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Abstract

This study aspires to shed light on the proposed shaffederal system of government in the Philippines
if it will indeed foster further development to the local governnuaits (LGUSs) to be independent and self-reliant
communities. The three federalism proposals were compared in the aisfiecal transfer from the National
Government to the Local Government Units namely, the Concom gabpgéimentel proposal, and the CMFP
proposal. The fiscal transfer design of these three proposals wereatgdtsainpared as to its viability and how

it will impact the income generation of the LGUs.

This study used cluster sampling method wherein the poputHtitie Local Government Units within
the State of Northern Mindanao was clustered by LGU level nantelyinges, cities, and municipalities. This
study used quantitative data analysis based on the archivabddtqualitative datao further reinforce the

guantitative findings.

The result of the study showed that the Pimentel proposdtvemnificantly increase the income of
the LGUs that would be translated to higher spending cafebito support the delivery of basic services to its
constituents. However, it would also mean an increase in the dispanof the LGUs from national support.
Moreover, Local Chief Executives expressed their doubts as to thesitedesshift to a federal form of

government due to identified factors.

Keywords: fiscal transfefiscal decentralization, federal form of government; local government units, local autonomy

1. Introduction

The Local Government Code (LGC) known also as Republic Act No. 7160: An Act Providiag for
Local Government Code of 1991 instituted the principles of fiscal decentralization in the PhilippinesaiiMana
Philippine Journal of Development, 2005). The Local Government Code provides power to the local
government units to be able to operate on their own and be able to achieve their full potentisLatageilfig

communities (Republic Act No. 7160, 1991).

Along with the decentralization, as mandated in the Local Government Code, primary respesisibili
of the national government were transferred to the local government units to deliver béses samd
operations of facilities. However, the decentralization had resulted in ansedénespending by the LGUs. On
this, Manasan (2005) noted that the share of the LGUs in government spending had doubled from 12.6% in
1991 (before devolution) to 25.4% in 2003. Moreover, from Year 2014 to 2016, the ak€éidgespending
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was 18% of the total government expenditure wherein national government expenditures were re¢beded at
average of PHP 2,253.87 Billion (Bureau of the Treasury, 2018) while the LGU expesditene recorded at
the average of PHP 405.68 Billion (Bureau of Local Government Finance, 2017).

Consistent with the principle of fiscal decentralization, the Local Government Code granted authority to the
local government units to create their sources of revenue and to collect taxes, febsrges, which must be
underpinned by appropriate ordir@(Republic Act No. 7160, 1991). Despite this power and authority, the
taxing power of LGUs was limited and should not extend to the taxes, fees, and chargestyotreraational
government as enumerated in Sec. 133 of the Local Government Code. Furthermore| iGeuayoanent

Code also sets the limit as to the local tax rates that LGUs can impose. Thussitngiéato say that fiscal
autonomy was not completely granted to the LGUs.

Because of this imposed limitation inherent in the Local Government Code, the locally-sourced income
of the LGUs was negatively affected. To prove this, from 2012 to 2016 only 30%&m@ya of the total revenue
of the LGUs (Bureau of Local Government Finance, 2017) were locally sourced while 1@tsfincome
came from the national government through the Internal Revenue Allotment.

The Internal Revenue Allotment (IRA) was crafted in the form of Executive OFEd®@r Klo. 507 in
support of LGUs expenditures in general services and social services. This ExecutivenOnderated the
devolution-affected departments and agencies of the national government whose appropriations shall be
transferred to the local government units through the Internal Revenue Allotment. HoweuRA fystem is
criticized due to its shortcomings in addressing the expenditure needs of the LGUs (iVi&adisy Notes,
2007)

Through the years of its implementation, its weakness in addressing LGUs' fiscal imbatame be
more evident. By strengthening the revenue-raising capabilities of the LGUSs, the issue of fidealdeniméght
be addressed. Manasan (2007) recommended greater tax decentralization aad bases to the LGUs so
that accountability will improve at the local level.

Given the impending federalization of our government, it opens up an opportunity in which the
aforesaid fiscal imbalance can be possibly addressed. This is in the fornalofréiesfer systems that can be
gleaned from three (3) federalism proposals that were supposed to strengthen the egsiegusapabilities
of LGUs. The first proposal that was considered in this study was the recentlydddeaieConstitution
crafted by the Consultative Committee (Concom) to Review the 1987 Constitution headed byGhétiied
Justice Renato Puno entitléBower to the People: Bayanihan Federalism, Power to the Regions”

(Consultative Committee to Review the 1987 Constitution, 2018)

The second proposal was Joint Resolution No. 10 introduced by Sen. Aquilino Pimentel, Jr. entitled
“Joint Resolution to Convene the Congress into a Constituent Assembly to revise the Constitution to Establish
a Federal Syste of Government” filed on April 23, 2008 (Pimentel, et al., 2008). And, the third proposal that
was considered was the Citizen’s Movement for a Federal Philippines (CMFP) entitled “CMFP Draft
Constitution for the Federal Republic of the Philippines witturdiamentary Government” with Prof. Jose V.
Abueva as the Chairman of the Advisory Committee (Citizens' Movement for a Federal Philigitke)
2005).

Given the first proposal, the Consultative Committee proposed combining both the realloctttén of

expanded tax base to the States coupled with fiscal sharing scheme. In its proposed fiscatbbarggre
Federated Regions will “be given a share of not less than fifty percent (50%) of all the collected income taxes,
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excise taxes, value-added tax, and customs duties, which shall be equally divided among theomatidadly
releaset (Consultative Committee to Review the 1987 Constitution, 2018).

On the other hand, the Pimentel Proposal provides a sharing scheme of taxes between the national
government, the state governments, and the LGUs. Article Xl of the Joint Resolution No. 10 stated that the
fiscal transfer system provides a sharing of taxes between the National Government and the local government
units, as stated in the Local Governmewnt€of 1991, shall be revised. The revision could mean that “all
revenues and taxes collected by the local government units or by national government agenciesbamaér the
Government Code of 1991, Republic Act No. 7160, shall be divided in the following manner: twenty percent
(20%) shall accrue to the Federal Government and eighty percent (80%) to thevBtaee80% shall pertain
to the States concerned while the 70% shall be distributed to the constituent LGUs according to the existing
formula in the Local Government Céd@Pimentel, et al., 2008).

There is a need to emphasize though that a critical consideration in Pimentel’s fiscal transfer system is
the political configuration of the local government. In the current unitary system, the local government is
composed of provinces, cities, municipalities, and barangays. However, in the political configastion,
envisioned by the proposal of Sen. Pimentel, the State Government will be added in betweenr#the Fede
Government and the Local Government (Pimentel, et al., 2008). Therefore, this proposal cofrisistedme
layers (three layers) of the local governance structure as mandated by the Local Government Cigle. Tha
under the State Government, the first layer of local governance is the province and independent cities. The
second layer is the municipalities and component cities. The last layer is the barangay, thepatiddiaist
unit (Manasan, Philippine Journal of Development, 2005). On the other hand, the CMFP Draft @onstitut
stated that the province will be considered only as an administrative subdivision. Hence, this prapitisal, it
do away with the province as a structure of local governance. As a result, it will onlyt cbisis (2) layers
of local governance (Abueva, 2005). Meanwhile, the Consut@lmmittee’s proposal is silent as to the
political configuration of the local government units.

Given this, under the current unitary form of government, as stated in Section #85 lafcal
Government Code of 1991, 40% of the national income is distributed to the LGUs in the f&#niofwhich
23% goes to the provinces, 23% to cities, 34% to municipalities, and 20% to barangays. Furtlietmere
proposal forwarded by Sen. Pimentel, its fiscal sharing system uses the 80-20 taxssiharimg in which the
tax share of the LGUs is computed based on the proposed LGU political structure that consises (8}
layers of local governance. While in the CMFP scheme, its fiscal sharing system wdimedtlalg instead, it
proposes a reallocation of an expanded tax base to the State. This expanded tax basehie aittiit of its
proposed two (2) layers of local government structure instead of three (3).

There is a need to emphasize that the number of States to be created will have ramificttmns to
fiscal transfer systems being proposed inherent in the three proposals mentioned above. Forthestance,
Pimentel proposal pushed for the creation of eleven (11) States in addition to the Adwhémagdtrative Region
which is Metro Manila while the CMFP proposed to create ten (10) States. Theyesfithe States was
determined by the geographical location, ethnicity, language, and culture (Citizens' Movement foakl Fede
Philippines (CMFP), 2005). On the other hand, Article XI Section 1 of the Drafti@oio of the Consultative
Committee proposed for sixteen (16) Federated Regions, the Bangsamoro, and the Federated Region
Cordilleras (Consultative Committee to Review the 1987 Constitution, 2018).

