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1 
Technology of the Agency for International Development, 
Washington, DC (AID). The study was commissioned to gather 
information.for use by USAID staff in designing the proposed 

L 

Local Development Assistance Program (LDAP), which USAID expects 
to complete by the end of calendar 1989. The Scope of Work (SOW) 
called for a rapid review of public finance issues and supporting 
institutions. (See Appendix I.) The DFM team was asked to 
analyze: 

implementation of public financial systems including 
budgeting, disbnrsemeniz and accountability, 
intergovernmental grants flow, performance 
monitoring, revenue collection, and organization of 
and relationships among government offices involved 
in financial administration (procurement and 
contracting were dropped from the original SOW list 
of topics) ; 

financial absorptive capacity of Local Government 
Units (LGUs), in light of projected increases in the 
funds available to LGUs; and 

overall system description, analysis and 
recommendations. 

This document is meant primarily for use by USAID, which has 
indicated particular interest i,n the discussion of benchmarks, 
indicators, and monitoring in Section vI. Other readers, 
particularly officials of the Government of the Philippines 
(GOPI, will be familiar with much of this material. Department 
of Finance (DOF) staff and other GOP personnel may find the text, 
tables and graphs of Appendix A, "Tax Effort," on the Real 
Property Tax (RPT) Index, of use. 

The team was composed of: 

Ken Hubbell, public finance economist; 

Denise Pineda, accountant; 

Norman Ramos, economist; 



a Cesar Saldafia, local qovernment specialist; and 

a James T .  Tkcason, institutional analyst and teEm 
leader. 

See P.?endix E for a l i s t  c Z  isdividuals coasulted. 



EXE CUTIT~T SLW-33RV 

This report presents the findings of a five-person tern 
engaged by USAID through A13/S&T/RD1s D m  projecz to analyze 
I1local fiscal integricy" in the Fhili~pines. The tean worked 
together for three weeks in the Phili~3pines in July 1989. i 
Interviews were conducted in Manila with GOP officials and in 
seven LGUs. Five of these LGUs were provinces -- Albay, Antique, , 
Catanduanes, Cavite and Leyte -- and two were chartered cities -- 
Legaspi and Tacloban. 

The SOW called for a rapid review of a broad range of topics 
organized around three .themes: 

a implementation of financial systems; 

a financial absorptive capacity of =Us; and 

a overall system description, analysis and 
recommendations. 

B. ~mplementation of Financial Systems 

Implementation of financial systems is variable. A summary 
of DFM-team findings includes: 

a in most LGUs visited, budgeting practices are weak, 
and revenue forecasting is rudimentary; 

a efforts to assess the adequacy of fees charged for 
use of public facilities are non-existent; 

a reliance on supplementary budgets to adjust to 
improperly forecast revenues is universal and 
frequent ; 

a disbursement and accountability procedures are being 
loosened concerning some intergovernmental 
transfers, which has led to revision of Commission 
on Audit (COA) procedures in some provinces; 

a intergovernmental funds flows are complex, but will 
soon be simplified; 

a proposed transfer formulas emphasize equity over 
local revenue effort; 
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a LGU revenue collection is less than aeequate in 
almost all cases, although some local executives 
interviewed are increasing efforts to mobilize 
funds; and 

the GOP is strongly pressing LGUs to increase RPT 
collections. 

In the limited time available the team could not address issues 
of fiscal organization in adequate depth. 

C'. Financial Absorptive Ca~acitv 

Absorptive capacity is difficult to assess over such a short 
period. In discussing absorptive capacity, the DFM team found it 
useful to distinguish between two different types of resource 
flows. The first includes funds provided by line agencies over 
which Regional Development Councils (RDCs) will exercise some 
control in the future. Most of these funds will be expended by 
central line-agency personnel seconded to LGUs. Even if LGUs 
obtain full control over a share of line agency budgets, they 
will still have the option of contracting with those agencies for 
project or activity implementation. Absorptive capacity in such 
cases will probably not pose a major problem. 

The second type of resource flows includes all funds 
allocated to LGUs for their expenditure at their own initiative 
through force account or by contracting out for production of 
goods and services. LGU discretionary funds will probably 
increase by 85 percent to 150 percent, depending on the 
jurisdiction. Absorptive capacity of this type is more 
problematic, but field investigations suggest that many LGUs will 
expend a substantial portion of any increase in discretionary 
funds on upgrading services which they are already providing, 
e.g., health and infrastructure maintenance. In such cases, some 
funds will be used to increase LGU staff complements and to raise 
salaries, while other funds will be allocated to purchasing 
needed equipment and to increasing operating budgets. The 
remainder of discretionary fund increases will likely be spent on 
projects of local interest. Implementation will probably be 
contracted out to the private sector or to line agencies. 



Within the general terns of the SOW, the DFM team also 
focused on issues raised by LDAP, which is curreztly under design 
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D. Svstem Description and Rezommendations i 

The situation in the Philippines concerning decentralization 
of public'finance and political authority is in a state of 
transition.. Significant positive changes can be expected in both 
areas during the next two years. USAID1s LDAP effort should 
reinforce these changes, because most are strongly supported by 
USAID policy. 

The DFM team recommends that USAID create two sets of 
incentives through LDAP to encourage these changes. The first 
set would be directed tuward GOP central agencies to reinforce 
GOP commitment to decentralized public finance spending by making 
LDAP disbursements contingent on increased transfers to LGUs of 
discretionary funds. GOP would be rewarded for passing enabling 
legislation to permit LGUs to raise greater revenues from sources 
under local control, e.g., by increasing RPT and business tax 
rates. 

The second set of incentives would be directed toward LGUs 
to encourage and reward LGU efforts to mobilize own source 
revenues, i.e., increased RPT collections, in particular, 
augmented by other local taxes including business, residency, and 
amusement. The appropriate mechanism for the second set of 
incentives would be to provide matching grants tied to 
.improvements in own source revenue collections. 

Two team members, Ken'~ubbel1 and Norman Ramos, developed an 
instrument for comparing an LGUts RPT effort with the performance 
of neighboring LGUs within the same region. This tool permitted 
adjusting tax effort ratings for economic development levels. 
Sisilar tools could be developed for other types of local tax and 
non-tax revenues. These types of tools would be very useful as 
monitoring devices, and would permit both USAID and GOP to 
develop an accurate set of incentives to encourage improved 
resource mobilization by LGUs. 

E. Follow-On Work 

Further work should be undertaken on three major issues. 
First, an assessment should be undertaken of the effect of 
finalized Local Government Code (LGC) revisions on LGU revenues, 



and tbe adequacy of those revenues to meet XU-assigned 
res~czsi3ilities. 
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indicztors which could be used to q~i3s the disbursement of 
intergoverrienzal transfers/grants. Withcut such indicators, 
neither the GOP nor U S A I D  can deternine precisely whether 
resources are necessary for LGUs to provide an adequate level of 
services to their constituents, and if they are determined to be 
necessary, in what amounts. 

Third, municipalities have been excluded from the analysis 
presented in this document because of time constraints. This 
creates a serious gap in the assessment of the current situation 
because municipalities -- intermediaries between the province and 
residents of rural and poblacion (small town) areas -- will be 
called upon more frequently to provide a growing range of 
services. The team strongly recommends that additional work be 
focused on assessing the role of municipalities within the new, 
decentralized framework of the local government sector. 
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linked with the GO? decentralization initiatives. These 
initiatives fall into four basic areas: 

Organic Acts for the autonomous regions of 
Cordillera and Muslim Mindanao; 

proposed revision of the LGC; 

Senate Bill No. 927 (SB 927), which proposes 
revising the current intergovernmental transfer 
system and reducing mandatory LGU contributions for . ' 

health and public safety; and 

the new regional fund allocat'on system to be 
implemented through the RDCs. i 

All are important initiatives and may have significant effects on 
relationships between the central government and LGUs. However, 
this report concentrates on the latter two initiatives. 

The Organic Acts may become models for provincial autonomy 
in the future, as time clarifies relationships between the 
central government and these autonomous regions. At the moment, 
it is difficult to foresee the long-term impacts of the Organic 
Acts. It is clear though that other LGUs will closely monitor 
developments in the autonomous regions, and the attitudes of LGU 
elected officials about autonomy will be influenced by them. 

If passed, proposed revision of the LGC, which is now under 
legislative scrutiny, will modify LGU officials' powers by 
delegating to them authority that cabinet officers currently 
exercise. The revised LGC is also expected to alter 
administrative procedures, tax regulations, and budgeting 
operations. However, it is not clear how congress will deal with 
the draft code. It may undergo marked changes in either or both 
houses and, in any case, is not likely to be passed in final form 
before 1991. Major revisions of current intergovernmental 
transfer programs, which have received broad endorsement and are 
of immediate importance to decentralization, have been 
incorporated into SB No. 927. Its passage seems probable. 

SB 927 also integrates several existing LGU allotment and 

1 Office of the Cabinet Secretary, "Implementing 
Decentralization and Local Autonomy," 18 April 1989. 



aid programs, and proposes modifications in current distribution 
fo=ulas. It seeks to strengthen the fiscal position of LGUs, . - 2=e increase the ciscision-ziakizg zuthority of LC--S oflicla~s. - - .  ,z~,~caticzs of this legislz=lcx v i l l  kt discusse5 b t l c ~ .  

The regional funding initiazive will delegzce rssponsibi1ir~- 
=o K3Cs for allocating soze part of central line-agency budgets 
zmong their constituent LGZs. The approach pioneered by the 
Department of m l i c  Works and Highways (DFWd) may beccne a noZel 
for such delegation. The DPWR allocation formula divides budget 
ceilings among regions based on three criteria: 

a population, 

a equal share, and 

a scarcity. of infrastructure. 

Other line agencies may select a similar arrangement in 
complying with the president's directives in this regard, but it 
is not now possible to say what methods other agencies will adopt 
to meet presidential directives. However, some structural issues 
that will arise as a result of this new initiative can be 
assessed. This topic is also examined below. 

The report has four sections, following this introduction. 
The first (Section 111) examines procedures and prospects for the 
limited delegation of national line-agency authority to RDCs. 
The second (Section IV) examines current and proposed 
governmental transfer programs. The third (Section V) addresses 
a number of policy issues. The final section (Section VI) 
considers how changes in policy issues could be monitored. 



To shift nore of national line aganciesl expenditures to 
subnational units for allocaticn, the Office of the PresiZent 
(OF) has decided to utilize the RDCs. The RDC concept was t L 
developed originally by the Marcos regime as a vehicle to 
strengthen planning. In the future, each concerned line agency 
is to allocate a portion of its national budget by region. The 
amount allocated by region becomes a ceiling for RDC expenditures 
on that function in the region. The DFM team understands that in 
the first phase, funds will not be fungible among sectors in the 
region. Instead, they must be spent on activities normally 
undertaken by the agency supplies them. 

Each RDC is currently composed of: 

a all governors in the region, 

a representatives of concerned line agencies, 

a chartered city mayors, 

a representatives of nongovernmental organizations 
(NGOs) , and 

representatives of professional groups. 

In Region V, municipalities are also represented on the RDC. 

RDC Planninq Amroach 

The National ~conomic Development Authority (NEDA) Regional 
Office (NRO) performs the secretariat function for the RDC and 
seems to have played a pivotal role to date in defining the 
character of the planning process in municipalities, provinces, 
and regions. NEDA1s strategy stresses a llbottom-upll approach, as 
planning nominally begins at the baransav level -- the smallest 
LGU recognized by GOP. The strategy involves attempting to 
compile a thorough listing of all project proposals -- 
infrastructure, livelihood, and socioeconomic -- identified for 
each LGU. At the municipal level, barangay and municipal 
projects are prioritized by the Municipal. Planning and 
Development Council (MPDC). Each municipality's list is then 
forwarded to the province, where Provincial Planning and 
Development Office (PPDO) personnel collate the lists. The 
composite list is then forwarded to the NRO, whose staff then 
face the task of prioritizing literally thousands of proposed 



~rojects. They have little detailed knowledge or prior analysis 
cn x l ~ i c h  t3 base these judcpents. 
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little effort is made to reduce the wish lisc of projecrs through 
criticel analysis to a rider that would penit infomed 
decisions on ranking. For example, in Leyte and Antique 
Provinces PPDO staff indicated that no more than a third of all 
projects proposed are ever implemented. 

In the opinion of many LGU executives and officials 
consulted by 'the team, these wish lists reflect the paucity of 
discretionary funds available to LGUs to undertake even the 
smallest projects of strictly local interest. For instance, many 
barangays cannot afford to cement local grain-drying platforms or 
basketball courts. They routinely :request assistance with such 
projects from line agencies via the RDC, passing such requests to 
their Provincial Planning and Development Councils (PPDCs) via 
MPDCs. This planning process involves very high transactions 
costs in terms of staff and citizen.time, money, and energy. 
Some LGU executives said those costs discourage them from 
pursuing project funding through the Planning and Development 
Council (PDC) route. 

The GOP wants to promote greater LGU involvement in 
development operations and service provision at local levels. To 
this end, it intends to strengthen LGUs' capacity to undertake 
activities, simplify the overall planning process, and reduce the 
transactions costs of development work and service provision to 
more manageable levels by increasing the amount of discretionary 
funds allocated to LGUs at all levels. Most LGU executives 
interviewed by the team would prefer to spend funds they control 
on activities of proven local interest rather than wait several 
years or more until funds become available from a line agency or 
overriding LGU. 

Another way to promote LGU activity would be to allocate a 
preappropriated budget to RDCs over which they have full 
authority. RDC approval of a project would then automatically 
ensure funding. As indicated in the next subsection, a proposal 
to vest more control in RDCs over a fixed portion of line-agency 
budgets is currently under consideration. 

The RDC approach is separate from the integrated national 
allotment strategy incorporated in SB 927, but the two are 
closely linked. SB 927 should improve planning efficiency in the 
whole planning and budgeting process. For example, projects that 
cost out below given peso thresholds would be exempt from review 
by overriding LGUs or the RDC. Such small activities would be 



inple~ented directly by the ccccerned LGU (i.e., S~rangay, 
nunici?ality, pravince, cc=;snsnt 2nd chz=eree city) cn its ck'il . . ln~ti?zivs. 

