-81

a . . -
NMiscontinued as toll voad in 1981-87.

SOURCE:  Sylhet Zilla Fovishad records.
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constitutes about 35 percent of the total bituminous surfaced roadway of
the Sylhet Zilla Parishad road system.1

Statutory Tolls

There hns been only one change in the toll schedule since their
inception in 1977 (Table 3). The original schedule provided for no
distinction among the several types of trucks that travel over zillz roads.
1f larger vehicles cause greater maintenance costs, such a fee structure
wae  inefficient: furthermore, it resulted in a differentially higher
relative taviff on smaller vehicles which mipght be deemed inequitable,

This aspect o1 the lee schedule was altered In 197¢-79 with larger
vehicles chaveed hipgher rates. Whether or not the vevised schedule comes
closer to one that reflects the variahle muintenauce costs associated with
road usage  cammot  be  answered heve, For »ll-surface roads 1t seems
unlikelv thar there would be a deubling in maintevance costs between the 3
and 5 and 5 and 7 ton capacity trucks, Likewice, buses (vspocia1]y if
full-sized coaches) are ikelv to cause as much damage to road surfaces as
the smaller sired rtvueks. Thus, dnefficiencies in the pricing structure
nav srill exist,

The road price scheme shown in Table 3 indicates that the same charges
are placed on o1l highwavs, regardless of their length,  The lorgest roads
are four times lon~er than the shortest ones and are likely to require
freater total expenditures to wmaintain. This constitutes another

inefficiencv 1in the road pricing system. The single toll structure may

lSy]het curvently has 110.14 miles of bituminous highway, 28 miles of
gravel surface rouads and 412,29 niles of katcha voad in its 550.43 miles of
roadway.
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TABLE 3

SYLHET TOLL STRUCTURFE

Tolls
Type Vehicle 1977-78 1978-79 -- 1981-82
7 Ton Truck Tk. 5 Tk, 20
5 Ton Truck 5 10
3 Ton Truck 5 5
Buses 3 3
A1l other motorized 1 o

vehicles

Fxempted: Zilla parishad vehicles, defense vehicles, magistrates
vehicles, emergency vehicles, and relief departmert goods vehicles.

SOURCE:  Sylhet Zilla Parishad records.
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have been devised for administrative ease or there may have bheen concern
for equity. The shortest routes are those serving stone dquarry sites,
Constant rates for all roads means that the per wile toll on the user of a
quarry road fs preater than chat on the user of a road serving a breader
cross-cection of the population, i.e., those who use the routes to and from
the railway station or the bazaar.

Equity probably also played a part in the petentially inefficient
practice of charging buses less than even the smallest trucks. Tt is the
user of the transport services who 1is likelv to bear the bulk of the
ultimate burden of the toll (it the demand for Ltransportation is price
inelastic, which would be the case when there are no geod alternacive
routes? . 1f bus yviders arve perceived te bave lesser ability-to-pav than
the users of products transperted by trucks, the lower tolls on buses would
tend to satislv the ability principle of aquity.,

Fipally, ft wey be that political pressures played a great part in
determining  the toll structure ult imately  levied, Bus ownors  may
constiture o wore e¢ffective lobby group than truck ownerﬁ.] Since bus
users  may  constitute o broader spectrum of citiceuns, the political
pressures may be greater than that applied by truck owners/users.

While we have no road usage data to compute the effective tax rates

associated with the *ruck tolls, the c¢ffective cxcise Loy assoclated with

lWhilv the Svitet Zilla Parishad has considered other rvoads as
potential sites {ov tolls, thevy recelved considerable pressure  from
Yobbying groups. Tt was tho Lur owners whe were mentioned specifically in
this regard lending strenpth to  the hypothesis sugpested above. The
principal argument is rbat the vuere sre Alrveady payving other taxes and
fees associated with vebhicle usapge therefore addlitional user charges are
unfair, T
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buses (at least on one road) is small. The Sari-Gowalnghat Road is used by
buses that usually travel to the Sylhet Paurashava. Large buses have a
capacity of from 40-45 persons (and casual observation sugpests they are
usually operated at least at full capacity). The bus fare from Cowainghat
to Sylhet is currently Tk. 11 per rider. A toll of Tk. 3 per bus results
in an effective excise tax rate of onlv 0.6 percent--— evtajnly not an
onerous rate,
The Auction