Furthermore, the CMFP proposal envisioned that the taxes that are collected by the national

government, are to be reallocated to the State governments so that the States and the local governments will be
able to exercise their functions and deliver basic services to their constituents. Majoetasutasas income

WWw.ijrp.org



Marivic L. Seno / International Journal of Research Publications (IJRP.ORG) @ JJRP'ORG

ISSN: 2708-3578 (Online)

4

tax, value-added tax, documentary stamp tax, and other percentage taxes shall be allocated to theedtates a
as taxes under special laws such as motor vehicle tax and travel tax (Abueva, 2005Artidteiiil Section

1 to 4 of Consultative Committee Draft Constitution, on the other hand, also identified some taxes that the
Federated Regions can levy and collect however it does not include the major taxes such as ing@xeitaxes
taxes, and value-added tax. These major taxes including the customs duties shall stillr libeuceletral
government, but the Federated Regions will have a share of not less than 50% of the colldw®s taxes

and customs duties which shall be equally divided among the States or Federated Regions t{@onsulta
Committee to Review the 1987 Constitution, 2018). Under the CMFP and Concom proposals, the actual
allocation of the tax collections of the States to their corresponding local government units is not iefined.
this reason, the horizontal and vertical fiscal transfer system specified in the Local GovernmentiGexle
applicable.

Because of this, the three proposals have shown the gaps, which need to-batfilledcurrent fiscal
transfer system under the Local Government Code. In response, the study thereforemytl tatfill in the
said gap by subjecting to analysis the inherent fiscal transfer system embedded in each oihess pr the
context of an impending federalization of the Philippines.

1.1.Problem Statement

With the above serving as the backdrop, this put into the limelight the proposals mentioned above, namely:
the Pimentel proposal, the CMFP proposal, and the Cocom proposal. Thus, the study would ateterptitee
from these three proposals, which one has a viable fiscal transfer systenasshi@rLGUs are concerned;
second, which of the three proposals can strengthen the revenue-raising capabilities of LGUSs.

In line with this, the primary objective of the study is to find out which of the three propasaigcdicantly
increase the revenue share of the LGUs; hence, addressing the fiscal imbalanwtetlaedsuch increase has
practical significance to support LGU expenditures in the area of general seamitesocial services; thus,
addressing which of the proposals is effective towards strengthening revenue-raising cajudithilBlgs.

With this end in mind, the study seeks to answer the following queries, namely:

e How much is the actual internal revenue allotment received by the LGUs in the three regions namely;
Northern Mindanao, Zamboanga Peninsula, and Caraga Region in the fiscal years 2014 to 20187

e Excluding the locally sourced income, how much is the projected aggregate amount of fiscal transfer to
be received by the LGUs in the State of Northern Mindanao under the three (3) federalismgpioposa
the fiscal year 2014 to 20187

e How much is the total projected income of LGUs under each federal proposal including the locally
sourced income in the fiscal year 2014 to 20187

e How much is the distribution of the LGU Income by service sector under the three federal praptsals
general public services, social services, economic services, and debt service?

e Which of the three proposals has practical significance for the Local Chief Executives?

e Overall, based on the findings of the above queries and from the point of view of thénletal c
executives, which of the three proposals can address the fiscal imbalance sassivethigthen the
revenue-raising capabilities of LGUs?
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1.2.Conceptual Framework

Internal Revenue
Allotment

LGU Income from

Local Sources

LGU Income

Viewpoints of the Local Chief Executives re viability of the fiscal transi

svstem of the three pronosed federal svstem of aovernment

Figure 1. The Conceptual Framework of the Study

The study is anchored on the notion of intergovernmental fiscal transfer. The main objective of
intergovernmental fiscal transfer (Shah, et al., 2006) is to fund the fiscal imbbktaeen expenditure needs
and the revenue-raising responsibilities of the local government brought about by decentrdlibatisfers
may refer to several different kinds of public financing instruments such as grangs, shas, subsidies, and
subvention® (Bahl, 2000). The three proposals of a federal system of government have different mechanis
in which intergovernmental fiscal transfer is to be carried out. If ever one of these [gaptidaecome the
basis in the crafting of the proposed federal system of government, then, their proposed méchizmitscal
transfer system will be followed.
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As shown in the above conceptual scheme, this study presents the actual internal revenue @Rétnent
received by the LGUs based on historical data.

There are three federalism proposals namely, Cocom, Pimentel, and CMWwErthabnsidered in this study
wherein the respective fiscal transfer system was analyzed.

The broken arrow from IRA going down to the three (3) federalism proposalseetgehe indirect
relationship wherein the projected fiscal transfer of the three (3) political configurafibbe compared to
the actual IRA that the LGUs received from the national government.

Under the Pimentel proposal, the arrow going down to the Share in National Taxes represents the projected
share of the LGUs in the 80% share in the national taxes.

Under Concom, on the other hand, the arrow going to the Share in the National Taxes represents the 50%

share in the national taxes such as income tax, value-added tax, and customs duties. Ametpeirgimg

down to the Share in State Taxes represents the share of the LGUs that will be fegpiviled State tax
collection. The State Taxes are coming from the proposed transfer of the taxingtpdleiState such as
percentage taxes and other taxes (these are collected by BIR) well taxes and fespanmdaws such as

[road users tax, vehicle registration fees (collected by Land Transportation Offiaepariafranchise fees
(collected by Land Transportation Franchising and Regulatory Board), and local taxes arndcathtexes

which may be granted by federal law.

Furthermore, the arrow from CMFP to the Share in the State Taxes represeshi¢hef the LGUs from
the collection of State taxes. CMFP proposed to transfer the taxing power to the Statesrfal taxs such
as [income taxes on individuals and corporations as well as value-added tax, other percentageshiase
franchise tax, taxes on banks and non-bank financial intermediaries, tax on finance compatair ®regbss
receipts of life insurance companies, documentary stamp tax(collected by the Bureau ¢fReternae)], and
taxes and fees under special laws such as [motor vehicle registration fees, pot@teehicle tax (Land
Transportation Office)], travel tax (collected by Tourism Infrastructure and EnterpriseAlitinarity), and
charges on forest products (collected by the Department of Environment and Natural Resources)

The share in the national taxes combined with the share in the state taxes become the projesteddisca
of the LGUs. On the other hand, the projected fiscal share of the LGUs combined with theGictiadal tax
collections, which are based on histal data, will be considered as LGU’s Income. This LGU Income will be
used to finance the expenditures of the LGU, categorized in terms of social services, econmas; general
public services, and debt services. From this, the viability of the proposed fiscalrtamsfehe effect of the
three proposals on LGU income were used as the basis wherein viewpoints of local chief exeentives
elicited.

1.3. Significance of the study
This study is significant to the following:

. Federalism proponents as a reference to further study on the effect in the total chiheulcal
government units if the federal system of government shall be adopted.
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. Lawmakers as a reference to craft an effective fiscal policy timadie beneficial for LGUs and the
local communities.

. Local government officials and administrators and the local communities as direct beneficiaries of
further economic development.

1.4. Scope and limitations of the study

The study focusd on the comparative analysis of the tax-sharing scheme as envisaged in the proposal of
Sen. Pimentel, and the CMFP proposal, and the draft constitution by the Consultetirrétt€e. Thus, the
scope of the analysis included the following:
1. The tax-sharing scheme as stated in Joint Resolution No. 10 under the federal systerfrRzr&fiv
Constitution, and the ConCom Draft Constitution.
2. Under the three federalism proposals, the comparison will only be limited to their respective proposed
local government political configuration, tax-sharing scheme, and tax reallocation scheme.

The study used the data of the Internal Revenue Allotment (IRA) in the CalendarR@#4r015, 2016,
2017, and 2018 from the Bureau of the Treasury and the Department of Budget andnidamha@ke total
IRA figures taken from the Local Budget Memorandums of the Department of Budget and Management was
assumed as 40% of the national taxes, net of allowable deductions covered by special laws.

The sample LGUs was drawn from the cluster of LGUs; hence, the sample waasthledmg representative
of the population of LGUs from which it came from. Nevertheless, for this stuths eiere classified as the
same regardless of their being a highly urbanized city or a component city.

The barangays were not included in the study.

To present the comparison, the following parameterg set for the sample data used in the comparative

analysis:

. It only included the national internal revenue taxes collected by BIR in the calendar years 2011, 2012,
2013, 2014, and 2015 used as the basis for the IRA computation in calendar years 2014, 2015, 2016,
2017, and 2018. The tax collections from taxpayers classified by BIR as Largey@iaxpa&re not
included under BIR Revenue Region No. 16 (even such taxpayers are located within Northern
Mindanao) since tax payments from Large Taxpayers are centralized and diraittydréo the Large
Taxpayer Service (LTS) Division of the BIR.

. The cost of the devolved function was not considered in the computation of the proposed tax sharing
for the federal government structure.

. Local taxes collected by the LGUs was only considered in the computation of the LGU income.

. Special share of LGUs in the proceeds of national taxes from the gross colledtied &tem excise
taxes on mineral products, royalties, and such other taxes fees or chargessigered only in the
computation of the LGU income as part of the income from other sources.

. Fiscal equalization and equalization fumere not included in this study.

. The court decision on the petition of Congrean Hermilando Mandanas later known as “Mandanas
ruling” was not included in this study (Congressman Hermilando I. Mandanas, et al. Vs. Executive
Secretary Paquito N. Ochoa, Jr., et al./Honorable Enrique T. Garcia, Jr. Vs. blerRaguito N.