The thr~st of tke GOP1s RDC s t r z t e ~  is tvofsld: 

a the primary goal is to increase IGU decision-making 
authority over augmented resources flowing into the 
regions, and 

a s6condary goal is to reallocate some funds2 from 
the National Capital Region (NCR) to the regions. 

If achieved, this secondary goal will allow LGUs to increase 
marginally their expenditures for infrastructure, social 
services, and other activities. 

Permitting the line agencies, OP and congress to revise RDC 
recommendations on line-agency expenditures in the regions 
undermines the discretionary decision-making authority of the 
regions in this regard. Subsequent changes, which have already 
been discussed at the cabinet level, may solidify regional 
control over a fixed portion of line-agency budgets. Therefore, 
distinctions need to be made between: 

a enhancement of regional resources, 

a a modest increase in regional control over 
allocation of line agency budgets, and 

a full discretionary control over funds made available 
to LGUs for allocation entirely at their own behest. 

While these three approaches to improving the fiscal and 
political position of LGUs relative to the national government 
are not the same, they are related. The fact that total funds in 
a region have been modestly enhanced means that any increase in 
true discretionary funds for LGUs will go somewhat further in 

2 For example, Department of ~inance (DOF) Undersecretary, Mr. 
Ramon K. Katigbak, Jr., calculates that DPWH will reallocate 
approximately P800 million from programmed NRC expenditures to 
amounts now slated for allocation by region. Regional DPWH 
budgets are estimated to total P14.5 billion. While this would 
appear to risk impairing infrastructure construction and 
maintenance programs in the Metro Manila area, it is felt that 
jurisdictions in the NRC have better dire.ct access to foreign 
assistance for such activities. 



przviding services desired by citizens. 
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re31 increase in discre~ionary fmas. If the OP-preferred 
version of S3 927 passes, LGU discretionary funds will be 
3cqented by the elimination of nandatory predeductions for 
health and public safety. These increases in discretionary funds 
may be offset to some extent by increased LGU service 
responsibilities and GOP-man ated minimum wage and salary 4 increases for LGU officials. 

D. Assessment of RDCs 

Despite the anticipated partial transfer of authority over 
funds to subnational levels, the RDC as an implementing vehicle 
appears to be a rather weak structure for this program. Several 
reasons underlie this assessment. 

First, tradition exists for RDCs as a subnational government 
Unit in the Philippines. In essence, it is a planning 
institution that has been inserted between the national 
government and traditional LGUs. New patterns of productive 
relationships between LGUs, NROs, and RDCs will have to develop 
over time if RDCs are to survive as effective organizations. 

Second, congressmen now play no role in RDC deliberations. 
Yet, they have final decision-making authority over 
a2propriations bills that incorporate RDC-recommended 
cspenditures. Thus, uncertainty about the status of RDC project 
and activity recommendations may be considerable, depending on 
Lye level of conflict between congressional representatives and 
LGU executives. One way to address this problem would be to 
include congressmen in RDCs. 

Third, if congressmen are represented on RDCs, there is some 
danger that RDCs will centralize resource allocation at that 
level, thereby reducing LGU discretionary funding. To avoid 

another alternative would be to allocate some or all 
ziscretionary funds directly to LGUs, in accordance with a 
predetermined formula. This would have the advantage of putting 

3 The DFM team did not determine whether the GOP is planning a 
supplementary appropriation for LGUs to cover all or part of wage 
increases that will follow if the proposed minimum wage increase 
is voted into law. The issue is significant -- some small LGUs 
?.ay default in the face of higher wage and salary bills if they 
.:J not receive compensating supplemental appropriations. 



discretionary funds imediately at the disposition of %Us. 
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IV. ZVALUATION 07 CUR.9ENT 3-VD PFtOPOSFD IWERGOVERWNTAL - TRLYSFER SYST3S 

Tkis brief rz;or~ cacn=z prcvize a full elakzr=tien sf 
intergcverraental grants theory, but a rapid review of the 
puqose of intergovernmental transfer programs and najor criteria 
by which they nay be evaluatsd will help provide a context for I 

analyzing proposed changes in the Philippine sys?:.em. L 

A. Obiect'ives of Transfer Proqrams 

From the central government's perspective, a common goal of 
transfer programs is stimulation or encouragement of specific 
expenditures by recipient LGUs. In 'the case of the Philippines, 
grants made under the Specific Tax Allotment (STA) for 
infrastructure or the allocation formula used by DPWH for road 
maintenance, are both illustrations of programs that appear to 
have this objective, Encouraging specific expenditures is 
certainly justified when positive effects or externalities are 
expected to accrue to the spending government and recipient LGUs. 
This is particularly true when recipient jurisdictions are either 
unable or unwilling to undertak.e such expenditures with own- 
source revenues. Moreover, transfers may be expected to enhance 
overall productivity and economic growth.in the local area and 
the country at large. 

A second rationale for intergovernmental transfers is to 
redistribute resources spatially. Grants or transfers of this 
type may be based on several different criteria. Targeting 
grants to poor areas or regions in a country or providing minimal 
levels of public services to all areas are two examples. Grants 
to political regions may be used to resolve social strife or 
class conflict, as in the case of the Philippine Autonomous Areas 
Organic Acts. 

A third and oft-cited purpose of transfers is to encourage 
greater resource mobilization efforts by XUs. Typical of this 
approach are grants that are allocated on the basis of revenue 
mobilized locally or provide for only a portion of the total cost 
of a local activity, project, or c'apital investment. 

Using this brief description of intergovernmental grant 
theory, an attempt will be made here to evaluate proposed SB 927 
from several perspectives. The fol.lowing issues will be 
addressed in the remainder of this section: 

a size and growth of intergovernmental grants, 

a effects of transfers on local government fiscal 



iz~lications of the i r a ~ s f a r  syste~, 

- .  , . r r , c r s = r ~ h u c i s n z l  isglicaticns cf ckznzes in 
inisr~cverraenral transfer fzzr~las, azd 

fiscal accountability. 

B. Size and Growth of Interqovernmental Grants 

The total impacts of these changes are still uncertain. The 
lack of complete data for 1989 makes it impossible to compare 
accurately the proposed 1990 NIRA with 1989 current-year 
allotments. The DFM team understands that 1990 NIRA grants will 
consolidate a number of grant programs that have been 
independently administered to date. Which funds will be 
collapsed into the common NIRA grant is still unclear, so the 
team was unable to develop detailed info:rmation about 1989 
amounts that correspond to projected 1990 totals. 

According to the most recent information furnished by the 
Department of Local Government (DLG) and DOF, the projected 1990 
increase from the unadjusted 1989 combination of Internal Revenue 
Allotment (IRA), STA, and Local Government Revenue Suppl ment 
Fund (LGRSF) grants, is 105 percent, or from 5.094 pesos z 
(P5.094) billion to P10.4 billion. Other figures provided by the 
same sources suggest an increase from the unadjusted combination 
of grants to P8.9 billion, or by about 75 percent. Even if the 
low numbers are roughly accurate, LGUs will receive a substantial 
increase in nominal discretionary funds. 

Regardless of the numbers on which these calculations are 
based, it is apparent that the main component of NIRA is tied to 
a highly buoyant tax base, i.e., Bureau of Internal Revenue (BIR) 
collections. Based on the actual growth of BIR collections from 
1984 to 1988, grants from this source would have increased at an 
average nominal rate of 19.1 percent per year (see Table 1). If 
the BIR growth rate is expressed in real terms, the annual 
increase for the period is still an impressive 9.2%. Thus, other 
factors remaining equal, local governments can expect a buoyant 
stream of transfer income under NIRA. 

4 The exchange rate as of July 1989 was 21.1 Philippine pesos to 
one US dollar. 



Total  a:? h u e !  Ner ? ! 9  Q!c!rd Real 
Ye:: Co!leccns Tax C o l l ~ c r n s  !?At IRAt* 

Average Annual Rate of Grovth 
1984-1988 19.18 19.18 9.28 

Calculated as 20% of t h e  Net BIR Col lec t ions .  
r t  Calculated IRA a d j u s t e d  f o r  Annual CPI,  1984 t o  1988. 

Source: Bureau of I n t e r n a l  Revenue, DOF. 

C. Local Government Fiscal Planninq 

Under SB 927, the total amount to be distributed in a given 
year is tied to the level of BI:R receipts for two years previous 
to the current year, (i.e., the 1990 total is calculated based on 
total collections in 1988). This method of calculation should 
facilitate fiscal planning in ILUs by providing a planned 
external source of discretionary funds. If totally funded, this 
will be a particularly important development because the amounts 
actually received by LGUs have historically fallen far short of 
maximum amounts, averaging approximately one-half the potential 
allotments. While the GOP has clearly faced mitigating factors, 
the unpredictable nature of the annual allotments have made LGU 
fiscal planning extremely difficult. 

Field interviews conducted by the team suggest that fiscal 
planning at the local level is not highly developed. The 
revenue-forecasting technique used by all the treasurers 
interviewed amounted merely to increasing last year's revenues by 
ten percent. Moreover, the extensive use of supplemental budgets 
-- frequently as many as one a m0nt.h -- indicates that this 
budget-forecasting technique is very crude and must be constantly 
adjusted over the course of the year. In one case, a treasurer 
was aware of a massive increase in RPT payments to be derived 
from an enterprise located in an industria1,park that had 
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exhausted its tax holiday for capital equipment, yet failed to 
factor this predictable increase int.o ~rojected revenoe increases 
for th2 coming year. 

~or,allq-, fiscal - ' -=--- -  ,-,i,ll;.g f~~ctiefi IS g+-7 cf tk2 . - . . ku2geting prccsss zinc, ceccs, is the rss~czs~~ilit- y of an cffice 
z r  depart~ent cf buZ5sticq. This is act currsntly the practice 
in the Fhilip?ines, where bucqe~ officers are a recent 
introduction in LGUs and sean ta have a f a i r l v  narrov scoce of - - 
responsibility. For instance, many are not privy to their 
treasurerst revenue projections. Furthermore, they apparently 
make no cash-flow analysis, nor do they attempt to evaluate the 
cost of providing public services on a sustainable basis. Few 
budget officers seemed concerned about pricing services to cover 
the total costs of provision -- i.e., operational expenses and - 

capital costs. 

These observed weaknesses in the budgeting process will 
continue to hamper fiscal planning at the local government level. 
Therefore, a significant program of training and professional 
d e v e l o p m e n t ~ d  be instituted by the responsible government 
agencies, notably DOF and the Department of Budget and"~anagement 
(DBM). Such programs should be designed to upgrade the skills of 
these individuals in light of the projected increase in local 
discretionary revenues. 

Im~lications for Resource Mobilization bv LGUs 

1. Encouraqement of Revenue Enhancement under SB 9 2 7  

Insights into the resource-mobilization aspects of SB 927 
can be obtained by analyzing the allocation formulas in thg bill. 
The version considered here is the one endorsed by the OP. The 
sharing formula for the new NIRA transfer program strongly 
resembles that of the old IRA program and calls for the following 
allocation of funds. 

First, the NIRA to be distributed to LGUs will be 2 0  percent 
of gross BIR collections, calculated frorn the second, rather than 
the third, calendar year preceding the current year (i.e., the 
1990  allotment will be based on 1988). This will provide a one- 
time windfall to all LGUs and also reduce the impact of 
inflation. 

5 The OP-approved version is currently before the congress for 
review and action. However, at least ten other bills addressing 
several or all of the same issues have also been tabled. Thus, 
it is not clear that SB 927 as it is disc:ussed here will emerge 
in its current form. 



Second, the old allobenz formula distributed funds as 
follows : 

40 percent to municipalities, and 
L 

2 5  percent to cities. 

The new fopnula calls for a slightly modified allocation of funds ' 
among LGU levels: 

10 percent to barangays, 

30 percent to provinces, 

3 5  percent to municipalities, and 

2 5  percent to cities. 

Provinces will gain five percent more funds,, while municipalities 
lose the same amount. 

In addition to modifying the allotment formula between 
levels of government (provinces and municipalities), SB 927 
changes the method of weighting shares going to LGUs in the same 
class. For provinces and cities, funds will be allocated as 
follows : 

70 percent by population, 

20 percent by land area, and 

10 percent by equal share. 

The weights for barangays will be modified to allocate: 

2 percent to barangays of all cities 

8 percent to barangays of all municipalities. 

To summarize, the proposed method of allocation implies that: 

NIRA1s primary objective is general-expenditure or 
service-level support for LGUs, and 

as far as the base 20 percent allotment is 
concerned, no emphasis is placed on resource 
mobilization -- local tax effort is not a criteria 
for basic assistance. 
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,,,L,~ Incentive is to h2 kzse5 cn the second calendar yszr 
izeaiately preceding the currenc cze. Disbursements will be 
predicated on individual K-Cs RPT tax-collection efficiency as 
follows: 

a 0 percent for less than 60 percent efficiency, 

a 10 percent more for an efficiency of 60 to 69 
percent, 

a 15 percent more for 70 to 79 percent efficiency, 

a 20 percent more for 80 to 89 percent efficiency, and 

a 25 percent more for 90 percent and above efficiency. 

While the SB 927 formula does represent a modest shift in 
favor of resource mobilization, there is a serious question as to 
how much incentive LGU officials will really find in the new 
formula. To be effective, the incentive offered must be 
sufficient to justify increased effort in collecting RPT. The 
team's analysis suggests that only 46 LGUs of the 124 in the 
combined province and chartered city group (slightly more than 
one-third) would currently receive incentives under the program. 
About half of the 46 would get the minimum ten percent incentive, 
assuming they continue at current tax-effort levels. Thus, 
effective impact of the incentive program thus may be less than 
anticipated. 

RPT Tax Effort 

The incentive provision of SB 927 and DOFts current special 
emphasis on RPT collection indicate that property-tax revenue5 
are a major focus of GOP policy. For this policy to be effective 
in promoting achievement of target levels that the DOFts Bureau 
of Local Government Finance (BLGF) has set for LGUs, the 
government should reinforce its efforts in tax mapping. Tax 
mapping provides the foundation for reliable real-property 
assessments, and USAID and the GOP should finance completion of 
this effort. An effective strategy, and one that is currently 
being followed, is to concentrate on one or a few regions at a 
time. This maximizes the impact in terms of training and 
practice in a region. It also ensures that all LGU assessments 
in a region will be reasonably comparable in terms of their base 
and period. 



