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PREFACE

This wockbook is intendad for uss by local government
officials reaponsible for local government financial
aanagoment functionas, including revenua forecaating,
analysis of financial conditions, program or project
planning, and reeource allocation. The version presented
here was written for use by local government officials in
the Republic of the Philippines. The historical data for
gselact Philippine nunicipalities have been taken from the
work of Mz, John Porter of Developrent
Associetea,Incorporeted, conducted in ccnjunction with the
Rural Services Canter Project under contract with
U.S:A.I.D./Philippines. Thia wvorkbook waas prepared under
contract AID/SOD/PDC-C<30S2. It ia the work solely of the
authors and does not represant the policy or position of the
U.S. Agency for International Develcpment or the Government
of the Philippines.

In addition to the financial information on
municipelities from the Rurai Servicas Center project, this
workbook is based on site visits to the Philippines by Selly
S. and Ronald W. Johnson. James S. McCullough drafted the
third chapter and directed the revenue anelyaas carried out
by Richard K. Harper, who slso carried out anslyses for
cther chapters. We exprass appreciation to George Flores
and Jerry Edwarde of USAID/Manila for their interest,
involverent and aupport. We alsoc express appreciation to
Dr. Romeo B. Ocampo, Director of the Locel Government
Center, Univeraity of tha Philippinas, for his time and that
of his staif. Finally, to the Mayoras and Treecaurers of the
aunicipalities of Tibieo, Libartad, and San Jose, and of
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Antique Province, whose insighta into the utility of the
basic worksheets saved us from many errors, we extend our
thanks.

‘Y@ also pesy e speciel tribute to Nr. Albert N. Votaw,
the Rogionai Housing and Urban Development Officer for
Bangkok bafore his untinely death in Lebenon. His
assistance, courtoiy, and interest representing tha Housing
Qffice during our site visits toc HMenila wars greatly
sppreciated. Hore than that, he shovwed himsslf to ba in
avery respect a gentlemen and a true developaent acholsr.
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INTRODUCTION

The purposa of this workbeck is to assist local
governmont officiilae and others interested in thmlfinencial
conditions of local governments to collect and interpret
financial iIinformation about a single local governmant or a
group of local governments.

It will provida you with:

- @& way to compile and analyze local financial
information; and

-- an orientetion toward the need and ‘use ‘for
standardized financial information.

And, it should help guide. the reeder’s thinking about
the uses to which such infcrmation can be put for planning
and forecasting the financial conditions of local
govarnnents. The possibilities are rany.

The approach is bssed on neking uae of informetion
readily available at the local goverument level rather than
extenaive and expensive survay or other resesrch wethods. In
eddition, most of the analysss suggosted ere carriaed out
aasily by hand calculations, although raeletively
inexpensive, amall computers that ara becoming more widely
aveilabla will enhance the comparative eapects of tha
approeach. Where we suggest techniques that require more
extensive calculations, we provide technical footnoteszs to
explain the casiest =methods. In addition, wa provide
eilternative rethods regquiring lesa calculatior where
possible.



_ This workbook may be used alona by individual local
officigls. But, for the most effective use, we recommend
this workboock be used in cenjunction with sssistence from a
source outside the municipality, utilizing information from
& large nuabar of amunicipalities, and preparing in advance
comparative information such as averages by size of local
governeant. The exsaples we use ara based on the fourteen
aunicipeiities included in the Rural Services Center
project. They ere intended to be illustrative aince the
fourteen era not a representative semple. We heave
restricted our examplaos to the municipalities because there
were too many mizsing items of information for provinces and
charter citiece. The workbook, hovever, is 3just as

appropriate for these other local governmenta.

Although any individual 1local government will find it
helpful to look at its own fiscal condition cver a saveral
ysar period as is illustra ed here, conparisons of your own
local government with others also are extrermely useful. The
{llustraticns usad in thia workbook demonstrate this
coaparat.ive approach with information <£froa the fourteen
municipelitiea. An individual local governaant can organize
its own 'Lnfornation and plot it against the averages for
cthar aimilar local governments. Looking only at your own
local government, for example, mey show an incresse in
property tax collections, which may be good naws. Compared
with other similar local governmaentn, howevaer, your increase
ray ba much amaller, and thereforc¢ not as good as assured.
Hoze centre¢lized resources, whether at the province, region,
or nationel level can Le especially useful in combining
information £from a number of similar local governments to

expand upon the comparative base.

This workbook provides both discusaion of the
principles of local governaent financial analysis and a
S



series of exercises to lead the user through the analysis
steps. ' VWorksheets are provided for the individuel ussr to
record data <from his or her local government a:d to carry
out the asalyses.

The snalyass are designed to be cerried out by hand,
hand calculator or by 7readily s&vailabla prograns on a
mnicrocomputer. Some of the snalyses, such s the trend line
projections usihg 8 regrezsion medel, eara nost easily
porforred on the mnicrocoaputer for which simple-to-uasa
software peckages alreedy exist. Exaonples of theosu types of
anslysaés are provided in the workbook. For the more complax
enalyses which would be helpad by a nicrocomputer, an
outaide aource of asaiastance right work with thae
municipality. Although all the data used for illustrative
purposas in the workbook were collected at the locsl
governrent lavel, the game information is availablae at the
Philippine MNinistry of Finance, mnaking it possible for a
central governmnent or other socurce of assistancs to prepare
assistance to ona or mora 'ocel govarnnenta without
extensive data collection.

Where wae have subdivided the fourteen municipalities
into sizo groups, wa used the following population cutoffs.
Small to mediur Rreans & population of leas thaa 30,000;
large means in excesa of 320,000.



WHO CAN USE THIS WORKBGOK?

Leccal governmant officials, particularly mayors, budget

officera and treasurere will find this workbook useful:

-- To exanine fiscal dats for their own communities:
== To compaxe thomenlvez to othur local governments:
~-< To analyze their asituation sud plan for tha future;
== To nake datas collection oasior and wmore routine.

Provinca lavel, ~ogienal and national levasl

adninistrators can use thia bcok:

of

== To develop & picture of fisccal conditions scross
runicipelitica or provincen: .

== To identify local govarnments for which apecial
azaistence mey be directed. h

This nanual alao can bas used by atudents and snalysts
fiscal conditions and public finence. Technical

assistance providers, whether governmental, university, or

privetely bamned, also have a useful rola in the proceaa
dsacribed by this workbook.



I. AN OVERVIEW OF THE SYSTEM
A. INTRODUCTION

The basic epproach is both historicsl and comparative.
Information about all major sources of revenue and all Rajor
types of uxpenditures for eech ef the fourtean
municipalitiaa used as examples are gathered for the five
Year time period f£from 1977 through 1981. Information from
earlier yeers was n.t included becauass comparable categorieas
and comparable definitiona were not used prior to 1977.
1982 information was not available at the time fiald viasitas
to the Philippines were conducted. Ideally, as information
foreach year becomas available, a local §ovorn-ont would add
the nev year, extending the information basa and increasing
the accuracy of some of the anclyses, espacially the trend
line projections.

The historical date provides a useful baais for
comparing hew you are doing in the current year with your
previoua axperience. You can spot likely trouble spots or
particular successes by noting any unusual increases or
decraaces which you were not expecting. However, the
hi~torical comparisons alona leave many quasticns
unanswerad. Your most pressing concern may be not how well
are you deoing this yser compared to last, but how wall ara
you doing compered to what you might be able to accomplish.
For this type of question, comparing yourself with other
similar local governmante nay be most helpful. For some of
4tho illustrations in thia workbook, we calculste averagea
for the “best” three amunicipalities. You'can then compare
your own situation with this rough irdicator of where you

3



might be Lf you were reaching the sere level aa these thres
“best”. While you should be ceuticus in 1ntorpro£1ng these
comparisonas--they only give you an indication of the
possibilities, not a certainty thst you can or should be st
the same lavel--they do provide some clues about possible
changes you could make.

B. DEFINITIONS

To make the bast use of thias workbook it is important
to use consistent definitions of locel government finenco.
You should use the sudit definition for each category of
information as specified by statute and by the regulations
of the Miniatry of Firance.

Revenues are any source of monies to the local
governmant that may be expended for or by that government,
including roc.ipﬁ. turned over to the national or provincial
government. They alsoc include receipts from the provincial
or central government to the local governmant.

Similarly, expenditures include the payment of
monies for the functioning of the government, the delivery
of services, or payments to some other governament.

The balancae is the result of subtracting
expenditures from revenues for the total government as a
vhole or for individual funds within the government budget.
A surplus occurs wvhen not all revanuss are aexpended and the
balance is poaitive. A deficit occurs when the balance is
negative--when expendituras exceed raevenues.