The auction process used by the Sylhet Zilla Parishad is an
interestiug institution in its own ripht (and does not differ substartially
from the process used to allocate ferry ghat f{ranchises), The auction
consists of verbal bLidding and allows raising previous bids. There are,
however, coertain special featuves of this procedure. Firet, the 1local
government retaine the right to refuse anv winping bid., The decision rule
followed in Sylhet is te reject any winning bid that is not ot least as
great as the previous vear's winning bid, Second, the local government wmay
decide to reject che wirning bid on a franclhiise and then hold a subsequent
auction. 1{ the winoning bid at this later auction is less than the prior
winning bid, the previous winner has the right of first refusal, i.e., he
can obtain the franchise (at the level of his earlier winning bid) even
though he was not the winner in the subsequent auction. Apparently there

is no limit to the number of auctions held.

1 - y 1 1

Estiwated under tvhe assumption that 42 passengers constjtute the
average level of usage in these bures and thar gll passengers pay Tk, 11
per trip.
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Payment for the franchise can be made in installments, although a
downpayment on the day of the auction is required. Tf the accepted bid is
greater than Tk. 100,000, a 30 percent downpayment is required with the
balance payable in ftwo installments during the two months following the
auction. For winning bids less than Tk. 100,000, a 50 percent downpayment
is necessary with the remainder payable in two installments during the
following two months.

The bidding process, if efficient, should result in no excess protits
to the vinning bidder. A necessary condition for this Is to occur that
there be a sufficient number of bhidders in each auction. Table 4 displays
the number of bidders participating in each auction for each of the Svlhet
roads during the pericd 1977-—1981.1 For the cascs In which there was more
than one auctiocn held, the number of bidders at ench auction is shown. TIn
ne case was the winner of an earlier auction granted the franchise
suggesting that the option of allowing for subsequent auctions has been
successful in extracring additional economle profits from the potential
bidders.

The number of bidders has ranged from zere (in two cases) to as many
as ten. Obviously, when a wew toll franchise 1is offered neither the
potential bidders nor the gov. nment 1s likely to have much 1information
regarding appropriate bids. This may explain why, except for the
Tamabeel-Jaflong Road 4in 1977-78, more than a single auctlon was used 1in

the first vear of a toll road's operation.

lSy]het 4illa Parishad records include the names of individual bidders
and the amounts each bid.



TABLE 4

NUMBER OF AUCTICNS AND BIDDERS ON SYLFET TOLL ROADS

al

riscal Year

1977-78 _ 197070 1879-80 1980-81 B 1981-82
Number Number - Number hunmber Yumber Funber Number Number Nunber Number
Toll Road _ Auctiomns Iidders Auctions Ridders Auctione Bidders Auctions FRidders Auciions Bidders
Tamabeel-jafleng 1 5 2 4,7 i 8 1 10 4 1,4,0,8
Shaithag-Kanaighat 3 3.5.4 1 s 1 9 1 8 - é
Sari-Cowainghat 2 7,5 1 3 1 7 1 6 2 7,5
Svlhet-Badaghat 3 2,0,6 1 7 1 9 1 7 2 6,5
Moulvi Rarar-Shamsher b 2 5,5 1 8 1 8 1 5
Nagar
Sherpur-Biznaghat b b b 3 3,6,2 1 4

a, oy . e s . .

No one was willing teo bid more than the previous vear's wirning bid and ro subsequent auction was held.
b, . .

No frarchise issued.