Experience demonstrztes Ynat tax napping will not 
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- - ,-,tl..-l-l l~vels do assessorsF and treasurers1 criices Izce~r+te 
~keir opsrations. Historiczl trzdition partly explains this -- 
tke two hzve long been viewad as separate functions. 

I 

Progress in the RPT effort cannot finally be achieved until a 

these two offices integrate their responsibilities and 
operations,. At a minimum, this will require improved 
coordination in the maintenance of records. BLGF has recently 
initiated changes in record management, and is introducing a new 
form, the RPTOP -- an RPT reporting form -- incorporating those 
changes to ensure that updated assessments are immediately 
transferred to the treasurer's office. This will at least keep 
the treasurer apprised of RPT amounts that should be collected 
from individual taxpayers. 

USAID can support efforts in this area by providing 
continued technical training for treasurers, assessors, and tax 
mappers. Since provincial RPT collections are derived from 
property-tax revenues collected at the municipal level, the focus 
of USAID assistance should be on up-grading technical skills in 
collection at the municipal level. Field investigations by the 
DFM team indicated that chartered cities are in a position to 
computerize their tax-mapping, assessment, and record-keeping 
functions, which should also be promoted. 

E. Tax Effort Analvsis 

Currently, the GOP is placing significant emphasis improved 
RPT collection by LGUs. RPT efficiency targets have been set and 
an incentive tax-collection program proposed. Thus, local tax 
efforts may be viewed as an integral part of the GOP1s overall 
tax-enhancement strategy and, likewise, an important aspect of 
decentralization. Besides the obvious outcome of increased local 
receipts, and by extension, increased LGU expenditures on local 
services, tax enhancement also has the potential for fostering 
greater fiscal accountability. Residents tend to demand a higher 
degree of accountability from local officials when funding is 
locally generated, as opposed to externally supplied. 

While tax efforts may be calculated in several ways, the 
simplest, most straightforward method is the ratio of per capita 
taxes to per capita income. This approach provides a reasonable 
benchmark for an LGU1s tax effort, but oversimplifies the issue 
of a jurisdictionls taxable capacity. That is, it assumes a 
direct relationship between an LGU1s ability to provide local 
services and personal income per c:apita. Admittedly, the assumed 



1ii-A between personal incone and tax receipts is less direct for 
the S T  i k n  o'her local tax sources (e.g., business and 
~=LS~=EZ= :ass). However, pers3z21 incone is 25922i t3 be 2 
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Secause of data limitations, the tax-effort nodel develo?sd 
in this study (see Appendix A) is confined to the R?T, but with L 

some slight modification, it can be easily expanded to encompass 
other major own-source tax revenues for GUS. As outlined below, 
the computea tax-effort ratios provide a relative measurement by 
which the effort of a particular province can be compared to the 
region's average tax effort. Furthermore, it also permits 
analysis of a region's tax-effort performance relative to the 
nation as a whole. 

1. An Illustration 

Table 1 in Appendix A shows 1988 RPT data for the 73 
Philippine provinces grouped by region. Two basic conclusions 
can be drawn from this information. First, in 1988, the overall 
tax effort in the Philippines was quite low. Based on adjusted 
1988 personal income figures, actual per capita RPT collection 
was just 2.11 percent. Second, the tax effort index (column 
four) indicates a wide variation in effective tax-effort rates, 
both across regions and between provinces in the same region. 

To illustrate the point and demonstrate how this analysis 
may be used, consider the Cavite and Leyte Provinces. According 
to Table 1 in Appendix A, Cavite Province is very affluent, but 
is situated in Region IV, which has an average income. Personal 
income for Cavite Province is P8,482; for the region P6,397; and 
for the nation, P6,621. Applying the nation's average RPT rate 
to regional income indicates that the region's potential tax 
revenue is P13.53 per capita (column five). Column three shows 
that actual collections in the region averaged P13.16 per capita -- in essence, the region nearly reached its potential. On the 
other hand, Cavite has an effective tax effort of 70.9 percent or 
29.1 percent below its potential (see Annex 1, Graph, Region IV). 
From this brief analysis, it can be concluded that, in all 
likelihood, Cavite's relatively low tax effort is traceable to 
problems stemming from ineffective tax administration, not 
inadequate tax capacity. 

In comparison, Leyte Province is located in Region VIII, 
which is relatively poor. Regional income is just 64 percent of 
the national figure. However, overall the region demonstrates a 
relatively low tax effort, however, since actual RPT c ~ l l e ~ t i ~ n ~  
average only P5.78, almost 35 percent below its potential. In 
contrast to the region's performance, Leyte,exhibits a strong tax 



effort as actual provincial col.lections are nearly 70 percent 
aScve =e estizated potencia1 of P6.02 (sse Annex A, Graph, 
?.eqion VIII) . 3assd on Llis simple analysis, L e y t e  woul2 rsreivs 
h i ~ k  narks far rzx aCzinis-,ration and/cr  efficiency. 

&ile  foregoins qantitative approach is a usefxl wzy of 
assessing tax effort, it should not be employed indiscriainacely. 
Once again using Leyte as an example, it was discovered that for 
the province's RPT effort in 1988, approximately half of the Z?T 
collections came from two large industrial complexes -- Pasar and 
Philphos. Clearly, an anomaly of this magnitude distorts the 
analysis and may lead to some unwarranted conclusions concerning , 

the actual'configuration of tax burdens and collections in a 
jurisdiction. Assuming that these large enterprises continue to 
pay their RPT assessment, the burden of collecting from them is 
substantially lower compared to the effort involved in raising a 
similar sum from a large number of small and medium landowners. 
Furthermore, the concept of collection efficiency is at risk 
since payments by the enterprises correspond to a 100 percent 
efficiency for half of the province's current assessed RPT 
collections. A very low collection efficiency may exist on the 
remaining assessed properties, but this fact would be disguised 
in the computed tax-efficiency percentage. 

2. Future Policv Issues 

From this brief review, it is evident that additional 
empirical research is required on the complex of issues involved 
in local fiscal integrity. For example, on the issue of tax 
effort, the RPT-effort model discussed above and in Appendix A 
should be expanded to cover business and other local own-source 
taxes. 

Second, additional attention should be devoted to the issue 
of tax buoyancy and adequacy. This question becomes even more 
important if all the tax and spending changes proposed in the LGC 
revisions are fully implemented. 

Third, in the decentralization process, a balancing or 
matching of local government responsibilities (i.e., expenditures 
functions) and revenue sources must take place if LGUs are to 
emerge as viable entities in the Philippines. To better assess 
this critical balance, some effort should be directed to 
constructing a set of basic measures of social-service costs, 
which requires that some reasonable indicators of the costs of 
providing LGU services be devised. These indicators should 
reflect differences in: 

8 needs -- social, economic, and demographic factors 
beyond the LGUfs control that affect the required 
level of services; and 



empirical costs of providinc the required level of 
services. 
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faczcrs and ex-penditures fcr a sccizl semice, for exxqle, 
between school-age pcl;ulacion or enr'ollnent and expenditures f ~ r  
prinary and secondary education. At the risk of oversinplifyinq 
the Issue, educational costs might be expressed in tens of basic 
or minimal per pupil outlays on administrative and teachers1 
salaries, school and laboratory supplies, and maintenance and 
capital expenditures. Disparities in RPT taxable capacity among 
LGUs, and hence, revenues to fund defined minimal education 1 
costs, would serve as the basis of the ltneedsl1 calculation. 2 

The final policy issue relates back to the tax-effort 
measurement index itself. If fully developed, it could assist 
the GOP and USAID in focusing their training efforts and might 
work along the following lines. To obtain a crude comparative 
evaluation of the effects of training in LGUs with varying fiscal 
capacities, the set of jurisdictions would first be selected 
based on the index. Then, a standard format training program 
would be devised and offered in all target jurisdictions. Next, 
changes in tax-effort performance for the participating 
jurisdictions would be monitored over time. From the measures of 
tax effort for the initial and subsequent period, the 
effectiveness of different training groups and programs could be 
assessed. Finally, if USAID were to pursue a strategy of 
concentrating Local Revenue Mobilization (LRM) efforts in a 
single region or in contiguous regions, for instance, tax effort 
performance would be a particularly useful method of assessment, 
primarily because regional socioeconomic differences can be 
observed and quantified to some extent. 

This section deals with two aspects of llspending,u that is, 
lump-sum grants by the GOP to LGUs. The first concerns the 
direct impact of the allotment system on specific categories of 
spending. The second concerns the spending implications of 
mandated functional expenditures. Under the proposed NIRA grant 
system, LGUs are not required to take any particular action to 
become eligible for funds; therefore, the GOPts primary focus is 
increased general spending rather than specific expenditure 
activities. In addition, if the earmarked 20 percent allocation 
to the Infrastructure Fund is no longer mandatory, as is 

6 Currently, local education is funded partly by a special 
Education Fund (SEF) levy on real property in the LGU. 
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Repeal of the statutory contributions to national agencies 
for the na-tional police (INP) (18 percent of general revenues) 

I 

and hospital care (seven percent of general revenues) will 
markedly increase the LGU's discretion over these functions. 
Moreover, dropping these mandatory payments should improve 
efficiency and produce a more optimal allocation of resources. 
Typically, when local control is established over a service 
activity, meaningful improvements in the level of performance and 
the cost of provision occur, essentially because of enhanced 
accountability at the local level. A better allocation of 
resources takes place simply because, under the system of 
statutory contributions, uniform rules rarely allow revenue flows 
to match expenditure requirements. In the absence of uniform 
contribution requirements, LGUs may adjust their budgets to 
reflect their preferences for these services. Some cities may 
elect to augment the national expenditures by the full amount of 
the repealed percentage, while others may opt for augmentation, 
but at a much lower level. 

G. Redistributional Im~acts of Intersovernmental Transfers 

The issue treated under this heading is whether the NIRA 
grant formula redistributes income among subregions. 
Specifically, does the grant formula provide poorer jurisdictions 
with proportionately more resources than it allocates to more 
affluent LGUs?  his question must be answered at two levels: 

does the grant formula shift funds vertically, i.e., 
among different classes of LGUs (chartered cities, 
provinces and municipalities); and 

within a class of LGUs, how are jurisdictions with 
differential fiscal capacity treated? 

This is an important issue, but unfortunately, the DFM team 
did not have the time to address it, nor are the necessary data 
readily available. Follow-on activity could easily include an 
in-depth analysis of this issue. The redistributional impacts of 
intergovernmental transfers will continue to be important 
influences on the way that LGUs perceive grant funds. 
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Zn nrny ceses, CGA hes scbsti~ured ~ c s = - a c 5 i r i n g  syszszs E r r  
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f 
Thus, LGUs now enjoy more rapid acc:ess to their funds. 

This new disbursement scheme has apparently facilitated 
disbursements and presumably improved the LGU service. However, 
the DFM team believes several aspects of LGU fiscal 
accountability should be reviewed and perhaps strengthened at the 
nunicipal level including: P m the role of internal control 

the new disbursement scheme and post-audit process, 
and 

enforcement of new audit po1ici.e~ and reporting 
deadlines. 

For a fuller discussion of these questions, see Appendix B. 

Proi ect Monitorinq 

Project monitoring is not yet well developed in most of the 
LGUs visited by the team. Routine financial monitoring reports 
are prepared by most LGUs in accordance with DOF regulations. 
Financial monitoring uses traditional categories, such as offices 
and line items, and these documents focus on budget overruns, 
providing little analysis of project performance. ~ ~ 

Some LGU executives are interested in monitoring and use it 
as a management tool. Others rely on their own, more informal 
methods. Even in the best LGUs, monitoring is per force a 
somewhat ad hoc exercise. Lack of easy access to vehicles for 
monitoring purposes forces project personnel to adopt cheaper 
methods. Typically, these permit greater involvement of local 
people and officials in monitoring activities and, thus, may be 
more effective. Further details on these issues are provided in 
Appendix C. 



v. POLICY ISSUES 

There is considerable ccncern over the zbility of LGTs to 
absorb draxatic increzses in grant funding levels. This concern 
nay be justified, particularly if actual distributions , 
approximate those that are mandated. Hc-dever, several factors L 

may mitigate the impact of an increase in the size of total 
grants to U U s  on the order now envisioned by the GOP. 

This section analyzes two different sources of funding 
increases over which LGUs will exercise control. The first is 
increased funding from line-agency budgets. In principle, 
roughly half of the budgets of line agencies that operate at the 
LGU level (e.g., DPWH and the Department of Agriculture, but not 
the Departments of Foreign Affairs, Justice, or Defense) will be 
subject to allocation by RDCs. 

The second source of increased funding will result from a 
combination of fiscal changes. One portion will come from 
proposed increases in intergovernmental transfers to UUs, to be 
consolidated under NIRA and based on a 20 percent share of BIR 
collections. The other part of this source will come from 
suppression of the pre-deducted, required 18 percent INP and 7 
percent hospital LGU statutory contributions to the line agencies 
providing police and health services in local jurisdictions. 

The combination of the two sources will probably increase 
U U  discretionary funds in the range of 85 percent to 150 percent 
above current levels. A potential third source of funding 
increases, though it will probably be not nearly as dramatic, is 
a rise in own-source revenues. The two major sources of 
increased funding are discussed in the following subsections. 

1. Line-Aaencv Budaets 

Several factors can be expected to reduce the strains on 
absorptive capacity potentia1l.y that are involved in giving M;Us 
greater control over 1ine.agency budgets. First, the GOP will 
allow line agencies two years to shift half of their budgets, 
personnel, and facilities to local control. This transfer is to 
be completed by December 1991. ~uring the interim, the amount of 
money, staff, and material controlled by subnational 
jurisdictions and LGUs will increase gradually, but it is 
estimated that in the first year, no more than 50 percent will be 
placed under LGU control. In many places, LGUs may control no 
more than 20 percent of relevant line-agency budgets during the 
first year. This should cushion the strain on LGUsl absorptive 
capacity. 