For the purposes oflco-pcring the revenue, expanditure
and balance conditions of nmore than ona local government,
ravenue and expenditure information is more useful when the
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size of the population of the government’s jurisdiction is
taken into account.. Dividing the revenues by the number of
peocple in the Jurisdiction creates & figure called
revenues per capita. Such standerdization mskes a

comparison nore mesningful, for exemple: Municipality A
generatas 1,000,000 pesos annually, Municipality B generates
100,000 pescs. However, Municipality A is a city of 100,000
while HKunicipality B is & town of S,000. Municipality A’s
per capite revenuas are 10 pesos per pearson. Fer
Municipality B tha per capita revenue is 20 pesos per
person. Thus, MNunicipality B, which collects nmany fewer
total revenues actually collects twice aa much from each
resident of its town. Each of these definitions should be
kept in mind throughout tha remainder of this workbook.

C. BASIC DATA NEEDS

You will need three kinds of data to begin analyzing
your fiscal conditions. First is basic information about
the revenues and expenditures in your own government. This
information is found in the annual budget submitted to the
Miniatry of Finance and used in your local government.
Individual pieces of information are described under the
specific headinga in the chapters that follow.

The second type of information are the rasults of
calculations performed on the basic information. This will
allow you to make the kind of comparisons across categoriesa
of information in per capita terms. The computations will
also enable you to exanine the surplus/deficit situation for
the overall <financial condition of the local government and
within apecial funda. How to perform these calculations are
also contained in the following sections.

The third type of data you may need is information
10



about other local governments to enable ou to compare your
situation with theirs. Such information is provided for you
in nany of the illustraticns. If this workbook ia used in a
workshop type aetting with aseveral local governaments
present. the compargtive feeoturoz can be enhanced. Above
all, remember that the analysas provided in this workbook
should be loocked at as gquestions for you to answer rather
than the answvers thomselves.

D. FINANCIAL MANAGENENT RELATIOHSHIPS

The kay local officials to be involved in the procesa
dezcribgsd by this workbook are the Mayor, the Mayor’a chief
financial agzsistanta, and the Treasurer. Since the
Treasurer is un employee of the Minisiry of Finance rather
than the 1local government, it is especially important that
everyone view this as a proceszs of information sharing that
can benefit ach participent. Our experience pretasting
this workbook with aeveral municipalities in Antique
Province provided convincing avidence ¢that this is indeed

the caaa.

Howaver, the procass we describe can involve more than
Juat. the officiala of local governments and national
ministries. Ultimately, the revenues raised and the
subsaquent expenditures are for the provision of public
servicea and banafits to the citizens of the local
govarnaentas. Effective local governmant management includes
examining the services actually provided and assessing their
value to the citizens. Therefore, the procesa described in
this workbook of analyzing the financial conditions of local
governmentas ahould be seen only as a first stap in improving
local government management. As a better underatanding of
financial conditiona aemarges, locel oificials should bagin
to collect information on the amounts of services provided,
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the population roceiving the benefits of those services, and
the improvements in public ccaditions achieved. Thia‘kind
of informetion goes beyond the records normally kept for
financial management, but should be viewed as a part of the
overall <financial =manugement process. HEven though this
wvorkbook is limited primarily to the finencial side, we hope
that the process as it is practiced by local governments
stizulates further thinking ebout thess more general
Re&nagerent issussa. '
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IX. GETTING STARTED
A. DATA NEEDS

This chapterxr presents the basic workshesets for
collecting the revenue, expasnditure and demographic dsta to
Aupport the analyses in subsagquant chaptersa. The workshecets
provide the basic profile of a nmunicipeality’s £1nnncia§
condition and contain the nacessary information to carry ocut
beth the historical and comparativa analyseas. The
worksheats at the aend of this chapter are in two column
format with ravenues on the left and expenditures on the
right. All socurceas of revenue and all catagories of
expenditure are included, although only the summary line for
many small iterms is included. Two important notes should be
remeabared:

-- Figures to be sntered on the worksheets are actual:
revenuas or expenditures from the most recent,
completa year, not the estimetes for the current
year:;

-- For a tax collected by one local government for
another level, for example, by a municipality for
the province (occupation tax), only that portion
ratained by tha collecting government’s own use
should be recorded on the worksheet.

1. Revenues

Local revenues are divided into General Fund and
Infrastructure Fund revenues. General Fund (GF) revenues
are composaead of the following categories of revenue sources:

- Property tast,including: 1) current year

13



collections, (2) collections of past year’s taxes
paid in ﬁho current year, and (3) penslties
collected.
== Businesa tax.
== Harket rolated fees, including: (1) public market
use fees and (2) public siaughterhouse use feea.
Utility usa feea.
== License fees, including: (1) fishing lease fees, (2)

building parait fees, and (3) occupstinsn taxes.
- Central government transafsrs, composad of the
Internal Revenue Allotment (IRA).

The Infrastructure Fund (IF) is conposed of twe main
cetegories of rovenues:
~=- Tranafers from the Genaral Fund.
== Trensafers from the Central Governaent: including (1)
the Specific Tax Allotment (STA) and (2) National
Aid.

Not all »msunicipalities, of course, will have revenues
ll1 categorias. Some municipalities do not have utility
feas. HMany municipalities do not have tha opportunity

to collect fishing leases.

2. Expenditures

Expenditures are similarly divided into Generel end
Infrestructure Funds. An important limitation is noted in
the information aveilsble to us in preparing this workbook.
For Infrastructure Fund (IF) expenditures, eaxpenses are
divided into three categoriea with the third being capital
outlay. Howaver, for most of the municipealities included in
the Rural Services Center Project which provided the data
base, only the total IF was reported. This poges a serious
limitetion 1in that it becoaes impossible to separate current
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operating aexpenditurea froz cepital investmenta. Whila this
wlli be cdiacussed in detzsil in the chepter on expsnditures,
note ia made here to atress the iaportance in £filling out
the workshest to include all informaticon itens.

Genersl Fund expanditurea are coaposad of the following
nain categorias:

-=- Assesgor’a office.

-- Tressurer’s offica.

-~ Public nmarkets and slaughterhouses.

== Public utilitiee.

== 100 Accocunt--parsonal gervices.

-~ 200 Account--maintensncs end opsration.

== 300 Account--cepital outlay.

Infrastructure fund expenditures are subdividad into
three categorisw:
== 100 Account--personal servicea.

200 Account--meintensnce and operstion.
-~ 300 Account--capital ocutlaey.

3. Characteriatica of the Local Government

In addition to thae finencial informetion ceptured by
the workaheets, certaein basic desocgrephic snd socio-economic
information is necessary in ordsr to ascess your locai
govaernkent’a financisl condition. MNost important ie
population, which aerves 23 the main basis for comparigonas
with other local governasnts. PMNoat of the anaiyses we will
suggest will use one or norae of the finencial indicators
divided by population to form per cepite measures.

Other nessures, hovaever, are naerly as impertant. In
order to assess the perinrmance of property tax collecticns,
the number of taxable parcels is s&an importent piecas of

18



informetion. Similarly, it is useful to know the number of
businesses subjesct to the business tax, the number of market
atells in tha public market, and ao forth, in order to
standardiza each revanue or expenditure item. Although few
non-finencial Rmszsurws were included in the dats aset on
which our exemples are besed, in the analysis chapters we
suggeet other analysea that could be carried cut if the
appropriate information is availablae.

B. SOURCES OF INFORMATIOM

Hoat of the information required for the workshoets at
the ond of this chapter is aevailablo either from the offices
of the Treaaurer or the Aassessor at the municipal end
province levalas. They a@re & part of the required reporting
procasas for providing local government £inancial and
budgetary informaticn to the Kinistry of Finance. Other
dunographic and socie-aconcmic data, such as population, per
capita income, proportion of the population in urben arcss,
typicelly are availsble in the municipality or fro~ census
informetien. Sources are identified on the worksheets.

C. WORKSHEETS

The basic worksheat on the following pages is divided
into five parts:

-- Genersl Fund

== Infrastructure Fund

-- Real Property Tax

Municipal Employees

== Fund Transfers

In addit’on, aspaces eare provided for identifying the
municipality, province, year, and population. No
calculations are normally necessary for the items included

16



on the worksheet because they come primarily fros saterial
reported by the Treasurer to the Hinistry of Finence. Kot
all elements on the Treasurer’s reports are included on the
worksheetsa. Therefore, the individuel items would not in
all casges sum up to the total. Howsever, we do provide apece
in each workaheet sectiocn to include the totel. You should
copy this directly from the original aources. At cther
pointa in the analyses, we will make use of this total to
calculata the percentage some of the msjcr catagories meke
up of thae total.

