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Executive Summary

NEDA, with assistance from the ADB, formulated the Guidelines on Provincial/
Local Planning and Public Expenditure Management comprising of (1) Integrated 
Framework, (2) Provincial Development and Physical Framework Plan, (3) 

Investment Programming and Revenue Generation, (4) Tools and Techniques on Budgeting 
and Public Expenditure Management, and (5) Project Evaluation and Development. 

Th is volume provides a systematic approach to the preparation of the Provincial Development 
Investment Program (PDIP). 

Th e PDIP is a six-year planning document that ranks and prioritizes programs, projects, 
and activities (PPAs) proposed in the Provincial Development and Physical Framework Plan 
(PDPFP) and matches the prioritized project list with the investment fi nancing capacity of the 
province. Th e result is an investment schedule and fi nancing plan in which the investment 
requirements of the proposed projects balances the funding capability of the province, on an 
annual basis, during the multi-year period covered by the PDIP. 

Th e current year slice of the PDIP—the Annual Investment Program (AIP)—constitutes the 
indicative yearly expenditure requirements of the province’s PPAs to be integrated into the 
annual budget.

While this set of guidelines may be applied to derive a PDIP for any number of years, it 
is specifi cally designed for a six-year period. Six years is deemed appropriate because it 
corresponds to two terms of the Provincial Governor and can be synchronized with the 
similar six-year coverage of national plan documents (Medium-term Philippine Development 
Plan and Medium-term Public Investment Program).

In some cases, projects may require more detailed fi nancial and economic studies and for this 
purpose, tools provided in the Project Evaluation and Development (PED) Guidelines may be 
utilized. Th e PED guidelines also provide pointers for the packaging of project proposals for 
PDIP projects to be funded from external sources.
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Th e PDIP preparation process is a combined technical and political process. It combines 
the technical analyses of provincial planning offi  cials with the political judgments of the 
Provincial Governor and other elective offi  cials in responding to expressed constituency 
needs.

Eff ective PDIP preparation requires the following:
• A coherent and unifi ed methodology including fi nancial management tools.
• A properly constituted and well organized PDIP Committee and working procedures.
• Meaningful and consistent involvement of the citizenry in the PDIP preparation 

process primarily via the Provincial Development Council.
• Regular and responsive annual review of the PDIP.

Th e PDIP preparation process, which defi nes the structure and organization of these 
Investment Programming and Revenue Generation guidelines, consists of seven major steps: 

Step 1.  Establish PDIP policies.
Key policy issues are defi ned. Th ese include, among others, the time frame, methods 
of fi nancing, and criteria for prioritization.

Step 2. Develop and defi ne the prioritization approach.
Prioritization criteria, against which PPAs identifi ed in the PDPFP are prioritized and 
ranked, are determined. 

Step 3.  Formalize and rank the list of development investment projects.
Th e total investment requirements of the PPAs are estimated and then the PPAs are 
scored and ranked using the criteria and procedures developed in Step 2.  

Step 4:  Analyze the development investment fi nancing capacity. 
Th e capability of the province to fund the proposed PPAs is estimated.

Step 5:  Iteratively develop the PDIP fi nancing plan and fi nalize the investment 
schedule. 

Th e annual investment requirements estimated in Step 3 are matched with the 
annual funding capability estimated in Step 4. If they match, then the PDIP fi nancing 
plan and investment schedule are fi nalized. If not, then the project list is reviewed on 
the cost side and or additional sources identifi ed on the revenue side.

Step 6:  Legally adopt the PDIP.
Th e fi nal PDIP fi nancing plan and investment schedule are packaged into a draft 
PDIP for review and endorsement to the Sangguniang Panlalawigan; the Sanggunian 
deliberates and then legally adopts the PDIP. Th e current year slice of the PDIP is 
then submitted for consideration in the annual provincial budget.

Step 7:  Update the PDIP.
Th e PDIP is updated annually to refl ect changing fi eld and fi nancing conditions, and 
to include new project requests arising from changes or adjustments in the PDPFP.
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A. OVERVIEW 

NEDA, with assistance from the ADB, formulated the Guidelines on Provincial/
Local Planning and Public Expenditure Management comprising of (1) Integrated 
Framework, (2) Provincial Development and Physical Framework Plan, (3) 

Investment Programming and Revenue Generation, (4) Tools and Techniques on Budgeting 
and Public Expenditure Management, and (5) Project Evaluation and Development.

Volume 3 is intended to provide a systematic approach to the preparation of the Provincial 
Development Investment Program (PDIP). It is designed to be used directly by those involved 
in the investment programming process, particularly personnel of the Provincial Planning 
and Development Offi  ce (PPDO), the Provincial Treasurers’ Offi  ce, the Provincial Budget 
Offi  ce and the other line departments of the provincial government. Th e guidelines focus 
on practices and techniques for developing a PDIP, and thus 
deal with the ranking, timing, and fi nancing of provincial 
investment projects. 

Th e output of the guidelines is a six-year PDIP. A related 
output of the guidelines is the Annual Investment Program 
(AIP), which is the current-year slice of the PDIP. Th e AIP is 
the primary basis of the annual budget of the province.  

Key inputs to the PDIP process include the goals and 
objectives of the Provincial Development and Physical 
Framework Plan (PDPFP) and corresponding programs, 
projects, and activities (PPAs). Th e goals and objectives form 
the basis for prioritizing and ranking the PPAs. Other key 
inputs are historical projections of revenues and expenditures 
derived from the Tools and Techniques on Budgeting and 
Public Expenditure Management (BPEM). Th ese projections 

introduction

PDIP serves as a 
key vertical influence
in linking municipal 
and component city 
development investment 
projects with those of 
the province and with 
regional and national 
PPAs
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are used to calculate the initial amount of funds available 
for development investment, which is then matched with the 
estimated amount required to implement the proposed PPAs 
during the initial stage of PDIP preparation.

Th e PDIP also serves as a key vertical infl uence in linking 
municipal and component city development investment 
projects with those of the province and with regional and 
national PPAs.  As part of the province-city/municipal 
complementation, the province may develop and undertake 
joint programs or augment the fi nancial resources of its 
component cities and municipalities in implementing 
programs and projects that have signifi cant impacts on the 
province as a whole.  Where feasible and consistent with their 
own plans, the component cities and municipalities may also 
provide counterpart resources to implement programs and 
projects initiated by the province.

Other signifi cant characteristics of the PDIP guidelines include 
the following:

•   Th e PDIP process is a combined technical and political process. It combines the 
technical analyses of provincial planning offi  cials with the political judgments of 
the Provincial Governor and the other elective offi  cials in responding to expressed 
constituency needs.  

• Because it prioritizes and thus becomes the basis for determining projects to be 
implemented, the PDIP is a critical infl uence on the future state of the local economy. 
Without the PDIP, provincial offi  cials may not be able to identify and gather the 
resources necessary to transform the vision of the province into reality.

• Investment funds are scarce resources and new programs and projects give rise 
to long-term maintenance and operational costs.  Th e PDIP must therefore take 
a reasonable and long-term fi nancial and service perspective.  It must ensure that 
limited provincial investment resources are allocated properly, linking development 
investment projects with funding sources, service delivery outcomes and ultimately, 
provincial development.

• Physical planning eff orts need to be backed by enhanced provincial capacity to 
exercise its powers to generate revenues more fully, not only through a more 
aggressive utilization of local taxing authorities and improvements in local tax 
administration, but also through the use of non-traditional sources of local fi nance 
like credit fi nance, grants, and various modalities of private sector participation.

The PDIP must ensure
that limited provincial 

investment resources
 are allocated properly, 

linking development 
investment projects with 
funding sources, service 

delivery outcomes and 
ultimately, provincial 

development
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Overall, the PDIP guidelines provide a structured process to assist provincial governments 
in their development investment programming, and to provide a framework for development 
project management and fi nancial resource mobilization.

B. GUIDING PRINCIPLE, APPROACH, AND THE SEVENSTEP 
PROCESS 

Th e basic guiding principle of the PDIP guidelines is that the use of public money requires 
obtaining the greatest possible value for each invested peso, thus maximizing economic and 
social results for the province.

Following this principle, the guidelines utilize an approach with the following characteristics:
1. A coherent and unifi ed methodology including fi nancial management tools. 

a. Th e PDIP is based on a six-year planning horizon, and the investment programs 
are scheduled each year, in an order that refl ects provincial priorities.

b. Th e methodology for setting priorities limits subjectivity through quantitative and 
qualitative criteria that lead to a more effi  cient use of provincial fi nancial resources.

2. A properly constituted and well organized PDIP Committee and clear working 
procedures. 
a. In preparing and implementing the PDIP, specifi c responsibilities are assigned 

to members in a formal working group, a common action plan is approved, and 
resources are allocated to the PDIP Committee.

b. Th e action plan is prepared and endorsed by the PDIP Committee and approved 
by the Provincial Governor.

c. A successful PDIP process requires the full cooperation of provincial government 
departments involved. Th is also helps avoid miscommunication that may occur 
during the preparation and implementation of the PDIP.

3. Meaningful and consistent involvement of the citizenry in the PDIP process primarily 
via the PDC. 
a. Organized and meaningful public consultations enhance local support for the 

PDIP. Th ese consultations also provide valuable insights and understanding of 
local needs and perceptions.

b. A well-managed public debate of the investment program via the PDC is a major 
tool for legitimizing and acknowledging the investment program. 

4. Regular and responsive annual review of the PDIP.
a. An annual review which adjusts and approves the PDIP is needed to make it 

sustainable.
b. A multi-year program, provincial fund utilization regulations, and experienced 
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provincial technical personnel properly trained in the PDIP process, can also help 
ensure the long-term success of the PDIP process.

Th e guidelines describe a seven-step process for the preparation of the PDIP. Th e following is a 
summary of the seven-steps:

Step 1.  Establish PDIP policies.
Key policies that guide the investment programming process are defi ned. Th ese 
include, among others, the time frame, methods of fi nancing, and criteria for 
prioritization.

Step 2.  Develop and defi ne the prioritization approach.
Criteria for prioritizing and ranking the PPAs are defi ned. 

Step 3.  Formalize and rank the list of development investment projects.
Total investment requirements of the PPAs are estimated. PPAs are then scored and 
ranked using the criteria and procedures developed in Step 2.  

Step 4.  Analyze the development investment fi nancing capacity. 
Th e capability of the province to fund the PPAs is estimated. 

Step 5.  Iteratively develop the PDIP fi nancing plan and fi nalize the investment  
                 schedule. 

Th e annual investment requirement estimated in Step 3 is matched with the initial 
annual investment capacity (funding capability) estimated in Step 4. If they match, 
then the PDIP fi nancing plan and investment schedule are fi nalized. If not, then the 
project list is reviewed on the cost side and/or additional sources identifi ed on the 
revenue side.

Step 6.  Legally adopt the PDIP.
Th e fi nal PDIP fi nancing plan and investment schedule are packaged into a draft 
PDIP for review and endorsement to the Sangguniang Panlalawigan; the Sanggunian 
deliberates and then legally adopts the PDIP. Th e current-year slice of the PDIP is 
then submitted for consideration in the annual provincial budget.

Step 7.  Update the PDIP.
Th e PDIP is updated annually to refl ect changing fi eld and fi nancing conditions, and 
to include new project requests arising from changes/adjustments in the PDPFP. 
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C. STRUCTURE AND ORGANIZATION OF THE GUIDELINES

Th e next part of this document (Part II) is an overview of the PDIP. It provides some basic 
defi nitions and clarifi es key aspects of the investment programming process. It answers 
frequently asked questions about the PDIP process based on generally accepted defi nitions 
and practices on investment programming. It also discusses the vertical relationship of the 
investment programs at the national, regional, provincial, and city/municipal levels.