Second, line agencies can be expected to reallocate staff i n  
light of LGU denands for services. Thus, LC-Us will have the 
cption of eman2inq tk2 acz:c of cs~trzctizg t kcy  do S c r  
serviczs. Wzzy alreaiy rely on privzts-secccr Zl=s ts i=pl=szz 
zapitrl invesr=cn= ~rsjects. Yzny also p~rckase sz=e ssTlz2s 
Zrom lize aqencies, in pzr~Lcxlzr D2k.75. If lize-aqency e=;lsyzzs 
that are eventually brought under LGU opera~icnal control cannoc 
handle the workload, it can be divided among in-house and 
contracted prcduciion of services. 4 

1. 

Third, the development of alternative sources of supply for 
the same services should increase the power of LGU officials tg 
bargain with suppliers for better quality or lower cost services. 

2. NIRA Increases and Suv~ression of LGU Statutory 
Contributions for Hos~ital and INP Services 

These funding increases are more likely to strain LGU's 
absorptive capacity, as they involve significant amounts that 
will be allocated solely by LGU officials. Assessing the extent 
to which they w i l l  in fact  strain L,GUst absorptive capacity 
requires an informed guess about how increased discretionary 
funds will be spent. The DFM team analyzed the situation in the 
following manner. 

The current NEDA planning mechanism encourages LGU officials 
to engage in making wish lists of projects. (SGO Appendix D for 
a fuller discussion.) When these officials are allocated real 
funds, their funding decisions about projects should become more 
realistic. Furthermore;NEDA's focus is on projects, not the 
enhancement of locally desired services. Thus, the lists of 
projects submitted by LGUs are often unrealistic and include no 
reference to possible increases in LGU spending on services 
because information about such activities is not solicited by the 
NEDA planning process. 

At this- stage, it is impossible to determine how LGUs will 
allocate additional discretionary funds. Once they have worked 
through a full funding cycle and empirical, and empirical results 
are available, it will be possible to assess spending patterns. 
(See Appendix E for a description of the budgeting process.) 
However, the team's field impressions suggest that additional 
discretionary funds will be allocated, depending on variable LGU 
needs, to the following major areas: 

a enhancement of existing services -- e-g= I 

maintenance, health care, and agricultural 
extension, and 

a NEDA-type project lists. 



Areas that are likely targets for priority spending are: 

a additi~nal staff; 

a socioecono3ic projects -- e. g. , livelihood an2 
health proj ects ; 

a 2roduction of locally desired services -- e.g., 
infrastructure mainter,.ance, health services, etc.; 

a capital equipment; and 

a inerastructure projects. 

Many of these may strain LGU's absorptive capacity, but that 
is not a foregone conclusion for several reasons. First, most 
LGUs have unmet needs for capital equipment, such as road 
machinery, office equipment, and materials involved in service 
provision. Second, most have some underutilized management and 
service-provision capacity. Many may be able to manage somewhat 
larger staffs and implement a fuller range of activities and 
infrastructure projects without undue strain. Others may find it 
considerably more difficult to manage their increased funds 
effectively. Given the team's limited time in the field, it is 
impossible to give a more definitive estimate of absorptive 
capacity. (See Appendix D for further details.) 

B. Adequacy of LGU Resources to Meet LGU Resuonsibilities 

At this point, it is difficult for the DF'M team to determine 
an "appropriateu level of services for an LGU. Indeed, to do so 
would defeat the purpose of the GOP1s decentralization 
initiative. However, assumins however that the objective of 
decentralization is to enhance the LGUs capacity to provide 
public senrices to their constituencies. it can be asked whether 
kesources have increased during recent years at the same rate as 
some benchmark indicators -- i. e. , have LGU resources kept pace 
with or increased above inflation and population growth? 

Table 2 contains summary data on real per capita taxes and 
revenues obtained from LUGS sumeyed by the team and offers some 
insights on this issue. 



Table  2 

REAL PER CAPITA TAX AVD RZVZPNE FO2 
SELECTZD G U S :  1984 t o  1988 

(in P e s c s )  

X1Say P r c v i n c e  .8  1.1 .7 .7 
L-ntique P r o v i n c e  -- .6 .7 .7 
Catanduanes P r ~ v i n c e  .8 .9 .7 .6 
C a v i t e  P r o v i n c e  2.8 2.4 3.6 3.8 li 

Leyte  P r o v i n c e  .7 .8 2.0 1.6 
Legasp i  C i t y  14.8 15;3 13.3 12.4 
Tacloban.  C i t y  20.9 23.4 22.1 23.4 

R e a l  P e r  C a p i t a  Revenues 
1985 - 1986 1987 1988 

Albay P r o v i n c e  8.9 10.4 10.3 7.7 
Ant ique  P r o v i n c e  -- 15.8 9.8 10.5 
Catanduanes P r o v i n c e  19.1 14.5 15.2 13.6 
C a v i t e  Province 15.0 10.5 12.0 11.4 
L e y t e  P r o v i n c e  8.9 9.8 8.9 7.9 
Legasp i  C i t y  52.4 50.9 44.4 53.0 
Tacloban C i t y  61.1 61.5 62.7 63.9 

Source:  C a l c u l a t e d  by a u t h o r s  from d a t a  o b t a i n e d  from L G U s .  

Viewed a s  a g roup ,  real p e r  c a p i t a  t a x e s  remained f l a t  o r  
d e c l i n e d  s l i g h t l y  f o r  t h e  m a j o r i t y  o f  t h e  f i v e  p r o v i n c e s  and two 
c i t i e s  o v e r  t h e  four -yea r  p e r i o d  :from 1985 t o  1988. Out o f  t h e  
seven  j u r i s d i c t i o n s ,  o n l y  Leyte  and C a v i t e  e x h i b i t e d  any real  
growth.  The former  h a s  enjoyed a  huge b o o s t  i n  RPT c o l l e c t i o n s  
because  o f  t h e  f o r t u i t o u s  l o c a t i o n  of  two l a r g e  i n d u s t r i e s  i n  t h e  
p r o v i n c e ,  w h i l e  t h e  l a t t e r  h a s  b e n e f i t e d  from i t s  p r o x i m i t y  t o  
Manila .  

v 
I f  r e a l  p e r  c a p i t a  revenues  is  used  as  t h e  b a s e  measure, t h e  

f i s c a l  p o s i t i o n  o f  LGUs worsens,  and o n l y  Tacloban C i t y  
d e m o n s t r a t e s  any c o n s i s t e n t  growth.  Comparing t h e  two sets  of  
d a t a ,  a p p a r e n t l y  i n s u f f i c i e n t  o r  i n a d e q u a t e  growth o f  n a t i o n a l  
a i d s / t r a n s f e r s  was a  major  problem f o r  p r o v i n c i a l  governments 
d u r i n g  t h i s  p e r i o d .  While growth i n  r e a l  p e r  c a p i t a  t a x e s  showed 
l i t t l e  o r  no change,  revenues  d e c l i n e d  i n  e v e r y  one  o f  t h e  
p r o v i n c e s  su rveyed .  On t h e  o t h e r  hand,  c i t i e s  showed more 
c o n s i s t e n c y  i n  t h e  r e l a t i o n s h i p  -- Legasp i  C i t y  r e c o r d e d  a 
d e c l i n e  i n  t a x e s  and revenues ,  w h i l e  Tacloban C i t y  had an  
i n c r e a s e  i n  b o t h  measures.  

Although t h e r e  is d i r e c t  e v i d e n c e  t h a t  i n a d e q u a t e  
governmenta l  t r a n s f e r s  w e r e  a  c o n t r i b u t i n g  e l e m e n t ,  o t h e r  f a c t o r s  



nay have played a part. One highly probable causa is the lack 
of fiscal capacity. As discussed above in Section IV.D, fiscal 
cz2acity is related t~ tzx tzses, and tax buoyancy is a fmctien 
cf changes in the kase an6- rzre. Xhile there is little dolrbt 
- t - L  
,-C- m r r  ni tax-~fficiency 1s-ials are low axid czn Se islproved 
zzr2edlyIg for the zos= part, ~rsssnt G Z  tax bases are izelzstic 
or nol?5uoyant (i.e., they do not keep pace with inflation or 
income). This is particulzrly trcle for the provinces and, to a 
lesser extent, the cities. RPT is more than 90 percent of own- 
source revenues for provinces (see Appendix GI Tables G.l to L 

G.5), but just 30 percent to 50 percent for cities (see Appendix 
GI Tables G.6 to G.7). Business-license taxes yield more revenue 
than the property tax for many cities and municipalities, and has 
good potential as a local revenue source, because it is a buoyant 
tax. 

Turning again to Table 2., real per capita revenues for the 
two cities are nearly six times that of the provinces surveyed. 
Obviously, the primary reason for this large difference is that 
cities are responsible for the combined range of services 
provided by municipalities and provincial governments, and 
essentially have been given the authority to levy taxes 
commensurate with that of the two combined rural jurisdictions. 
However, team discussions with local officials suggest that 
revenue adequacy has been a persistent and continuing problem for 
cities. In particular, mayors pointed to a number of problems 
associated with urbanization -- inadequate housing, sanitation, 
public safety, and basic health services -- and a lack of 
resources to cope with them. According to them, these problems 
have become more acute in the last. two years. 

First, the accumulated strain of years of underfunding for 
local infrastructure construction and maintenance is now reaching 
the crisis point. In numerous cases, maintenance has been 
delayed for so long that many physical assets are literally 
beginning to collapse. Second, many service functions that were 
to have been handled by GOP line agencies were- either not 
provided, or underfinanced, thereby causing the cities and 
provinces to reallocate scarce resources to maintain these 

7 See Angel Q. Yoingco and Milwida M. Guevara., "Fiscal 
Decentralization, Resource Mobilization and ~ffective Use of 
National Resources for Development:: The Case of the 
PhilippinesItt 27 January 1989, unpublished ms., p. 14. 

8 As noted in Appendix F, tlPr.operty Assessments and Real 
Property Tax Collection Efficiency: Selected LDAP Provinces and 
CitiesItt the average RPT collection efficiency for the seven LGUs 
visited by the team was 43.73 percent, which ranged from a low of 
25.2 percent in Legaspi City to a high of 61.79 -percent in Leyte 
Province. 



ssrvices. Tnlrd, to some extent, cities have fallen victim to 
+ L~.- ;. a c=:~rryIs recent prosperity. Secause cuch of the growth has 
==sn eszrs rs?  in ur=anizs6 rsyi=zs of tks Fhili~?ines, the pace 

- 
9 .  . . - - 

cf r~rzl-r=--=ken ziqrzzion .has ~ L ~ C K S X S ~ ,  W C ~ C ~  overloaded LGYs'  
sociel ser~ice systszis. 

In liqht of these difficulties, CSAID nay want to consieer 
introducing ltur~anizaticn" as a sep~raze factor in any LDAT grant 
progran. As stated above, the proposed NI2A fomula does not 
give any direct weight to nor address the issue of urbanization. 

C. possible LDAP Policv Goals 

The objective of the LDAP grant program will dictate which 
transfer method should be selected and, hence, the best mechanism 
for accomplishing stated goals. As previously discussed, some 
commonly accepted grant objectives are: 

stimulation or encouragement of specific 
expenditures or services, 

resource mobilization, and 

resource redistribution. 

If USAID seeks to emphasize resource mobilization as a 
policy objective, a block grant system could be developed, based 
on some performance index of tax effort or other measure of own- 
source revenue enhancement. A second option is to offer matching 
block grants to LGUs based on service-related indices (service 
adequacy) along the lines developed in Section IV.D, i.e., 
"representative expenditure systems." 

However, if USAID wants to focus primarily on service 
adequacy, a third option is to offer grants unrelated to revenue 
effort. For example, transfers could be made based on some crude 
index of the level of service needs (i.e., population and surface 
area). A more refined approach woul'd establish needs indicators 
for critical services, once again along the lines discussed in 
Section 1V.D. An inverse measure of fiscal capacity, like RPT 
base, could also serve as a rough indicator of the ability to 
finance services. 

The grant option or combination selected will result in 
trade-offs among alternative economic objectives -- fiscal 
effort, service adequacy and fiscal capability. For example, the 
first option discussed above stresses LGU resource mobilization 
and ignores questions of equity (i.e., equal treatment of LGUs 
having different fiscal capability). It also ignores service 
adequacy among LGUs receiving LDAP funds. The second emphasizes 
service adequacy and, to a lesser extent., resource mobilization 



aid ignores fiscal capzcity. The third option stresses service 
z2eqacy at the expense of rescurce ncbilizaticn. 

r n ~  ,,-a Zl-rsikility cf zny-tr' the tL'ree o?ti=zs w i l l  be k e a v i l y  
irfluenced by che availajility of reliaSle 2x2 tizely 22t2 i k a ~  
-=-i - =easurexent and zcnizcrlng of these icdices. Tkrs, iz zay 
be rec2ssar- to select 2 less preferred option beczuse of z lzck 
cf zcepzte dzta to mcnitor a nore preferred opticn. 

Credit Financinq 

In addition to the intergovernment transfer approach, 
another method of increasing capital formation and leveraging 
local government resources is credit financing. LGUs have access 
to loans for income-generating projects through existing 
institutions, primarily the DBP and Land Bank, but participation 
levels are low. As catalogued in a 1983 study, a number of 
institutional and regulatory barriers plus the attitude of LGU 
officials themselves are reasons advanced for the limited use of 
proj ect borrowing. 9 

The changed political environment for LGUs coupled with the 
GOP1s decentralization initiatives may now make this historically 
shunned project financing method more attractive. While further 
inquiry is necessary, capitalization of an LGU lending authority 
provides USAID yet another option for supporting the GOP1s 
decentralization policies. 

In LDCs, the establishment of a loanable funds pool is most 
often accomplished through the creation of a separate credit 
financing authority. If so desired, the credit authority can be 
made part of a "Capital Grant Commi~sion~~ or other capital 
allocation body. A total credit ceiling for the authority is 
usually set by the Ministry of Finance, the Central Bank, and/or 
the National Planning Agency. All borrowing is coordinated by 
the authority and limited to the established ceiling. Direct 
external borrowing by local governments is generally not allowed, 
but "on-lending" by the central government to LGUs is quite 
common. 

1. Lendina Mechanisms 

In addition to the GOP8s approach of lending through 
government-owned Development Banks, two other lending methods are 
commonly followed byLDCs. In Latin American countries, the 
approach is to create specialized credit financing authorities. 