In £1illing out ths wvorksheet, it is izportant to
attempt at least a five ysar profile. If only the most
recent one or two ysars are included, it wiil hs imposasible
to esseas how your municipality is doing conparad with
praevicua years.
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MUNICIPAL FINANCIAL PROFILE DATA COLLECTION SHEET

Name of Municipelity Yaar

Name of Province Popul ation

The information for this sheet should bs available from the annual
trial balance sheet or actual budget documents. The information is kapt by
by the Municipal Treasurer, or in the case of property tax information
(Part II1), by the Tax Assessor,.

I. THE GENERAL FUND

A. TOTAL GENERAL B. TOTAL GENERAL FUND
FUND REVERUES EXPENDITURES
1.REAL PROPERTY TAXES 1.AESESEOR’S OFFICE
~Current Year EXPENSES —_—
-Previocus Years 2. TREASURER”S OFFICE
EXPENSES _—

-Penalties

3.EXPENSES FOR
TOTAL PUBLIC MARKETS &
SLAUGHTERHOUSES

2.BUSINESS TAX

4.EXPENSES FOR

3.RESIDENCE TaX PUBLIC UTILITIES
4. INTERNAL REVENUE S. 100 ACCOUNT:
ALLOTMENT _— Personal Servicesa
S5.BUILDING PERMITS . 6. 200 ACCOUNTY
: Maintenance
6. PUBLIC MARKETS Operation
7.PUBLIC 7. 300 ACCOUNT:
SLAUGHTERHOUSE Capital Outlay

8.PUBLIC UTILITIES




MUNICIPAL FINANCIAL PROFILE DATA COLLECTION SHEET, Cont.

f. TOTAL
INFRASTRUCTURE
FUND REVERNUES

1. SPECIFIC TAX
ALLOTMENT

2. NATIONAL AID

A. VALUATIONS:
1. TAXABLE VALUE

2. EXEMPT VALUE

TOTAL Value

A. GENERAL FUND
1. Permanent

2. Temporary

3. Casual

A. EXCESS SEF to GENERAL FUND

B. GENERAL FUND TO

C. INFRASTRUCTURE FUND TO GENERAL FUND

INFRASTRUCTURE FUND

I. THE INFRASTRUCTURE FUND

B. TOTAL
INFRASTRUCTURE
FUND EXPENDITURES

1. 100 ACCOUNT:
Personal Services

2. 200 ACCOUNTs
Maintenance &
Operation

3. 300 ACCOUNT:
Capital Outlay

I1. REAL PROPERTY TAX as of DECEMBER 3i

B. PARCELS:
1. NUMBER TAXABLE

2. NUMBER EXEMPT

C. MUNICIPAL TAX RATE

III. NUMBER OF MUNICIPAL EMPLOYEES

B. INFRASTRLICTURE FUND
1. Permanent

2. Temporary

3. Casual

IYV. FUND TRANSFERS




2.

A.

COMPUTATION WORKSHEET

1. 'REVENUES
GENERAL FUND
GENERAL FUND REVENUES PER CAPITA (Rev.par cap)

/ =
Total GF Revenue Population Rev.per cap

TOTAL PROPERTY TAXES (Total P,T.)

+ +
Current Year Previous Years Penalties

Tetal P.T.

PROPERTY TAX AS A PERCENT OF GENERAL FUND REVENUE

/ -
Total P.T. Total GF Revenue P.T.7% of Revenua

IRA AS A PERCENT OF GENERAL FUND REVENUE

/ =
IRA Total GF Revenue IRA 7 of Revenue

INFRASTRUCTURE FUND

INFRASTRUCTURE FUND REVENUES PER CAPITA (IF per cap)’

z =

Total IF Revenue Popul ation IF per cap

TOTAL NATIONAL AIDS TO INFRASTRUCTURE (AID to IF)

+ =
STA Nat’l Aid to IF AID to IF

TOTAL AIDS TO INFRASTRUCTURE AS A PERCENT OF
INFRASTRUCTURE REVENUE

AID to IF Total IF Revenue AID % of IF Rev



COMPUTATION WORKSHEET
Continued

MUNICIPAL REVENUES

1. MUNICIPAL REVENUE {(Munic.Rev.)

-+ = -

Total GF Revenue Total IF Revenuas Munic. Rev.

2. MUNICIPAL REVENUE PER CAPITA (M.R.per cap)

/ . -
Munic. Rev. Population M.R. par cap

3. NATIONAL AIDS TO MUNICIPALITY (NA to Munic.)

+ =

IRA Total AID to IF NA to Munic.

4. NATIONAL AID AS !\ PERCENT OF MUNICIPAL REVENUE

/ =

NA to Munic. Munic. Rev. NA % of M.Rev.

LOCAL REVENUES

1. LOCAL REVENUE (Local Rev.)

Munic. Rev. NA to Munic. Local Rev.

2. LOCAL REVENUE AS A PERCENT OF MUNICIPAL REVENUE

/ =

Local Rev. Munic. Rev. Local Rev.% of
Munic. Rev.



COMPUTATION WORKSHEET
Continued

EXPENDITURES

1. GENERAL FUND EXPENDITURES PER CAPITA (GF Exp. per cap)

/ -
Total GF Expenses Population GF Exp.per cap

2. INFRASTRUCTURE FUND EXPENDITURES PER CAPITA (IF Exp.per cap)

/ ]
Total IF Expenses Population IF Exp per cap

3. MUNICIPAL EXPENDITURES (Munic.Exp)

+ =

Total GF Expenses Total IF Expenses Muric. Expenses

4. MUNICIPAL EXPENDITURES PER CAPITA

/ =

Munic. Expenses Popul ation Munic.Exp.per
capita

~-~=BALANCE--~

1. GENERAL FUND BALANCE (GF Balance)

GF Revenue GF Erxpenses 6F Balance

2. INFRASTRUCTURE FUND BALANCE (IF Balance)

IF Revenue IF Expenses IF Balance

3. MUNICIPAL BALANCE (Munic.Bal.)

Munic. Revenue Munic.Expenses Munic.Bal.




III. THE REVENUE SIDE
A. REVENUE ANALYSIS

We begin our actual analysis with local governaent
raVONUes. The purpose of analyzing local revenue data ias
twofold:
- to help local governnents identify where
inprovements can bs made in raising lccal revenue:

== to 'help central government agencies identify where
assiastanca may be required and to esesess trends in
local govaernaant finence that demand national
attention.

Ve are particularly interested in the ability of tha
local government to becona more salf sufficient in
generating its own revenues, the growth of revenuea sources
ovar time, and the efficiency of iocnl governnents in
realiz!ng the full potentiel of the sources that they have.

The analysis of local revenues focuses =mainly on
General Fund aources since these are the ones that are under
sona dagree of control of the 1local government. The
following analyses use examplea from the 14 municipalities
included in the Rural Services Canter project to illustrate
the analytical techniques. It muat be emphasized thet thie
is not a repreasentative sample of all municipalities. Thus
the analyses conducted on these aggregate data are not

generalizable to all municipalities in the country.

Our analyais begins by constructing performance
neaaures of revenue collection. To atandardize these
23



Reasures we use per capita figures, dividing the revenue
collected by the population of the municipality.To provide
an overview of how revenue sources have been performing, we
first construct a table showing the per capita revenue
collections by scurce of revenue over a five Year period,
1977 through 1981. We do this first for all cities in the
sample to see what the overall trends are (Table III.1).

TABLE III.1

PER CAPITA GENERAL FUND REVENUE SOURCES FOR ALL CITIES, 1977-1981

Property Business Utilities Markets % IRA TOTAL
YEAR Tax Total Tax S1’House
1977 1.12 2.28 . 65 3.35 5.29 12.45
1978 1.02 2.69 .70 3.96 S.10 13.21
1979 1.42 3.01 75 3.86 S.10 13.87
1980 1.36 3.04 .75 4.67 S.00 14.64
1981 2.69 3.42 .74 4.97 6.28 17.78

The table reveals thae following:

-- All revenues are growing in “current” pesos (not
adjustad for inflation) except for the public
utility raveaenues. However, since the data on
utility revenues is spotty for sasome of our
municipalities, you should be cautious in
interpreting the utility figures in the table.

-- Most revenue sources eare growing at a fairly
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constant rate with the exception of the property
tax, which experienced a sizeable jump in the last
year. In fact, the performance of the property tax
(which declines alightly in elternate years and
advances by about fifty per cent in thae other
years) is showing a ‘“classic” pattern caused by
revaluation.

-- Local revanue sources are growing at a auch faster
rate than the central government transfer (IRA) -~
the total of local sourcea has increased about 37%
over the period while the percapita IRA has rigen
only 20x%,. However, the Specific Tax Allotment
(STA) and other central government aid to the
Infrastructure Fund haa increesed as fast as local
revenuesa.

== While local revenuea are becoming more isportant in
the General Fund rovenues, they are not quite
keeping up with inflation; the period of 1977-1981
was a period of high inflation,cumulatively .
amounting to about 73% over the period in the
Philippines. Onljy the property tax, which increased
114% from 1977 to 1981, matched inflation.