Part III constitutes the gist of the guidelines. It describes in detail the seven-step process, 
which defi nes the structure and organization of the guidelines. It starts by describing the 
setup of the PDIP process as well as the PDIP process fl ow. Th is is followed by a detailed 
discussion of the seven-step process, from the establishment of PDIP policies to regular 
annual updating. 

Part IV off ers two illustrative cases on investment programming and revenue generation: 
Calatagan, Batangas and Cagayan Province.

Finally, Annexes A-H provide additional details and pointers on selected tools, techniques, 
and other components of the PDIP guidelines. Th ey are intended to be used actively as 
references during the course of preparing the PDIP, and are organized into annexes primarily 
to preserve the fl ow of the seven-step process.
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A. WHAT IS A DEVELOPMENT INVESTMENT?

Development investments are expensive, do not recur annually, and last a long time (have 
a multi-year service life).

Public investments include “hard assets” such as roads and bridges, slaughterhouses, 
community centers and other buildings, water and wastewater treatment plants, major 
construction equipment, etc., as well as “soft assets” that cover various human resource 
programs. Collectively, these are called development investments.

Note that the direct costs of a development investment usually exceed the cost of the actual 
physical investment. Th ey may include fi nancing and engineering costs, preparation costs, 
land acquisition, and other costs necessary to implement the project. Large development 
investment projects may take several years to plan, engineer, and construct, meaning that they 
will aff ect a number of annual budgets. 

Future annual operation and maintenance costs over and above that of the traditional 
MOOE estimated during the budget process also have to be considered as part of the costs of 
development investments.

Public investment projects that may be considered for inclusion in the PDIP are listed below:

• New or expanded facilities (such as government offi  ces and facilities, water and 
wastewater treatment facilities, public works, etc.);

• Large-scale rehabilitation or replacement of facilities (repaved streets, remodeled 
buildings, etc.);

• Major pieces of equipment (such as fi re engines, trucks, backhoes, etc.);
• Costs of land acquisition, engineering and/or architectural work related to new or 

rehabilitated facilities; and

overview of the pdipoverview of the pdip
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• Soft capital-type LGU-wide human resource, employment, and business development 
programs like credit facilities and livelihood programs.

Table 1 presents typical LGU concerns and corresponding “hard” and “soft” development 
investment projects. Note that in many cases, responses to development concerns combine 
both types of projects.

Concern PPAs
“Hard” “Soft”

Financial Resource 
Mobilization

Mass assessment of all properties 
subject to appraisal

Conduct of business tax mapping
Formulation of a 5-year development 

plan.
Team-based reward system for 

achievers in income generation

Administrative Support 
Services

LGU computerization program/e-
governance (hardware component)

Construction of a covered quadrangle 
for use of LGU clients

LGU computerization program/e-
governance (software and training 
component)

Promotion of a client friendliness 
program

Employee competency assessment 
program

Public Information and 
Education

Setting up of information and advisory 
billboards

Printing and dissemination of LGU 
brochures

Development and continuous 
upgrading of LGU website

Development of interactive information 
booth

Economic Enterprises Construction of a public market
Construction of a sports complex
Construction and setting up of a 

livelihood training center

Launching of LGU product caravans
Participation in product exhibits
Printing of LGU postal stamps
Launching of regular job fairs

Public Safety and 
Security

Construction of a Public Safety 
Center (including acquisition and 
installation of modern equipment)

Development of river fl ooding watch 
towers including a public warning 
system

Promotion of a home safety program
Year round training of public safety 

personnel
Community watch program

Health and Environment Setting up and proper operation and 
maintenance of a:

-  Sanitary land fi ll
-  Diagnostic / specialty center for 

specialized medical services
-  Senior citizens healthy lifestyle center
-  Public toilets

Comprehensive waste segregation and 
reduction program

Health privilege cards
Continuing dog vaccination
Anti- smoke belching campaign
Continuous rounding-up of stray 

animals

Table 1.  Sample LGU Development Concerns and Investment Responses
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B.   WHAT IS A PROVINCIAL DEVELOPMENT INVESTMENT
       PROGRAM? 

Th e PDIP is a document that formalizes and ranks PPAs 
identifi ed in the PDPFP, and matches the prioritized 
project list with the investment fi nancing capacity of 
the province in an iterative manner. Th is results in a 
fi nal investment schedule and fi nancing plan in which 
the total investment requirements of the proposed PPAs 
balances the funding capability of the province, on an 
annual basis, during the period covered by the PDIP. 

As mentioned earlier, the PDIP is a six-year investment 
program. While this set of guidelines may be applied to 
cover any number of years, a six-year period of coverage 
was selected because it corresponds to two three-year 
terms of the Provincial Governor. Th is is a reasonable 
expectation with respect to the tenure of the Governor, 
who is perhaps the single most infl uential entity on the 
preparation and implementation of the PDIP (as well as 
of the PDPFP and other planning and implementation 
instruments of the province). Th e six-year period also 
allows the PDIP to be synchronized with key national/
regional plans such as the Medium-term Philippine 
Development Plan and the Medium-Term Public 

PDIP is a document 
that formalizes and 
ranks PPAs identified 
in the PDPFP, 
and matches the 
prioritized project list 
with the investment 
financing capacity 
of the province in an 
iterative manner. 

Concern PPAs
“Hard” “Soft”

Urban Utilities and 
Transportation

Construction of new roads and bridges
Construction of a river dike
Concreting of sidewalks
Road traffi  c signalization including 

appropriate signages
Drainage improvements including the 

setting up of pumping stations
Construction of a transport terminal
Construction of artesian wells

Anti-jaywalking campaign
Driver education campaign

Citizens’ Aff airs Setting up and full operationalization of 
a Women’s Center

Construction and leasing of public 
housing to informal dwellers

Fast tracking of Community Mortgage 
Program (CMP) projects

Updating of homeowners’ associations 
directory
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Investment Program (MTPDP/MTPIP) and the counterpart Regional Development Plans 
(RDPs) and Regional Development Investment Programs (RDIPs).

Th e PDIP is a rolling program, because subsequent year projects are moved up with each new 
program year.

C.  WHAT ARE THE BENEFITS OF A PDIP? 

1.    Improves the coordination of development investments with the PDPFP.  Th e PDIP 
must take into account provincial constituency needs, including anticipated population 
growth, economic development, and enhancement of quality of life.  Th e PDIP helps to 
realize the vision of the province set forth in the PDPFP, and discourages uncoordinated, 
piecemeal approaches to solving development investment needs. 

2.    Provides a structured mechanism for development investment decision making at 
the provincial level.  Th e basic function of the PDIP is to give provincial policymakers 
an orderly process for identifying current and future development investment needs, 
prioritizing these needs, and identifying sources of funding. 

3.   Serves as a key provincial fi nancial management tool.  
Th rough the medium-term perspective of a PDIP, provinces 
are better able to use a variety of funding opportunities 
anchored on intensifi ed local revenue mobilization eff orts 
and augmented by resources external to the province, e.g. 
national government and foreign grants, direct loans, bond 
fl otation, BOT agreements, and other external fi nancing 
methods. Furthermore, the long-term perspective prevents 
dramatic tax increases or unplanned borrowings that may 
be required when a province encounters an unanticipated 
development investment need. 

4.   Improves credit rating.  Well-prepared PDIPs are viewed 
favorably by the credit markets including government 
agencies involved in the approval process for LGU borrowing 
— the Department of Finance’s Bureau of Local Government 
Finance (DOF-BLGF), Local Government Unit Guarantee 
Corporation (LGUGC), and the Monetary Board (MB) of the 
Bangko Sentral ng Pilipinas (BSP), as such plans demonstrate 
that the province has carefully planned for its future 
development investment needs and has thoroughly evaluated 
available funding alternatives. 

The PDIP helps  to
realize the vision 

of the province set 
forth in the PDPFP, 

and discourages 
uncoordinated,  

piecemeal 
approaches

to solving 
development 

investment needs
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5.   Improves provincial administration. A PDIP aligns the provincial development project 
portfolio with the delivery of services, maximizes the eff ectiveness of those services and 
the effi  ciency with which they are delivered. Administratively, the PDIP process requires 
provincial departments to analyze and forecast their future needs in close coordination 
and cooperation with other local departments. 

6.   Promotes intra-provincial cooperation. A PDIP can help component cities and 
municipalities plan the location, timing, and fi nancing of improvements in the interest of 
the provincial community as a whole, and avoid costly duplication of eff ort.

D.   WHAT IS THE ROLE OF THE PDIP IN THE HIERARCHY OF 
INVESTMENT PROGRAMS?

Th e 1991 LGC as well as various executive orders provide for the vertical integration of 
investment programs.

• EO 319 provides that local development investment programs approved by the 
Sanggunian shall be integrated into the development investment programs of the next 
higher LDC.

• EO 308, S. of 1987, ensures the consistency of local development investment programs 
with the RDIP though coordination with the Provincial Development Councils/
Municipal Development Councils (PDCs/MDCs).

• Th e integration of the development investment programs of provinces, highly 
urbanized cities, and independent component cities into the RDIP shall be mandatory 
as per Section 114-b of the LGC. 

Vertical integration is achieved by aligning, rationalizing, or reconciling development 
investments at the regional level with those of the national level on the one hand, and 
ensuring that provincial, city and municipal development investments take the RDIP into 
consideration, on the other.

• Th e MTPIP covers national government (NG) PPAs funded from the national budget, 
government fi nancing institutions, private sector/LGUs, etc. (e.g., grants).

• Th e RDIP covers NG-funded PPAs including those of government owned and 
controlled corporations (GOCC) located in the region, LGU- funded projects with 
regional impact, and inter-provincial projects.
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• Th e PDIP covers NG-funded and implemented projects located in the province 
(e.g. airport), provincial-funded and implemented projects (e.g., provincial roads 
and bridges), and inter-municipal projects funded and implemented by the 
LGUs concerned or through external assistance. NG-projects may be generated 
and identifi ed in the PDIP but are to be implemented and incorporated in the 
corresponding NG agency budget.

Integration covers key aspects as PPA coverage, implementation schedules, fi nancing 
sources, and inter-LGU cooperation including resource sharing possibilities. Th ese allow 
better economies of scale, more eff ective work scheduling, and more responsive funds fl ow 
management.

Figure 1 presents the vertical integration of programs. At the national level, NEDA is tasked 
with the preparation of the MTPIP. NEDA provides the Regional Development Councils 
(RDCs) with regional targets in the form of the regional investment programs of the NG 
including that of the GOCCs.  Per Executive Order 325 (s.1996), the RDC reviews, prioritizes, 
and endorses to the national government the annual and multi-year sectoral investment 
programs of the region for funding and implementation among its other functions.

Th e RDCs then formulate their respective RDIPs that reconcile and integrate NG and 
provincial/highly urbanized/independent cities-identifi ed and funded projects with those of 
RDC-identifi ed projects.

Th e formulated PDIPs and City Development Investment Programs (CDIPs) of highly 
urbanized/independent cities include both locally-funded and implemented projects, NG-
funded and implemented projects, and inter-municipal projects.

Th e PDIP serves as the framework for the Municipal Development Investment Program 
(MDIP) and CDIP of the municipalities and component cities of the province. Th e component 
cities and municipalities get to participate in the PDIP process through their representation 
in the PDIP Committee during the preparation stage, and in the Provincial Development 
Council (PDC) during the review and endorsement stage.
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Figure 1.  Vertical Integration of Investment Programs
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A.  SETTING UP 

Consistent with the DILG-NEDA-DOF-DBM Joint Memorandum Circular (JMC) No. 1, 
series of 2007,  the preparation period of the PDIP takes off  from the completion of the 

PDPFP, particularly the identifi cation of PPAs, and ends in time for the budget call in July. Th e 
preparation process starts with the formation by the Provincial Governor of an organization 
that will be directly responsible for the preparation of the PDIP. Th is organization is needed 
in order to provide a purposive structure to the preparation of the PDIP as well as to ensure a 
smooth transition from the development planning activities of the PDPFP. Th e organization is 
made up of the following:

• A PDIP Committee to lay out policies, directions, and the action plan that will 
guide the preparation of the PDIP. Working with a technical secretariat, the PDIP 
Committee will be responsible for the actual preparation of the PDIP.