9 See L. Kenneth Hubbell, "Local Government credit Financing," 
in Roy Bahl, ed., Local Government Finance in the Third World: A 
Case Studv of the Philippines. 1983. 



The authorities receive capital contriSutions froa the central 
gover~zent directly, fron foreign aid, 2nd froa eaxzrked excise 
L . . ,axes. The authsrities have tkeir ck: 12-cc~se eqer-s ' LO assist 
'he Lt=,s in project 2resarazicn and ~ l ~ i n l ~ g .  Cvsrall, an 
ax-orizy is eqeczsd tc break even XZ their lsnding oceraticiis; 
rherefore, applicants 2re scrucinize2 carsfully in czxs of 
credit worthiness. Allocazions under this general oodel tend to 
follcw the ability-to-pay principle, i.e., t3e wealthier LGUs 
tend to have more projects financed than do the poorer ones. 

Another method of distribution is illustrated by the Indian 
system. Put simply, in the National Planning process, a Loan 
Plan is established and apportioned among state governments based 
on a set of objective standards. The share to an individual 
state is determined by a formula which includes population, tax 
effort, low income, and commitments to public projects within the 
state. As a pre-condition for receipt of loan funds, states are 
required to make matching expenditure commitments on certain 
types of pro j ects. 

E. Concludins Observations 

Invoking the normal caveats associated with a limited survey 
of seven LGUs, some final observations are offered with respect 
to an LDAP grant program. First, the current low level of tax 
effort by =Us points to revenue mobilization as a priority issue 
in the Philippines. Second, the accumulated years of delayed 
maintenance and the present poor physical shape of infrastructure 
and capital equipment suggest that grants for these purposes are 
greatly needed and, if extended on a matching basis, have the 
advantage of leveraging local resources. Unquestionably, a much 
more extensive evaluation of the categorical grant approval is a 
requisite condition of implementation, but is beyond the scope of 
this study. Third, as shown in Table 3, personal service 
expenditures (PSE) constitute a large percentage of all LGU 
expenditures. 



Table  3 

j u r i s d i c t i o n  

Albay Province  
Ant ique  Prov ince  
Cantandusd Province  
C a v i t e  Province  
Ley t e  Province  
Legasp i  C i t y  
Tacloban C i t y  

Averaue 

P rov ince s  
C i t i e s  
A l l  Combined 

P e r c e n t  of  T o t a l  E ~ e n d i t u r e s  
1985 1986 1987  1 9 8 8  

Source:  Ca l cu l a t ed  by a u t h o r s  from d a t a  con t a ined  i n  Appendix G.  

I n  1988, t h e  most r e c e n t  y e a r ,  p e r s o n a l  services climbed t o  
n e a r l y  f i f t y - f i v e  p e r c e n t  f o r  c i t i e s  and p r o v i n c e s  r e p r e s e n t i n g  a  
s h a r p  i n c r e a s e  over  t h e  1985 f i g u r e  of  t h i r t y - e i g h t  p e r c e n t .  
L o c a l l y  e l e c t e d  o f f i c i a l s  ma in t a in  t h a t  d e s p i t e  t h e  i n c r e a s e s ,  
LGU employees remain p o o r l y  p a i d  and an  upgrad ing  o f  t h e i r  
s a l a r i e s  is  of  paramount importance.  For  example, i n  Catanduanes 
P rov ince  t h e  budget  o f f i c e r  c a l c u l a t e d  t h a t  b r i n g i n g  t h e  c u r r e n t  
l a b o r  f o r c e  up t o  a  proposed n a t i o n a l  minimum wage s t a n d a r d  of  
P2,200 p e r  month would c o s t  t h e  p rov ince  an  a d d i t i o n a l  f i f t y  
p e r c e n t  i n  PSE. The re fo r e ,  by n e c e s s i t y ,  a  s i z a b l e  p o r t i o n  of 
t h e  NIRA funds  may p rov ide  i n c r e a s e d  LGU employee compensat ion.  
Such a  u s e  seems a p p r o p r i a t e ,  however, some g e n e r a l  wage 
ad ju s tmen t  g u i d e l i n e s  may be  war ran ted .  U n f o r t u n a t e l y ,  t h e  DFM 
t e a m ' s  su rvey  was n o t  l eng thy  enough t o  p r o v i d e  more i n fo rma t ion  
on t h i s  s u b j e c t .  



VI. FONITCRING LDA? FLWDS 

reform. In this s2ction, several policy cbjectives are 
disc?ssed t k a t  USAID has isentifie3 as pcssisle foci of LDAF 
monitoring. In ezch case, ~erformance indicators must be 

L developed. Considerations concerning several of these foci are 
outlined here. 

1 . 
A. Im~leme'ntation of NIRA 

With the start of NIRA implementation in the GOP1s fiscal 
year 1990, USAID should monitor the release of funds to LGUs 
under statutory regulations to determine how the amounts released 
compare with appropriate formula amounts. Historically, GOP 
central agencies have not released maximum statutory allotments 
to 'LGUs. If full TTIRA releases are an agreed-on policy agenda 
item, monitoring will be necessary. 

The timeliness of releases of funds to LGUs should also be 
monitored to determine if they are transferred on schedule. In 
the past, the GOP has not released programmed amounts on schedule 
and, indeed, has delayed releases to year-end in some cases. 
Such delays seriously impede LGUsl fiscal planning and 
implementation capability. 

B. Elimination of LGU Mandatory Payments for Hoswitals and INP 

Monitoring this policy change will require two monitoring 
techniques. The first and simpler involves observing whether 
mandated predeductions are totally eliminated from LGUst 
expenditure responsibilities. The second requires monitoring 
service levels with particular attention to any possible 
deterioration as a result of the elimination of LGU 
contributions. Monitoring should also determine whether the 
central government has found other ways to charge local 
governments for these services. It may be reasonable for the GOP 
to charge individual recipients for services received. 

Proiect Development throuqh RDCs 

In terms of the implementation of decentralized decision- 
making authority for project development through RDCs, USAID 



needs to estzblish centrzl line agencies' current allocation of 
fun& between cenzrally vsrsus RDC-controlled projects, notably 
i h  s 3 5 .  A GCT cs:zit=snc to a=t=in =>is objective 
- - , J I ~  7 - .  be r~Elecz~5 in a qx8yizg p o ~ ~ i o n  of li1i2 a~szciesl funds - .  selng tz&11sf2=26 c3 Z.325 f c r  xhsiz discreticnzry zlloczticn io 
rtqicnzl activities. CSXI~ - ' -m~-  =Lru-12 also noriii~r eke O_XZSZ~ to 
which RDCs are, in facc, aSle to allocate funds in a binding 
aanner, as opposed to nerely acivising on project priorities, only 
to have then iqnored when powerful LGU officials and congressmen 
lobby line-agency personnel to modify project rankings. 

D. ~ncreas'ed Real Pro~ertv Tax Collection bv LGUs 

The first objective of monitoring would be for USAID to 
determine the level of total RPT collection for each class of 
LGUs for the years 1988 and 1989. The annual real rate of growth 
in collections would reflect an overall improvement in tax effort 
in this area. In addition, it would be useful for USAID to 
monitor LGUs' efforts in tax mapping and reassessment. Progress 
in these areas should further enhance RPT collections in the 
country. 

As part of its NIRA program, the GOP has proposed an 
incentive program for RPT collection. At first glance, the 
incentive levels established by the GOP appear high relative to 
tax effort in this area. Thus, it seems unlikely that the five 
percent portion set aside for this incentive program would be 
entirely utilized. This could reduce the amount of discretionary 
funds actually allocated to LGUs below GOP projections. Perhaps 
a more appropriate mechanism would be to adopt incentive programs 
that fully exhaust the five percent fund while ensuring that 
LGU1s progress in the RPT tax effort is rewarded. 

E. Provincial and Baranqav Road Maintenance 

If the objective is to verify that responsibility for road 
maintenance has been transferred from DPWH to LGUs, monitoring is 
fairly simply. However, to do a more sophisticated analysis of 
the impact of this change on LGU road maintenance levels and 
possibly levels of reliance on labor-based/equipment-supported 
(LB/ES) techniques, a more complex methodology would have to be 
developed. 

F. Transfer of Operational Authority over Line-Aqency Staff 

Again, if the objective is to determine whether formal 
transfer of authority over pertinent GOP line-agency staff to LGU 
executives has occurred, monitoring will pose little difficulty. 
However, to monitor whether effective control over these agents 



has  s h i f t e d  t o  l o c z l  goverrcnent a u t h o r i t i e s ,  a  more s o p h i s t i c a t e d  
a n z l y s l s  t e ~ ? ~ ~ i q ~ e  w i l l  have t o  be clevelcpcd. For i n s t a n c e ,  i f  
-m-, -m-,  ,,.-ILd,l,.q - is  ZD e e z e n l ~ e  whether trar;sr^s,r c f  o p e r z r i o n z l  
c=n=-=l c v r r  z  z r e z s c r s r  t o  En LGU execccive r s s u l t s  i n  a  ckanqe 
iz =he szcFe cE -As t r s a s u r r r l s  r e s p o n s i b i l i c l e s ,  how he r ~ ~ o z = s ,  - - - .  
EZ= ~ c y  cillyszcly he ~ e r f c r - s  h i s  f 7 ~ ~ c z i c x s ,  x o r e  in-depch 
evaluatLons w i l l  5s r eqx i r ed .  



- - Fo,zz,ally scatsa ,  ~ 5 2  t a x  e = r o r =  (2)  x e a s u r s d  f o r  t k 2  -7 i n  
p r c v i n c e  (i) c f  r e g i o n  (3) is given  511 t h e  f o l l o w i n g  f o m u l a 2 i c n .  

; 

(1) The t a x  e f f o r t  r a t i o  f o r  t h e  RPT i n  p r o v i n c e  i i s  d e f i n e d  a s  I 

where T i  = p e r  c a p i t a  c u r r e n t  y e a r  (1988)  RPT c o l l e c t i o n s  
Y i  = p e r  c a p i t a  p e r s o n a l  income i n  t h e  p r o v i n c e .  

( 3 )  A p r o v i n c e ' s  e f f e c t i v e  t a x  r a t e  i s  c a l c u l a t e d  as f o l l o w s :  
- 

J i  = ,  E ~ / E ~  = ; 

where 

E i  = t a x  e f f o r t  of  p r o v i n c e  (i) 
- 
ER = t a x  e f f o r t  of  a l l  p r o v i n c e s  i n  r e g i o n  ( j ) ,  more 

specifically, 

ER i s  d e f i n e d  a s  < ~ i / x ~ i  

where 

'z. = sum o f  p r o v i n c e s  i n  r e g i o n  ( jl) . 
I n  a  s i m i l a r  f a s h i o n ,  an e f f e c t i v e  t a x  ra te  i s  developed f o r  each  
r e g i o n .  Hence, 

where 
- - 
E = t h e  a v e r a g e  e f f e c t i v e  t a x  r a t . e  f o r  t h e  n a t i o n  d e f i n e d  
as : 
- 

( 5 )  = i T i / i Y i  where < = t o t a l  number o f  p r o v i n c e s  i n  t h e  
n a t i o n  ( 7 4 ) .  
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L e t e 
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E. S a m a r  
t\l. S amar  
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Davao N. 
Davao S. 
Davaa O r .  
S. Cotabato 
S u r i  j a a  S. 

R e g i o n  XI1 

LanaoN.  . 

Lanao S. 
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N. Cotabato 
Su 1  t an  t:.ud a r  a t  

N ~ T E S :  '&' : Inc l uded  under Nueva V i  zcaya. 

<-' : I nc l uded  under Buezon 

"=': Reqiunal  e i i o r t  is compared t o  t h e  n a t i o n a l  e f f o r t .  

P r o v i n c i a l  e f f o r t  is c o m p a r e d  t o  t h e  r e g i o n a l  
e f f o r t .  

'O ' :  The n a t i o n a l  average t a x  e f f o r t  p a r a m e t e r  i s  
m u l t i p l i e d  by t h e  r e g i o n a l  average per  c a p i t a  
i nc3rr.e. 

The r e g i o n a l  average t ax  e f f c r t  parameter is 
m u l t i p l  ied b y  t h e  p r o v i n c i a l  z.veraye per  c a p i t a  
i ncome. 
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Figure A - 2 

Prov'l Tax Effort Differentials: 1988 

Figure A - 3 

Prov'l Tax Effort Differentials: 1 988 
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Figure  A - 6 
Prov'l Tax Effort Differentials: 1 988 
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Figure  A - 10 
Prov'l Tax E f fo r t  Differentials: 1 988 
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Prov'l Tax Effor t  Differentials: 1988 
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Figure A - 13 
Prov'l Tax Effort Differentials: 4 388 
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. . I,? the past, t=s C3A prs-a;clr syster;l rsq~irsa that all . . LC-3 
disbcrsements pass tirough tke provinc:ial treascrer and audlcor- 

---+; 2nrcnase r e ~ e s t s  for infrasty~ctcre c:ont:~accs by adxinis, L . Z--OZ - 
officials are approved by the provinci.al iiaditor, who cercliies I 

that the project expense is authorized and funded. In this 
system, a full-control mechanism is in place because the payment 
process is not initiated until these requireaents are met. 

The post-audit system has coincided with implementation of 
the new disbursement scheme. In this scheme, NALGU funds for 
municipalities are deposited directly in their accounts with 
private commercial banks, rather than being placed on deposit 
with the provincial treasurer, as was fomerly the case. 

Pre-audit procedures still apply for ,construction payments 
in the following cases: 

the first payment under any contract,.' 

all payments in excess of P250,000, or 

any payment that brings the total of pa ents made 
above 50 percent of the contract price. r" 

Several problems with the new post-audit system were 
identified by DFM team members in discussions with provincial 
officials. COA auditors in Antique observed that under the new 
disbursement scheme, municipal treasurers tend to "juggle" funds 
among different accounts and intermingle them. COA officials 
believe municipal officials will require in-service training to 
fully master the new system. Under post-.audit.procedures, 
disbursement documents must legally be submitted to the COA 
provincial office within five days after the end o'f each month. 
At present, municipalities in Antique Province actually submit 
required documents two to three months after the transaction 
month. The promptness of the auditing process appears to have 
waned. 