Ochoa, Jr., et al., 2019).
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The Key Informant Interview was only limited to the Local Chief Executive of the One Municipality and
one Highly-Urbanized City because it was not possible to conduct moreoftame interviews with the local
chief executives due to observance of health protocols and travel restrictions imptiee#ibglth authorities
and LGUs during the Covid19 pandemic situation.

1.5. Methodology
The research was conducted in the State of Northern Mindanao, which is the locus of this study.

Under Pimentel’s proposal, the State of Northern Mindanao shall comprise of the eleven (11) provinces
namely: Zamboanga del Norte, Misamis Occidental, Camiguin, Misamis Oriental, Bukidnon, Agusan de Norte,
Dinagat Island, Surigao de Norte, Lanao del Norte, Zamboanga del Sur and Zamboanga Sibugay. wdl cities a
municipalities within these provinces shall also be included under the State of Northern Mindanao (Pimentel,
Federalizing the Philippines: A Primer, 2008).

On the other hand, the CMFP proposed that the Zamboanga Peninsula and the Northern Mindanao shall be
consolidated into the State of Western and Northern Mindanao which shall be comprised of twelve (12)
provinces, namely: Zamboanga del Norte, Zamboanga de Sur, Zamboanga Sibugay, Bukidnon, Camiguin,
Misamis Occidental, Misamis Oriental, Agusan del Norte, Agusan del Sur, Surigao del Nogao Sel Sur,
and Dinagat IslandgAbueva, 2005).

Furthermore, the Consultative Committee proposed that there shall be eighteen (18) federasednggion
of the eighteen (18) regions, one region is the Federated Region of Northern Mindanao twhprike of
the provinces of the current Region X, namely, Bukidnon, Camiguin, Lanao del Norte, Misaricientxc
and Misami<riental (Consultative Committee to Review the 1987 Constitution, 2018).

Based on the above considerations, the significance of the State of Northern Mindanao has been highlighted
therefore this served as the basis in its choice as the locale in which this study watedonduc

This study used cluster sampling method wherein the population of the Local Government Units within the
State of Northern Mindanao shall be clustered by LGU level namely; provinces, cities, and municipalities.

The samples were drawn from the cluster of provinces. Correspondingly, sample munipdlitiee
drawn out of the cluster of municipalities under the sample provinces. Samples will alsavberdm the
cluster of cities.

This sampling method was applied for each data set of the three federalism proposals.

This study used quantitative data analysis based on the archival data of the internal revenue @Rétnent
that will be taken from the Bureau of Treasury and the Department of Budget and Managencenethdhe

" Dinagat Islands (as added by the authors) was once under Surigao del Norte but was
created as a province through RA 9355 on July 24, 2006 (Republic Act No. 9355, 2006)
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Calendar Years 2014 to 2018 as well as the revenue collections of the identified revenuercaljecicies
covering the period Fiscal Year 2014 to 2018. However, the analysis and findings that wiltoasthis will

then be supplemented by the findings of the Key Informant Interview (Kll) of key LGU officais the
governor down to the municipal mayor. These findings will then be woven together in the discussion to come
up with insight, which of the three proposals can significantly increase the revenue dhar¢®Us in the

areas of general services and social services, and which one can strengthen theolgetiole of the LGUs

in the context of a federalized form of government.

In doing the computation,tas anchored on the supposition that the IRA is computed as 40% of the national
internal revenue taxes collected by the Bureau of Internal Revenue on the third fiscal ywectus the year
the actual IRA is released to LGUs.

The said computation will take its cue from archival data such as:

. The Local Budget Memorandums issued by the Department of Budget and Management for the
internal revenue allotment in FY 2014, 2015, 2016, 2017, and 2018 were used as the basis to determine
the total national taxes in the Calendar Year 2011 to 2015 (Department of Budget and Mangement,
2014 - 2018).

. The amount of IRA released to the LGUs under Region 1X, X, and XllI from the Bufethe
Treasury and the Department of Budget and Management covering the FY 2014 to 2018.

. The Bureau of Customs collections were based on the annual report of the Blitke Treasury
(Bureau of the Treasury, 2018).

. Bureau of Internal Revenue collections for FY 2014 to 2018 (Bureau of Internal Revenue2@08) -

. The other Bureau of Internal Revenue (BIR) collections for the ConCom proposal sedednathe
report of BIR Revenue Region No. 16 covering the Northern Mindanao Region based on the Economic
Updates from the National Economic and Development Authority (NEDA) Region X for FY 2014 to
2018 (National Economic Development Authority - Region X, 2014 - 2018).

. Land Transportation Office (LTO) Collections under LTO Region IX, X, Xlll basedhenLTO
annual report for FY 2014 to 2018 (Land Transportation Office, 2014 - 2018)

. Land Transportation Franchising and Regulatory Board (LTFRB) Collections by LTFRB Region10
for FY 2014 to 2018 (only under ConCom proposal)

. Forest charges under Region IX, X, Xlll based on the Philippine Forestry Stdtst&¥14 to 2018
(Forest Management Bureau, 2014 - 2018)

. Travel tax collection under Region 1X, X, and XIlII collected by the Tourism Instruahdd&nterprise
Zone Authority (TIEZA) for FY 2014 to 2018 (Tourism Infrastucture and Enterprise Zone Authority,
2014 - 2018)

To gather qualitative data that will further reinforce the quantitative findings, a Key Informant Interview

(KII) was conducted with the Local Chief Executives (LCE) from each clusteGbfslto discuss the result of
the statistical data analysis and to know the viability of the result of the data.

2. Reaultsand Findings

In the current scenario, the LGUs receive a share in national taxes through the intema edfotment
(IRA). Internal revenue allotment is equivalent to the 40% of the internal taxes colletttedhird fiscal year
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preceding the current fiscal year. The internal revenue allotment is allocated to therL@UWsanner as
prescribed by the Local Government Code as 23% for provinces, 23% for cities, 34% fdipaiities while

the remaining 20% goes to the barangays. Furthermore, the share of each province, mityicipdlity is

based on Sec. 285d of the Local Government Code which is; 50% based on population, 25% basedan land are
and 25% based on equal sharing.

The design of the fiscal transfer of the three federalism proposals namelypr@dA@posal, Pimentel
Proposal, and the CMFP Proposal were analyzed and interpreted using the archival data froowthg foll
government agencies: Department of Budget and Management, Bureau of Internal Revenue, Land
Transportation Office, Bureau of the Treasury, National Economic and Development AuthoritpdR &fface
X, Department of Environment and Natural Resources, Tourism Infrastructure and EmtéopesAuthority
(TIEZA), and the Electronic Freedom of Information (e-FOl).

The fiscal share to be received by the State will be distributed as follows; 70%J®dnd 30% retained
by the State (Joint Resolution No. 10, 2008). Accordingly, the 70% for the LGUs will be sharedthemong
provinces, cities, municipalities and barangays. Applying the same sharing scheme as presertimig &
of the Local Government Code to determine the estimated amount of fiscal transferGdtharder the three
federalism proposals, the tax bases as specified in each proposal were considered. Norteéhplagical
configuration of each proposal was also factored in.

As proposed by ConCom, the Federal Republic of the Philippines will be divided intoeaigli®)
Federated Regions. The Region X will be converted in Northern Mindanao Federated Region confpased of
(5) provinces including its nine (9) cities and eighty-four (84) municipalities within its territorisdliction
(Consultative Committee to Review the 1987 Constitution, 2018).

Under the Concom proposal, the local government units in the Northern Mindanao Federated Region will
received the fiscal share from the national taxes and state taxes.

On the other hand, the State of Northern Mindanao under the Pimentel proposal will cover eleven (11)
provinces of the Region X-Northern Mindanao, Region IX- Zamboanga Peninsula, and Region XjH-Cara
Region excluding the provinces of Agusan del Sur and Surigao del Sur. These provincemelildeel under
the State of Southern Mindanao which is not included in this study. Furthermore, the sixteéreslanad
one hundred eighty-eight (188) municipalities within its territorial jurisdiction of the eleven (11) provinces will
also be included.

With regards to the CMFP proposal, the State of Northern Mindanao will include the current Regio
Zamboanga Peninsula, Region X-Northern Mindanao, and Region XIII -Caraga Region. It witifhesed of
the provinces of Agusan del Norte, Agusan del Sur, Surigao del Norte, Surigao del Sur, Dinatgtvsicim
are currently under Region XIlII (Caraga Region). The four (4) provincesgidiR¥ are also included namely
Bukidnon, Camiguin, Misamis Oriental, and Misamis Occidental. Lanao del Norte is excluded add will
under the State of Central and Southern Mindanao. Furthermore, the provinces of Zamboang#edel Nor
Zamboanga del Sur, and Zamboanga Sibugay are also part of the State of Northern Mindanao uRder CMF
proposal. It is also noted that CMFP proposed that the provincial government will be abolished. Ittlsatoted
the provinces will no longer be a political subdivision of the State but rather will be considereasonly
administrative subdivision (Citizens' Movement for a Federal Philippines (CMFP),.2005)
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2.1. Fiscal Share versus Internal Revenue Allotment

In the following tables below, the share of LGUs in the IRA is being compared wigihahne in the fiscal
transfer to be received by the LGUs in the State of Northern Mindanao. The differemeeunt is presented
as well as the percentage difference.