• A PDIP Technical Secretariat to provide technical and administrative support to the 
committee; and 

• A PDIP Coordinator to coordinate and monitor the PDIP process in behalf of the 
committee.

PDIP Committee

It is recommended that the PDIP Committee be composed of the following members: 

1. Th e Executive Committee (EXECOM) of the Provincial Development Council (PDC)-
-empowered to represent the PDC and act as its implementing arm as provided for in 
the 1991 LGC. 

Based on Sec. 111 of the LGC, the EXECOM shall be composed of the following:

the pdip preparation process
ETTIN

Consis
ser

PDPF
pre

A.  SE

C
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a. Th e Governor as Chairman;
b. A representative of the component city and municipal mayors, most likely the 

President of the Provincial League of Mayors;
c. Th e Chairman of the Committee on Appropriations of the Sangguniang 

Panlalawigan;
d. Th e President of the Provincial League of Barangays; and
e. A representative of NGOs that are represented in the Council.

2. Th e Provincial Finance Committee (PFC) composed of the Provincial Planning and 
Development Coordinator (PPDC), the Provincial Treasurer, and the Provincial 
Budget Offi  cer.

3. Other local offi  cials who can provide substantive inputs to the formulation of the 
PDIP, such as:

a. Th e Chairman of the Committee on Infrastructure of the Sangguniang 
Panlalawigan;

b. Th e Provincial Administrator;
c. Th e Provincial Engineer;
d. Th e Provincial Assessor;
e. Th e Provincial Accountant;
f. Th e head of the Economic Enterprise Offi  ce or its counterpart; and
g. Th e Provincial Auditor.

4. Other members of the PDC who can provide substantive inputs to the formulation of 
the PDIP. Th ese may include:

a. Th e congressmen or their representatives; and 
b. Two representatives from the business and banking sectors.

Within the PDIP Committee, it is suggested that a PDIP Finance Subcommittee acting as an 
expanded PFC be constituted. 

Th e PDIP Finance Subcommittee should be composed of the PFC plus the Chairman of the 
Committee on Appropriations of the Sangguniang Panlalawigan, the Provincial Assessor, the 
Provincial Accountant, and the representative from the banking sector. Th e inclusion of these 
people in the drawing up of the fi nancial recommendations relevant to the PDIP will give a 
wider perspective to the PDIP fi nancing plan. As part of the PDIP Committee, the group will 
be responsible for coming up with multi-year revenue and expenditure forecasts, assessing 
the development investment fi nancing capacity of the province, and developing appropriate 
fi nancing strategies for consideration by the PDIP Committee. In preparing the required 
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revenue and expenditure projections as well as in drawing up the PDIP fi nancing plan, the 
PDIP Finance Subcommittee will make use of the tools and techniques and additional revenue 
mobilization case studies that can be derived from Volume 4, Tools and Techniques on 
Budgeting and Public Expenditure Management.  

Th e PDIP committee will prepare the action plan for the preparation of the PDIP with 
deadlines and responsibilities, in addition to outcomes and milestones.  A sample PDIP Action 
Plan is shown in Table 2.

If a body similar to the PDIP Committee already exists, a province need not constitute a 
new one, and may use the existing group as long as it can be considered representative.  Th e 
Committee should essentially build on the existing PDC structure.

Activity Output Principal Actors Duration 
(example)

1. Establish PDIP policies Formal provincial 
development 
investment policies

PDIP Committee March to mid- 
March

2. Develop and defi ne the 
prioritization approach

Project screening and 
prioritization criteria

PDIP Committee Mid-March to Mid-
April

3. Formalize and rank the 
list of development 
investment project.

Formalized list of prioritized 
projects based on the 
consolidated list of 
identifi ed projects from 
PDPFP

All department heads
PDIP Committee
PDIP Secretariat

Mid- April to Mid-
May

4. Analyze the investment 
fi nancing capacity 
analysis 

Initial investment fi nancing 
capacity analysis

Finance Group of PDIP 
Committee

Mid-April to Mid-
May

5. Develop the PDIP 
fi nancing plan and 
fi nalize the investment 
schedule

Investment schedule for PDIP PDIP Committee
PDIP Secretariat

Mid-May to end-
May

6. Legally adopt the PDIP Duly enacted PDIP PDC en-banc
Provincial Legislative 

Council

June

7. Identifi cation of areas 
for complementation 
of PPAs between the 
province its component 
cities/municipalities

Joint programs and projects Jointly by the 
province and its 
component cities/
municipalities

June to July

7. Update the PDIP Updated PDIP PDIP Committee
PDIP Secretariat

April to June of the 
succeeding 
years

Table 2.  Sample PDIP Action Plan
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PDIP Technical Secretariat

It is recommended that PPDO staff  act as the PDIP technical secretariat. 

PDIP Coordinator

It is recommended that the Provincial Planning and Development Coordinator (PPDC) acts as 
the Coordinator of all PDIP activities. 

Th e PDIP Coordinator will be responsible for keeping all participants informed of the process 
and ensuring that the various concerned departments carry out the respective tasks assigned 
to them in accordance with the policies, directions, and technical instructions laid out by the 
PDIP Committee.

Although coordinating PDIP elements entails more work, the disciplined use of staff  time 
in an organized process probably results in less time spent in the long-term. Additional staff
work is necessary during the fi rst year because substantial data are collected. Th ereafter, the 
PDIP process focuses on modifying and adjusting rather than starting over again.

Provinces can cope with this by assigning existing staff  from the PPDO and the other offi  ces 
whose responsibilities link to the PDIP process like the budget, and treasury offi  ces during the 
initial PDIP preparation work. 

B.  THE SEVENSTEP PROCESS

During the seven-step PDIP preparation process, PPAs identifi ed in the PDPFP are fi rmed up, 
prioritized, ranked and iteratively matched with projected fi nancial resources to come up with 
a fi nancing plan and an investment schedule. Th ese are drafted into a proposed PDIP that is 
legally adopted and regularly updated. (Figure 2)

Th ree basic inputs are required by the PDIP process: (1) the development goals and objectives 
from the PDPFP to serve as input to the prioritization criteria; (2) the PPAs proposed in the 
PDPFP; and (3) the “without PDIP” revenue and expenditure projections that can be derived 
from the Tools and Techniques on Budgeting and Expenditure Management (Volume 4).

Th e seven-step process is straightforward. Each step results in an output that serves as an 
input to the next step. Th is section describes each step in detail and provides sample tables 
and forms (Tables 3-15) to be used during the preparation process. (Th e numbering of each 
step corresponds to the numbering adopted in Figure 2.)
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Figure 2.  PDIP Process Flow Chart
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Step 1.  Establish PDIP policies

In this initial step, investment policies that will guide the whole PDIP 
process are established by the PDIP Committee. Th e key policy issues 
that must be resolved are the methods of fi nancing and criteria for 
prioritization.

Th e policies must be developed within the overall planning, fi nancial, 
institutional and legal framework governing the operations of LGUs, 
especially the 1991 LGC.  For example, LGUs must continuously operate 
within the framework of a balanced budget, and that borrowings are 
not allowed for LGUs with defi cits.  Th us, an LGU with a defi cit or faced 
with projected defi cits in certain years of the PDIP should clearly state 
in its policies that borrowings will not be resorted to during those years.  
Th e 1991 LGC also limits bond fl otation to revenue bonds or bonds the 
repayment for which are tied up to project revenues.  Th us, an LGU 
cannot resort to bond fl otation to fi nance a non-revenue generating 
social project as a PDIP policy.
Th e following are examples of PDIP policies:

• Th e prioritization criteria will be limited to the development objectives set out in the 
PDPFP.

• Approximately 6% of the annual regular revenues of the province will be allocated for 
PDIP project fi nancing.

• Th e amount from the annual regular revenues available for PDIP projects will be 
leveraged via direct loans or bond fl otation.

• Alternative PDIP fi nancing tools will be evaluated based on total fi nancing costs 
including all fi nancial and time-related transaction costs.

• Land-readjustment and special assessment will be major cost recovery tools for urban 
road and drainage projects.

• Th ere will be full-cost recovery for economic enterprise projects under the PDIP.

Step 2.  Develop and defi ne the prioritization approach 

Prioritization criteria are determined after PDIP prioritization policies have been set. Working 
with the technical secretariat, the PDIP Committee sets out the evaluation process and 
criteria which, in general, should be consistent with the PDPFP goals and objectives and the 
PDIP policies established in Step 1.

Th e approach used to determine the prioritization criteria is a variant of the Goals 
Achievement Matrix (GAM)i.  (An alternative approach is the Analytic Hierarchy Process 

Policies must 
be developed

within the overall 
planning, financial, 

institutional and 
legal framework 

governing the 
operations of 

LGUs, especially 
the 1991 LGC 
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or AHP, a more rigorous but highly computational-intensive method. A summary of the 
AHP including a sample computation for its use in the PDIP project prioritization process is 
shown in Annex A.1). Th e GAM approach requires the identifi cation of a set of development 
objectives or goals for each project. For this purpose, the development goals and objectives 
established in the PDPFP, which also served as the basis for identifying the PPAs should be 
used. Th is will help ensure a seamless link between the PDPFP and the PDIP. 

Figure 3 presents the process for the development of prioritization criteria and weights which 
will be used to score the proposed PDIP projects.

As mentioned, the development objectives of the PDPFP are the primary basis for prioritizing 
the PPAs.  Weights (Wo) are assigned to each objective, refl ecting the importance of each 
objective to the overall development of the province. Th e sum of the objective weights should 
always be the value of one. Weights may be derived through collective discussion, judgment 
and consensus. (One method for eliciting such judgments is through the use of the Delphi 
approach, which is presented in Annex A.2.)

Specifi c criteria against which the attainment of each objective can be assessed are then 
defi ned. Weights (Wc) refl ecting the importance of each criterion to each of the development 
objectives are assigned to each criterion. Th e sum of the criteria weights within each objective 
should always be the value of one.

Th e chosen criteria should:

• Provide information that is clear both to participants and to users of the process.

• Minimize double-counting of evaluative criteria. If two criteria are highly interrelated 
and the selection process does not take this fact into consideration, double-counting 
can result.

• Be practical in terms of cost, time, and personnel available. Late or overly expensive 
information would, of course, be a major problem for any priority-setting system.

Figure 3.  Process Flow for the Development of PDIP Ranking Criteria
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Th e total weight (W) for each criterion is the product of Wo and Wc.  Th e sum of all the total 
criteria weight should always be equal to the value of one. An illustrative example is shown in 
Table 3. 

PDPFP Objective

Weight 
assigned 

to 
objective 

(Wo)

Criteria against 
which objective can 

be assessed (in yy 
areas)

Weight of 
Criteria within 
the objective 

(Wc)

Criteria 
Weight (W)
W = W0 * Wc

Provide employment to xx 
households in yy areas.