The new disbursement scheme has apparently facilitated 
disbursements and presumably improved the LGU's service. 
However, the team believes the following aspects of 
accountability should be reviewed perhaps strengthened at the 
municipal level. 

1 Leyte provincial COA officer. 

B - 1  



. . 
First is the role of internal control. When the new 

c:sczzs&nent and post-ai~dit svstexs were s2t 123, LGU orga-?i~atic-? - - - - .  . .  . - - "  = - > - - . - p  -- =-1 ,-,,----, =, the zucicisal- l f T T 2 1  (122 ccc zrovice . . - .  . . czrrsr=czc:c~ Lxil5--s - c= :==sr~?-1 ~ 1 ~ 1 =  ~22~2izy. . - 3 -- a 
. . -k--~=~~'S 3rCVi2C17- P - 1  - - - - -  -"- . . 

Lk-- c,L,,,- SUC:;~SZSZ zr;e r ~ s e c  - - 

Second is tke nsw disjurseiient .sc'n=e and post-rudic 
Frscess. 'asn the cis'cursez,enc schene was revised, audi~ors 2t 
the provincial level were not consulzsd. Consultations held at 
the DBM and COA national levels, led to a memorandum of agreement 
that will need to be supported by detailed implementing 
procedures and policies. In Antique, guidelines on the direct- 
funding release system are being prepared at the provincial COA 
office in coordination with the treasurer's office. 

Third is enforcement of new audit policies and reporting 
deadlines. In general, field visits confirmed that COA officials 
still accept the agency's traditional view that fiscal 
accountability means avoiding losses through malversation or 
misuse of funds. COA officials continue to feel that "moral 
leadership" by LGU executives is the most crucial element in 
maintaining fiscal integrity. ~ ~ d i t i n g  focuses on the search for 
"anomalous" transactions. In Antique, good coordination among 
the COA, local executives, and treasurer has facilitated 
detection of anomalous transactims. 



- .  . - 3sczise r ; z r s e l a ~  zczirsrixz reports aze z r e z a r e d  - - by LCUS In 
accordance witk exls=ixg 397 replztions 2nd prcceaures. These 
re?orzs kickllckt kxdqzz o v e r ~ ~ z s  rather tkan exm-ining reasons 
for deviation frcn planned budgets, or the iapact of financed 
activities. Few output monitoring systems appear to exist at the . 
provincial level. Financial monitoring is done by office and 
traditional budget line items. 

LGUs should improve performance-monitoring by: 

using project reports to monitor fund allocation and 
operational decision-making, and 

using project reports to evaluate the progress and 
impact of projects. 

LGUs visited by the team emphasize th.e first type of monitoring 
over second, particularly in the context of foreign-assisted 
projects and special national projects. 

In Antique, a Project Monitoring. Committee is being formed 
in accordance with the Presidential cirecztive on this subject. 
The provincial budget officer will serve as chairman. This may 
indicate that the monitoring will foc~us largely on financial and 
budgetary issues. However, most issues in monitoring have not 
been resolved, including scope (locally- or nationally-funded 
projects) and methods. Delayed confirmation of nominees by DLG 
and DPWH has impeded organization of the Project Monitoring 
Committee in Antique. 

In Cavite, the PPDO staff already monitor projects. Their 
system incorporates the basic elements of project evaluation 
including milestone dates, budget to actual comparisons, and 
analysis of variances/lessons learned. The monitoring reports 
themselves reveal many aspects of the system of project 
implementation and monitoring. 

First, provincial monitoring needs to be closely coordinated 
with monitoring by the Municipal Planning and Development Office. 
It is physically impossible for the province to monitor a 
province-wide project without such assistance. 

Second, the degree of cooperation between DPWH and local 
officials influences the capacity to monitor. In cases where the 
DPWH directly coordinated with barangay-level officials (ignoring 
the MPDC level), monitoring was not feasible. 



Third, the monitoring resorts properly cozrelate SYS~P,S O= 
k?l=ectation strategies adosted by projects wit2 att2iZ~eIlZ cf 
---zs7- --- . _ - -  cjjsctivas. For ex~-;ll, even when the brsjesz WZs . . - . - ?- ==; "; =; s->s2c:;ezz~y ~2la~nented es::r=iy by ~ ~ w ~ ,  if LUU c---~---- . - .  --.- r . . - - -p  . . . - .  &,--&---=- ~ r c e r  consultatisz w:=z alacs, spec=z:cat~a~s, E Z ~  - ,-cqr=? - cf -dark, the project sk-jeztives were nore frilly 2e22i-?~d 
(This was trtle for the Ccn~.unity :L~.ployment and Cevelopmen~ 
I Z C ~ Z ~ ~ L  i3 Cavite as of November 1987). Such lessocscan 
valcable for LG3s under a more decentralized systen. 

Fourth, provincial capacity .to monitor development projects 
is improved by the availability of service vehicles. However, 
there is also' evidence that provi.nces, e .g., Cavite, use 
alternative means for monitoring in the absence of service 
vehicles including certifications provided by MPDCs, barangay 
captains, or occupants of the project area. This implies the 
need to develop alternative models for monitoring to alleviate 
any future tendency to select monitoring models, e.g., extensive 
use of expensive service vehicles for field visits to projects 
convenient for provincial staff but costly to local development 
efforts. 

Finally, in Tacloban City, formal monitoring is not done. 
The PPDO staff try to monitor projects, but the city mayor does 
not encourage these activities. For example, DPWH officials 
reported to the city but the PPDO co'uld not assemble DPWH project 
documents in a regular monitoring form. 



APPENDIX D 

- . -  A. srler Description 2nd Fain Objective of the Syste~ 

The government planning system is a process of generating 
I 

L 

plans and programs from the lowest level of the government -- the 
barangay -- and involves the integration of these plans and 
programs at the municipal, provincial, regional and national 
levels consist-ent with the "bottom upw approach to planning. 
This planning mechanism is intended to help ensure that the 
economic development of an area is maximized in the context of 
its own parochial needs. 

The key bodies involved in the planning process are the 
City/Municipal Planning and Development Council (CPDC or MPDC), 
the PPDC and the RDC. Each of these PDCs are composed of the 
local executives, line agencies representatives, representatives 
from the local legislative body, and representatives from the 
private sector. The Planning and Development Office (PDO) of the 
respective LGUs acts as the secretariat of the PDCs. 

Implementation Experience Before Decentralization 

The "bottom up" planning system was adopted during the 
Marcos administration. However, because of the highly 
centralized from of government during that time, the supposed 
participative process was never fully implemented. The higher 
levels of government dictated or influenced the activities of the 
lower levels resulting in the implementation of projects that 
were not necessarily in line with the needs of the beneficiary 
locality. In Antique for example, a municipal mayor complained 
that a school construction project was authorized in a barangay 
which did not need it. 

C. Implications for Decentralization 

1. Will the planning system promote development at the 
grassroots level? 

One positive indicator is that the RDC, PPDC and CPDC are 
all in place. Most of the MPDCs are also in place, but their 
participation in the planning exercise operation is limited by 
inadequate funds. This implies that in general, priority 



projects would be included in the dct-elopmenc plans of the LGUS 
fo-ning one basis fcr the preparattc. 25 tke budget. 

1-other ~ o s i ~ i v ~  isdics=cr is t..~: Z Z = ~ V ~  ~a~+-ici-.?.tion cf -- .,. ~,e ~rivate seczsr iz tl?e diffe::ent ~iz,--zisc boclea L a y  help 
-;-;,,,; ,,-~;,,ze the hplc~eztaticx of projeczs whi-3. a r s  ~rizzrily 
politically motivated. 

Negative isdicators include: 

large transaction costs including wasted time, 
money, and energy which discourage local 
initiatives ; 

o '  a mindless listing of al.1 projects in. response to 
NEDA's misplaced emphasis 011 thoroughness; and 

strong executives in Cavite, for example, who may 
not cooperate leading to unfair allocation of funds. 

2. Will the planning system promote the desired 
distr;butional effects of decent.ralization? 

Negative indicators include that though the planning system 
involves a decentralized approach to idea- or project-generation, 
the approval process for pr0ject.s is essentially still 
centralized. The RDC approves projects to be included in the 
Regional Development Plan, and i.t is' difficult to get funding for 
projects which are not RDC-appraved. The membership bias of the 
RDC could prejudice local orient.ation, and as such, the poorer 
LGUs would remain at a disadvant.age in the allocation of funds 
despite an increase in the overa.11 regional budget. 

D. Alternative Approaches for Achieving Distributional Effects 

The regional budget could be divided based on the intended 
USF One portion would be earma.rked for inter-provincial Or 
r ~ n a l  projects as well as for providing additional budgetary 

- 4  zo the LGUs. This would be allocated using an RDC-developed 
scheme. The second portion would be used at the discretion of 
the provinces and municipalities. This would imply that only 
projects supportive of region-wide or inter-provincial 
development objectives and thrusts would be submitted by the 
provinces to the RDC. In addition, although the municipalities 
would continue to plan for the deli~rery of services and the 
development of their respective areas, only projects directly 
supportive of province-wide or inter-municipal concerns would be 
submitted to the province for passik>le inclusion in the 
provincial budget proposal. This approach would have the 
advantage of: 



e facilitating inter-LGU cooperation c:n projec~s of 
interest to more than one LGU wi.th eitker rec;ior?al 
or zro-4-irca-wide kolicaticzs; 

encouraging resource-seeking mong local executives 
by making it possible for them to obtain additional 
funds from the RDC for the activities of their 
respective localities. 

E. Absorptive Capacity 

1. Availability of "Fundable" Projects 

Of the number of projects listed in the development plans of 
the micipalities and provinces, it was estimated that for the 
province of Antique, only approximately 30 percent are finally 
implemented. This would imply that LGUs would have an adequate 
number of pipeline projects which could be undertaken should 
increased funds be made available to th.em. 

2. Types of Projects to be Undert.aken -- 

It was gathered from field interviews conducted and an 
examination of the development programs for the LGUs that local 
executives have identified infrastructure and livelihood projects 
(mainly agri-based) as the priority projects that would be 
undertaken should an increased level of funding be made available 
to them. 

3. Technical Capability 

The Planning and Development Offices (PDOs) in the three 
provinces visited appeared to be well staffed with both technical 
and professional personnel. Most of the staff have received 
training under the Provincial Development Assistance Program 
(PADP) and the Local Resources Management program funded by 
USAID. For example, about half the staff of the Tacloban CPDC 
have completed training under these two programs. 

The project development-related activities of the office 
include structural surveys, preparation of work plans, and cost 
estimates as well as the conduct of  re-feasibility studies. In 
Antique, PPDO staff also act as projec:t leaders/coordinators for 
special projects of the province. The: PPDO also provides 
technical assistance to the MPDO. 



T h e  @DO i s  s t i l l  b a s i c a l l y  a  one -pe r son  o p e r a t i o n ,  ~ n d  i s  
cszally z a z n e d  by an e n g i n e e r  p r o v i d i n q  t h e  m u z i c i 2 a l i t y  w i t h  a 
=>:- - - - - ---- ~ z v e l  o f  t e c h n i c a l  c a ? & l l F t y  f o r  p l a n n i r - 5  z n ~  ct-ersesisg 
, - 
~ = ~ = = E _ ? 5 2 = 1 2 2 .  



A. 3 r i e f  Descr i==icn  of  t h e  P roce s s  

The l o c a l  p v e r x m e n t  budgezing p r o c e s s  c s n s i s t s  o f  two b a s i c  
a c t i v i t i e s  -- revenue f o r e c a s t i n g  and expend i t u r e  a l l o c a t i o n .  4 

L 
Revenue f o r e c a s t i n g  i s  t h e  r e s p o n s i b i l i t y  o f  t h e  O f f i c e  of t h e  
T rea su re r  and t h e  " c e r t i f i e d "  income becomes t h e  c e i l i n g  f o r  t h e  
program of expend i t u r e .  Expendi tu re  a l l o c a t i o n  i s  a  

1 

p a r t i c i p a t i v e . p r o c e s s .  The d i f f e r e n t  depar tments  o f  t h e  LGU 
p rov ide  t h e i r  r e s p e c t i v e  proposed e x p e n d i t u r e s  f o r  t h e  budget  
yea r ,  and t h e  Budget O f f i c e  i s  r e s p o n s i b l e  f o r  c o o r d i n a t i n g  
p r e p a r a t i o n  o f  t h e  budget .  

The fo l l owing  i s  a  g e n e r a l  d e s c r i p t i o n  o f  t h e  budget  
p r e p a r a t i o n  c y c l e .  

ACTIVITY SCHEDULE 

Issuance  of a  Memorandum from c h i e f  e x e c u t i v e  March (yea r  
r e q u e s t i n g  t h e  O f f i c e  o f  t h e  T r e a s u r e r  and b e f o r e  t h e  
t h e  d i f f e r e n t  o f f i c e s  of  t h e  LGU t o  submit  budget y e a r )  
t h e  e s t i m a t e  o f  t h e  revenue and t h e  proposed 
expend i t u r e s ,  r e s p e c t i v e l y ,  f o r  t h e  irlcoming yea r .  

Submission o f  t h e  " c e r t i f i e d "  revenue e s t i m a t e  May 
by t h e  O f f i c e  o f  t h e  T rea su re r  and t h e  
expend i t u r e  p roposa l s  o f  t h e  d i f f e r e n t  o f f i c e s .  

Budget h e a r i n g s  by t h e  Budget Committee which 
i s  composed o f  t h e  l o c a l  c h i e f  August e x e c u t i v e ,  
who i s  chairman,  and t h e  chairman o f  t h e  Finance  
Committee of  t h e  l o c a l  l e g i s l a t i v e  b0d.y and t h e  
heads of t h e  d i f f e r e n t  o f f i c e s  o f  t h e  LGU. 

J u l y  - 
August 

P r e s e n t a t i o n  of t h e  budget  p roposa l ,  now termed September 
t h e  Execu t ive  Budget, t o  t h e  l o c a l  l e g i s l a t i v e  
body. 

Approval o f  t h e  Execut ive  Budget a f t e r  review October 
by t h e  l o c a l  l e g i s l a t i v e  body. 