Table 1. Comparison of the Internal Revenue Allotment vs Fiscal Transfer to LGUs in therNdindanao Federation Region under
ConCom Proposal for FY 2014 to FY 2018

In Million Pesos

FY 2014 FY 2015 FY 2016 FY 2017 FY 2018
Fiscal Share 17,964 20,206 22,728 25,576 27,358
IRA 15,264 17,415 19,117 21,676 23,264
Difference 2,699 2,792 3,611 3,900 4,094
Per centage 18% 16% 19% 18% 18%

IRA vs ConCom
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Figure 2. Graphical Representation of the Difference in the Internal Revenue Allotrddfiseal Transfer to LGUs in the Northern
Mindanao Federated Region in FY 2014 to FY 2018 under ConCom Proposal

As shown in Table 1, the difference in the internal revenue allotment and the fisdalrtrarise LGUs in
the Northern Mindanao Federated Region under ConCom propoddPi2,B99 Million in FY 2014, PIP
2,792 Million in FY 2015, PIP 3,611 Million in FY 2016, PIP 3,900 Million in FY 2017, and PP 4,094
Million in FY 2018.

WWw.ijrp.org



%, IJRP.ORG

Marivic L. Seno / International Journal of Research Publications (IJRP.ORG) e

ISSN: 2708-3578 (Online)

12

There was an increase in FY 2014 of 18%, 16% in FY 2015, 19% in FY 2016, BB¢®Mil7, and remain
steady at 18% in FY 2018 respectively.

Figure 2 showed that there is a small gap between the IRA received by the LGUs vis-a-vis the itlkeme of
LGUs under the Concom proposal.

Table 2. Comparison of the Internal Revenue Allotment vs Fiscal Transfer to LGUs intthef$tarthern Mindanao under Pimental
Proposal for FY 2014 to FY 2018

In Million Pesos

FY 2014 FY 2015 FY 2016 FY 2017 FY 2018
Fiscal Share 59,118 66,723 72,305 83,337 87,932
IRA 31,567 36,006 39,524 44,595 47,859
Difference 27,551 30,717 32,780 38,741 40,073
Per centage 87% 85% 83% 87% 84%

IRA vs Pimentel
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Figure 3. Graphical Representation of the Difference in the Internal Revenue Allatnoefiscal Transfer to LGUs in the State of
Northern Mindanao under Pimentel Proposal for FY 2014 to FY 2018

As shown in Table 2, the increase in the fiscal transfer to the LGUs in the Pimentel proposas ttsea
internal revenue allotment is 87% in FY 2014 which is translatetHf® 27,551 Million , at 85% in FY 2015
translated to RP 30,717 Million, at 83% in FY 2016 which is translated PR32,780 Million, at 87% in FY
2017 which would be equivalent t¢1P 38,741 Million, and lastly 84% in FY 2018 which is translatedti® P

40,073 Million.
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As illustrated in Figure 3, there is a huge gap from the IRA to the fiscal transfer guidpo®imentel due
to the higher share that the LGUs will receive. It is to be noted that Pimentel proposed thatt@®#atbnal
taxes shall be allocated to the State and that 70% of which shall be divided by the LGUs conctkensahiie
manner as prescribed in the Local Government Code.

Table 3. Comparison of the Internal Revenue Allotment vs Fiscal Transfer to LGUs intthef$tarthern Mindanao under CMFP
Proposal for FY 2014 to FY 2018

In Million Pesos

FY 2014 FY 2015 FY 2016 FY 2017 FY 2018
Fiscal Share 8,907 9,810 11,619 12,559 9,561
IRA 24,596 28,075 30,844 34,816 37,374
Difference -15,689 -18,265 -19,225 -22,258 -27,812
Per centage -64% -65% -62% -64% -74%
IRA vs CMFP
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Figure 4. Graphical Representation of the Difference in the Internal Revenue Allotrdefisaal Transfer to LGUs in the State of
Northern Mindanao under CMFP Proposal for FY 2014 to FY 2018

Moving along as shown in Table 3, there is a decrease from the internal revenue allotidteng the fiscal
transfer to the LGUs in the CMFP proposal of -64% in FY 2014 that is translated to aelefii@4B 15,689
Million, at -65% in FY 2015 that can be translated to a decreasel®flB,265 Million, at -62% in FY 2015
which is translated to a decrease BifFP1L9,225 Million, at -64% in FY 2017 translated tdi22,258 Million,
and 74% decrease in FY 2018 which can be translated to a decreaffe 2,812 Million.
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As illustrated in Figure 4, the graph representing the fiscal transfer to the L@&usgeisthan the graph of
the internal revenue allotment.

Comparing the three federalism proposals presented in Tables3, the proposal of Pimentel will
significantly (at the average of 85%) increase the revenue of the LGUs in the State of Noitiuzmam as
compared to Concom proposal which was at average of 18% only. On the contrary, CMFBI pvitipegen
decrease the income of the LGUs by 66% at the average.

The increase in income of the LGUs under Pimentel proposal would translate to greater finandigltoapac
deliver basic services to the local communities in the State of Northern Mindanao.

2.2. Proposed merging of Regions to one State

Of the three proposals, Pimental and CMFP proposed for the merging of the current Northern Mindanao
Region, Caraga Region, and Zamboanga Peninsula to be a part of the State of Northern Mindanao.

The Local Chief Executives have contradicting opinions over the proposed plan of merging. According to
Mayor Calingasan’/Kaning second nga proposal (Pimentel and CMFP) dili gyud pabor sa LGU kay remember
ang Caraga pobre gyud kaayo nga rehiyon. Kung i-merge sya madamay ar@ylbs&no man magtapal
aning Caraga labi na sa Surigao na ditlbis second proposal (Pimentel and CMFP) is not favorable to the
LGUs because remember that Caraga is a poor region. If it will merge (with Regithe Xther LGUs will
compensate the deficit of Caraga especially on the Surigad side.

However, Mayor Moreno saidil have no problem with that, upper half of Mindanao will be one region,
one State. | have no problem with that. Do you know that Caraga used to beNm@thefn Mindanao? And
then Zamboanga Peninsula given its proximity to Northern Mindanao, it would not be diffrcuk to be
linked together. We are actually physically link together. The sharing of reveonudgiow, | would not break
my head on how is shared because the more important question is are the guysiltiigeoegive up power
to raise revenues. That is the most important question. Let’s not count the chicks before the eggs are hatched.
So okay lang whatever it is okay lang. But then again the challenge is that, will@ogigen to the local level
and the will revenues be allocated in favor of the local level.

2.3. Fiscal decentralization and local autonomy

Fiscal decentralization aimed to minimize the dependency of LGUs to the national government where local
government units shall be relying in their local income to support the delivery of basic services to it
constituents. The fiscal transfer in the form of internal revenue allotment fi&Rpeen criticized for making
the local government units to be dependent from the national support without maximizing the utilization of the
local tax and revenue sources (Manasan, Philippine Journal of Development, 2005hekmasted by the
Bureau of Local Government Finance that the local government units remained as IRA dependent at 67% and
local income contributed only 29% (Bureau of Local Government Finance, 2017).
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Furthermore, Manasan (2007) mentioned that LGUs which received higher IRA tended to ease their efforts
to implement local taxes and that there is a need to revisit the distribution formula of¢BAstder providing
incentives for local tax efforts

The proposal of Pimentel was an enhancement of the current fiscal transfer system in ¢fichieinternal
revenue allotment. It proposed that 80% of the tax collections will be distributed to treddthidown to the
LGUs instead of the 40% share of the LGUs in the tax collections. In the premiserthat €iscal transfer
system through IRA made LGUs dependent to the national support, increasing the share from 40% to 80% shall
further increase the dependence of the LGUs to fiscal support from the National Government.

Table 4. Total Income of the LGUs of the State of Northern Mindanao under Pimentel PropB¥a2@dr4 to FY2018

In Million Pesos

Income Sour ces FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 Average Per centage
Share from National Taxes 59,118 66,723 72,305 83,337 87,932 73,883 88%
Share from State 0 0 0 0 0 0 0%
Local Income 7,661 8,851 9,724 10,927 11,807 9,794 12%
Total Income 66,779 75,573 82,028 94,264 99,739 83, 677 100%

As presented in Table 4, the fiscal transfer from the National Government cong@¥%eaf the total of the
LGUs in the State of Northern Mindanao under Pimentel proposal. Comparing it with the finding of the BLGF
in 2017 on IRA dependency of the LGUs of 67%, the dependence of the LGUs if Pimentel propdsal will
adopted will increase to 88%.

On the other hand, based on the interview with key informants, it raises the question that, will the National
Government willing to accept 80-20 sharing? According to Mayor Calingasan, Municipal Mayor of Libona,
Bukinon, expressed doubts sayifidusugot pud kaha ang national government pud ana ba? Nga sila ang
maningkamot, unya gamay ra ang ila. Unsa na lang mabilin sa ita?’ 2Will the national government
agree? That they will be the one to exert the effortsdadittle left for them? What will remain for them? 30?