SOURCE: Sylhet Zilla Parishad records.

e 8T
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A question might be raised concerning the reasonableness of
"de-franchising" a road aftor having earned revenues from it for several
vears, as ovcurred in 1981-8? on the Shibhag-Kanaighat Road. While Levenue
ma¥imizacion implice that any hid preater than zero sheuld be accepted, the
criterion is deemed politically irappropriate in Sylhet.  The reasoning
given by Zilla Parichad of ficials is that reveauve maximizaticn con result
in unfair trearment of the public.  Even if the winning bid is very small,
the franchise holder is allowed te collect tolls which, officials feel, may
greatlv exceed cthe amonnt pald vor the {ranchice. ]t_ié felt that chis
would be nefois as well ag, politically wunpepular.  Thus revenues are
sacrificed io tavor of political acceprance,

Revenue vicld

Table 5 shows the amounte of revenues collected for FY 1077-78 through
FY 1981-7" as well ae the annual rates of revenue growth {or cach roll
road.  The ovevall growth rore je impressive with the 1977-78 toll systen
{which included onlv four roads and an eight menth franchisz2) revenues of
Tk. 28.5 (thousand) increasing nearly fourteer—fold to Tk, 395.5 (rhousand)
in 1981-82,  While the 19¢0-81 arcunt of Tk, 2397.0 thousand was still onlv
3.6 percent of torsl own-seurce revenues, jt did help offset some of the
maintenance expenditures requirad on these roads,

The pattein of revenue growth on individual roads is also of interest
and probably rotlecrs the experimental nature of the pidding system.
Initial winning bhids were alwavs considerably helow that obtained during
the second vear of oberation, Some roads, e.g., Tamabeel--Jaflong  and

Sylhet-Badaghat, continued to derfve quite large percentage dncreases over
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TOTAL REVENUFS AND REVERNUL GPOWIH Feer

TARLE 5

Y1
(taka amecunts in theusands)

981-52

) Fiscal Tear
1377~78 1978-79 197 5--C 198053
Totral Total Percert Toral Porcont Totral Percent
Y il Road in Taka in Taka Increase i Tala Inirease in Taka Increasa in
Tamabecl-iaflong 17.0 54,0 278 RN 7Y ngLe
Shaibhag-Fanaighat 3.5 14.0 406 13.5 11 34.5
Seri-Gowsinzhat 6.5 106.C 54 0.7 7 15.5

Svinhet-kadaghat 1.5

Hdoulvi Zazar-Shamsher —

anchise issued.
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several years while the rate of vovenue growth on others dropped off fairly
rapidly.

Given that the toll rates remained unchanged after 1978-79, the only
source of revenur growth te toll road f{ranchise holders was increased

traffic, Data in the Statistical Pocket Rook of Bangladesh dindicate that

the total number of road velicles in the country increased by 13.3 percent
between 1977 and 1978 with a {urcther increass of 9.9 percent the following
ycar.] While the number ot trips over Gvlhet toll roads could, of course,
have increaced at a1 more vapid rate, the growth in vehicles supggests that,
in the absence of rate changes, apnusl revenue growth cuaceeding 12-15
percent should ot be anticipated once coupetition among hidders exhaustsg
abnormal profit:, ‘That is, the erowth vrates during the [irst several vears
of operation of the toil roads werc probably ohnormally high and will not
be replicated uniess and urtil toll rates ave jncrensed.

Some indication that the avction svsten is. in fact, competitive can
be gained bv examininrg the time series of auction winmners., Since the
incoption of the systom there  has  bheen only one instance
(Shaibhag-Kanaiphat road between 1979-80 and 1%960-81) of the holder of a
franchise retaining that franchise in the following year. While this may

mean that franchise winners overestimated revenues, it suggests that the

lHangladesh Bureau of Statistics, Statistical Pockethoolk of
Bangladesh, 1980 (Dacca:  1987), pp. 634-5, Toterestingly, data on the
number of vegistered vehicles showed an inerease of only 6.2 percent
between YV 1977 and FY 1978, See Bangladesh Bureau of Statistics, 1980
Statistical Yearbool OLNEQFELEQEED (Dacea:  1981), p. 516,
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system 1is not one in which the same franchlse holder obtains long~term and
nearly exclusive rights to a rond.l

An associated issue 1s the extent to which the revenues helped defray
the rrad  waintenance costs. Although maintenance spending may be
influenced bv revenue avatlat-ility, actual annual expenditurcs on road
maintenance arve of intoroﬁr.’ Maintenance spending in Sylher die shown in
Table 6 disagpregated both by time period and road.