This first analyais gives you a benchmark with which to
axamine your own individual municipelity’s performance. To
rnake your comparison with these municipalities more
neaningful, we first have divided the fourteen into two size
categories, above 30,000 population and below 30,000. Tabla
I1I.2 is identical to Table 1IIX.1, but is subdivided by

these two size groups.
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TABLE III.Z2

PER CAPITA GENERAL FUND REVENUE SOURCES FOR ALL CITIES,

YEAR

Small 1977
Cities
1978
1979
1980

1981

YEAR

Large 1977
Cities
1978
1979
1980

1981

An

Property
Tax Total

Property
Tax Total
1.07

.91

.98

1.57

2.90

Business Utilities Markets %

Tax

« 94

Business
Tax

4,04

3.86

4,32

«34
.64
.68

.63

Utilities
Tax

.96

S1’House

.21

1.17

1.48

Markets &

S1?’House

S.57

7.10

6.39

7.808

8.05

IRA

—.80
S.49
Se63
S.72

6.97

IRA

4.84
4.74
4.64
4.55

=Pt

1977-1981

TOTAL

?.39
?.32
10.38
11,12

13.02

TOTAL

15.86
17.63
17.59
19.36

22.87

examination of Table 2 shows that business taxes and

market related fees are much more important revenue sources

in the

larger

municipalities than in the samaller ones.
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Somevhat surprisingly, the property tax appears to yield
about the same per capita in both sizes of citio.,roxcopt
for the year 1981 when it recorded a large increase in the
larger municipalities in the sample.

Now set up your own table for per capita per capita
revenue arcunts for the different revenue sources. The table
should be set up in the form of Tablea III.1 and III.2
above, although the data may be from Years other than 1977
to 1981,

Worksheet A shows the calculation of per cspita

revenue amounts and the calculetion of growth percentages in

revenues from year to year.

WORKSHEET A

PER CAPITA GENERAL FUND REVENUE SOURCES FOR ALL CITIES., 1977-1981

Property Business Utilities Markets & IRA TOTAL
YEAR Tax Total Tax 51’House

1977

1978

1979

1980

1981

Percent
Change
1977-1981

27



Now that yeour own table is constructed, you should be

able to answer the following questions:

== Which revenues sare growing fastest? Are there any
cbvious circumstances in your municipelity )to
explain why ocne socurce of revenue is growing faaster
than another?

-- Ia the growth in revenues ateady or staggered? If
there are asharp changes in the pattern of growth
percentages, are there any obvious explanationa for
this in your municipality?

-- Is the percentage growth in locally collacted
revenues faster or aslower than the growth in the
IRA?

-- Isa the percentage growth faster or slower than the
rate of inflation? Is the growth rate faster or
alover than the growth rates for cities of

comparable size, as shown in Tablas III.2 above?
B. IDENTIFYING THE UNDERLYING PATTERNS IN REVENUE GROWTH

The preceding exercise has shown that we are intereastad
in the rate of growth as wall as the amount of revenue
coliectad. The best way to seea the pattern of change in
revenues from year to year is8 to plot that change on a
graph. The trend line deacribed on a graph shows the pattern
of change. To sea if there is an underlying pattern to the
trend, we can use simple statistical techniques to plot a
trend line on the baais of several years’ data. The trend
line smoothes out the fluctuationa in the data and nmakes it
easier to see the direction and consistency of growth in

ravenuea.

There are several wvays to zonstruct a trend line. In
this chapter we use a aimple linear regraeasion model
28



available on the Visitrend seoftwere for the Apple II
paraonal conputsr and other microcemputers. Thie enalysias
cann ba done by a bhand calculator which has a programmed
linesr regrassion Function; Lt does requirs, however,
sevaral more atsph than that regquired on the microcomputer.

A technical note at tha end of this workbocok shows the
forrula for calculeting the trand line and explains how to
detsrnine 1f the computed trend line matcheas the actval data
closely. In Chapter V, we illuatrate a different technique

for coaputing 8 trend iine, one which is easier to calculeate
by hand.

Uaing this model, we ahow below trend lines for the per
capita growth in savaral of the key rovénuo sources for
larga and smsll cities in the sample: property taxes,
business taxan, market related fees, the IRA, and total
General Fund rnvénucs. The ¢trend line is fitted to the
racorded data f£or 1977 through 1981 and then ﬁrojcctod for
the following three years.
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An examination of the trend line reveals the following:

-~ Proparty taxes and market <fees per capita are
growing et a fagter rate for larger municipelities
than for smallar ones.

~= Businesa taxee are growing at sbout the came rete
for both, but with the psr capita amounts at &
considerably higher lavel for the larger cities.

-= Total General Fund revenues are growing at sbout the
sare rate for both sizes of cities with the lerger
cities enjoying tha higher level per capita;
howaver, the central government transfer (IRA) ig
groving faster for smaller cities, compensating for
the slower growth rate in their locsl revenues.

Now plot your own changes in General Fund revenues over
a several year period on the same graph in our
lilluatration. If you have access to s regression program
on a computer or wish to calculste a trend line by hand as
described in the Appendix, you may wish to piot the trend
line instead of your actual data. For a five yeer aseries,
it should take you about half an hour to calculate the
points for the trend line using a calculator

(non-programaed).

In either case, as you look at your ocwn figures and at
the other nunicipalities’ eaverage:

== Which revenuea appesar to be growing at the fsatest
ratesa?

== Are there revenue sources which have declining trend
lines?

-- Do any of the revenue sources fluctuate widely from
a straight line trend? Are there any ready
explanations for such fluctuations?

-- How does your munciipality compare with the others?
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C. CONPARING TREND LIMES TO INFLATION

Working with the same graph you just constructed, you
also can exgmine how your revenue sources are doing compared.
with 4infletion. Since thae costs of goods and services cre
riaing almost everywhere, per capita revenues muast also rise
year to ysar aiaply to keep providing the same quality of
oublic servicaeas. In addition, most local revenue sources
should reoflect the rising inflation in costs and values-~-
that ia, the revenue bases should also be increasing partly
a8 a result of inflation.

Wa nmay easily estizate the growth required to match
inflation by applying a yearly inflation rate to the amount
recorded in any given yesr. For example, if the per capita
buasinesa tax revenue igs 3.00 pesoas in 1977 and the inflation
rate <from 1977 to 1978 is 10X, then the businsss tax revenue
amount per capita should grow to 3.350 pesos in 1978 just to
keep up with inflation.

You can aae the impact of inflation graphically by
plotting an inflated growth rate for one of your revenue
sources on the graph which you constructed above. Start
with the first year’s revenue amount and then increase i% by
the inflation rate for each of the four additional years.

D. IDENTIFYING WHERE REVENUES CAN BE INCREASED

In order to identify where revenues can de increased,
wve have to establish targets for the level of revenue that a
aunicipality should be able to collect. Establishing

targets can be done in two different ways.

The first way to establish revenuas targets is to
estimate the REVENUE BASE of a particular revenue sgource.
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The most common base in local governmen: revenues is the
property tax baze which ia defined as the taxable valuation
of real property within the municipality. Unfortunately,
for other types of local revenues there is usually no record
of the tax base compareble to the recorded taxable
valuation. In addition, property tax assessment can vary
greatly between runicipalities so that the recorded taxable
veluation may not be a good indicator of the truec revenue
base for that tax.

Sinca we lack good estimates of the basza of the local
revenue sourcaa, vea need an alternative nmethod of
estimating what the potential baae of any given revenue
aourcea ia. A proposed alternative is to devalop PER CAPITA
TARGETS for individuel revenue sources based on what other
municipalities are collecting. This approach necessarily
ignores somc of the differences among cities in terms of
their actual resource bases. It does, however, provide a
means of establishing targets and a way of identifying how
municipalities are performing well or poorly when compared
to other municipalities.