Table 5. Total Income of the LGUs of the State of Northern Mindanao under ConCom Proposal for FF¥2018-

In Million Pesos

I ncome Sour ces FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 Average Per centage
Share from National Taxes 16,926 19,200 21,658 24,393 25,940 21,623 76%
Share from State 1,038 1,006 1,070 1,182 1,418 1,143 4%
Local Income 4,390 5,028 5,346 6,411 7,041 5,643 20%
Total Income 22,354 25,234 28,074 31,986 34,399 28,409 100%
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On the other hand, the Concom proposal is the combination of the increase in national support from 40% to
50% but also strengthening the taxing power of the States by reallocating the identified taxes to the States.

As presented in Table 5, the share from the national taxes comprised 76% of the total incom&Uufthe L
under ConCom Proposal while share from the state taxes is only 4% of the total income. beft@®o&om

proposal will not improve the dependence of the LGUs to National Government but rather will ifrerease
67% (Bureau of Local Government Finance, 2017) to 76%.

Table 6. Total Income of the LGUs of the State of Northern Mindanao under CMFP ProposaPlfat4FY2018

In Million Pesos

Income Sour ces FY 2014 FY 2015 FY 2016 FY 2017 FY 2018 Average Per centage
Share from National Taxes 0 0 0 0 0 0 0%
Share from State 8,907 9,810 11,619 12,559 9,561 10,491 58%
Local Income 6,231 6,853 7,673 8,319 9,505 7,716 42%
Total Income 15,137 16,663 19,292 20,878 19,067 18,208 100%

Meanwhile, CMFP proposed to reassign tax collections to the States. The States will hasweahto
collect taxes that will be used for the delivery of basic services.

As shown in Table 6, the LGUs received 58% of their income from the share of the statadan@smaome
will come from the National Government. Furthermore, the local income percentage increased from 29%
(Bureau of Local Government Finance, 20t/42%.

Abueva (2005) pointed out that allocation of financial resources is of crucial importanfaglera set-up
in order that the different levels of the government-Federal, State, and local governmebesaliél to their
respective functions and to deliver basic services and developmental activities. Honeveassignment of
the taxing power has its drawbacks. The local government will also incur additional cost of colledtion a
compliance once the function to collect and raise revenue is decentralized.

According to Mayor Calingasafidng government ani within the local manglihok gyud tanan, dili parehas
sa amo karon ba relax-relax. Ang nagasakripisyo katong dagku nga lugar ngaygahaational. Unlike kun
ingun ani federal, maningkamot gyud tanan. Pero mao lagi na, first five st &diayo. Ang amo nakita five
(5) years gyud, pag ka 6th year ana gwapo na. Murag ra ka ug nagaimavega imong return of investment
sa ika-6th year. (The government at the local level will all make efforts, unlike now ttemeweslack. The
one who exerts more efforts are those bigger LGUs that provides for the national goveldmilanif we are
in a federal form, everyone will work hard. But indeed in the first five years ibasMlery hard. We foresee for
the first five years, but in the sixth year it will be in place. It is just like investing that gtwnrof investment
will start on the sixth year)

However, Mayor Oscar Morena, City Mayor of Cagayan de Oro City expressedditaglly the Abueva
proposal is, | would say more liberal in that it empowers the state levelwhatever it wants and carve its
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owns destiny according to its own wishes, So | would say its up to thelestaltdo come up with its own
strategy. So it may sound most liberal and in fact in modern countries | would séyrifaae of the, that is
now the more preferred system or division or structure. But then of course the bottomlipedmna the proof
of the pudding is in the eating, in the end, the people will judge among the LGUs, amadtagethenhere to
live. So that's when the expression of voting with your feet would come into playt khis state so | would go
there. And | would go there because | prefer the way the state is doing its m&udale. problem there is,
you'll have a wider division between the successful states.”

2.4. Increasing the taxing power of the State

As mandated in the Local Government Code, the cities were given broader taxing power over the
municipalities and provinces (Bureau of Local Government Finance, 2015). As confirmed byrCie &)@
City Mayor Oscar Moreno, “cities especially the highly urbanized cities and including component cities are
better off than municipalities and even provinces. Why? Because obviously thepawiegof the cities are
far broader compared to the taxing powers of the municipalities and provinces. What the titiggogaan
do, the provinces cannot do. And what the provinces can do that the municipalities caBodhdd provides
the cities a distinct advantage, in terms of generating the revenues. And, iéyabi@to allocate the revenues
judiciously, and deliver the services to your people, chances are your re@etantal would also increase.
Why? Because more investments would come in, more businesses will be Aedl dipere would be more
settlers who would come, so thev&! be improved land transactions, etc. etc.”

Within this assumption, by increasing the taxing power of the local government unit or the State would mean
greater opportunities to generate more revenues.

Out of the three federalism proposals, only Concom and CMFP proposals had consideresdetotira
taxing power of National Government to the States.

The CMFP proposed to reallocate the taxing power to the States for major taxes such as insoome taxe
individuals and corporations as well as value-added tax. Moreover, CMPF proposed ter todnsf
percentages taxes such as franchise tax, taxes on banks and non-bank financial intermediarfesaria® on
companies, and tax on gross receipts of life insurance companies. The collection anddewyraitary stamp
tax and taxes and fees under special laws were also proposed to be reallocated soclveliomtegistration
fees, private motor vehicle tax, travel tax, and charges on forest products (Ckpeesent for a Federal
Philippines (CMFP), 2005)

On the other hand, Concom proposed that the Federated Regions shall have the power to collect the real
property tax, professional tax, franchise tax, and games and amusement tax. However, thesetakeadyer
included in the revenue powers of the LGUs. Nevertheless, Concom also proposed to transfendhétamas
such as estate tax, donor’s tax, documentary stamp tax to the Federated Regions as well taxes and fees under
special laws such as environmental tax, pollution tax and similar taxes, road users taxraghiciion fees,
transport franchise fees, and local taxes and other local taxes which may be gragdiedabyaiv (Consultative
Committee to Review the 1987 Constitution, 2018).
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Table 7. Comparison of the List of National Tax Bases to be reallocated to the States ard8) federal proposals

National Tax Bases ConCom  Pimentel CMFP

Income tax 4|
Value added tax 4|
Estate tax and Donor’s Tax 4|

Franchise tax M 4|
Taxes on banks and non-bank financial intermediaries 4|
Tax on finance companies |
Tax on gross receipts of life insurance companies 4|
Documentary stamp tax ] 4|
Motor vehicle registration fees ] 4}
Private motor vehicle tax M |
Travel tax 4|
Charges on forest products |

Comparing the three proposals as shown in Table 7, the CMFP proposal has given a greater falvantage
the States to increase the power to generate more revenues with the broader taxing power. Mayozver,
Moreno expressed thdf hope we can have a leadership at the national level and the leadership includes
those who will be involved in the change process, who would be willing to give up pdwatoTme is the
most important question. Who would be willing to give up power to someasit’els

He further expresse@But to me the formula as not as important as, one, the willingness of the national level
to give power to the local level. And two, the willingness also of the national government to gévetpaine
local level to generate more revenues. These are the two important quéstions.
2.5. Spending priorities of the LGUs
Based on 2018 National Budget, the national government allocated 37.8% to Social Services, 30.6% for

Economic Services, 21.8% for General Public Services, and Debt Service 9.8% (DefpaftBiedget and
Management, 2018)
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These allocation model should have been replicated at the local level. Department of Bublget a
Management Secretary Benjamin Diokno called on the local government units for not spending enough on
social services. He said that the bulk of the local government funds were spent in local administréitwes func
instead of social services. It created the “unfavorable balance” as the country’s population rises so must the
spending on social services should also increase (Rey,.2017)

Based on the BLGF (2017) report, it was noted that the LGUs spent most of their budgets on gereeral publi
services instead of social services.

Applying the 2018 national budget allocation to the 2018 total income of the LGUs derived froneéhe thr
federalism proposals, the result is showed in the Table below.

Table 8. Allocation of 2018 LGU Income based on the 2018 National Budget under the Three Federalism Proposals

In Million Pesos

Service Sector ConCom Pimentel CMFP
Allocation Amount % Amount % Amount %
Social Services 13,003 37.8% 37,701 37.8% 7,207 37.8%
Economic Services 10,526 30.6% 30,520 30.6% 5,834 30.6%
General Public Service: 7,499 21.8% 21,743 21.8% 4,157 21.8%
Debt service 3,371 9.8% 9,774 9.8% 18,69 9.8%
Total 34,399 100% 99,739 100% 19,067 100%

As presented in Table 8, the total income of the LGUs in the Northern Mindanao Federated Region in the
FY 2018 under the Concom Proposal i$HP34,399 Million. This amount is allocated to four service sectors
namely, Social ServicedHP 13,003 Million, Economic ServicedHP 10,526 Million, General Public Services
PHP 7,499 Million, and Debt ServiceHP 3, 371Million.

Under Pimentel proposal, the LGU income in the FY 20184B 89,739 Million that will be allocated as
follows; Social ServicesP 37,701, Economic ServicedHP 30,520 Million, General Public Service$lP
21,740 Million, and Debt ServiceHP 9,774 Million.