0.30 Increase in 
employment 

Increase in household 
income 

 0.60  

0.40

 0.18

0.12

Objective Total - -  1.00  0.30

Improve school retention in yy 
areas

0.25 Decrease in no. of 
drop-outs 

 1.00  0.25

Objective Total - -  1.00  0.25

Provide aff ordable housing for 
xx households in yy areas

0.20 No. of houses built
Decrease in number of 

homeless 

 0.70
 0.30

 0.14
 0.06

Objective Total - -  1.00  0.20

Prevent unnecessary 
agricultural land 
conversion in yy areas

0.10 Prime agricultural land 
area maintained

 1.00  0.10

Objective Total - -  1.00  0.10

Protect xx households in 
yy areas from fl ooding; 
relocate population in 
critical areas

0.10 Reduction in number 
of families aff ected 
by fl ooding 

 1.00  0.10

Objective Total - -  1.00  0.10

Signifi cantly reduce industrial 
discharge into yy areas

0.05 Reduction in pollution 
levels 

Reduction in pollution-
related diseases 

 0.70

 0.30

 0.035

 0.015

Objective Total - -  1.00  0.05

Total 1.00 -  -  1.00

Table 3.  Sample Project Evaluation Criteria and Criteria Weights

Step 3.  Formalize and rank the list of development investment projects

In this step, the PPAs proposed in the PDPFP are translated into a formal list of investment 
requirements by estimating corresponding time-phased cost estimates and identifying sources 
of funding based on information supplied by project proponents.
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As a starting point, all PPAs proposed in the PDPFP for implementation during the proposed 
period of PDIP coverage may be included in the initial prioritization. Other projects deemed 
important but were not included in the PDPFP (e.g. sequel of previous project that needs to be 
completed, projects arising from emergency situations, etc.) may also be included. As much 
as̀  possible, these additional projects should at least be consistent with PDPFP objectives.
In some cases, the PDIP Committee may decide to review the basis for or the estimated 
amount of a proposed PPA investment. Th is may also involve refi ning estimates through a 
capital needs assessment analysis. In these cases, some pointers for conducting the review are 
provided in Annex B (Assessment of New Development Investment Needs).

Th e individual formalized projects then gets scored and ranked using the criteria and weights 
developed in Step 2.

Formalization Process

Th e formalization process proceeds as follows:

a. Status review. A status review of previously approved development investment 
projects is done by the PDIP Committee.

 Th e status review will help weed out proposed PDIP projects that have already been 
implemented or scheduled to be implemented prior to the operationalization of the 
PDIP. It will also help identify new PDIP PPAs which were already submitted but have 
not yet been scheduled or implemented.

b. Project information and proposals. Th e project proponents, primarily the 
departments of the provincial government, will be asked to offi  cially confi rm the PPAs 
identifi ed in the PDPFP through the submission of formal project proposals.

 Pertinent project information to be covered by the project proposals include: 
department, project name, location, description, purpose (new, continuing, or 
modifi ed project), justifi cation of need, costs, expenditure by year, schedule of 
planning, engineering, and construction, required operating and maintenance costs, 
eff ect on revenue, fi nancing sources recommended by the proponent, and rationale in 
terms of the development goals of the province.

 A sample PDIP Project Proposal Form is provided in Table 4. (NEDA Board- 
Investment Coordination Committee [ICC] Project Evaluation Forms 1 to 6 may also 
be used). 
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 In some cases, a separate form may be used to gather information on major equipment 
acquisition proposals like asphalt or concrete batching plants, heavy construction 
equipment, major hospital equipment, etc. Examples of relevant equipment 
information are name, description, purpose (new, replacement, or repair), proposed 
use, form of acquisition (purchase, lease), number of units requested, gross and net 
cost, trade-in value, number of similar units in inventory, useful life, information 
on equipment to be replaced (make, age, condition, repair costs and recommended 
disposition: trade-in, salvage, sale, or use by another agency). See Table 5 for a sample 
Equipment Request Form.

 To justify a project request, it is important to furnish accurate, objective and 
supportable information. A key source of information is the PDPFP and/or 
department heads that have primary interest in the project. A checklist of information 
for possible inclusion in project justifi cations is provided in Table 6. Note that it 
covers both tangible and intangible benefi ts and identifi es potential sources of 
support and opposition. Quantifi able information such as number of benefi ciaries and 
maintenance and operating costs implications, may be sourced from Table 3.

 Although the PDIP Finance Subcommittee should recommend investment 
fi nancing alternatives, it is benefi cial for those preparing project requests to 
recommend fi nancing sources based on information that may not be available to the 
Subcommittee.

c. Technical review. Th e PPDO will then conduct a technical review of the project 
proposals with inputs from the PDIP Finance Subcommittee and key provincial 
planning, fi nance, engineering and architectural staff  specialists. In certain cases, 
fi eld visits and department hearings, especially for major and politically-sensitive 
projects, are useful components of the proposal review process. Th e review provides 
an opportunity to clarify and request additional information.

 Project proposals are reviewed for completeness and accuracy. A sample review 
checklist is shown in Table 7.

 Project proposals with incomplete or questionable entries should be referred back to 
the project proponent for appropriate action.

 All project proposals that pass the formalization process are registered as projects for 
prioritization. 
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Project Title

Submitted by

Date of Submission

Contact Person

Department

1. Total Estimated Project Cost

2. Project Description

3. Project History

4. Project Justifi cation

5. Benefi ciaries

6. Financing Sources

Proposed Source Amount
Out of which

2007 2008 2009 2010 2011 2012

Local Sources

IRA

Borrowings

Grants

Total

7. Projected Revenues Operating Year

Annual Revenues 2007 2008 2009 2010 2011 2012-
onwards

Capital Revenues (Proceeds of Sale 
or lease of LGU assets like equipment 
and buildings)

Current Revenues (Service Income or 
sale of products)

Total Revenues     

8.   Project Photo or Location Map 9.    Schedule of Project Activities and Capital Costs

Table 4. Sample PDIP Project Proposal Form
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Activity From-to Dates Amount

Project preparation 
activities

Site Acquisition

Detailed engineering 
design

Construction

Equipment and 
Furnishing

Other costs

Total Capital Costs

10.    Annual Current (Recurring) Costs

Personal Services

Maintenance and Other 
Operating Expenses 
(MOOE)

Minor Capital Outlays

Total Annual Current 
Costs

11.    Please provide a summary to explain how the requested project would move the province toward achieving 
goals identifi ed in the PDPFP:
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1.    Need or problem addressed by project

2.    Extent to which the project meets the need or solve the problem

3.    Number of people or area benefi ting (province-wide, municipality, district, barangay, neighborhood)

4.    Specifi c benefi ts to be derived

5.    Volume of work, services or clients to be served

6.    Relationship to other projects

7.    Savings produced

8.    Revenues generated

9.    Availability of outside funding

10.  Time restrictions on funding availability

11.  Extent of economic development stimulated and jobs created

12.  Positive and negative environmental consequences

13.  Operating and maintenance costs implications

14.  Cost recovery opportunities

15.  Consistency with LGU plans and capital policies

16.  Project planning and construction period

17.  Level of public or stakeholder support or opposition

18.  Alternatives considered and reasons for rejection

19.  Consequences of deferring the project

Table 6.  Checklist of Project Justifi cation Information

Table 7.  Sample Project Proposal Review Checklist

1.  Have all the items in the project proposal form been completed?

2.  Is the information complete and accurate?

3.  Are all mathematical calculations accurate?

4.  Is the project need identifi ed and supported with appropriate data?

5.  Are the cost estimates accurate and reasonable?

6.  Have all the costs (including MOOE) been identifi ed?

7.  Are the cost projections accurate and realistic?

8.  Is the cash fl ow projection for the proposed project suffi  cient to fi nance the project?

9.  Are the fi nancing recommendations accurate and feasible?
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Ranking of Project Proposals

After the proposed PPAs have been formalized, and following the procedure and weights 
set by the PDIP Committee in Step 2, the PPAs are scored and ranked using the evaluation 
criteria (illustrated in Table 3), as follows:

a. Discuss each project proposal in relation to each of the selected criteria, and give each 
project a rating of 1 to 10 based on how eff ectively it satisfi es each criterion.  Treat the 
ratings as the raw scores for each criterion. 

 Depending on the extent to which the project under consideration meets the criteria, 
points could be assigned, for example, as follows:

• To a great extent   7 - 10 points
• To somewhat great extent   4 - 6 points
• To a little extent   1 - 3 points

b. Multiply the project raw score for each criterion by the weight for that criterion to 
arrive at the net score for the project for each of the criterion. Total the net scores for 
each of the project.

c. Rank the projects based on total net scores with the highest score getting rank 1, the 
next highest with rank 2, etc.

 Table 8 presents a sample project scoring table. Th e results can be summarized using 
the sample Development Investment Project Summary Form shown in Table 9.

 To facilitate the decision-making process of the PDIP Committee, an initial project 
scoring and ranking based on the above prioritization approach can be made by the 
technical staff  of the PPDO to serve as a technical recommendation to the PDIP 
Committee. Th e PDIP Committee will, however, decide on the fi nal ranking.

 It is important that the process is transparent and based on consensus, and that 
various perspectives are represented in the scoring and ranking of the PPAs.
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Priority
Ranking

Project
Title

Project
Description

Location
Implementation

Years Total
Investment

Project Investment Cost, by Funding Source* Identify Attachments:
Tables/Maps/Charts2007 2008 2009 2010 2011 2012

1

Total Current Project Annual Current Operating and Maintenance Cost, by Funding 
Source*

Total Cost Project Total Cost, by Funding Source*

2 Total 
Investment

Total Current Project Annual Current Operating and Maintenance Cost, by Funding 
Source*

Total Cost Project Total Cost, by Funding Source*

3 Total 
Investment

Total Cost Project Total Cost, by Funding Source*

* Identify funding source beside annual cost.  For example, under 2007 column IRA = 2 million + Grant = 3 million

Step 4.  Analyze Development Investment Financing Capacity

In this step, the provincial government determines its funding capability—its ability to fund 
the proposed PDIP projects. Th is normally comes in the form of fi nancial capacity analysis, 
which takes into account historical and projected trends in revenues, expenditures and 
indebtedness. Th is analysis can be complex or simple, depending upon the needs of the LGU. 

A simple procedure for estimating the new development investment fi nancing potential of the 
province is shown in Table 10. Th is is based on the “without PDIP” revenue and expenditure 
projections developed in these guidelines’ Volume 4 (Tools and Techniques on Budgeting and 
Public Expenditure Management).

• Items 1.0 and 2.0 are derived from the revenue and expenditure projections developed 
using the tools and techniques on budgeting and public expenditure management.

• Item 1.0 (Total Revenues) include all local LGU revenue items such as tax revenues, 
i.e., real property tax and business tax revenues, fees and charges, revenues from 
existing economic enterprises, etc., and all external revenue items like the IRA, shares 
from the national wealth, borrowings, other local and foreign grants, especially those 
channeled through the offi  cial development assistance (ODA) facilities.

• Item 2.0 (Mandatory Expenditures) include personal services, maintenance and other 
operating expenditures (MOOE), already committed capital outlays outside of the 
proposed PDIP, obligated existing debt service, and the 5% calamity funds.

Table 9.  Sample Development Investment Project Summary Form
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• Item 3.0 (New Development Investment Financing Potential) is the diff erence between 
the projected total revenues and the projected mandatory expenditures that can be 
regarded as a must for the LGU concerned.

In the next step (Step 5), the estimates of new development fi nancing potential (line 3.0 of 
Table 10) will be matched with the investment and MOOE requirements of the proposed PDIP 
projects to initiate the iterative matching process.

Provinces desiring to conduct a more detailed fi nancial analysis may refer to Annex C.
Note that some projects may require more detailed fi nancial and economic studies as required 
by fi nancing institutions, the NEDA Board-Investment Coordination Committee (ICC), and 
the process of securing an Environmental Clearance Certifi cate. For this purpose, the tools 
provided in Volume 5, Project Evaluation and Development (PED) may be utilized. Th e PED 
guidelines also provide pointers for the packaging of project proposals for PDIP projects to be 
funded from external sources.

Item
Projection Year

2007 2008 2009 2010 2011 2012

1.0 Projected Total Revenues 

Less:

2.0 Projected Mandatory Expenditures

2.1  Personal Services

2.2  MOOE

2.3  Committed Capital Outlays 

2.4  Obligated Debt Service

2.5  5% Calamity Fund

3.0
New Development Investment
Financing Potential 
(3.0 = 1.0 – 2.0)

Step 5.  Develop PDIP Financing Plan and Finalize the Investment Schedule

After the provincial government’s ability to fund the proposed PPAs has been determined in 
Step 4, this is compared with the investment requirements determined in Step 3. Ideally, the 
two sides will match such that the funding capability equals or is able to cover the investment 
requirements of the province. More likely, however, this will not happen initially and a 

Table 10.  Projection of LGU New Development Investment Financing Potential
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matching process, with the objective of balancing funding 
capability with investment requirements, has to take place.