In selecting the revenue targets, we may use either the
average per capita figures for our sample, or wa may choose
targeta based on the better performing Runicipalities.
Since we are interested in the potential revenue base, we
should examine how the best municipalities are performing.
Therefore, we use as our target revenue per capita the
average of the three best municipalities in each of the five
years for each o9of the GF revenue sources. Since we have
some indication that the small and large municipalities
differ in terms of their resource bases, we should conatruct
target figurea for the two groups separately. Table III.4
showa the target per cepita figures for the small and large
mrunicipality groups.
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TARGET PER CAPITA REVENUES FOR LARGE AND SMALL CITIES,

TABLE II1.4

Property Business Utilities Markets &
YEAR Tax Total

Small 1977 1.93
Cities

1978 1.36

1979 1.88

1980 2.49

1981 3.51

Property

YEAR Tax Total

Large 1977
Cities
1978
1979
1980
1981

Tan

2.25
3.17
3.39
4.16

4.11

1.09

1.02

1.4S

1.51

1.25

S1’House

2.34
2.31
2.68
2.78

2.72

Business Utilities Markets &

Tax

4,08

4.94

J.29

S.66

6.49

Tax

1.54

1.51

2.04

S1’House

7.88
10.28
8.71
11.37

11.30

1977-1981

IRA

7.39
7.25
7.11
6.98

8.83

IRA

!JI'J
H
4]

.Lﬂ
W
2]

.L'l
N
o

4]

6.3

The figures in the table show what a municipality could

reasonably be

able to collect for a given revenue source in
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TOTAL

15.01
15.31
16.51
17.92

20.41

TOTAL

20.28
23.29
22.03

25.44
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light of what other 'lunicipclitioc heve been able to
achieve. To translate this figure into totel amounts of
revenus that a local govaearnment could realize 1if they
improved to the target amount, wa parfera another
calculation. This calculation simply multiplias the target
ravenue L[ar capita by the population to produce the total
targat rRVenua. Wa then subtract the actual revenue
collectad from the target amount to show the amount thet the
nunicipality “nissed” by not parforming up to its potential
targaet. The seize of this amount indicates the potential
payoff for inveatments in 1nprovuq revenue collection.

The following Table III.S showas thias target revenue and
potential paycff for saveral municipalities in our sample.
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CITYy

SAPIAN

CULASI

S0G6OD

TABLE III1.5

REVENUE POTENTIAL FOR SELECTED CITIES

Property Business Utilities Markets & IRA

YEAR Tax Total Tax Tax S1 " House
(Pop.)

1977 -1495 37649 19502 21689 61072
(17900)

1981 -1814 47954 23666 14017 78787
(12000)

1977 27308 36295 23366 33493 35209
(24400)

1981 446782 79454 22910 8708 34606
(26100)

1977 14038 4985 27346 S763 43686
(25100)

1981 51185 -9073 23177 16626 S7664
(26600)

This potential payoff
individual
attention.

analysias showa, first of all,
runicipalities should their
Table III.S indicates that Sapian
on the which the

In the sana Sogod should
concentrate on the property tax; while Culasi should focus
37

where focus
For
firat

potential.

example,

should focus buainess tax shovws

greataeat aanner,

TOTAL

138413

162250

155670

1994460

97820

139379



on the business and property taxes.

In addition to identifying where payoff potential
appsars to be greatest, these tables alaso reveal sore
anoacliea which requira further investigation. For example,
we would expect business taxes and market fees to parallel
each other roughly since they should both be correlated with
the lavel of economic activity in the individual
aunicipelitieas. However, in axamining the performance of
Ciulasi, wa see that the market related fees are parforming
well while buciness taxes are well baelow target for 1981.
Furthermore, we nmight axpect property taxes and business
taxaa to be aimilarly correlated. However, we sese in Sapian
and Sogod that this is not the case, although the
differences occur in opposite directions for these two
runicipalitieas.

It should be emphasized that the analysis above is used
as a starting point for <further investigations into the
reasons for poor perforaance on & given revenue source. It
is not a critical evaluation of performance and should not
be used to judge municipal performance. It ashould be usaed
as a tool to help direct attention to points where
improvement appears most likely to be made. Indeed, for
Rany nrunicipalities there may be very valid reasons for not
performing at a higher leavel; some communities may simply

not have the tax basa.

Now use the following Workshaeaet B which showa the stepa
in the calculation of the target revenue amount and the
potential payoff analysis for individual revenue sources for
a given municipality. This worksheet allowa you toc perform
the same type of analysis as that carried out to produce the
figuraes in Table III.S.
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WORKSHEET B

CALCULATING REVENUE POTENTIAL 31 198t
(Per Capita)

Property Business Utilities Markets % IRA TOTAL
Tax Total Tax S1’House
Small
Cities 3.51 4,11 1.2 2.72 8.83 20.41
Large
Cities 4,06 6.49 2.04 14,30 6.35 30.24
Your
City

Difference

(Subtract your figure
from either

Small or
Large

TOTAL

.{Multiply Difference
by Your Popu-
lation)

Once you have completad the worksheet, you should
attempt to answer the following questions:

== Which revenue sources provide the largest potential
payoff for improved revenue generation in the
municipality?

-- If data are used for several years(as in Table III.S
above), what are the trends in the amount of
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potential payoff from year to year?

Does anything unusual occur when the figures for
the different revenue sources are compared? If
there are any such unusual observations, are there

any ready explanationa?

E. SUMMARY

Although w2 have not attempted to answer a largs number

of questions in this chapter, we have introduced several

impeortant

cuncepts and techniques which you cen now use

aided by your own municipality’s most pressing queations and

your

own imagination. You should now be familiar with:

The importance of using per capita figureas in order
to be able to compare with other municipalities.

The usefulness of & saveral year base of information
to help you spot importsnt chengas and to project
future trends.

The usafulness of one technique, linear regresaion,
for 4illustrating the underlying trend in a several
year date series and for projecting that trend into
the future (another technique for doing this will
be introduced in Chapter V).

A method for estimating the revenue potential if
your own nAunicipality were perforaing as well as

other municipalities in raising revenue.
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IV. THE EXPEADITURE SIDE

In the previous chapter, you took information on
revenuea from the basic information collection worksheets
introduced 4in Chapter 1II and performed several analyses
designed to increase your understanding of revenue sources
and revenue growth potential. This chapter focuses on
expenditurea, and leads you through several exercises to
further your understending of the implications of various
patterns of expenditures over a five yoar period. Section A
includes general introductory naterial on the basaic
expenditure categories and discusses how the workshest
information can be used. Section B then tskes you chrough
three exercises and discusses the implications of each

exanple.
A. GENERAL AND INFRASTRUCTURE FUNDS

The basic accounts required for Philippina
municipalities =maintain an important distinction between the
General Fund and the Infrastructure Fund. Although the
distinction is not a complete one, the items of expense that
are included in the Generr Fund basically are axpenditures
for the current operating expenses of the nunicipality.
Items included in the Infrastructure Fund generally can be

interpreted as investment expenditures.

The current versaus inveatment distinction is an
important focal point of the expenditure analyses that you
will carry out. Regular aervics provided by the
municipality ahould be recorded in the General Fund, and the
conditions of the General Fund at any point in time should
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tell the nunicipality something about the ganaral level of
aervices. That fund is further aubdivided on your
workaheets into aeveral =major categories. Two of the
categories reflect the expenses for the municipal offices
responaible for finance, the Assessor’s and the Treasurer’s
offices. Two other catagories summarize the public
aenterpriae or revenue generating operations of the
municipality including public markets, slaughterhouses,
utilities, and other aunicipal enterprises. The remaining
categories cover all additional expenditures for peraonnel,
operation and maintenance and capital ocutlays.

The Infrestructure Fund expendituzres are not broken out
by type of investment (such as water systen, roasds, and go
forth). It would be heipful, however, if the Runicipality
kept recorda at that detaeii in order to diatinguish emong
the coats for different types of infrastructure
expenditures. For Infrastructure expenditures, you
generelly expect the benefitas to recur over Aany vyears.
Thua, the inatallation of a water aystem that ceusea
expenditures over a two or three year period would be
expected to provide benafita for a much longer pariod of
Yyearas. For this reaacn, you should examine the pattern of
infrastructure expendituras over a several Year period,
bearing in nind that the aservices repreaesnted by those
expanditures will continue beyond the aspecific vyears in
which the expenses occurred. General Fund expenditures, on
the other hand, generally provide benefits or servicas only
in the time pariod near the actual expenditures.

B. EXPENDITURE ANALYSES

i. General Fund Expendituras

Several very general questionsa can be addressad by
42



simple comperiscon graphs over time. The workbook provides
three coaparison points <for General Fund expenditures from
1977 through 1981-- gemall to medium size municipalities,
large =sunicipalities, and the full fourteen municipalitiea
used in preparing our illuastrationa. Zxamine the first
graph which ahows the averaga General Fund expenditures for
the entire fourteen municipalities.
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Note that aeach graph nses per capita pesos in order
to atandardize for large aize differences. Since we are
using per capits figures, you will note that the patterns of
expendituras over time are not very different for the
different size classifications bacause we already have
controlled for population. For your own uae, you should
teke tha General Fund per capita expenditure from page 3 of
the Computation Worksheet in Chapter II for each of ths five
years. Use the appropriate graph <(amall to mediunm
municipalities or large) below and plot your own figures to
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see how your municipality compares with others. Remember
our earlier wvarning that the fourtaen municipalities are not
necessarily representative of all nunicipalities, but ere
used only to illustrate.
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The firat quesation to aak ia about your own
municipality, independent of how it 1looka against the
others. Are your General Fund expenditures keeping up with
population growth? If your own lins is flat (horizontal),
that would indicate that your GF expanditures ara unchenged
on a per capita basis, which nesana that population changes
are being matchad by changea in expenditure levela. It nay
alao mean that the service levels you are providing are
unchanged aa wall, ignoring Infrastructure Fund
axpenditures. However, you ahould be careful about &ssuring
that aspending the asame amount f£from one year to tha naxt
Reans that aservices also remain unchanged. The amcunt your
municipality apends does not automatically measure how much

servica you are providing.