Furthermore, under CMFP proposal, the LGU income in the FY 2018Rs1B, 067 Million that will be

allocated as follows; Social ServicddP7,207 Million, Economic ServicedHP 5,834 Million, General Public
Services PP 4,157 Million, and Debt ServiceHP 1,869 Million.
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Figure 5. Graphical presentation of the 2018 Service Sector Allocation of LGU Income urtlerceibd3) Federalism Proposals

As shown in Figure 5, the graph represents the allocation of four service seetis faderalism proposal.
It was previously noted that the Pimentel proposal of 80-20 sharing will provide significant increase to the
income of the LGUs. As showed in the graph, LGUs have greater capacity to providedelivttly of basic
services to the local communities under the Pimentel proposal.

In addition, in terms of money value, Pimentel proposal has the highest compared to the two other proposals.
This means that under Pimentel proposal, the LGUs can allocate generous amount to fund tlyesiepviogs
and projects for their constituents.

In the real-life scenario presented in Table 9, however, the LGUs spent on the at@&#peonly in social

services in FY 2018. Almost half or even more than half of the budget of the provinces, citreanarigalities
were spent on general public services.
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Table 9. Actual Total Operating Expenditures of the Provinces, Cities, and Municipalf¥s2018

In Million Pesos

Service Sector Provinces % Cities % Municipalities % Total %
Allocation

General Public Services  43,396.98 44% 86,395.64 50%  103,306.90 64%  233,099.52 54%
Social services 31,508.24 32% 56,478.39 33% 31,317.10 19%  119,303.73 28%
Economic services 21,580.11 22% 26,780.76 16% 25,316.61 16% 73,677.48 17%
Debt Service 1,318.17 1% 1,572.73 1% 1,372.36 1% 4,263.27 1%
Total Operating 97,803.51 100% 171,227.52 100% 161,312.97 100% 430,344.00 100%
Expenditures

Data Source: Statement of Receipts and Expenditures (SRE FY 2018 (Bureau of Locaim@ot€&inance, 2018)

As shown in the Table 9 above, the total operating expenditures of the Provinces in FY 268 is P
97,805.51 Million wherein 32% was spent in social services which amountétPt8 P508.24 Million, 22%
for economic services with equivalent amount &fPFP21,580.11 Million, the biggest chunk was spent for
general public services at 44% that amounted H® B3,396.98 Million and lastly, 1% of the operating
expenditure was allocated for Debt Service which amounteti®1F318.17 Million.

The cities had the total operating expendituresH® B71,227.52 Million wherein 33% was spent on social
services which amounted té1P 56,478.30 Million, 16% on economic services in the amounti&f®5,780.76
Million, 50% was spent on general public services amounteti®88,395.64 Million, and the remaining 1%
was allocated to Debt Service amounteditR,572.73 Million.

For municipalities, the total operating expenditures wdB P61 382.97 Million. This amount was broken
down to 19% spent on social services amountingH® B1,317.10 Million, 16% was spent on economic
services amounted toHP 25,316.61 Million, the largest share of 64% was spent on general public services
amounted to AP 103,306.90 Million, and the remaining 1% was spent on debt service amoudirig3?2.36
Million.

To test the allocation of the projected income of the municipality of Libona under the three proposals, the
projected LGU income to be allocated to social, economic, general public, and debt services wasidompar
the actual operating expenditures in FY 2018.
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Figure 6. Graphical Representation of the Total Operating Expenditures of the Mulyiciphibona as compared to the three
federalism proposals in FY 2018

As illustrated in the graph in Figure 6 , Libona spent the highest in the general public servicdsgnmun
PHP 84.63 Million while FHP 34.14 Million only for social servicesHP 15.71 Million on economic services,
and RHP 0.06 Million on debt services (Bureau of Local Government Finance, 2018)

. Compared to the projected LGU Income to be allocated to the general public services under the three
federalism proposals, the actual amount of general public services spending in FY 281iB tivasighest. It
showed that even with the projected income of the LGU under the federalism proposals, the amount will be not
enough to cover the general public services expenditure of Libona regardless of what propadaterim

Mayor Calingasan of Libona recognized that they have higher spending on general public services
particularly the salaries of office personnel. It was due to mandatory positions that the LGU shoutdrgthmpl
such as MDRR, office of the senior citizens, office of Gender and Development (@&, development
office, and the like. According to Mayor Calingasan, the local government should prioritize the economic
activities to increase local incoméing local gyud unta ang i-focus ang maka strengthen sa economic activity.
Kay income baya imong pangitaon. Mag invest gyud ka ug water system, pero angonenipard ang dalan
gyud sya. Kay kung gwapo ang dalan, naa man gyuthvase ~ (The local level should focus on strengthening
the economic activity. Because income is what you are aiming for. You invest in likesystem, but the
number one priority is the road system. If the road system is good, there will be investmentsrcdming

He added‘Kay kung mag federal na gani ka mag sige ra ka ug social services, mapurdoy gyud ka, mapurdoy
gyud ang imo county. Pero mag-invest sa ka. Invest man gyud nimo to attatcrira@snakasulod dinhi after
five years kanang imong investment makaluwas na nimo. Bisan asa astiargag scheme nila, kailangan
dapat ang mga munisipyo ang ila (i-focus mag invest), unlike sa ato karon sgEeagt nagasalig ra ta
IRA-national. Ang gwapo gyud iinvest, pareho sa ako karon in my lastr3 yesy himo ko aning mga
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infrastructure nga kuan, asset lang siya pero non-income. Non-income assetikan@ginapropose mga
dalan, ipasemento. Kay chairman man sad ko sa infrastructure sgpRipGse gyud ko nga masumpay na
ang dalan paingon dinhi, karon nangasumpay na. Naka-timing pud nahimo pud ko nga chairman ba,
pahimuslan ko ang higayon. So nagsulod na hinayhinay ang mga investor(s), naa nay.gdHmwesuill

go into federal form and you just focus on social services, your county will be &gédosl But you should
invest first. You will invest to attract investors to come in, after five years those investwi## save you.
Whatever sharing scheme, the municipalities (should focus on investing), unlike at the presentithgtist
dependent on IRA (internal revenue allotment) from the national government. The best toamgest just
like in my last three years (of my term), | created infrastructures that aresfets dut non-income. Non-
income assets. So | proposed for road projects, concreating of roadslsbanChairman of the Infrastructure
(Development Committee) in the RDC (Regional Development Council), so | proposed to contimesthe
system going here. Luckily, | became the chairman and have that opportunity. So the investiomslyare
coming in, there are already those who invgsts.

On the other hand, Mayor Moreno gave priority on the social servidesin our case, sa ato, we're heavy
on health and education and these are social services. Health and education are very important.”

2018 Cagayan de Oro OPEX

2,000
1,500
1,000
500 M
_ Social Economic GPS Debt
=@ Actual 798.39 382.16 713.12 7.26
Concom 1,414 1,145 816 367
=@ Pimentel 1863 1508 1074 483
=@==CMFP 893 723 515 231
=@ Actual Concom ==@==Pimente| ==@==CMFP

Figure 7. Graphical Representation of the Total Operating Expenditures of CagayanGlgy@s compared to the three federalism
proposals in FY 2018

As illustrated in Figure 7, the actual operating expenditures of Cagayan de Oro City waseshigyhtest in
social services amounted tbéiP 798.39 Million, followed by general public services which amountedt® P
713.12 Million, economic services amounted t8FP382.16 Million, and lastly RP 7.26 Million on debt
service (Bureau of Local Government Finance, 2018).

Given the actual spending of Cagayan de Oro City, Concom and Pimentel proposals are viable enough to
cover its operating expenditures while CMFP proposal may not be enough to cover the generalyiabbc se
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2.6. Perception of the Local Leaders on the proposal to shift to a federal form of gemérnm

Based on the interview with the Key Informants, the higher share in the fiscal transfeeteied by the
LGUs does not mean it is favorable for the LGUs. Mayor Gerardo Genesisfigaaln who was the Municipal
Mayor of the Libona saidMao na ang kahadlukan sa local nga perception sa LMP, sa League, mahadlok mi
nga mawala. Politically, mahadlok ang mga politician, mawala man silagd¢agty man mi like Baungon. Sa
among discussion didto, ang mga politiko magamay sila. Mabinlan lang ang daku ndaglaroposal man
gud nila mahimo ni nga States, magmerge man sila. So mawala na ni @mgpBamawala ang Sumilao.
Gagmay man kaayo. Unsaon na na sila, baryo na Ing na sila. Mahimo na kilegnaacounty, manager na
lang ibutang didto. So mawala si political lord didto sa Baungon. So ang dagkuaatpNang, so sila na
Ing ang magdumala sa ingon ani nga district. So ingon ana lugar ang among mga kahaaitdonsd point
of view sa mga politiko sa amo lokal, mao na ang mga nanggawas. [Thistishetacal chief executives
feared of, the perception of the LMP (League of Municipalities of the Philippities),will be abolished.
Politically, the politicians are scared since they might be abolished. We are ansmigipality like Baungon
In our discussion theréhe number of politicians will become smaller. What will remain are the big clans. Their
proposal was to convert into States, then there will be merging. So Baungon will be abolishedyiéimd so
Sumilao. They are very small (communities). What will happen to them, they will be turned inds.betney
will be turned into county, only a manager will be placed there. So the political lord of a mutyigpainple
Baungon will be abolished. So those bigger communities like Manolo (Fortich), they will be thdeatkttoe
district. So that is what we feared @fn the personal point of view among us as local leaders, that was what
emerged.