Th e matching process is an iterative or repetitive process. 
Each iteration involves adjustments in the investment 
requirement side or in the funding capability side or in 
both.

Th e iterative process is shown in Figure 4 where, if the 
initial funding capability estimated in Step 4 fails to match 
the total investment requirements generated in Step 3, the 
PDIP Committee will have to:

• Re-examine the project list generated in Step 3 to 
consider: 

o Scaling down,
o Phasing, or  
o Deferring projects, with the objective of reducing project cost for the appropriate 

year(s) in which the defi cit(s) occur; and/or

• Relax the investment budget constraint by:
o Raising additional local revenues — taxes, fees and charges, 
o Borrowing capital funds — Increased access to long-term capital funds through loans 

from development fi nancing and commercial banks and/or bonds or through joint 
venture and BOT-type arrangements, or

o Re-allocating funds from the operating budget to the investment budget.
 A second round of matching then takes place, and the iterative process goes on until 

total annual funding requirements match total annual funding capacity.

On reaching such a balance, the PDIP fi nancing plan and investment schedule is fi nalized and 
inputted to the draft PDIP. (Figure 4)

Matching process 
is an iterative or 
repetitive process...
involves adjustments 
in the investment 
requirement side or in 
the funding capability 
side or in both
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Developing the PDIP Financing Plan

In fi nancial planning for the PDIP, the PDIP Committee must investigate the fi nancing 
options and the fi scal feasibility of funding the various project requests. Some of the 
important considerations toward this objective deal with (a) alternative funding sources, 
(b) revenue mobilization, (c) the process of formulating the fi nancing plan, (d) resource 
mobilization tools, and (e) credit fi nancing.

a. Provincial investment funding sources

Th e following are some funding sources that the province may consider in developing its 
fi nancing plan:

i. Current regular provincial revenues (local taxes, fees and charges, reserves, surpluses, 
IRA);

ii. Borrowings (direct loans, lease fi nancing, and bond proceeds);
iii. Foreign and local grants including congressional funds allocated to members of the 

House of Representatives and the Senate for the funding of development projects;

From Step 3 From Step 4

Total Project Cost 
(incl. additional MOOE 

required by PDIP)

Initial Investment
Financing Capacity

Estimates

Equal on an
annual basis

?

Finalize PDIP Financing 
Plan and Investment

Schedule

PDIP Financing
Plan and Investment

Schedule

Yes

No

Identify additional revenue 
measures including 
revenues from PDIP

Estimate New
Investment Financing 

Capacity

New Investment 
Financing Capacity

Additional revenue 
measures

Figure 4.  Process Flow for the Iterative Development of the PDIP Financing Plan 
                     and Investment Schedule
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iv. Capital income from sales or use of provincial assets;
v. Cost recovery elements for individual projects and the potential for the public 

investment to be revenue generating including user fees and charges,  special levies 
and taxation of future benefi ts; 

vi. Cost sharing with other LGUs or with the national government;
vii. Public-private partnerships; or
viii. Combinations of the above.

b.  Revenue mobilization considerations 

In approaching revenue mobilization for PDIP spending, provinces should keep in mind the 
following:

i. Th e fi rst priority is to collect revenues that are due from the 
existing tax and service fee structure through:

• Improved local revenue collection and tax 
administration.  Th is implies improving both the 
eff ectiveness and the effi  ciency of operations of the 
existing provincial revenue administration. Provinces 
should consider benchmarking vis-à-vis comparable 
provinces within the region and even within the country. 

 Annex D provides some benchmarking indicators that 
provinces might fi nd useful.

• Increasing the local tax base by improved mapping and assessment procedures.

ii. Enactment of enabling laws to tap new sources of local revenue and provide greater 
fl exibility to establish cost-eff ective tax and fee rates.  Under the 1991 LGC, taxing 
powers of provinces are limited to the following:

• Tax on the transfer of real property ownership;
• Tax on business of printing and publication;
• Franchise tax;
• Tax on sand, gravel, and other quarry resources;
• Professional tax;
• Amusement tax;
• Annual fi xed tax for delivery truck; and 
• Special levies like the idle land tax, and special assessment on lands within its 

territorial jurisdiction benefi ted by provincial public works projects.

first priority is to 
collect revenues
that are due from 
the existing tax 
and service fee 
structure
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While taxing powers of the province may be limited, it can potentially increase 
its share in the revenue collections of its component cities and municipalities via 
the review and approval process for the local revenue codes by the Sangguniang 
Panlalawigan with the technical assistance of the Provincial Finance Committee.  
Such a review should include the extension of technical assistance by the Provincial 
Treasurer and Assessor to the treasury and assessment offi  cials of component 
municipalities and cities, especially those lacking technically capable personnel.  Both 
the Provincial Treasurer and the Provincial Assessor have supervisory authority over 
the respective treasurers and assessors of component cities and municipalities.

iii. Permit and clearance fee rates should be suffi  cient to cover the actual cost of the 
evaluation of permit applications and the issuance of the required permits and 
clearances. In many provinces, the cost of providing various clearances and permits is 
higher than the corresponding fees being charged.

iv. Facility user fee levels should be increased and thereafter, properly indexed to cover 
both infl ation and real unit cost changes such that they cover the incremental costs of 
service delivery.

• Price indexation requires annual adjustments in the user fees to refl ect changes in 
the unit prices of key inputs such as power and fuel, chemicals, labor, and related 
supplies.

• Upward adjustment for real unit cost changes refl ect the impact of diseconomies 
of scale as demand goes up and environmental and service quality requirements 
such as lower emission standards or higher quality standards.

 For example, price levels for various cost items connected to the operation and 
maintenance of a deep well-based water supply system are subject to increases over 
time arising from infl ation as well as from increased unit power requirements for 
pumping as water levels go down because of over-pumping.

v. Th rough consultation with constituents, the LGU should be given an indication of 
what and how much investment the community is willing to fi nance.

c.  Formulating the PDIP fi nancing plan

Th e PDIP fi nancing plan can be formulated via a four-step procedure:

i. First, PDIP project services are categorized into the following to identify cost recovery 
potential:
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• General urban services that cover all LGU general administration/service 
requirements including police and fi refi ghting services.

• Public utilities and local services, i.e., public markets, slaughterhouses, water 
supply systems, telecommunication systems, cemeteries, and related LGU-run 
utilities and services.

• Social services, i.e., health centers, nutrition programs, and anti-poverty programs 
including livelihood training.

ii. Second, the potential cost recovery sources are identifi ed. Revenue effi  ciency criteria 
developed by the World Bankiii suggest that:

• General urban services should be fi nanced by local taxes.
• Public utilities and local services should be subject to various forms of user fees 

and charges suffi  cient to cover major (if not full) cost recovery options.
• Social services should be partially supported by national government grants.

Some development investments (e.g., public markets, slaughterhouses, commercial 
centers, fi sh ports, transport terminals) can be fi nanced from user fees.  Most PDIP 
projects cannot be completely fi nanced from user fees, and therefore have to be 
fi nanced either by local taxes, or national government grants, if qualifi ed.

Annex E presents a set of cost recovery guidelines that Philippine LGUs may consider 
in deciding when to give a subsidy to a particular project and how much of a subsidy 
should be given.

iii. Th ird, the appropriate fi nancing strategy is identifi ed depending on whether the PDIP 
project is “hard” or “soft”. Two basic fi nancing strategies are open to LGUs:

• Th e “pay-as-you-use” strategy, which fi nances improvements from future earnings.  
Provinces may fi nance these improvements from loans with a maturity that equals 
the life span of the facilities. If the maturity of the loan is shorter, the province can 
roll over the loan costs, and the investment project is paid back by user fees and 
taxes. 

 An example is an LGU borrowing money through a seven-year municipal bond 
fl oat, and using the excess of future (with project) stall rental revenues over 
MOOE to retire the bond (pay for the loan) over a seven-year period.

 Annex F summarizes the considerations and modes of accessing the credit 
market.

• Th e “pay-as-you-go” strategy.  In this case an LGU fi nances improvement 
expenditures from current and previous operating surpluses.

 Th is is the traditional and best known way of fi nancing LGU infrastructure 
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projects in the Philippines with the excess of LGU revenues over LGU expenses 
in the current year used to fi nance infrastructure outlays for the next (and even 
subsequent) year(s).

 Th e impact of the two strategies can diff er to a great extent in terms of accountability, 
investment (and lending) costs, the impact on the behavior of service providers, and 
the distribution of the burden between the direct benefi ciaries of the service and those 
who would like to save.

iv. Fourth, depending on the fi nancing strategy selected, the appropriate fi nancing 
instrument is selected based on the following considerations.

• Legality – For example, LGUs cannot issue general obligation bonds to fi nance 
LGU operations as well as non-income generating projects.iv   Th ey may however, 
issue revenue bonds to fi nance income-producing projects. LGUs may contract 
“loans, credits and other forms of indebtedness with any government or domestic 
private bank and lending institutions to fi nance the construction, installation, 
improvement, expansion, operation or maintenance of public facilities, 
infrastructure facilities, housing project, the acquisition of real property and the 
implementation of other capital investment projects subject to such terms and 
conditions as may be agreed upon by the local government unit and the lender.”v

• Characteristics of the sources – internal or external to the provincial government, 
i.e., local revenues vs. borrowings and grants; currency denomination (local vs. 
foreign); fi nance cost such as borrowing rate or opportunity cost of internal 
funds of the provincial government; repayment period including provision of loan 
rollovers, other loan availment conditions including collateral, “tied-up purchases”, 
and documentation requirements.

• Adequacy of the funds with respect to project capital and MOOE requirements.
• Impact on the province including budgetary impact such as necessary belt 

tightening measures including the deferment or even cancellation of other 
projects.

• Political and administrative feasibility, e.g., raising of fee and tax rates to service 
debt requirements; and ability to prepare elaborate project documentation 
requirements such as pre-feasibility and feasibility studies.
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d.  Resource mobilization tool

Th e 1991 LGC provides LGUs with powerful resource mobilization tools that can be grouped 
into fi ve distinct classes of potential revenue sources.  Th ese are:

i. Land-based tools;
ii. Community activity-based tools;
iii. Infrastructure-based tools;
iv. Debt-based tools; and
v. Revenue sharing tools.

Most of these tools are being eff ectively used by rapidly growing LGUs in the Philippines, 
Th ailand and Indonesia. 

Annex G presents a more detailed presentation of this revenue tool kit for LGUs.

Figure 5 presents the PDIP fi nancing plan formulation process and fi nancing options.

Aside from the two credit market-based case studies in Part IV of this guideline, illustrations 
of LGU revenue mobilization eff orts are in these guidelines’ Volume 4 (Tools and Techniques 
for Budgeting and Public Expenditure Management). 