Since 1977-7¢ was not a complete year for toll collections and since
the 1981-82 spending  data were still et cemplete  at the time this
information was collected, we have anadyrzed the average net return from
these roads onlyv for the vears 1978-79 throngh 19P0-K1,  Table / shows
averape amnmual expenditures and tol! roead revenues for the five roade that
were operated througheutr that three-vear period.  The eatries show that in
one case avevage rovenues eveeodod averapge maintenance costs; however, in
another case (Moulvfbnxur—«ﬁhnmsher—annr voad on which substantial sums
were spent in 1878-79) coste were much preater than revenves. Still, the
overall avevage of twenty paisas revenue per taka of expenditures 1s not an

Insipgniticant aid in meeting these expenditures.

1 L . g ,
Tt is incevesting to note that the Shaibhag-Kanajghat Road was the

only instance in which the road was defranchised after having been toll
status.  This implies that the winner in one year ovcrestimated road
revenues for the following vear and, afcter sceing the mistake he had made,
decided to decrease his bid (as did all other potential bidders).

7

“It should also be recognized that there is a very fine line between
what is termed maintenance and reconstruction of roads, especially in
Bangladesh. See Schroeder and Manivuzzaemen, ocal Government Structure in
Baungladesh, B
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TABLE 6

AMOUNTS SPENT ON SYLHET TOLT ROADS
(amounts in thousand taka)

Figsecal Year

Ruad 197778 1.978-~79 19/9-80 1980~81 1981—82?
Tamaheel-Jatflong —— 180.2 —-— 423.3 165.0
Sanibbag-Kanaiphot 116.8 - 343.3 — -——-
Sari-Cowainghat 6094 29.1 87.5 33.4 225.0
Sylhet—indaphat D4 6.4 2204 ALl —
Moulvi Pazar-Shanmshier 140,6 ] ,011’2./4b 677.3 166.4 ——

yagary
Sherpur-Biznaphat 177.%8 15.9 191.1 50.4 -
TOTALS 1,047.0 1,274.,0 3,123.7 627.7 390.0
aBudgvtcd amount s for proiects "taken-up'.
bTh]s anount probablv repiecents substantial reconstruction of the

road.

SOURCE:  Sylhet 7illa Parishad records.
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TARLY 7
AVERAGE ANNUAL. EXPEND!TURFS AND REVERUES
FOR SYLHET TOLJ, ROADS, 1978-79 - 1980-81

1978-79 - 1930-61 Annual Averapes
Revenues as
Percent of

Road Lxpenditures  Revepues bxpenditures
Tamabeel-latlong Tk. 201,162 Th.129.000 64,17
Shaibhag-lanaiehat 114,077 21,233 18,7
Savi-lowainchar 50,017 17,067 24,1
Svlihet Badaphat 11,318 14,533 T 17804
Mordvi Basor-Shamsher 612,024 25,867 4.2

M -
Hap o
§

TOTAL 988,54¢ 202,800 20.5

SOURCE:  Computed from Tables 5 and 6,



Administration of the Toll Roads1

The operation of a toll road by the franchise winner is a rather
simple affair--it involves stationing an employee on the roadside to stop
all passing vehicles and collect the toll. This means that the only
major «expense in  the toll collection process is employment of the
toll-collector. 1Tn the case of the Sari-Cowainghat vead the toll collector
earms a salaiv of approximately Tk. 400-450 per wonth. Annualized this
weuld resele in labor srpensas of around Tk, 5,000,  The 1981-£2 franchise
fee of Tk, 6,000 on that road mears the voad will "break even" only {f
nore than about !, 21,000 4n rolls are cotloceed,