A further consideration is the effects of inflation. If
your own line ia flat across the five years and you consider
that thae period 1977-1981 was one of high inflation, then
spending the asame amount for current sarvices on a per
capita basis maeaana in all 1likelihood that the absolute
amount of aservices your municipality ia providing citizenas
actually ia declining. And if your own line shows & decline
from left to right, it is a near certaiity that your aervice
levels are declining (unless your bookkeeping practices are
recording regular expenditureas for services as investment

expanditures in the Infrastructure Fund).

Now examine your own line on the graph compered with
the nmunicipalities whose figure is graphed for you. Firat
lock only at the pattern, not how close your line is to the
line provided. The ateadily incraeaaing lavel of
expenditures shown for them, and the somewhat sharper riasa
from 1979 through 1981, indicates a rising level of General
Fund expenditures which matchas the pace of inflation. If
your own line more or less matches that same pattern, your
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expenditures besically aeare keeping up with inflation, but
probably not providing any higher level of servicaes than
several ysars ago. For your General Fund expenditures to
axceed the rate of inflation, and thus show perhaps that
services are increasing, your line would have to rise at a
sorawhet faster slope than those graphed. This ia because
the graphz provided here happen to pretty closely correspond
with inflation.

Now exanine the absolute level of your own line
relative to the other. If it is higher or lower, then of
course it wmeana that your municipelity is spending more or
less than the other comparable municipalities. Since wa do
not have inforration available for this workbook on actual
services, you should be cauticus in dinterpreting a
difference to mean you are providing more or fewer services.
However, if this workbook is used in a workshop typa setting
in which several naunicipalities are working through the
exercises at the ecanc time, atart to ask questiocns of each
other about the amcunt of cservices each providaes to see what
is behind some of thess nurkara. Is your ocun municipality
spending mora than other nunicipalities? Are you providing
more aservices, or higher quality services, for this higher
expenditure? Or are other municipslities providing the same
services, but doing so more efficiently?

Determining how efficiently you ere providing services
compared with other nunicipalities ia not an easy task.
However, if you and other nmunicipaelities collect a small
amount of additional information, you can begin to address
that question too. The easisst nmneasures of service to
collect are those that tell how nany. How many market
stalls or aspaces for sellers does your public market have?
The number of spaces divided into the amount you spend on
public markets will give you a rough measure of cost per
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unit of service.

Divided by =

Amount Spent Market Space Cost per Space
on Market

You can come up with your own service measures in the
sane manner. The number of water connections, the
kilometres of roads =maintained, the number of citizens
served, all provide useful measures to compare with coat.
And when compared with coat @es in the market exanple, they
provide & basis for comperiscn with other municipalities to
see vhether the expenditure compariscns provided by the
graphas above tell you that you are providing more or less
service for the same, more, or less expenditures.

Where the amount of a specific aservice is harxrd to
Reasure (for example, if water is not metered and you cannot
neasura the amount of water each customer receives), you can
stil]l dovelop a very useful measure just by knowing how many
people é¢re receiving the aservice. In addition, if you
divide %the nuaber of people receiving the service by the
totsl population of your municipality, you have the
Percentage served which tells you how nuch of the need
it baing met. While the informeation was not available to
provide actual nmeasures in this workbook, we encourage you
to bagin looking at your expendituras not only in absolute
amounts but also in terma of how nmuch aservice you are
providing for those expenditurea. You also do not have to
igncre quality measures. MNoting the presence of electricity
and running water in the public mearket gives you a measure
of quality in addition to the amount of rervice measure.

2. General Fund versus Infrastructure Fund
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In Sectiocn A of this chapter, we made a diatinction
betweern Genaral Fund expenditures and Infrastructure Fund
oexpsnditures. We stated that in general, the Infrastructure
Fund can bhe treated as basic investments in facilities;
these facilities will have benefits that will continue for
ymars beyond the initial costs of construction. Ganeral
Fund expenditures, on tha other hand, are mainly thoae
expenses for every dey services that do not involve long
tera investment. In th.3 analysic secticn, wa want te
compare those current expenditures with the investaent
expenditures of the Infrastructure Fund.

30y
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Exenine the firat graph. It shows for all fourteen
Runicipalities in our data aet the average General and
Infrastructure Fund expenditures for 1977 through 1981. The
firat thing to note is the aelmoat flat pattern for 1IF
expaendituraas. Whereas GF expenditures seam at lesat to be
keeping up with inflation during that period, 1IF
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expendituras epparently are neot. In fact, there is o very .
alight decline from 1980 to 1981. Without more detailed
knowledge of the nmunicipalities, it ia difficult to aay
vhether the decline is due to decressing funds available for
IF investments, or if the nead for additional IF investments
lescened in that period.

Now take your own nunicipality’s IF aexpenditures,
convert them to paer capits by dividing by population, and
plot them on one of the following grephas (the one most
appropriate to your size).
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If you are cne of the smaller municipalities, does your
own line show the sarme distinct drop from 1980 to 19817
Nete that thet drop does not occur for the larger
municipalitiea. You are in the best position to know why
the drop occurs for vyour municipality. Does it reflect a
declining need for infrastructure, a temporary slowdown in
conatruction, or are General Fund expenses riasing at a
higher rate, absorbing available funda? Thisa aimple graphic
compariason doea not provide fundamental snswers, but rather

alerts you to ask about the relationship between general and
infrastructure expenditures.

Suppose your own pattern does not show the same rise in
GF and level or declining IF. In the graph below, a single
aunicipality ia shown in which both GF and IF expenditures
are increasing, but IF expenditures are going up faster.
Using the projection technique introduced in Chapter III, ve
have projected this municipality three additional years.
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What is the implication of this pattern? First,
remember that IF expenditures mean investment in long term
capital facilities such as road conatruction or public
facilitiea conatruction. Once the initial contruction costs
are completed, there will atill be ragular maintenance and
operation coats for the facilities. For the first faw yaers
after construction, these may be primarily maintenance, but
&fter several years, repairs will be required. Typically,
the budget for theose maintenance and repair axpansaa is part
of the Genaral Fund. If your own municipality has a pattern
similar to tha single municipality shown hasre, you should
ask wvhere the funds arcs going to come i'om in the future to
pay for tha needd raspairs and maintenanca for infrastrncture
investaents being made now. If GF expenditurea do not
increase at cloaa to the same rate, then three to five y..ri
beyond the infraatructure investments, you will be faced
with a choice between decreasing asome level of regular
sarvice or not providing adequate repair or maintenance of

facilities being constructed now.
3. Dacomposition of Total Expenditures

Up to now you have been looking only at total Gaeneral
Fund or total Infrastructure Fund expenditures. Although
the data available for preparation of thisg workbook did not
hava sufficiant information to carry out many analyses at a
more detailad level, we did include in the worksheets
proviaion for breaking thae totals down into more detailed
categories. An .mportant question to ask yourself now in
comparison with other municipalities is about the patterns
of expenditures by the different subcatagorias.

The most obvious comparison ia how much is being apent
for parsonnel. Take your parsonnel category from both the
83



General and Infrastructure fund, add them togather, and
divide by population. You now have the per capite
expenditure for personnel. How does that compare with other
aunicipalitiea? Ar> you more heavily loaded with parsonnel
than other municipalities? If your eaxpenditures for
personnel are higher, sre you getting more or fewer services
delivered tc citizens? Are other nrunicipslitiea eble to
provide sbout the asme amounts of sarvices, but with lowar
personnel coats? Compsrative information for BanY
Runicipalities is helpful in aenavering these kindas of
quesations, but even for your own sunicipality, you can
comnpare with yourself over tinme. Are your own personnal
coats rising fester than the smount of service you are
providing. Conatruct a simple greph just like the ones we
have been using in which you plot two linea--one for total
expenditures (add GF and IF) and one for personnel. Are
your personnel costs rising at e faster rate than the
budget? If they aere. it does not necesasarily imply a
problan. If the i{ncreasing parsonnel costs are for
pPersonnel who are directly providing services to citizens,
it may mean aimply that more saervices are baing provided.
If the personnel being added are in more administrative
positiona, however, you should ask whether they all are
really required.