Information about ODA lines are shown in Annex H.  Table H.1, in particular presents the 
form, thrust, and terms of ODA lines available as of July 2005 while Table H.2 enumerates and 
describes the thrust, time duration, and amount of ODA lines available to LGUs. While the 
specifi c terms and conditions of these ODA lines may change over time, they provide a good 
reference for what might be expected in tapping ODA sources.
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Figure 5.  PDIP Investment Financing Plan Formulation Process and Financing Options
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e. Credit fi nancing

Th e use of credit fi nancing to fi nance PDIP projects is expected to grow in importance in the 
coming years. LGUs may use Table 11 as a guide in selecting the mode of credit fi nancing 
appropriate for them.

i. A BOT-type of project fi nancing may be considered for PDIP projects where the 
province:
• Has no suffi  cient funds available for the counterpart or equity requirements 

(usually, 20 to 30% of total project costs).
• Wants to maximize private sector participation.
• Wants to avoid political pressures in the setting of rates as well as in the use of the 

facility to be fi nanced.

ii. A direct loan from private or government fi nancing institutions may be considered for 
the fi nancing of projects where the province:
• Intends to use the loan proceeds to fi nance vital infrastructure or development 

projects that are not self-liquidating or directly income-generating.
• Wants full borrowing predictability arising from fi xed loan terms in terms of 

interest rate and regular annual repayment periods.
• Does not have the capability or the means to engage fi nancial advisors to prepare 

the required feasibility studies and related project packaging requirements.
• Is willing to pay higher interest rates and be subjected to less fl exible loan terms.
• Is willing to incur opportunity losses as well as project escalation arising from 

delayed loan approval periods in the case of special national government-managed 
lending lines like those of the Municipal Development Fund Offi  ce (MDFO).

iii. A municipal bond fl oat may be considered for the fi nancing of projects where the 
province:
• Intends to use the bond proceeds to fi nance self-liquidating and directly income 

generating projects.
• Wants to have the option of taking advantage of anticipated downward tends in 

interest rates.
• Wants to maximize their discretion in the design of the project as well as the 

fi nancing terms, especially the repayment period — they may opt for regular equal 
payments or for a balloon payment at the end.

• Has the capability or the means to engage fi nancial advisors to prepare the 
required feasibility studies and related project packaging requirements.

• Wants to encourage citizen participation as well as increased citizen savings 
through bond retail sales to its constituency.
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Item BOT and 
its Variants Municipal Bond Flotation Direct Loans

Types of Projects Revenue-generating 
projects, usually urban 
utilities, services, and 
facilities

Revenue-generating 
projects, usually urban 
utilities, services, and 
facilities 

Revenue-generating 
projects, usually urban 
utilities, services, and 
facilities

Who Prepares Project 
Studies

Private sector proponent 
so evaluation is usually 
from the point of view of 
the investor

LGU Financing institution so 
evaluation is from their 
point of view 

Project Viability BOT Operator normally 
looks at the Build-
Operate period only.  
Project operability after 
the Transfer period is 
not usually considered 
such that the facility 
often suff ers from 
major breakdowns and 
sometimes ceases to 
be functional after the 
transfer.

LGU looks at the long-term 
impacts of the project on 
the local residents.

Financing looks at the 
project only within the 
loan period.

Public Participation in 
project related fi nancial 
gains

None Residents may buy 
bonds, thus allowing 
them to invest in the 
growth of their locality.  
Residents earn interest 
while holding the bonds

None

Private Sector 
Participation in Project

Promotes private 
sector participation.  
However, there arises 
some diffi  culty in 
forging a viable working 
public-private sector 
relationship due to 
diff erences in operating 
styles. 

Limited Limited

LGU Counterpart Land IRA, Land IRA, Land

Guarantee No guarantee.  Large 
BOT projects are usually 
subject to currency 
fl uctuations.

Guaranteed by either 
LGUGC or a private 
fi nancial institution

No guarantee

Public Concern and 
Accountability

Since management of 
the facility or service 
resides with the BOT 
operator, this gives rise 
to adverse public opinion 
and suspicion.  Public 
safety implications are 
sometimes overlooked.

As the LGU is the issuer of 
the bond and implementor 
of the project, it is able to 
take the interests of the 
residents in the design of 
the bond. 

Although the LGU as 
implementor of the 
project is accountable 
to the public, it is at 
the mercy of the fi xed 
and usually infl exible 
fi nancing institution loan 
terms and conditions.

Table 11: Comparative Features of BOT, Bond Flotation, and Commercial Bank Loans
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Item BOT and 
its Variants Municipal Bond Flotation Direct Loans

Who Determines 
Interest Rate/ROI

Private sector determines 
rate of return, which is 
high – 20 to 22% - to 
recover proponent’s large 
investment, usually 
resulting to high user 
charges. 

LGU (with help of 
fi nancial advisor) designs 
terms including interest 
rates and user charges. 
Normally considers the 
public interest.

Financing institution 
offi  cials would like to 
recover their investment 
at the shortest possible 
time & determine 
interest rate based on 
their weighted average 
cost of money.  Interest 
rates usually subject to 
re-pricing.  

Interest Rate No interest payment. 
Cost comes in the form of 
opportunity cost.

Usually lower than 
commercial bank loan 
rate and 2 to 2.5% higher 
than 182 day T-Bill rate.

Usually higher than 
municipal bond rate.

Who Determines  
Aff ordability of 
Resulting User Fees/
Charges

Private sector proponent LGU studies usually 
done thoroughly since 
constituents are aff ected.  

Financing institution

Principal Payments None May be at the end of the 
period depending on the 
bond design

Usually with a grace 
period of up to 2 years. 

Length of Process Needs to go through 
lengthy application and 
negotiation process and 
several government 
agencies for approval.

Sanggunian Resolution 
needed. Relatively short 
period required from 
evaluating project to 
fl oating bonds. 

Sanggunian Resolution 
needed. Relatively 
short period to get loan 
approved. 

Promotion of Self-
Reliance

LGU relies on the 
initiative and fi nancial 
capacity of the BOT 
Operator. 

Promotes self-reliance 
as the LGU determines 
the terms and conditions 
for its indebtedness.  
It allows its residents 
to save and earn from 
the interest earnings. 
The LGU also taps the 
enormous funds of the 
capital market. 

Project depends on the 
fi nancing institution’s 
guidelines and 
implementing rules.

Finalizing the Investment Schedule

Th e annual balance between PDIP project costs and expected available funds for PDIP 
fi nancing will generally determine the fi nal investment schedule.
Th ere is, however, some leeway to fi netune the investment schedule in terms of timing and 
staging based on the following considerations: 

a. Projects should be phased so as to take maximum advantage of alternative fi nancing 
opportunities;

b. Certain projects may be coordinated and combined during implementation to 
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maximize cost savings and minimize inconvenience and disruptions; and
c. Adequate time must be provided for preparing plans and specifi cations, arranging 

fi nancing, and the public competitive bidding process.

Th e two cases presented in the last part of this volume illustrate the vital link between 
physical planning, investment programming and revenue mobilization.  While the 
connections were largely arrived at in an ad-hoc, zigzagging and trial and error manner, the 
lessons learned indicate the potential development pay-off s to a properly and systematically 
prepared investment program. Also, similarly situated LGUs can learn from the cases, and 
hopefully avoid future costly history-repeating scenarios. Case 1 (Calatagan, Batangas) 
describes the success story of a fi fth class municipality in bond fl otation. Case 2 (Province of 
Cagayan) shows how a province can take advantage of a strategically-located idle property 
within a component city, and redevelop it to serve as lever in moving the province towards its 
development vision.

Step 6.  Legally Adopt the PDIP

After the fi nal PDIP fi nancing plan and investment schedule have been prepared, they are 
packaged into a draft PDIP and thereafter legally adopted by the Sangguniang Panlalawigan.

Preparing the draft PDIP

As a written document, the PDIP should include: 

a. Th e message or accompanying letter signed by the Provincial Governor, presenting in 
narrative form the main trends that infl uenced the drawing up of the PDIP, including 
mandates.

b. A summary of the PDIP projects grouped by sector and specifi cally presenting the 
following:

i. Project title;
ii. Annual estimated costs — investment and current operating and maintenance 

costs;
iii. Priority order;
iv. Implementation period;
v. Recommended methods of fi nancing; and
vi. Supplementary charts, tables and/or maps.

A sample PDIP project summary is shown in Table 12.  
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c. An investment budget summary providing total investment expenditures by year for 
road improvements, water system, sewer system, etc., a sample of which is shown in 
Table 13.

d. A revenue summary, listing revenue sources (including property taxes, user fees, 
internal revenue allotments, grants, debt fi nancing, etc.) for each year.  A form table is 
shown in Table 14.

e. List of projects that require more detailed studies and project packaging. Some 
PDIP investment projects, especially those that will require external fi nancing, will 
have to be subjected to more rigorous fi nancial and economic benefi t cost analyses.  
Th ese analyses will be part of the pre-feasibility and feasibility studies required in 
project packaging. Th e guidelines for these types of analyses are covered in the PED 
Guidelines.

f. Segregated summary AIP based on the appropriate current year slice of the PDIP for 
consideration in the annual budget. (See Table 15.)

Legally adopting the PDIP

Once the draft PDIP has been prepared, it is presented to the PDC en banc for review and 
offi  cial endorsement to the Sangguniang Panlalawigan. Th e Sangguniang Panlalawigan then 
deliberates on the PDIP and legally adopts the six-year PDIP with tentative approval of the 
project scheduling in the second year and thereafter through an appropriate resolution.

Th e current year slice or AIP should be endorsed for consideration in the annual provincial 
budget.

Since adoption of the PDIP by the Sangguniang Panlalawigan is not a binding commitment to 
fund programs beyond the fi rst year, the succeeding years’ slices will be subjected to review 
and updating during the annual pre-budget period.
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Project Title Year(s) of 
Implementation

Total Project 
Cost

Annual Financial Requirements

2007 2008 2009 2010 2011 2012

A.  Infrastructure Devt.

  Project A

  Project B

B.  Economic Devt.

  Project E

  Project F

C.  Social Devt.

  Project G

  Project H

D.  Environment Mgt.

  Project I

  Project J

A.  Local Admin. & Mgt.

  Project K

  Project L

Revenue Source 2007 2008 2009 2010 2011 2012

Real Property Taxes

Business Taxes

Other Taxes

Income from Economic Enterprises

Interest Income

Proceeds from Borrowings

Total Revenues

Table 13.  PDIP Investment Budget Summary

Table 14.  PDIP Revenue Summary
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Instructions:

The AIP form shall be prepared by the planning and budget offi  ces of the local government unit based on the 
approved Local Development Plan of the LGU as approved by the Local Sanggunian. The annual component of the 
Capital Expenditure (Capex) shall be inputted by the Planning Offi  cer and shall be integrated by the Budget Offi  cer 
together with the Personal Services (PS), Maintenance and Other Operating Expenses (MOOE) and other Capital 
Outlay (CO) into the total resource Annual Investment Program as basis for the preparation of the Annual Budget.

Column 1.  Indicate the reference code for the sector/sub-sector as per UBOM in order to facilitate consolidation of 
requirements.

Column 2.  Describe briefl y the program/project/activity to be implemented and accomplished by the LGU 

Column 3.  Identify the offi  ce/department that will implement the program/project/activity.

Columns 4&5. S pecify the targeted starting and completion date. 

Column 6.  Describe the output or results in quantifi ed terms (e.g. 3 kilometers of concrete road, 200 cavans of 
palay per hectare,10 hectares of reforested area, 400 pupils functionally literate, 5% reduction  in infant 
mortality rate).

Column 7.  Indicate the funding source of the program/project/activity. Specify if sourced locally from the General 
Fund or grant/loan from outside sourcing or subsidy from the national government.

Column 8.  Indicate the estimated amount of the program/project/activity  broken down into PS, MOOE and CO.

This form has to be signed by the Local Development and Planning Coordinator and Budget Offi  cer and attested 
by the Local Chief Executive or his duly authorized representative.

____________________________________
Source: Annex A, DILG-NEDA-DBM-DOF Joint Memorandum Circular No.1, series of 2007. 

Step 7.  Update the PDIP

Rationale for PDIP updates

Th e PDIP needs to be updated annually because:

a. Th ere is a need to maintain a ready six-year development investment portfolio attuned 
to the development needs of the LGU;

b. PDIP allocations may change over time because:
i. Anticipated funding may not materialize;
ii. Emergencies and unanticipated circumstances may result in allocating fi nancial 

resources to projects not listed in the PDIP;
iii. New development investment needs may be identifi ed by the PDPFP.
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Sources of PDIP updates

a. AIP projects left out of the current year capital budget during the budget hearings 
because of reduced budget allocation.

b. Projects included in the current year capital budget that were not implemented during 
the year because of revenue short-falls or unforeseen delays.

c. Occurrence of emergencies such as calamities, unforeseen circumstances, and 
unanticipated revenue shortfalls.

d. Projects included in latter years’ PDIP implemented in the current year.

e. Projects which have already been subjected to the PDIP evaluation process but were 
left out of the current six-year PDIP because of lack of funds.

f. New projects or changes in existing PDIP projects arising from adjustments/changes 
in the PDPFP.