Fven thouvl rie oj114 pavishad necd nny speid anvthing to administer
the read, there chould be  wume policing of the system.  For example, wo
toll schedule wae obhserved ot the woll sratien ~n the sari-CGowainghat voad,
a viclation ot the ruies reparding operations of all 1(\:«;(!.(;.:} Furthermore,
the toll schedule piven verhaliv at the rond eire did not cotrespond to the
information proviied by the 2i1la parishad.  ile rolls epparently being
charged ave: Tk, 3 for a micro bus; k. 6 for g lavpe bus; Tk, 10 for a
3-ton truck; and Tk, 70 fur poth 5- and 7-ton trucks. When compared with
Table 31 this suggesis overcharging of 3~ a.d S5-ton trucks as well as
passenger buses., Wirile the excess charges  are  not substantial, some

administrative oversight should be cons!iered by the =zilla parishad to

JThc information here 1is wot based on a full examination of the
operation of all roads 1n the toll system in Syiket. Inctead, it is from a
single briet visir vo the Sari-Cowainghat Road: therefore, anv conclusions
must be very Idmited ju terms of generalizabiliicy,

2

These rules are included in the Rules Under the Basic Democracies
Order (Thosec ngiigab]qmto Disrrie: QSBEEEff‘i (Macen: 19783, p. 18,
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insure that the paying public is not exploited hy the franchise holder.
For example, district personnel could be asked to stop at the toll site
vhile engaged in their regular duties to insure that the correct toll
schedule is posted in a promirent location. Violation of this provision

should lead either to fines or cancellation of the lease as provided in

Paragraph 41 of the Rules Under the Based Democracies Order (Those
grap 1 S

. . . . . 1
Applicable to District Councils),

CONCIIISTONS AND RECOMMENDATTONS

The Syl'»t toll road systen presents an interesting example of how a
lTocal government can raise vevenues to aid in the tinancing of its primory
service vesponsibilitv-—the provision of rood trangportation., While one
should not expect thar this revenue source will cover all of the costs of
maintaining ziile voads Yindeed, ro do se woeuld likelv rvesult din an
inefficient vol’ structure), the revenuce from this gource can aid in
meb3lizing  #ilia parishad veccurces without reguiring  changes in  the
currvenl statutorv revenue sfructure. 1t has nec bheen posgible to Jdetermine
the feasibiiitv of estabifcbing toll yoads ju 7Ps thronghont the naton.
Nevertheless, the first recommendalion from this study is that:

1. Zilla parvishads should jovestipate the pessibility of

impesing tolls on 2ille roads. In cheosing potential
toll roads consideration should e given to roads for
which thurs ave few, if anv, alternative routes and for
which the demand {is sutficientivy arcat to allow a

franchise holder ro hear (ho aduintstrative costs of
collect in the tolls while earning a normal return on the

>

invesracene made in the franchise.

Ybid., p. 20,
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Although the Sylhet system mipat be rveplicated in other districts,
some aspects of that svstem should be altered to atlain a more efficient
system while not substantially foregoing revenue vields or equity goals.
There is nn compelling rerson, other than for administrative ease, to have
the same tolle charged on 1l zilla tol! roads regardless of Jlength,
Consideration skovld he glver ro difyerentially higher tolls attached to
the use of longer roade since maintenance costs arc obviously a function of
road length,

Tikewise, there should be serious s:udy piven to the differential
Tevels of madntenance required tor different tvpes of veiicles. The tolls
should reftees (hese differonrials Ly imposiae relatively higher rates on
vehicles that cause greater camage to the roadhed ard surface, This will
Tilel result in hirher “oce YTovied on larper vehicles,

Finally, while tel? rates  need  nat he  altered annually, some
consideration should be siven ro raising the overall level of user fees,
Inflation 4y obvious)w alfecting the costs af raintaining reads; thus, such
as dncrease s fustivied ro cover mareinal maintenance coste, Furthermere,
constant unser charves ip the Face of peneral inflation means that the
elffective excisce tasx rate fevied on users of che system has heen declining
over time. Therctiore:

2. The fee structure used should retfleet the additional
mainterance cest associated with vehicle usage of the
road.  This will result 4n g fee struvctuve that levige
differential charges depending upon the tvpe of vehicle
and  Yength  af 0 (o road  as o well as ane  thar ie
pectodically jvovionend ro reilacr viring cosis aseooiated
vith rood winrennmne,

The aurtion crennique for grantine overating riphts on toll roads is

an especially oV forive way for o a zilila parishad to mobilize resources
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without having to employ additional labor to collect tolls or to police the
system. The method leads to efiicient allocation of resources, however,
only i{ a reasonably large number of competitive bidders participate. New
potential bidders will participate only if they are aware of possible
profits they caun varn from the frauchise., 17 bidder collusicn is observ.d,
e.g., onlv chree or four bidders are participating in the sucticas or chat
the same persons continuously win the some franchises, steps should be
taken to angment rhe pool of bLilders. lwpreoved publication of rhe date and
tine of the aucrion as well gs rero infornation regarding potential returus
to bhidders miche  onceuvame  prentor narticipation, In addition, the
veanivement ci full pavment oithin twe moaths o the wvction may act as a
constraint on the rumber of bidderse. This provision might be relaxed ty
allowing instel tment pavments over & period ot say, four ov six mouths.
The Sylhet ?iita Parishad refusce all hicds I rthe event the winning

bid is Yess than (he provieus ceor's total.  Thiz should be reconsidered

since bidders face ome uncortainty corcorning the cross revenues Lo be
earned from the franchise.  In apv one vear the wivnine Ridder may have

overestimated the tell revenues in which case he and other bidders will
lower their bids in the following vear (esnecially of the roll rates are
net tucercased), To ovemove 510 tolle mesrns e 2111 parvishad is Toregoing
reverues that ¢ otherwise could earr. Winile the "exploiration” argument
presented in the ters is a reasonable one on solltical and equity grounds,
it should be nodiffed ro recognize the uncertainty 1n the bidding process,

Therefore it 18 vecoumendrd rhae s

300 The auction vrooers sbould be usad Lo atlocate toll road

franchises, Pranchires should be eranted  to winning
bidders ¢s long oo the winoing bid 1s no less thar aome
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percentage, possibly 20 percent, below the winning bid
from the previous vear. The practice of using multiple
auctions should be continued to insure that wmaxiioum
revenues arc generated from tihe road system. Finally,
the zilla parishad sbould caretully examine the history
of franclitse winnersy and, 1if it is {elt that collusien
amoug, bidders is occurring or thar capital constraiuts
are limiting the competitivences of tho process, steps
should bo raken to jnsure that the maximum number of
participants are contering inte the bidding process.

The Svihet tol) road system has experienced an extremelv Jarpe rate of
revenue glowth over its short historv., Witheut Ffurther expansion of the
system or an frervease in vates, however, this prowth yvate ie tikely to slow
considerably since, without bipher rates, increased traflic is the sole
cause o growth in vevenue. iy order to mobilice additional resources {rom
tol) roads:

4. The district shoula ovamine its averall read system Lo

determivie it ol ol rooda are foensibhle, Likewice, an

increace in the toie cbe ped ave Custified eince the

Pees have veraindd constant over the rast four years in

the face o rigine oo Eoainienanroe costs,
While the tranchising technique rinimiszns the day-to-day
administrative details of eperating the toll road custem, some policing
should be done to iusure rhat the public is not being exploited by

franchise winncre, 7Thns:

Zilla parishad oificials whose normal vork Locd requires
traveling rhyoueheut the dist.ice should be fustructed to
stop ar toll teoths to dnsure thot correct tol] schedules

are posted v o prominent pigce acd thiar the nut: Lic is
not heing, cvercharpged, Pailore io ahrerve these

practices, ofter - ey
either

ot a warndng, ehould result din
sies or dedvarehising of the ouner,

By carvrsfag cur vt Cocommendar oo o0 Loil voads could develop into
an efiicient and ver seasonably eaquitighle way  for zilla parishads to

realize addftional vevenucs st relatively Jow administrative costs.,