Look next at operation and maintenance costs. You
should add thaase together from the GF and IF
clessifications. Are your costs for this category going up?
If the previoua several years of Infrastructure Fund
expenditures have been increesing, you chould expect your
operation and maintenance costs to start increasing soon, if
they have not already. 1If this does not occur, it RAay mean
ths.t you are allowing problems to build up in infrestructure
fecilities that are not being maintained properly.
Construct another aimple graph in which you show
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Infreatructure Fund expendituras and -~ oparation and
maintenance Jixpenditures (be sure end use the total 200
account 0 and M costa from both GF and IF). You already
plotted your own IF expenditures on an earlier gzaph, so
Juat add operation and maintenance to that (aince O and X
may be =much smaller, you may have to radraw tha graph with
more pointa on the vertical line between O and 30). This
eaizple plet will tell you if your cperation and maintenance
expanditures are increasing as nmuch as the Infrastructure
axpendituras. Remember that there is a time lag between an
infrastructure conetruction activity and the operaticn and
Raintanenca costs. What you ara looking at for say 1981 in
operation and Raintenance coats is for maintaining
facilitiea built most likely in 1978 or earlier. Therefore,
you can expect aas you add additional years to your own
graphs to see operation and maintensnce costs tc follow the
seme pattern as Infraatructurs expanditures, but to occur
three to five years later.

C. SUMMARY

The “Socus of the expenditure analyses carried out in
this chapter ias on two features:
== The 1lavel of aservices implications of expenditure
patterns, and
- The future implications of current expenditura
patterna.

We have used tha Gu.:eral Fund and Infrastructure Fund
clasaificationa to diatinguish betwean current services (GF)
and investment type activities, such as facilities’
conatruction (IF). This distinction ia important beceuse
investment type expenditures also mean a future demand on

the GF budget to provide repairs ard maintenance.



Following through the exercisee and diacussion included

here, you now should be femiliar with:

-~ The 4idea of developing simpls measures of amount of
service to use with expenditure informetion to
answver the question “How nauch service are we
providing for the amount of monay?*

-- The 4idea of projecting GF aad IF expenditures into
the future to assess whether your IF expenditures
will ceuse future, highar demands on the GF budget.
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. V. BALANCING FISCAL CONDITIONS

In thia chapter you will be asked to put together
revenues and expenditures. The fundamantal question to be
addressed here is how your ravenue patterns from 1977
through 1981 compare with your expenditure patterna. Ve
will be concerned first with the overall question of balance
between revenues and expenditures. Are there any signs that
there are potential probleme caused by an izbalance between
revenues and expenditures? Next, we will carry out what we
call a flow of funds analysis which asks questions about the
sources of raevenues and the purposas of expenditureas. In
that section we will exemine the role of the Central
Government in providing infrastructure support and the
Runicipalities’ role in providing revenues to aupport
infrastructure inveztments.

A. BUDGET BALANCE

Ganerally it is taken for granted that revenues must
equal expenditures, at least in the long run. To a large
extant, this assumption is built into requirements imposed
on nunicipélitiel with budget deficits parmissable only on a
terporary basis. The question addressed here, therefore, is
not tha simple presence or absence of a budgat deficit, but
simple toola for anticipating & budgetary deficit and for
determining why it may occur. First, raecall the diacussion
in the previous chapter about the ralationship betwean
Infrastructure Fund expenditures and future requirenents for
operation and maintenance expenditures. If you plotted your
own municipality’s Infrastructure Fund expenditures and
total operation and maintenance expenses as suggested in
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Chapter IV, get that grenh out and add total revenues to it.
You may have to redraw it in order to get a useful scale for
the vertical axis on the graph.
o nie

What doeas your pattern look 1like? If your IF
expenditures are rising, are your operation and maintenance
expenditures also rising (although remember thaey may lag
behind three or more yeears)? If the O ar* M expenditures
are not rising at the same rate (the two lines would be
perallel to each other), you may have a future problem with
deteriorating facilties. Now look at the revenue line. It
@lso should be rising at the same rate. If it is not, that
suggests you will be running ocut of fuads to pay for
operation and raintenance. To complicate it a little more,
add cne more line to the graph--General Fund revenueas.
Suppose support from the Central Government for IF
investments stopped or decreaged substantially. You would
still have to find a way to pay for the operation aud
maintenance expenses along with continuing the raegular
servicas of ydur municipality. If your Genaeral Fund revenue
line does not go up at the same rate as your Infrastructure
Expenditures, you may be facing a future revenue shortfall.

The important feature of this type of analysis is the
kinds of questions it ahould get you to atart asking. Each
municipality is unique. We cannot generalize about what
each pattern may mean bacause your own municipality will
have its own reasons for the ways your raevenues and
expenditures change over time. What wa are encouraging you
to do with these exercises and quastions is to take just the
most readily available information and begin to look at it
over time and in comparison with other municipalities. What
we "have just done in the previous paragraph is to look at
Infrastructure expenditures and ask the aimple question
about where will future revenues to pay for the expected
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operation and maintenance costs come from. Similar
questions related particularly to your own nunicipality will
occur as you work through these exercises.

Nocw take a still more general question sbout total
rovonu‘. and total expenditures. In Chapter iII we
introduced a technique for making projections ‘nto the
future based on several years of data. Using that same
technique, we selected one municipality from the fourteen
and projected both revenues and expenditurea.
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In 1977 Pilar had total expanditures slightly over
three million pesos and rovenues slightly under four
million. In 1978, revenues equaled expenditures, and in
1979 alightly exceeded expenditures. In both 1980 and 1981,
expenditures exceeded revenues, and by a growing amount.
The next graph takes that same information and uses the
linear regression technique to project for three more years.
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If the trend represented by the years 1977 through 1981
continues, Pilar will face a growing budget deficit. You
might now try your own projection. Using the step by step
foramula given in the appendix and a calculator, you can
perform your own iinoar projection. @(r, you may use a still
simpler technique called a moving ivorago. projection.

First for total revenues, take 1977, 1978 and 1979, add them
together, and divide by three. This is the average for
1977-79. Then take 1978, 1979, and 1980 and do the same
thing. Repeat for 1979 through 1981, and since 1982 and
baycnd should be available to you as you use this workbook,
continue to compute these three year averages until you no
longer have three years to work with. Now do the same for
total expenditures. On the same type of graph you have been
preducing, plot these averages for revenues and
expenditures. Extend the lines beyond the laat average you
computed following the same pattern. Although you will have
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a few computations to perform, you will be able to do this
with paper and pencil. The result is a projection of your
own nunicipality’s revenues and expenditures. Are you
haading for an incrsasing problem with budget deficits?

Or, do you project increasing budget saurpluses? This
could indicate a general fiascal conservatism whereby you ray
be foregoing opportunities to expand or provide needed
services or to provide tax relief.

0f couraa, these projection methods zasume thet no
Rejor changes will occur; they easume that future years will
be more or lass a continuation of the preasent trands. For
that reason, you aghouid be cautious about projecting more
than three or ifour yeara, and you should not bother to use
the methods at all if you know that rajor changesa in finance
are occurring. What these methods will help you to do is
understand what the future two or thrse years will be like
if present trends do continue without change.

B. FLOW OF FUNDS ANALYSIS

The analyais in this saction makes certain asaumptions
about the courco. of funds and the relationship batween the
Cantral Government and municipalities. First, it is assumed
that the main purpose behind Central Government transfers to
local governments is to provide support for basic capital
iaprovements. That is, the role of local governmenta is
assured to be to provide certain basic services to citizens
with the Central Government atepping in to help with the
more expensive capital investments that require funding for
construction and major equipment purchases. Many Philippine
(and other developing country) local governments otherwise
would not be able to raise the needed capital for large
investmentas. This assumption is not a value judgment on our
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part about what the roles of Central and Local governaents
are. It is a reflection of the announced intent of the
Government of the Philippines (and other governaents as
vell). The other side of the assumption is that local
governments will provide from their own revenue sources the
funds to pay for continued operation, maintenance end repair
of such facilities.

With these assumptions in mind, let us procead to the
flow of funds analysis. For thic, you will need several
piecas of informsation froa the worksheet aend a few
calculations. For your moast recent year, £fill out the
following table.

REVENUE EXPENDITURE
Total Revenue = ______ IF Expense = ___
Nat’l Aid  _ . GF Expense

Local Revenue

Borrowing = = __ Interest

Host of these figures come straight off the Computation
Worksheet in Chapter 1II. Borrowing and interest payments
were not included in the data set we have been usging, but
include them if you have them available to you. The only
calculation you have %> perform is to get the figure Own
Revenues which is a siaple subtraction of total national aid
from total ravenues. You may have to add together the
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transfers from the national government if you have not
already done 80 on your original worksheet. These would be
the Internal Revenue Allotment (IRA), the Specific Tax
Allotment(STA) and other national government aid.