Dec l a r a t i on  t h a t  t h e  approved budget  i s  
"ope ra t i ve"  by t h e  l o c a l  c h i e f  e x e c u t i v e .  

Post-review o f  t h e  approved budget  by t h e  
r e g i o n a l  Department o f  Budget and Management. 



S u q l u s e s  f rom p r e v i o u s  y e a r s '  a p p r o p r i a t i o n s  ar?d f r o a  t h e  
e x c e s s  c5 a c t c a l  reve~!ce o v e r  t h e  e s t h a z e  z a y  be r e a l i g x e d .  
3 2 a l i g - ~ e z r  c5 s u - ~ l u s e ~  f r c ~  c>e G s z e r a l  7-=d C Z ~  6s ~ ; ~ z c v e d  25 - -* . . - . 7  --e s o l e  c l s - , r e = i o z  cf -ha -- - ~ c < ~ r r ? c r  o r  Mzysz, WZL-C, Z ~ D S ~  f z ~ 3  
&ia --=-- C - - 7 P -  - .  
L-- - - - - - ~ ~ - - ~ ~ ~ u r e  F U L ~  a?c SZ3 r e q u i r e  a 2 3 r o v z 1  s r  zze l c c a l  
l e g i s l a t i v e  body.  

B. A n a l y s i s  o f  t h e  P r o c e s s  

Revenue f o r e c a s t i n g  i s  e s s e n t i a l l y  a  r o t e  a r i t h m e t i c  
e x e r c i s e .  Th'e p r e v i o u s  y e a r ' s  a c t u a l  r e v e n u e  i s  i n c r e a s e d  by  10  
r o  2 5  p e r c e n t  t o  a r r i v e  a t  t he  new e s t i m a t e .  T h i s  i s  
p a r t i c u l a r l y  e v i d e n t  i n  L e y t e  where a c t u a l  r e v e n u e  w a s  180 
p e r c e n t  of t h e  e s t i m a t e  i n  1988.  T h e  d i s c r e p a n c y  was l a r g e l y  
a t t r i b u t e d  t o  t h e  c o l l e c t i o n  o f  RPT on  l a n d  a n d  b u i l d i n g s  from 
t h e  P a s a r  Copper S m e l t i n g  Corp. ,  a  g o v e r n m e n t - c o n t r o l l e d  
e n t e r p r i s e .  P a s a r  p a i d  RPT f o r  t h e  f i r s t  t i m e  i n  1987, a n d  i n  
1989, it i s  e x p e c t e d  t h a t  P a s a r  w i l l  p a y  RPT on equipment .  
However, t h i s  p o t e n t i a l  i n c r e a s e  i n  r e v e n u e  w a s  n o t  p r o p e r l y  
i n t e g r a t e d  i n t o  t h e  income e s t i m a t e  f o r  t h e  y e a r  b e c a u s e  of t h e  
p r a c t i c e  of  s i m p l y  a p p l y i n g  a  s t a n d a r d  p e r c e n t a g e  f a c t o r  f o r  t h e  
i n c r e a s e .  

T h e  e f f o r t  d e v o t e d  t o  r evenue  e s t i m a t i o n  i s  i n d i c a t e d  by  t h e  
number o f  s u p p l e m e n t a l  b u d g e t s  p r e p a r e d .  I n  C a v i t e ,  t e n  
s u p p l e m e n t a l  b u d g e t s  w e r e  p r e p a r e d  i n  1988.  I n  An t ique ,  o n l y  
f o u r  w e r e  p r e p a r e d .  Al though sorne o f  t h e  s u p p l e m e n t a l  b u d g e t s  
w e r e  due  t o  r e a l i g n m e n t  o f  p r e v i o u s  y e a r s '  s u r p l u s e s ,  many w e r e  
p r e p a r e d  t o  program t h e  e x c e s s  o f  a c t u a l  o v e r  e s t i m a t e d  r e v e n u e .  
F o r  example,  C a v i t e  h a d  a  d e f i c i t  i n  1988 i n  b o t h  t h e  G e n e r a l  a n d  
I n f r a s t r u c t u r e  Funds.  U n f o r t u n a t e l y ,  t h e  s u p p l e m e n t a l  budge t  
scheme e n c o u r a g e s  s h o r t - t e r m  p l a n n i n g  by  T r e a s u r e r s  and  l o c a l  
e x e c u t i v e s .  

The f o l l o w i n g  a r e  t h e   recipient,^ o f  e x p e n d i t u r e  a l l o c a t i o n  
l i s t ed  i n  o r d e r  o f  p r i o r i t y :  

p e r s o n n e l ;  

f i x e d  o b l i g a t i o n s  ( l i k e  s e r v i c i n g  o f  l o a n s ) ,  
c o n t r i b u t i o n s  t o  t h e  n a t i o n a l  government ,  and  
payment o f  employee h e a l t h  c a r e  i n s u r a n c e  premiums; 

o p e r a t i n g  and  ma in t enance  r e q u i r e m e n t s ;  and  

p r o j e c t s .  

T h i s  p r i o r i t y  scheme may be e x p l a i n e d  by  t h e  l i m i t e d  r e v e n u e s  
a v a i l a b l e  t o  t h e  LGUs v i s i t e d .  Revenues a r e  i n s u f f i c i e n t  f o r  
mean ing fu l  development  p l a n n i n g ,  t h u s  h i g h l i g h t i n g  t h e  i m p o r t a n c e  



of the N-ZLGiisl funds as the main fundirig avenxe for development 
projects. Lcw re-~enzes also explain the "wish-lisr" nature of . . . . . .  . the crc  jeccs s-~cri~ccsd prizirrily by r.--:c=pal:c:es to their 
pr~-~-Fzce fsr e-w-rzz-sl submissioz tc z5e :CC.  

-- * _ - -  ,, ,,=a c5serV-sS chat LS7J 3~2csr Gifices tazs r c r  Been able 
to ?revies local extcutives wizk adeqzace azalyticrl S ~ ~ ~ C Z Z  fcr 
uriders~rnding tSe b-dget. Por exazple, analysis has bee3 
confined to the c5axqes in the &Tsunc of eqense i ~ e m s  for 
of the offices in the LGU. No evidence was cozed regarding any , 

L 
conscious attempt to relate the proposed budget to the 
development plans submitted to NEDA. 

In general, it appeared that the Budget Officers do not 
consider themselves part of the "planning team" of the LGU. They 
view their role in budget preparation as largely limited to 
assembling budget document. 

C. Implications of Decentralization 

The prevailing short-term orientation. in revenue forecasting 
as well as in expenditure allocation should be addressed. 
Although the seriousness in budget planning should increase with 
the increase in the amount of funds that will be available to 
LGUs, technical assistance will be necessaxy. 

There is a definite need to improve t.he planning orientation 
and analytical capability of the Budget Office in order for it to 
become a more effective member of the planning team of LGUs. 



Table F - 1 
Property Assessments: Selected L D M  Provinces and Cities 

(As of December 1988) 

Assessed Value Unit Value 
wince/ .Number of of Real Properties Per Parcel 
:ity Property Parcels (In Millions of Pesos) (P/Parcel) 

)aY 157,322 740.93 
laspi City 27,370 439.23 
:ique 127,582 199.11 
landuanes 85,210 163.17 
rite 255,451 3,320.76 
~ t e  303,089 2,528.20 
:loban City 28,115 627.70 

lrce of Basic Data: Provincial Assessor's Office 

Table F - 2 
Real Property Tax Collection Efficiency: Selected'LDAP 

Provinces and Cities (As of December 1988) 

Taxable Current Year 
Assessed Value Collectible Actual Collection 

evince/ Of Properties Taxes Collections ~fficiency 
City (In Millions P) (In Million P) (In Million P) (In Percent) 

bay 740.93 7.41 
gaspi City 439.23 4.39 
tique 199.11 1.99 
tanduanes 163.17 1.63 
.vite 3,320.76 33.21 
:yte 2,528.20 25.28 
.cloban City 627.70 6.28 

Iurces of basic data: assessed values from the provincial Assessor's 
Yfice; collectible data estimated using a one percent tax rate; and 
)llections from the Provincial/City Treasurer. 

BEST AVAILABLE DOCUMENT 



Table F - 3 
Assessed and Market Value Differentials 

in' Selected L3AP Prcvinces/Cities 

Provincial Level 

City Level 

Source of basic data: Interviews with ~rovincial/Ciy Assessors 



T h i s  a p p e n d i x  i s  c c m p r i s e d  of t h e  f o l l o w i n g  t ab les :  

a T a b l e  G - 1 A l b a y  P r o v i n c e ,  

a T a b l e  G - 2 A n t i q u e  P r o v i n c e ,  

a T a b l e  G - 3 C a t a n d u a n c e s  P r o v i n c e , .  

a T a b l e  G - 4 C a v i t e  P r o v i n c e ,  

a T a b l e  G - 5 L e y t e  P r o v i n c e ,  

a T a b l e  G - 6 L e g a s p i  C i t y ,  a n d  

a T a b l e  G - 7 ~ a c l o b a n  C i t y ,  
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1 Y Y S  1985 PESCENT : 9 3 5 :-:':y: 19 37 ?;?CZ!i.YT 1438 P52CZ!iT 

TOT !??"/A 
CLJB RPT 
PAST YRS 
AHENSTY 
PSYAL ' 

TOT OTAX N/A 
TOT LTAX N/A 

NON-TAX NIB 

TOT OINC N/A 
IRA H/A 

IRAtLRGS H/A 
NALGU N/A 

TOT REV N/A 

TOT EXP 15053.0 
PER SER 6182.0 
HOE 5382.0 
CAP 3489.0 
OTHER 

PISC SUR 2036.0 2280.0 4066.0 6242.0 
FISC-REC 887.0 1323.0 2808 .a  912.0 

POP. 386.0 395.0 404.0 413.0 
PR INDEX 375.1 373.4 379.5 409.5 

RPC TAX 0.62 0.69 0.71 

RPC REV 0 15.8 9.8 10.5 

RC EXP 10.4 15.6 8.0 11.5 

Sources: financial data provided by Antique Province LGU, Philippines 
Statistical Yearbook. 



Table G - 3 
CATANDUANSS P?.GVISR REENUES A.!!D EXPENDITURES 

GENERAL 153 I!i?P,!.ST2UZTURE FUNDS (P 000) 

I?YS 1 9 ! 5  PERCEHT 1995 ?S?CZVT 1987 PSRCL!? 1933 P93CEST' 

on- " 3  
.UL n.T 297.1 
C"% LF? 

PUf Y23 
LrnSTY 
PLY& 

TOTOTAX 264.3 
BUS TAX 

TOT LTAX 561.4 

NOH-TAX' 514.1 

TOT OINC 12067.2 
IRA 1045.2 

IRA+LRGS 5922.8 
N U G U  

TOT REV 13142.7 

TOT EXP 13250.3 11507.2 . 11804.0 10972.8 100.06 
PER SER 5997.8 54.7% 
HOE 3566.3 32.5% 
CAE' 418.6 3.8% 

990.1 9.0% 
FISC SUR 1878.8 1124.1 ---. , . 1434.0 ;. - : 

FISC-REC 944.5 -71.1 -456.9 452.2 

POP. 196.0 201.0 206.0 211.0 
PR INDEX 350.7 355.3 362.7 391.4 

RPC TAX 0.8 0.9 0.7 0.6 

RPC REV 19.1 14.5 15.2 13.6 

RPC EXP 19.3 16.1 15.8 13.3 

Sources: statistical data provided hy Catanduanes Province LGU; 
Philippines Statistical Yearbook. 

BEST AVAILABLE COPY G .- 4 



TOT P T  6934.1 15.7% 6901.0 20.6'. 10599.2 25.09 11292.7 30.!9 
OJI RPT 5551.9 12.6% 5977.2 17.3% 8062.7 19.0% 7454.9 20 .1 t  
PAST YRS 1168.3  2.69 1159.7 3.59 2178.6 5.19 1668.6 4.59 
MEHSTY 31 .5  0.1% 4.0 0.0% 
PENAL , 223.9 0.5% 264.0 o.8$ 325.4 0.8; 447.8 1 .2% 

TOT OTAX 120 4.0 2 .79 716.2 2.1% 2106.2 5.0; 918.4 2.6% 
TOT LTAX '8138.1 18 .5% 7617.2 22-89 12704.4 32.9; 12271.1 33.0% 

HON-TAX 20283.9 46.0% 88.9 0.3% 315.6 0.7% 3745.9 1 0 . 1 9  

TOT OINC 15683.5 35.6% 18890.7 56.5% 20546.1 48.6% 19691.1 53.09 
IRA 8148.8 18.5% 1U103.3 30.29 10928.0 25.8; 12640.0 31.09 

IBAtLRGS 12906.0 29.39 13503.8 40.4% 11083.5 26.2% 16314.0 43.9% 
NALCU 

BORROYNG 6832.6 20.4% 8741.2 20.78 
TOT REV 44105.5 100.0% 33429.4 100.08 42307.3 100.08 37156.7 100.09 

TOT EXP 50118.6 32483.4 45805.5 35270.9 
PER SER 
HOE 
CAP 

PISC SUR 

POP. 886.0  911.0 937.0 964.0 
PR INDEX 332.6 350.7 375.1 337.3 

RCP TAX 2.8 2.4 3.6 

RPC REV 15.0 10 .5  12.0 

RPC EXP 17.0 10 .2  13.0 

Sources: financial data provided by Cilvite Province LGU, Phlllppin~s 
S t a t i s t i c a l  Yearbook. 