Review and updating process

Th e adoption of the PDIP does not complete the process. Once 
the province has legally adopted the PDIP, the PDIP enters the 
implementation phase. Th e department heads are charged with 
overseeing that projects are undertaken and completed in the time 
frame set forth in the PDIP.

It may be useful to have department heads submit regular 
progress reports concerning the status of PDIP projects to 
identify any potential for cost overruns, delays, or shifts in the 
project timeline, problems with the competitive bidding process, 
etc.

Project fi nancing has to be arranged and implemented. Each 
year the province should review, revise, and extend the PDIP for 
another year so that it always encompasses the same period. 

Th e PDIP as a six-year rolling plan is illustrated in Figure 6.

With a Sangguniang Panlalawigan-approved six-year PDIP, the Annual Investment Program 
AIP), the relevant current year slice of the PDIP becomes the basis for the preparation of the 
budget. Th e AIP will be fi rmed up to take into account new priorities and resource levels.

The PDIP will be 
updated annually to 

reflect changing 
field and financing 
conditions, and to 

include new project 
requests arising 
from changes/

adjustments in the 
PDPFP
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Th e fi rmed-up AIP then becomes the basis for the preparation of the annual provincial budget.

Th is process gives the provincial investment programming-budgeting process a multi-year perspective 
and essentially shortens the required pre-budget activities.

Th e proposed PDIP review and updating process covers the following:

a. Th e PDIP will be updated annually to refl ect changing fi eld and fi nancing conditions, and to 
include new project requests arising from changes/adjustments in the PDPFP.

b. Th e PDIP secretariat will come up and furnish the PDIP Committee with quarterly reports 
tracking the status of project implementation and revenue sources collected for the project.

c. Th e PDIP secretariat will monitor and conduct an evaluation of project results within six 
months after completion of a PDIP project.

d. Current year PPAs left out in the capital budget or were not implemented because of revenue 
shortfalls or because of unforeseen circumstances should be considered next year. 

e. Latter years’ PDIP projects implemented in the current year will be replaced in the relevant 
year by the highest priority project(s) of the succeeding year.

f. Scale, cost and timing adjustments for existing PDIP projects will be inputted directly into the 
PDIP without having to undergo the PDIP process.

g. Emergency projects such as damage repairs/rehabilitation for existing infrastructure will be 
inputted directly into the current year AIP without any need to undergo the PDIP process.

h. PPAs already subjected to the PDIP evaluation process but left out of the current 6-year PDIP 
because of lack of suffi  cient funding will be put into the portfolio of stand-by project PPAs, and 
will be included as part of the sixth year PDIP in the updated PDIP of the succeeding year.

i. New PPA proposals generated by changes/adjustments in the PDPFP will go into a portfolio of 
stand-by projects to be subjected to the PDIP process before inclusion into the PDIP.

j. Th e entire PDIP will be subjected to a major update every three years based on the three-
year review and update of the PDPFP.  Consistent with the DILG-NEDA-DOF-DBM Joint 
Memorandum Circular (JMC) No. 1, series of 2007, the time frame for the major update will 
have to be done such that the AIP will be available for the budget call of the succeeding year. 
Assuming that the major update of the PDPFP is started towards the end of Year 3 up to the 
fi rst quarter of Year 4, the major PDIP update including the required Year 4 AIP should be 
ready for the Year 4 budget call in July.
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Figure 6. The Six-Year Rolling PDIP
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ENDNOTES

i    Developed by M. Hill during the late 1960s for the valuation of alternative plans.
ii     Th is is based on the methodology developed by the author and published in the USAID-

DSUD CIP Manual (See B.V. Cariño et. al).  A similar approach is being used by LGUs in 
preparing their LDIPs.

iii   See the World Development Report 1988, p. 159.
iv   Sec. 299 of the 1991 LGC states that “…provinces, cities, and municipalities are hereby 

authorized to issue bonds, debentures, securities, collateral, notes and obligations to fi nance 
self-liquidating, income producing development or livelihood projects…”

v   Sec. 297 of the 1991 LGC.
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■  Annex A.1.  Use Of The Analytic Hierarchy Process (AHP)  
For PDIP Project Ranking

What Is the Analytic Hierarchy Process (AHP)?

Th e Analytic Hierarchy Process (AHP) was developed by Dr. Th omas Saaty at the Wharton 
School of Business and published as a book in 1980.1  It was designed to refl ect the way 
people actually think and is a powerful and fl exible decision-making process to help people 
set priorities and make the best decision when both qualitative and quantitative aspects 
of a decision need to be considered.  By reducing complex decisions to a series of pairwise 
comparisons, then synthesizing the results, AHP not only helps decision-makers arrive at the 
best decision, but also provides a clear rationale for the decision.

AHP allows decision-makers to model a complex problem in a hierarchical structure showing 
the relationships of the goal, objectives (criteria), and alternatives. 

AHP enables decision-makers to derive ratio scale priorities or weights as opposed to 
arbitrarily assigning them.  In so doing, AHP not only supports decision-makers by enabling 
them to structure complexity and exercise judgment, but allows them to incorporate both 
objective and subjective considerations in the decision process.2

AHP is a compensatory decision methodology because alternatives that are defi cient with 
respect to one or more objectives can compensate by their performance with respect to other 
objectives. AHP is composed of several previously existing but unassociated concepts and 
techniques such as hierarchical structuring of complexity, pair-wise comparisons, redundant 
judgments, an eigenvector method for deriving weights, and consistency considerations.

Principles and Axioms of the Analytic Hierarchy Process 3

AHP is built on a solid yet simple theoretical foundation.  Th e basic model is a pie chart.  If we 
draw a pie chart, the whole of the chart represents the goal of the decision problem.  Th e pie 
is organized into wedges, where each wedge represents an objective contributing to the goal.  
AHP helps determine the relative importance of each wedge of the pie.  Each wedge can then 
be further decomposed into smaller wedges representing sub-objectives.  And so on.  Finally, 
wedges corresponding to the lowest level sub-objectives are broken down into alternative 
wedges, where each alternative wedge represents how much the alternative contributes to that 
sub-objective.  By adding up the priority for the wedges for the alternatives, we determine how 
much the alternatives contribute to the organization’s objectives.

AHP is based on three basic principles: a) decomposition; b) comparative judgments, and c) 
hierarchic composition or synthesis of priorities.4 Th e decomposition principle is applied to 
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structure a complex problem into a hierarchy of clusters, sub-clusters, sub-sub clusters and 
so on.  Th e principle of comparative judgments is applied to construct pairwise comparisons 
of all combinations of elements in a cluster with respect to the parent of the cluster.  Th ese 
pairwise comparisons are used to derive “local” priorities of the elements in a cluster with 
respect to their parent.  Th e principle of hierarchic composition or synthesis is applied to 
multiply the local priorities of elements in a cluster by the “global” priority of the parent 
element, producing global priorities throughout the hierarchy and then adding the global 
priorities for the lowest level elements (the alternatives).

All theories are based on axioms.  Th e simpler and fewer the axioms, the more general 
and applicable is the theory.  Originally, AHP was based on three relatively simple axioms.  
Th e fi rst axiom, the reciprocal axiom, requires that, if Pc (EA,EB) is a paired comparison of 
elements A and B with respect to their parent, element C, representing how many times more 
the element A possesses a property than does element B, then Pc (EB,EA) =1/ Pc (EA,EB).  For 
example, if A is 15 times larger than B, then B is one fi fth as large as A.

Th e second, or homogeneity, axiom states that the elements being compared should not 
diff er by too much, else there will tend to be larger errors in judgment.  When constructing a 
hierarchy of objectives, one should attempt to arrange elements in a cluster so that they do not 
diff er by more than an order of magnitude.  

Th e third axiom states that judgments about, or the priorities of, the elements in a hierarchy 
do not depend on lower level elements.  Th is axiom is required for the principle of hierarchic 
composition to apply.  While the fi rst two axioms are always consonant with real world 
applications, this axiom requires careful examination, as it is easily violated.  Th us, while the 
preference for alternatives is almost always dependent on higher level elements, the objectives, 
the importance of the objectives might or might not be dependent on lower level elements, the 
alternatives. 

A fourth axiom, introduced later by Saaty, says that individuals who have reasons for their 
beliefs should make sure that their ideas are adequately represented for the outcome to match 
these expectations.  

Advantages

Th e Analytic Hierarchy Process overcomes the problems with weights and scores 
approaches.  Problems with weights and scores approaches are overcome by using pairwise 
relative comparisons and incorporating redundancy, thus reducing errors and providing a 
measure of the consistency of judgments.  Humans are much more capable of making relative 
rather than absolute judgments.  Th e use of redundancy permits accurate priorities to be 
derived from verbal judgments even though the words themselves are not very accurate5.  
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Words can be used to compare qualitative factors and derive ratio scale priorities that can be 
combined with quantitative factors. 

Weights or priorities are not arbitrarily assigned.  By using the AHP pairwise comparison 
process, weights or priorities are derived from a set of judgments that are expressed either 
verbally, numerically, or graphically.  While it is diffi  cult to justify weights that are arbitrarily 
assigned, it is relatively easy to justify judgments and the basis (hard data, knowledge, 
experience) for the judgments.  Th ese weights or priorities are ratio level measures, not counts.  

Th e theory of AHP does not demand perfect consistency.  AHP allows inconsistency, 
but provides a measure of the inconsistency in each set of judgments.  Th is measure is an 
important by-product of the process of deriving priorities based on pairwise comparisons.  An 
inconsistency ratio of about 10% or less is usually considered acceptable, but the particular 
circumstance may warrant the acceptance of a higher value.  It is important that a low 
inconsistency not become the goal of the decision-making process.  A low inconsistency is 
necessary but not suffi  cient for a good decision.  It is possible to be perfectly consistent but 
consistently wrong.  It is more important to be accurate than consistent.

Th ere are several causes of inconsistency:

• Clerical error.  Th e most common cause of inconsistency is clerical error.  Th ese 
errors, however, can easily be detected by a computer program for AHP, such as 
Expert Choice.   

• Lack of information.  If one has little or no information about the factors being 
compared, then judgments will appear to be random, and a high inconsistency ratio 
will result.

• Lack of concentration during the judgment process.  Th is can happen if the people 
making judgments become fatigued, at which point it is time to stop and resume later, 
or are not really interested in the decision.

• Actual lack of consistency in whatever is being modeled.  Th e real world is rarely 
perfectly consistent and is sometimes fairly inconsistent.  Professional sports is a good 
example.  It is not too uncommon for Team A to defeat Team B, after which Team B 
defeats Team C, after which team C defeats Team A.  Inconsistencies such as this may 
be explained as being due to random fl uctuations, or to underlying causes (such as 
match-ups of personnel), or to a combination.  Regardless of the reasons, real world 
inconsistencies do exist and thus will appear in our judgments.
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• “Inadequate” model structure. Ideally, one would structure a complex decision in 
a hierarchical fashion such that factors at any level are comparable, within an order 
of magnitude or so, of other factors at that level.  Practical considerations might 
preclude such a structuring and it is still possible to get meaningful results.  Suppose, 
for example, we compared several items that diff ered by as much as two orders of 
magnitude.  One might erroneously conclude that the AHP scale is incapable of 
capturing the diff erences since the scale ranges6 from 1 to 9.  However, because the 
resulting priorities are based on second, third, and higher order dominances, AHP can 
produce priorities far beyond an order of magnitude, e.g., if A is nine times B, and B 
is nine times C, then the second order dominance of A over C is 81 times.  A higher 
than usual inconsistency ratio will result because of the extreme judgments necessary. 
If one recognizes this as the cause, (rather than a clerical error for example), one can 
accept the inconsistency ratio even though it is greater than 10%.