Below is a table which completes this information for
the average of the fourteen municipalities (using per capita
figures) for 1981,

REVENUE EXPENDITURE
Total Revenue 30.00 IF Expense 6.20
Nat’1 Aid 11.63 ' GF Expense 23.71
Local Revenue 18.37
Borrowing Interest

Following the general assumptions we steted at the
beginning of this section, what does analysis of this table
now tell you? First, aid from the Central Government
clearly iz considerably more than what is being spent on
Infrastructure investments. Second, it also is clear that
municipalities are not raising sufficient revenues from
their own sources to pay for the current expsenses of the
General Fund. What this sums up to is thet the Central
Government, in addition to providing support for
Infrastructure investaents, also is providing a basic
budgetary asubsidy for local government finenceas. We stress
that this is not automatically wrong, if it is deliberately
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chosen public policy to provide that basic level of subaidy.
However, current policy is to hava 1local governaents
increase their laevel of local revenues at least sufficient
to pay for thes General Fund portion of the budget. On the

following page, a set of bar graphs show the pattorm for all
five years from 1977 through 1981.
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If you 1look from left to right at the heavy croass
hatched srea which shows own source revenueas and the solid
bar which shows General Fund expenditures, you can see that
in every year 1local govaernment revenues fall ghort of
mneeting General Fund expenditures. The gap, the height
difference - from the top of the heavy cross hatched section
to the top of the aolid bar, is the amount of Central
Government agsubsidy every year going not for investment in
facilities or infrastructure but to basic budgetary subsidy.
Again, a deliberate policy decision may be made to provids a
general leval of subasidy for other than capital or
infrastructure type investments. But, 4in the absence of
such a decision, the gap reflected in the bar graphs
indicates the extent to which 1local revenues are not
sufficient to cover general services. As a ccnsequence,
capital inveatment may be less than it otherwise might be.

C. SUMMARY

Two main ideas have been introduced in this chapter.
Firat, wve have discussed the idea of projecting a budget
deficit, especially by loocking at the relationships among
Infrastructure Fund expenditures, future operation and
maintenanca costs, and the availability of local revenues.
Second, we hava suggested a flow of funds analysis vhich
loocks at the reletionship between locally raised revenues
and Central Government transfers. Using the materials in
this chapter, you now should be familiar with:

~- Projecting anticipated budget deficits and surpluses

-- The use of a second projection nmethod, moving

averages, and

~- The conatruction and analysis of a simple flow of

funde account.
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VI. MAKING THE BEST USE OF THIS WORKBOOK

Nothing asuggeated for individual local governments in
thie workbook aebeolutely requires ocaistance outsida the
locel jJovernment itself. More centralized resourcses, aa
suggeatad, cen contribute by preparing the tables, graphs,
and comparetive data that make the process ecasier and more
maaningful. However, the heart of any successful program of
finenciel panegement improvement is laarning from not only
your own experience but algo the experience of other local
governments. MNuch is lost if individusl local officials and
individual local governments work through the process alone
or only with an outaide technical assistance provider.
Therefore, it ia highly rocommended that asome form of
province or regional workahops be used as & part of the
workbook process. With individugl iocal governaents
receiving the workbook material in advance, recording the
informetion required on the worksheets, and bringing the
naterial to a workshop aeseion, much cen be accomplishad in
& workshop to enelyza the information comparatively.

It should be recognized that comparative examinatic . of
fiscal conditions is sometirzes thresatening, but most local
government officials will find thet the comparctive prccesas
carried out in a workshop with their colleagues fror other
local governments is much more of a learning. than a
threatening aituation. In that setting there is, the
opportunity to lesrn not only the fact that some local
Qovernaents loock on paper to be more effective at some
aspect of financial managenent than you are but also to ask
them how they achieve it. And, as is so often the case, when
you £find that thers alaso are zome areas in which you are
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ROrs effactive than mrany other local governments, the
workshop asetting pro.ides an opportunity to share with pride
your own techniquas and eccozplishments.

68



TECHNICAL APPENDIX
A. PREPARATION OF THE MANUAL

This workbook was prepered utilizing exclusively a
microcomputer and standard, commercially availsble software.
The workbook may bg modified to fit changing circumstences
within e country or adapted to other countries.
Inplenentsation on the microcomputer aserves the purpcse of
maintaining flexibility, encourasges the audiencae for the
workbook to treat it as a modifisble, usebla tool rather
than a perasanently printed text, end the technology is wall
within reack of developing country central governments or
other technicel acxsistancae providers and even larger local

governrants.

A £1v; and one quarter inch floppy disk with this
workbook on it in Apple DOS text files is evailable from the
Research Triangle Ianstitute. Users may acceas these files
with eny Apple II, 1II+, IIe word processing softvare.
Applevriter wos used in praparing the files end may be ussd
to print & copy of the workbook directly. Other word
pProcessing software would have to changs the embedded print
controls first.

B. PROCEDURES FOR ESTIMATING A TREMND LINE

Two methnds are used in the workbook to use your time
aeriea of £financial data to estimets the trend and future
direction. Cne is to usy the dcta to £it e regression line,
which is a straight 1line that beat fits your datsa. The
other & to smooth out e fluctuations in your data seriea
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by calculating a moving average. The regression method
producas s straight 1line which simply continueas into the
future two to three vyears (with only a faw ysars of data,
you should be very cauticua sbout extending the line more
than two or three years). The moving aversges method
reduces some of the up and down changes in your data saries.
To extend it into future years as a projection method, you
will have to hand draw the line. It is uameful as a rough
treand estimate, but not aa a precise predicticn.

1. Regression Mothod

To detarmine fjyour regression line by hand or hand held
calculator, devalop a table as below. The first column ias
simply the yaars ovar which the tise series will be plotted
from 1 te n. Tha second column io the actual data for tha
variable you wish to plot (such as General Fund expanditures
par capita). The remaining columns are eall calculations
based on the first two columns.

: X - Y - ?n y (% times
Year (X) Pesos(Y) Average X Average Y Squared Squared vy )

1/ _2/ () (y) {(x=sq) (ysq) (xy)

1 30 -2 -5 4 25 10

2 35 -1 0 1 o 0

3 28 0 -7 0 49 o

4 37 1 2 1 4 2

S 45 2 10 4 100 20

Sum 135 175 10 178 32

Average 3 39

-1/ For Example. 1977 through 1981, listed as 1,2,3,4,5.

-2/ The data you are plotting such as General Fund Expenditures
per capita.
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Substitute your own valuas in the Y (Pescs) column and
perforzs the calculaetions as illustrated. With the velues in
your table, you can now calculate your new, predicted values
for the Y column which you will then plot &s your trend
line. To calculate the predicted Y values: use the formula:

Predicted Y = ¢ + bx
where b = xy divided by sum xsq

and a = aécrag. Y - b tines averaga X

In ocur exanple, the predicted valuss for Y would be:

a =30 - (3.2)(3) = 25.4

b = 31/10 = 3.2

Year 1 Y = 25.4 + (3.2)(1) = 28.6
Year 2 Y = 25.4 + (3.2)(2) = 31.8
Year 3 Y = 25.4 + (3.2)(3) = 35.0
Year 4 Y = 25.4 + (3.2)(4) = 38.2
Year S Y = 25.4 + (3.2)(5) = 41.4

2. Moving Averagaes Method

To calculate & moving average on the same date, add
your actual values in the Y column for years 1,2 end 3 and
divide by S. This becomes your first predicted value for Y.
Then add the values for yeers 2,3 and 4 and divide by 3.
Then add values for years 3,4 and S and divide by 3. Thia
would be a three year moving average. A two year moving
average would add years 1 and 2, divide by 2, add years 2
and 3, divide by 2, and so forth.
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As 'you can see, the moving average mathcd is easier to
calculste by hand, but it ia very limited when you have only
a fow years with which to werk.

C. CONSTRUCTING YOUR OWN GRAPKS

Where we have instructed yocu to plot your own figures
againat other mnunicipslities in this workbook, we have
provided a greph with the other municipalities’ figures in
the text for you to use. In conatructing your ocwn graphs
other than those specificelly called for in ths taxt, wve
have provided asaveral blenk grephs following this text froa
which additional copies may be made. The horizontal axis or
line will alvays be years for plotting information over
time. We have provided room for up to 10 yeera. The
vertical axis will be the information category you -clnct.
Examine your data befora you plot it to determine the
higheat value. Take that highest value and divide by 20.
The resulting number will be the velue for eech interval on
the vertical axis (because we plotted 20 points on the
following blank grapha for you to use).

For example, if you were plotting aome per capita data,
and the higheat value you had was 60, divide 60 by 20 to get
@ value of 3. The bottom of the vertical axis would be O,
the <£firat point 3, the second point 6, and so forth. If the
acale looks peculiar, you might use every other point. Then
your vertical acele would be 0,3,6,9, and so forth, but two
intervals would be used for each number.
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