Table G - 5 

LPYTE ??9VIYCE 3SVELIUES AND EXPEYDITLTElc 
GZ!fS??.L IYD INFRESRUCTU3E FUNDS (P 000) 

TOT BPT ;923.5 5.5% 3443.1 
CUB RPT 0.0% 
PAST Y3S 0.0% 
LSVSTY 0.08 
PE!VAL 0.0; 
TOTOTAX 510.3 1.28 638.0 
TOT LTAX 3333.8 7.7% 4078.1 

0.0% 
NON-TAX . 2 50.6 0.6% 1218.6 

0.0% 
TOT OINC 39474.7 91.7% 41940.4 
IRA 25819.4 59.9% 27430.8 

RVERSE AP 0.0% 
NLGU 0.0% 

0.0% 
TOT REV 43069.1 100.0% 47237.1 

TOTEXP 46911.0 43588.2 43245.3 37857.1 
PER SER 19400.0 19400.0 22.6 22906.5 
HOE 27900.0 23600.0 16800.0 10092.9 
CAP 2100.0 1400.0 6200.0 159.5 
OTHER 4648.2 

PISC SUR 1610.0 1350.0 1310.0 1750.0 
FISC-REC 

POP. 1427.0 1453.0 1479.0 1506.0 
PR INDEX 337.3 332.4 346.3 383.3 

RPC TAX 0.7 0.8 2.0 1.6 

RPC REV 8.9 9.8 8.9 7.9 

RPC EXP 9.8 9.0 8.4 6.6 

sources: financial data provided by Leyte Province LGU, Philippines 
Statistical Yearbook. 
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Table G - 7 
TACLOBAN CITY REVENUES W D  EXPENDITURES 
GZNE3AL AND INPBASTRUCTUX FUYDS ( P  000) 

! TEHS 1 0 9 5  w ~ c m y ~  195 PERCEYT 1?37 ?C,lZPYT 9 1 8  239CEtiT 

TOTRPT 2115.9 
CUR K T  
P U T  YRS 
AHHESTY 
PENAL 
TOT OTAX 5793.0 
9US TAX 3471.4 
TOT LTAX 7909.8 

NOH-TAX . 2611.1 

TOT OINC 12547.6 
IRA 10728.9 
IRAtLRGS 
NALGU 

TOT REV 23068.6 

TOTEXP 22823.2 24618.2 25519.2 27957.5 
PER SER 17850.8 
HOE 6004.0 
CAP 1923.0 
OTHER 2179.7 

FISC SUR 4611.0 1608.0 736.0 673.0 
FISC-REC 

POP. 112 .O 114.0 116.0 118.0 
PRINDEX 337.3 332.4 346.3 383.3 

RCP TAX 20.9 23.4 22.1 23.4 

RCP REV 61.1 61.5 62.7 63.9 

RCP EXP 60.4 65.0 63.5 61.8 

Sources: financial data provided by Tacloban City LGU, Philippines 
Statistical Yearbook. 
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Scope of Work - 8 
- 

for tie L c t a l  :xcal Iztegritv -3lizlvsis 

I. Background 

The proposed Local Development Assistance Program (LD=) t 

will provide $50.0 million to the Government of the Philippines 1 

(GOP) to support decentralization reform. The Program Assistance 
Authorizatio~ Document (PAAD) will detail a policy reform agenda, 
including benchmarks for policy implenlentation and monitoring 
which places the emphasis on policy performance, including 
performance on agreed-to institutional. and administrative 
reforms. The program, as against project modality, places the 
emphasis on policy performance, including performance on agreed- 
to institutional and administrative reforms. USAID will seek GOP 
agreement to provide additional financial resources (additional 
to those planned for implementation of the proposed National 
Internal Revenue Allotment-NIRA Bill) to local government units 
(LGUs) to demonstrate the likely use and potential impact of 
substantially increased resources. USAID funds will not be 
provided directly to the LGUs but agreement will be sought with 
the GOP to provide such increases itself through the normal GOP 
budgeting accountability procedures for fund use at the local 
level. However, USAID will provide a limited amount of technical 
assistance to monitor use of funds on a sample basis. 

LDAP, unlike past USAID-assisted decentralization efforts, 
will support nationwide GOP policy reforms that will lead to 
greater autonomy for LUGS to increase their descretionary 
resources and effective level of decision-making authority. 
Within the two-year period, LDAP is expected to bring about 
policy reform that will actually transfer increased authority and 
responsibility to LGUs. Beyond two years, with reformed policies 
in place, it is expected that local governments with more 
resources plus genuine decision-making responsibility and 
authority will, in general, be more responsive to constituents' 
needs for infrastructure and basic social services. 

The Executive and Legislative  ranches have initiated 
various actions to support decentralization. The Executive 
Branchs' initiatives include: a program i.n four pilot provinces 
to develop and test decentralization models; embarkment by the 
Department of Local Government (DLG) on a re-orientation of its 
functions from one of control and decision-making to one of 
support; and decision to embark on a new budget disbursement 
scheme to permit regional development councils to approve local 
infrastructure project selection. Those of the Legislative 



Brznch include the proposed NIM Bill and bills outlining various 
bocks of the proposed Revised Local Government Code. 

Tke decezrrzlizaticn policy asesda will izc . - deslrzzle policy acjus'aercs -tkaz addxesses key 
decencrtlizacicn il the Fkilip;Fzies. Critical z 
inclcae those reforins thac incrsase the level c5 
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cszszrzints to 
;ezaz ize~s wi 
discretionary 

resources and transfer decision-making authority to LGUs. 
Performance indicators will be developed from these agenda items: 

a implementation of increased funding for LGUs for 
1990, 

a reduction of mandatory revenue contributions 
required of LGUs, 

a implementation of decentralized decision-making 
authority for project development, 

a increased real property and local business tax 
collection, 

a implementation of a general.re-valuation of real 
property, 

a implementation of increased LGU power to impose 
local taxes, 

a placing authority for the maintenance of 
barangay/municipal roads under the province, 

a implementation of increased authority of local 
executives over locally assi.gned national staff, 

a strengthening of local development council role in 
project development and implementation, 

provision of revenue capacity building for LGUs, 

a provision of management capacity training for 
increased numbers of local officials, 

a improved management and information systems for 
LGUs , 

a improvement of municipal treasurers' and assessors' 
office staff capability, 

a development of local autonomy model, 

a improvement of project decision and feasibility 
analysis, 



improvement of project monitoring, 

institutiorialization of NGOs and private sector 
par~icipation i3 lccal development, 

increased atte~tio? to enviromental issues at tke 
iocal level, and 

capacity for project design and impleaentation at 
the local level. 

USAID representatives have met with senior officials from 
key GO? departments and the Leagues of Governors and Mayors to 
discuss possible USAID assistance for decentralization reform. 
It is anticipated that throughout program implementation a group 
made up of representatives from the Department of Finance (DOF), 
DLG, Department of Budget and Management (DBM), the National 
Economic and Development Authority (NEDA), and the Leagues will 
meet regularly to discuss policy issues and review progress on 
decentralization agenda actions. Criteria for the selection of 
the implementing agency will include the capacity to facilitate 
the implementation of priority reforms such as increased 
discretionary resources and authority for LGUs, mandates of 
particular departments and related sensitivities, and capacity to 
coordinate the program activity and chair the policy discussions. 

Large increases in financial resources are projected for 
LGUs from national revenue allotments and increased emphasis on 
local revenue generation, primarily real property tax 
collections. Therefore, there is a need to examine (1) local 
government financial systems strengths and weaknesses, including 
the systems for fiscal integrity; (2) what the financial systems 
need to prepare for increased services due to management of 
larger resource flows; and (3) anticipation of even greater 
increase in funds. In addition, criteria will be developed for 
the selection of participating provinces that have the capacity 
to utilize additional funding from LD.AP. 

The Mission is undertaking various analyses as a basis for 
preparing the PAAD to be completed during the last quarter of 
1989. The assistance will provide part of the required analyses. 

11. Objective 

To analyze the strengths and weaknesses of selected 
financial systems, including financial accountability, capacity, 
financial resources, and organization of a sample of local 
government units to provide input for PAAD to address the issue 
of fiscal integrity of local governments and provide basic 
information on local budget resource allocations. 



111. Statement of Services 

A. General 
- - 

T5e Ccntracrsr shall undirt.ake a senera1 =alysis 01 =sXr to 
six LGUs in the area or' budgeti-tag, disSursernen~ and 
accountability, intergovernmental funds flow, perf~~mance 
monitoring, procurement, revenue collection, and organization for 
local financial administration. From this analysis, the 
Contractor shall provide recommendations on potential policy 
adjustment areas, institutional constraints to be addressed and 
possible indicators for monitoring. 

B. Specific Tasks 

1. Analysis of System Implementation 

The analysis shall concentrate, among others, on strategic 
transaction points determined in the review of the prescribed 
system and related studies. Compliance with the prescribed 
system shall be analyzed together with the strengths and 
weaknesses in the implementation of the system; The degree of 
implementing the recommendations of various studies, if there are 
any, shall also be looked into. In addition, attention shall 
also be focused on the following. 

Budget inq 

The actual process and considerations in budget preparation 
and implementation shall be reviewed and analyzed, including 
budgetary allocations among vari.0~~ governmental functions/ 
activities and visions of local executives on how the budget 
process and implementation can be improved to upgrade the 
delivery of basic service to its constituents. Attention should 
be given to identifying earmarking areas, e.g. for DLM for rural 
infrastructure. 

Disbursement and Accountability 

The procedures of disbursement shall be analyzed covering 
documentation flow and requirements, timing, responsible 
staff/officials, and compliance with the approved budget/ 
schedules and other regulations. The audit process and 
procedures shall also be covered together with the operation of 
the internal control system and penal provisions. 

Intergovernmental Funds Flow 

This shall include analysis of grants and subsidies to local 
governments, tax sharing between central and local governments, 
approval of tax structure changes, and borrowing. Is the 
grant/subsidy program structured so as to encourage the 



nobilization of additional resources at the local government 
level? Is it equitable? Does it provide an adequate flow of 
revenues,to local goverxnents? E,n,d dces it stinnlate capital 
seading? 

Performance Monitorina 

There shall be an analysis of the mechanisx used by local 
governments in monitoring their fiscal perf~~ance. Are local 
governments examining their fiscal data? Axe they analyzing t L 
their fiscal situation and planning for the future? 

Procurement and Contractinp 
I 

The ~rocurement and contracting process shall be analyzed in 
terms of procedures, requirements, responsibilities, and their 
impact on the overall local government operations. 

Revenue Collection 

This shall concentrate on analyzing the extent by which 
local governments are exercising the revenue powers devolved to 
them and tapping their revenue potentials. The gap between . 
taxable capacity and tax effort shall be determined, including 
analysis of existing and potential non-tax local revenue sources. 

Organization 

This shall cover analysis of the prescribed and actual 
organizational structure, staffing and qualifications, functions 
and responsibilities, and coordination of the various offices 
involved in local financial administration such as the offices of 
the local chief executive, legislative body, treasurer, budget 
officer, auditor, and international control officer. What 
controls exist on the number, type and quality of staff LGUs can 
now hire if sufficient financial resources were available? 

Analysis of Absorptive' Capacity 

Based on historical records and through personal interviews, 
an analysis of the financial absorptive capacity of local 
government shall be undertaken, including an analysis of the 
trends, level and composition of local revenues and expenditures. 
Emphasis shall also be given to the type and level of development 
activities (including foreign-assisted projects and operation and 
maintenance--as against construction--of infrastructure) 
undertaken and basic services being delivered. Likewise, answers 
should be explored to questions, such as: (a) What types of 
projects have been implemented? (b) What problems have been 
encountered and what actions have been taken in response to these 
problems? (c) How does the LGU propose to use the increased 
financial resources? (d) Are LGUs actively preparing plans and 



systems to manage the anticipated increased resources? 
Furthenore, various parameters or indicators that will be 
helpful in determining basic 2nd improved local financial 
7hsoqzi-~e capacity shall be identified. 

3. Overall ~ysterii Description, Analysis, and 
~ecomendations 

Based on outputs from the above-mentioned tasks, the 
Contractor shall develop an overall description of the local 
financial system, an analysis of financial system operations and 
local government capacity to management and utilize financial 
resources, and an analysis of local budget allocations and 
expenditures.. Strengths and weaknesses should be summarized and 

-ommendations on possible policy adjustments should be 
_ .>vided. Specifically, the Contractor should indicate what 
areas (particularly those most prone to abuse) need to be 
strengthened in order for the LGU to handle increased financial 
resources effectively. Relatedly, the Contractor should indicate 
who best to undertake strengthening and what indicators might be 
used for monitoring purposes. 

IV. Duration of Service 

The services are scheduled to cover a period of 25 working 
days broken down as follows. 

Activities Working Days 

1. Preparation, discussion 3 
and finalization of 
assessment methodology 

2. Interviews and data gathering 12 

3. Data analysis and interpretation 5 

4. Report writing, discussion and 
finalization - 5 

Total 25 

V. Workplan and Reports 

Within five (5) working days after contract signing, the 
contractor will submit for approval by USAID, a detailed workplan 
and methodology for assessment. 



The report should follow this outline: 

Executive Summary - 
5 .  Sackgrcuzd and Xethoaolagy 
C. Descrigtion of P~tlysis Xisults 
D. 3eccmendations 
E. Attachents/Apper?aices (Details of Assessment and 

and Ir.struments, etc . ) 
The draft report should be presented to USAID three working , 

days before expiration of the contract. The final report (in six 
copies) shall be submitted at least ten (10) working days after 
contract termination and will be the basis for final papent. L 

VI. Other Requirements 

Level of Effort and Assessment Team Composition 

The estimated level of effort is a total of 90 person-days 
of expatriate and local consultant services. The team will be 
composed of a principal expatriate consultant with expertise on 
institutional analysis, a public finance economist and two local 
finance specialists. 

2. Specific Responsibilities 

Each of the consultants will have specific responsibilities 
which correspond to his or her field of expertise. 

Institutional Analyst 

Aside from being primarily in-charge of the issue on local 
financial absorptive capacity, shall act as the team leader 
responsible for the overall coordination of activities. As a 
team leader, he/she will be responsible for the following: 

preparing detailed work plan for approval by the 
LDAP committee, 

coordinating the respective assignments and 
schedules of each team member, 

monitoring and reporting on the progress or lack of 
progress of individual assignments of the overall 
team efforts, 

editing and integrating the indivitlual reports, 

preparing a draft report to be distributed at least 
48 hours before the scheduled presentation to USAID 
and other concerned institutions, and. 



revising and finalizing the report for submission to 
USAID. 

Public Finance Ecancmist 

Will be prhzrily responsible fcr all areas related to local 
government finance and budgeting. 

Local Finance S~ecialists 

Will be primarily responsible for all areas pertaining to 
disbursement, accountability, financial systems, and 
organization/staffing. 