Moreover. the local mayors in the League of Municipalities of the Philippines (LMPpeiseived that
there will be a transition period of five (5) years when the Philippines will shiftadeadl form of government.
After the fiver year transition period, according to Mayor Calingasan, the local maymipated that the
National Government support will be pulled out and the LGUs and the States will be operating on their own.
“Although gwapo ang federal after five (5) years kuno. Pero kanang transition period, mangita pa ka ug kwarta.

May mga State nga kampante sila, sapian sila daan. Nagdugang pa ilangdnbamsng wala nagasalig

sa IRA Pero kaning nagasalig sa IRA, unsaon? Unsaon na namo nga kaadaig.nma namo, ma-achieve

na namo nga income. So most likely ang Libona magamay guyd syag income. Sapagkampante mi,
daku na man income, daku na man gihatag sa IRA. Plus naga income mi hinagairtzgngtud nga naga
daku man’ [Although the federal form of government is good after five (5) years, but during the transition
period, you still have to look for money. There are States that they are at easiecsif@e money. And their
income is even increasinfpr those not dependent on IRBut for those that are just dependent to IRA? How
can we achieve our income? So most likely Libona will have a decrease in income. Reerame/comfortable

with the big income because we are receiving a big share of IRA. Plus, we aaralag slowly untilve will

earn much.

He also mentioned the possible advantage of the Mandanas ruling to the LGUs that might makedhe shift
a federal government not feasible for now. He s&tdng magshift ta ug federal basta kung karon gwapo na
unta ang collection system, income-revenue ba. Pro sa pagka karon, sa aiglagtpa, murag di pa gid
angay karon. Di pa gid angay karon kay nakadaug pa gyud ang LGU saMERAggnhas petition), case sa
IRA. Sa amo lang dinhi, 320 Million kolektahon sa national. Sa ako dinhi, ang ilanglikie,30 Milion per
year baya additional sa munisipyo.” [If we will shift to federal as long as the collection system is already in
place for income or revenue. But for now, the way | see it, it not yet tintegynot yet timely especially that
that the Local Government Units has won the case on IRA (Mandanas petition). For us heiecolleat
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PHP 320 Million from the national government. Here at my municipality, there wilHBE3® Million due as
additional incoméd.

On the other hand, Mayor Moreno emphasized that the move to shift to a federal form government is a
complex process. He stated thal/e are now talking about the proposed federalization. You know, I would
say that it’s always good to discuss the mechanic or the various alternatives, but you know to me the biggest
question is do we have enough leaders who can shepherd the march towards greadsr fetderalization
effectively. How many Cory Aquinos and Nene Pimentels do we have, and thatisdha biggest challenge.
You can talk about the various alternatives, sharing between the states aaidgfedemment. And all of these
to me are not bad;’s just a matter of determining which one is better unta. But none is bad. But the problem
is how do we get to that. Do we have to have the-, do we have to the agvaeyhave to have the people
who would carry the flag. And of course, that would require, and then of courgedtess will be very
important. Of course, you talk of state and federal sharing, that would reqérelment of the constitution.
And to do that, there are many issues that can be also be at least emputadlyersial or so much so that its
hard to imagine, how can we move forward.”

Furthermore, the local leaders recognized that Local Government Code has already given enough mechanism
for the LGUs to operate independently. Mayor Calingasan expresseé@ihat lang nila kanang independent,
separate lang ang powers puro kun tan-awon nimo sa Local Government Caddofidmy na man lang ang
atong gapangayuon. Murag federal na man guid(Tdey just want independence, only separate powers but
if you look at the Local Government Code, we are only looking for full autonomy. We are like federal
setup already.)

Moreover, Mayor Moreno said "We can dream, we want to have a fedesyiem that's good, but failing
that, what can you do, what can you do? Because we have to also anluresst can we do in a given time,
assuming that we don't have that yet. What can we do to be able to achieve thetemelsviirat to achieve
with the federal system of government? | think the Local Government Code alreaslygisome advantage. |
think, the important thing there is the LGU generates the revenue seriously and judicioustg mawnues
generated are allocated for public services judiciously as well. And then so yoth&dnelget process, the
implementation process and so on and everything is onboard. It can bé done.

He further said thatNene Pimentel became very unpopular after the local govt code took effect. He became
unpopular especially among those national employees who were devolved to the local lgvelerEhe
dislocated. People did not realize that local government code was actually empowering tlevdbcdahat
the people thought was at that time was relegated the local government to the worse Situation.

Table 10. Comparison of the three federal proposals vs the Internal Revenue Allotmeatregéhe Municipality of Libona for FY
2014 to 2018

In Million Pesos

FY 2014 FY 2015 FY2016 FY 2017 FY 2018 Average %
IRA 98 112 123 141 151 125 100%
Concom 125 140 158 179 192 159 127%
Pimentel 191 215 233 261 288 238 190%
CMFP 34 38 45 50 38 41 33%
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Figure 8. Graphical comparison of the three federal proposals against the Internal Rélémemireceived by Libona for FY 2014 to
2018

As shown in Table 10, given the internal revenue allotment (IRA) at 100%, there wilbloerage increase
of 27% in the revenue of the Municipality of Libona under Concom proposal. Meanwhile, there will be a 90%
increment under Pimentel proposal. However, CMFP proposal will decrease the revenue oAl #3%a

Illustrated in Figure 8, the lines representing Pimentel proposal and ConCom proposal aralmatede
IRA line. However, the line representing the CMFP proposal is below the IRATIig.means that the
Municipality of Libona will increase their revenue coming from the fiscal transfer to be redeivedhe
national government if either Pimentel or ConCom proposal will be adopted. Meanwhile, if @bisd3al
will be adopted, their revenue will decrease equivalent only to 33% of the current IRA.

In considering as to what is the best option that is favorable for the LGUs, Mayor Calingiasafs
gwapo gyud gihapon tong 50-50% sharing sa Concom kay kuhaon man tong tanan na states),Aaig di
na mag increase ug tax nga makolekta kay naanad na man tawo ra mabaipgkekan, strict lang gihapon
ang pag collect sa tax so at least naa ka 27% bhisag dili kaayo daku ang aongense pero assured ta.
[The 50-50% (Concom) sharing is still good because all States will receive. Asaif,ishe tax collection will
not increase since the people are already used to the same rate but there willdodlesttion of taxes so at
least | will have 27% (increase) not so much of an increase but assured hlready.
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Table 11. Comparison of the three federal proposals vs the Internal Revenue Allotment receagalyby @e Oro City for FY 2-014 to
2018

In Million Pesos

FY 2014 FY 2015 FY 2016 FY 2017 FY 2018  Average %
IRA 979 1119 1224 1408 1512 1248 100%
Concom 1200 1350 1519 1747 1868 1537 123%
Pimentel 1998 2255 2443 2894 3054 2529 203%
CMFP 442 487 576 642 489 527  42%

Meanwhile for Cagayan de Oro City, Table 11 showed that there will a 23% increase in the odvenue
Cagayan de Oro City if the Concom proposal will be adopted and 103% increment under Pimentdl proposa
However, there will a dropped to 42% if CMFP will be adopted.

To illustrate furthein Figure 9 below, the line that represents Pimentel proposal is way higher from the IRA
line. For Concom proposal, the line is also higher than IRARin&ot as much as Pimentel’s. However, for
CMFP proposal, it is way below the IRA line which means that the revenue to be received by @aday@n
City is lower than the internal revenue allotment it received from the National Government.

Cagayan de Oro City
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FY 2014 FY 2015 FY 2016 FY 2017 FY 2018

e R A Concom Pimentel CMFP

Figure 9. Graphical comparison of the three federal proposals against the Internal Réloémest received by Cagayan de Oro City
for FY 2014 to 2018

On the other hand, Mayor Oscar Moreno disclosed‘tBat you know everybody knows the importance of
decentralization, the importance of federalism, the importance of bringing the governnieseiofBut, you
the know problem really is, bottomline, how can we come up with the mechanism whergs thleseing of
power, and the revenue generation. These are two most important things. How dasignisomething that
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is power is shared- the sharing between the national government and the loc@hvealecondly, how can
you design something that the revenue generated is also shared again between thamatioméocal level.

He further expressed thalhe bottomline here is there is no perfect system. Whatever option that will finally
emerge it will never be perfect. But it is much better than where wecareMuch better. And then the bigger
challenge is how do we get there given, one, willingness to give up power and, twagnedk to share
resources.

3. Conclusion and Recommendations

The result of the study showed that the revenue of the Local Government Units will intribase
design of the fiscal transfer system of either Concom proposal or the Pimentel propdsealasitipted.
The increase in revenues will be translated to higher budget ceiling to finance the devolve functions that
could address fiscal imbalance.

On the other handis CMFP proposed to reallocate the taxing power of the National Government to
the local level, tiwill also provide greater opportunities for the LGUs to be more capable to raise more
revenues.

To further validate the suppositigriee researcherecommend the following:
1. Based on the projected LGU Income of the three federalism proposals, in terms of money value, the
Pimentel proposal will provide the highest income to LGUs. However, increasing fiscal support would
mean increasing the dependence of LGUs on the national government particularly in th@asaaafs
and municipalities. It is best to expand revenue sources and intensify tax collection soltEaisheill
have higher revenue from local sources. One way to expand revenue sources is to invest irc economi
enterprise or invest in infrastructure projects that will eventually attract potential investorsvakhis
already done by the municipality of Libona as confirmed by Mayor Calingasan. Thus, such endeavor ca
also be applied by other municipalities. Additionally, further study should also be conducted to explore the
revenue potential of the respective LGUs as to natural resources, tourism egaassuitable for
businesses, and the like so that local income can be increased and in turn will decrease tipehdihcke
on national support.

2. With the implementation of Mandanas ruling (Executive Order No. 138, 2021) where the IRA is
expected to increase due to the inclusion of other national taxes as a basis for IRA computhion, fur
study should be conducted to compare the effect of Mandanas ruling with the federalism pedtrsals

five (5) years starting from its effectivity date on June 1, 2021. Furthermona-depth review of the

Local Government Code specifically on revenue allocation system to all levels of L@Uscps, cities,
municipalities, and barangays should be done to determine its relevance and consistency with the Mandanas
ruling as well as to determine if there is a need to shift to a federal systgwernment.

3. To federal proponents to consider the organizational setup of government collection agencies mainly

the BIR and the Bureau of Customs as to how the taxing power will be distributed between tte federa
government and state government. CMFP proposed to reassign the national tax bases of the federal
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government to the State government. However, currently, the BIR has a centralized caollestéom
wherein the large taxpayers regardless of situs, remits their collection to the Large Tsakpeigeon.

Further study should be conducted to review how the national government can allocate the collections of
large taxpayers to respective regions so that a reasonable estimate of the effect of nsajur thre
Regions or States can be foreseen. Bureau of Customs has also a eém&edizding of collection. It may

not be feasible for customs duties to be reassigned to the State level because not hi\&t&eeau of
Customs collection districts. Thus, only the States where there are Bureau of Cagdteation districts

will benefit from customs duties collection.

4. The shift to a federal form of government is a complex process as Mayeno had said. There
should be leaders who are competent and eager to lead the whole country towards the movlsto federa
Should it be decided, giving away to transition is the best option. Abueva (2005) had mentioned the
transition period of five years and further study should be conducted to incorporate the provision on the
transition period.

Acknowledgement

The authors are thankful to the Local Chief Executives, Mayor (sddoreno of Cagayan de Oro City
and Mayor Leonardo GenedisCalingasan of the Municipality of Libona, Bukidnon who shared their time to
give their valuable insights on the proposed federalization of the Philippines.

The authors are also grateful to the identified government agencies and institutions for providing relevant
and vital information and contributed in one way or anothendke this study possible most especially to the
Bureau of Internal Revenue Region No. 16, Bureau of Local Government Finance Region X, @ulea
Treasury Region Xand the University of Science and Technology of Southern Philippines (USTP).

To the families, friends, and co-workers of the authors, their words of encouragemembrahdupport
made this study possible to which the authors are grateful of.

References

Abueva, J. V. (2005). Charter Change for Good Governance: Towards a FegberalldRef the Philippines
with a Parliamentary GovernmeMarikina City: Citizen’s Movement for a Federal Philippines
(CMFP) and KC Institute of Federal-Parliamentary Democracy, Center for Soti@} and
Governance, Kalayaan College.

Bahl, R. (2000, April). Intergovernmental Tranfers in Developing and Transition Couritriesiples and
Practice. Retrieved from World Bank:
http://www1.worldbank.org/publicsector/LearningProgram/Decentralization/ITFPrinciples.pdf

Bureau of Internal Revenue. (2014 - 2018). BIR Collection Statistics. Retrimradireau of Internal
Revenue: https://www.bir.gov.ph/index.php/transparency/bir-collection-statistics.html

Bureau of Local Government Finance. (2015). Statistics. Retrieved from Bureawabfdaxernment
Finance: http://blgf.gov.ph/lgu-fiscal-data/

Bureau of Local Government Finance. (2017). Statistics. Retrieved from BureacabfGovernment

WWw.ijrp.org



Marivic L. Seno / International Journal of Research Publications (IJRP.ORG) ‘.\ IJRP.ORG

Inte escarch Public
ISSN: 2708-3578 (Online)

30

Finance: http://blgf.gov.ph/wp-content/uploads/2017/10/Consolidated-LGU-Financial-Performance-
1.pdf

Bureau of Local Government Finance. (2018). Statistics. Retrieved from BureaabfQme@rnment
Finance: https://blgf.gov.ph/lgu-fiscal-data/

Bureau of the Treasury. (2018, July 11). Statistical Data. Retrieved froralBof¢he Treasury:
https://lwww.treasury.gov.ph/

Citizens' Movement for a Federal Philippines (CMFP). (2005, February 14). Retfhiewe Konrad
Adenauer Stiftung: http://www.kas.de/wf/doc/kas_6315-544-2-30.pdf

Congressman Hermilando I. Mandanas, et al. Vs. Executive Secretary Paquito N.J2¢ckbal./Honorable
Enrique T. Garcia, Jr. Vs. Honorable Paquito N. Ochoa, Jr., et al., G.R98802/G.R. No.
208488. April 10, 2019 (Supreme Court April 10, 2019).

Consultative Committee to Review the 1987 Constitution. (2018, July 16). Retrieved from Institute fo
Autonomy and Governance: http://iag.org.ph/index.php/blog/1587-full-document-consultative-
committee-s-draft-federal-constitution

Department of Budget and Management. (2018). Budget Documents. Retrieved from DeparBudgebf
and Management: https://www.dbm.gov.ph/wp-
content/uploads/Our%20Budget/2018/2018%20QUICK%20GLANCE%2012202017.pdf

Department of Budget and Mangement. (2014 - 2018). Local Budget Memorandums. Retoieved f
Department of Budget and Management: https://www.dbm.gov.ph/index.php/issuances/dbm-
issuances/local-budget-memorandum

Executive Order No. 138. (2021, June 1). Executive Order No. 138, s. 2021. RidfireneOfficial Gazette
of the Republic of the Philippines: https://www.officialgazette.gov.ph/2021/06/01/executive-order-
no-138-s-2021/

Forest Management Bureau. (2014 - 2018). Philippine Forestry Statistics. Retr@wudebfiest Management
Bureau: https://forestry.denr.gov.ph/index.php/statistics/philippines-forestry-statistics

Land Transportation Office. (2014 - 2018). Annual Reports. Retrieved from Land Transportaitten Off
https://Ito.gov.ph/transparency-seal/annual-reports.html

Manasan, R. G. (2005). Philippine Journal of Development. Retrieved from Philippine énstitut
Development Studies: https://dirp4.pids.gov.ph/ris/pjd/pidspjd05-2publicfinance.pdf

Manasan, R. G. (2007, December). Policy Notes. Retrieved from Philippine InstiDeeelopment Studies:
https://dirp4.pids.gov.ph/ris/pn/pidspn0709.pdf

National Economic Development Authority - Region X. (2014 - 2018). Economic Updates. Retraewued fr
National Economic Development Authority - Region X: https://nro10.neda.gov.ph/all-gres/

Pimentel, A. J. (2008). Federalizing the Philippines: APrimer. Manila: Philippinm&adyniversity Press.

Pimentel, A. J., Angara, E., Biazon, R., Cayetano, P., Enrile,Bs&udero, F., . . . Villar, M. (2008, April
28). Legislative Documents. Retrieved from Senate of the Philippines: http://www.senat®.gov.

Republic Act No. 7160. (1991, October 10). AN ACT PROVIDING FOR ALOCAL GOVEIENT CODE
OF 1991. Retrieved from Official Gazette of the Republic of the Philippines:
https://lwww.officialgazette.gov.ph/downloads/1991/100ct/1991 1RAO£160-CCA.pdf

Republic Act No. 9355. (2006, July 24). Republic Acts. Retrieved from Senate of the Philippines:
http://legacy.senate.gov.ph/lis/pdf_sys.aspx?congress=13&type=republic_act&p=1

Rey, A. (2017, March 21). Local governments not spending enough on social setwimkset chief.
Philippines.

Shah, A., Boadway, R., Spahn, P., Hagen, J., Vigneault, M., Satoi, MMETCH. (2006).
INTERGOVERNMENTAL FISCAL TRANSFERS PRINCIPLES AND PRACTICE. Wisgton,
DC, USA. Retrieved from ResearchGate:
https://www.researchgate.net/publication/268523862_INTERGOVERNMENTAL_FISCAL_TRAN
SFERS_PRINCIPLES_AND_PRACTICE

WWw.ijrp.org



Marivic L. Seno / International Journal of Research Publications (IJRP.ORG) @ JJRP'ORG

ISSN: 2708-3578 (Online)

31

Tourism Infrastucture and Enterprise Zone Authority. (2014 - 2018). Browse Regegsved from eFOI-
Electronic Freedom of Information: https://www.foi.gov.ph/

WWw.ijrp.org