Compensatory and Non-Compensatory Decisionmaking.  AHP is a compensatory decision 
methodology because alternatives that are defi cient with respect to one or more objectives 
can compensate by their performance with respect to other objectives.  Hogarth7  said that 
the most straightforward, and in many ways most comprehensive strategy (for choice), is the 
so-called linear compensatory model.  Under a set of not too restrictive assumptions, the 
linear compensatory model is quite a good choice model from a normative viewpoint.  At a 
descriptive level, the linear model has been shown to be remarkably accurate in predicting 
individual judgments in both laboratory and applied settings.8

Disadvantages

Th e only disadvantage of the AHP is the need for an expensive computer program like Expert 
Choice to handle a large number of projects and multiple criteria exceeding 5.

The AHP Rating System

Comparative 
Importance Defi nition Explanation

1 Equally important Two decision elements (e.g., indicators) equally 
infl uence the parent decision element.

3 Moderately more important One decision element is moderately more infl uential 
than the other.

5 Strongly more important One decision element has stronger infl uence than the 
other.

Table A.1 AHP Scoring System
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Comparative 
Importance Defi nition Explanation

7 Very strongly more important One decision element has signifi cantly more infl uence 
over the other.

9 Extremely more important The diff erence between infl uences of the two decision 
elements is extremely signifi cant.

2, 4, 6, 8 Intermediate judgment values Judgment values between equally, moderately, 
strongly, very strongly, and extremely.

ReciprocalS If v is the judgment value when i is compared to j, then 
1/v is the judgment value when j is compared to i.

Sample Application to the PDIP Prioritization Process

Step 1:
Use the development objectives of the PDPFP as evaluation criteria.  In this example, 
it is assumed that the PDPFP has four development objectives (or evaluation criteria) 
against which overall provincial development is to be measured.

Evaluation criteria against which 
projects will be assessed

Development objectives
fromPDPFP

1 Improved local
revenue generation

2 Improved community
facilities/utilities

3 Improved transport
infrastructure

4 Better environment

Step 2:
Prepare the A-matrix, which makes a pairwise comparison of the evaluation criteria 
with the overall goal — the development of the   province.  Th e comparisons make use 
of the scoring system shown in Table A.1.  Note that the diagonals are always equal to 
1.  Th e comparison of improved community facilities/utilities with improved revenue 
generation = 0.11111 is just the reciprocal of the comparison of improved revenue 
generation with improved community facilities/utilities that was rated a 9.0.
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Pairwise Comparison of Criteria (Objectives) with the Overall Goal (A-Matrix)

Evaluation Criteria Improved local 
revenue generation

Improved 
community

facilities/utilities

Improved
transport

infrastructure

Better
environment

Improved local 
revenue
generation

1.00000 9.00000 9.00000 5.00000

Improved 
community
facilities/utilities

0.11111 1.00000 1.00000 5.00000

Improved transport
infrastructure 0.11111 1.00000 1.00000 1.00000

Better environment 0.20000 0.20000 1.00000 1.00000

Column Total 1.42222 11.20000 12.00000 12.00000

Step 3:
Prepare the normalized criteria matrix.  Th e last column or the w-vector is the 
row sum divided by the number of criteria, in this case, 4.  Th e elements of the w-
vector serve as the priority weights for each of the objective or evaluation criteria.

Normalized Citeria (Objectives) Matrix

Row Sum

Priority 
Weights

for 
Objectives

(w-
Vec tor)

Evaluation Criteria

Improved 
local 

revenue
generation

Improved 
community

facilities/
utilities

Improved
transport

infrastructure

Better
environment

Improved local revenue
generation 0.70313 0.80357 0.75000 0.41667 2.67336 0.66834

Improved community
facilities/utilities 0.07813 0.08929 0.08333 0.41667 0.66741 0.16685

Improved transport
infrastructure 0.07813 0.08929 0.08333 0.08333 0.33408 0.08352

Better environment 0.14063 0.01786 0.08333 0.08333 0.32512 0.08129

Column Total 1.00000 1.00000 1.00000 1.00000 1.00000
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Step 4:
Do a consistency analysis to check on the consistency of the ratings made.  In this case, the 
results indicate that the ratings that were given are largely consistent.

Consistency Analysis

A Matrix w  Vector (A*w) Vector x Vector=
(A*w) /w)

1.00000 9.00000 9.00000 5.00000 0.66834 3.32813 4.98

0.11111 1.00000 1.00000 5.00000 0.16685 0.73107 4.38

0.11111 1.00000 1.00000 1.00000 0.08352 0.40592 4.86

0.20000 0.20000 1.00000 1.00000 0.08129 0.33185 4.08

Results of Consistency Analysis

Consistency 
Ratio (CI)1 0.33

Threshold 
value for CI2 1.00

Consistency of 
Preference Consistent

1   Computed as (Largest value in the x vector-      -n)/(n-1) & n=no. of criteria 
2   A consistency ratio =0 indicates perfectly consistent judgements while a value of 1 indicates randomness in 
the judgement.  The larger the value the more inconsistent the judgements. 

Step 5:
Do a pairwise comparison of each project proposed for inclusion in the PDIP with each of 
the objective or evaluation criteria.  Th is example uses a set of fi ve projects assumed to be 
identifi ed in the PDPFP.  Th is set of projects shown in the following table and the development 
objectives were used in the four training runs conducted for these guidelines.

Project Project Cost in Million Php
1 New Town Center Php  225.50

2 Urban Park Php    55.00

3 Urban Connecting Road Widening Php    20.00

4 Main Street Improvements Php    10.50

5 Urban Drainage Upgrading & Expansion Php 492.50

adb neda vol3 FINAL 080407.indd 79adb neda vol3 FINAL 080407.indd   79 7/8/07 12:34:327/8/07   12:34:32



GUIDELINES ON PROVINCIAL/LOCAL PLANNING AND EXPENDITURE MANAGEMENT80

ASIAN DEVELOPMENT BANK

Pairwise Project Comparison Matrix with respect to Criterion 1

Criterion 1 Improved local revenue generation

Project New Town 
Center Urban Park

Urban 
Connecting

Road Widening

Main Street
Improvements

Urban 
Drainage

Upgrading &
Expansion

New Town Center 1.00 7.00 9.00 9.00 9.00

Urban Park 0.14 1.00 1.00 1.00 1.00

Urban Connecting
Road Widening 0.11 1.00 1.00 1.00 1.00

Main Street
Improvements 0.11 1.00 1.00 1.00 1.00

Urban Drainage
Upgrading &
Expansion

0.11 1.00 1.00 1.00 1.00

Column Total 1.48 11.00 13.00 13.00 13.00

Pairwise Project Comparison Matrix with respect to Criterion 2

Criterion 2 Improved local revenue generation

Project New Town 
Center Urban Park

Urban 
Connecting

Road Widening

Main Street
Improvements

Urban 
Drainage

Upgrading &
Expansion

New Town Center 1.00 1.00 3.00 3.00 3.00

Urban Park 1.00 1.00 2.00 2.00 2.00

Urban Connecting
Road Widening 0.33 0.33 1.00 1.00 1.00

Main Street
Improvements 0.33 0.50 1.00 1.00 1.00

Urban Drainage
Upgrading &
Expansion

0.33 0.50 1.00 1.00 1.00

Column Total 3.00 3.33 8.00 8.00 8.00
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Pairwise Project Comparison Matrix with respect to Criterion 3

Criterion 3 Improved local revenue generation

Project New Town 
Center Urban Park

Urban 
Connecting

Road Widening

Main Street
Improvements

Urban 
Drainage

Upgrading &
Expansion

New Town Center 1.00 3.00 0.11 0.11 0.33

Urban Park 0.33 1.00 0.20 3.00 0.33

Urban Connecting
Road Widening 9.00 9.00 1.00 1.00 7.00

Main Street
Improvements 9.00 9.00 1.00 1.00 7.00

Urban Drainage
Upgrading &
Expansion

3.00 3.00 0.14 0.14 1.00

Column Total 22.33 25.00 2.45 5.25 15.67

Pairwise Project Comparison Matrix with respect to Criterion 4

Criterion 4 Improved local revenue generation

Project New Town 
Center Urban Park

Urban 
Connecting

Road Widening

Main Street
Improvements

Urban 
Drainage

Upgrading &
Expansion

New Town Center 1.00 0.20 0.20 0.20 0.20

Urban Park 0.33 5.00 1.00 1.00 1.00

Urban Connecting
Road Widening 5.00 0.33 1.00 1.00 0.33

Main Street
Improvements 5.00 7.00 5.00 1.00 0.33

Urban Drainage
Upgrading &
Expansion

5.00 1.00 3.00 3.00 1.00

Column Total 16.33 13.63 10.20 6.20 2.87
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Normalized Pairwise Project Comparison=Normalized Columns

Row Sums of 
Normalized 

Columns

Project 
Priorityw/respect 
to Criterion-Ave. 

Project
Contibution to  
Criteria=Row
Sums/No. of 

Projects

Priority 
Weight 

for 
Criteria

Criterion 1 Improved local revenue generation

0.67

Project New Town 
Center Urban Park

Urban 
Connecting

Road Widening

Main Street
Improvements

Urban 
Drainage

Upgrading &
Expansion

New Town Center 0.69 0.64 0.69 0.69 0.69 3.39 0.68

Urban Park 0.10 0.09 0.08 0.08 0.08 0.42 0.08

Urban Connecting
Road Widening 0.08 0.09 0.08 0.08 0.08 0.40 0.08

Main Street
Improvements 0.08 0.09 0.08 0.08 0.08 0.40 0.08

Urban Drainage
Upgrading &
Expansion

0.08 0.09 0.08 0.08 0.08 0.40 0.08

Column Total 1.00 1.00 1.00 1.00 1.00 1.00

Normalized Pairwise Project Comparison=Normalized Columns

Row Sums of 
Normalized 

Columns

Project 
Priorityw/respect 
to Criterion-Ave. 

Project
Contibution to  
Criteria=Row
Sums/No. of 

Projects

Priority 
Weight 

for 
Criteria

Criterion 2 Improved local revenue generation

0.67

Project New Town 
Center Urban Park

Urban 
Connecting

Road 
widening

Main Street
Improvements

Urban 
Drainage

Upgrading &
Expansion

New Town Center 0.33 0.30 0.38 0.38 0.38 1.76 0.35

Urban Park 0.33 0.30 0.25 0.25 0.25 1.38 0.28

Urban Connecting
Road Widening 0.11 0.10 0.13 0.13 0.13 0.59 0.12

Main Street
Improvements 0.11 0.15 0.13 0.13 0.13 0.64 0.13

Urban Drainage
Upgrading &
Expansion

0.11 0.15 0.13 0.13 0.13 0.64 0.13

Column Total 1.00 1.00 1.00 1.00 1.00 1.00

Step 6
Do a normalized pair-wise project comparison,
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Normalized Pairwise Project Comparison=Normalized Columns

Row Sums of 
Normalized 

Columns

Project 
Priorityw/
respect to 

Criterion-Ave. 
Project

Contibution to  
Criteria=Row
Sums/No. of 

Projects

Priority 
Weight for 

Criteria

Criterion 3 Improved local revenue generation

0.08

Project New Town 
Center Urban Park

Urban 
Connecting

Road Widening

Main Street
Improvements

Urban 
Drainage

Upgrading &
Expansion

New Town Center 0.04 0.12 0.05 0.02 0.02 0.25 0.05

Urban Park 0.01 0.04 0.08 0.57 0.02 0.73 0.15

Urban Connecting
Road Widening 0.40 0.36 0.41 0.19 0.45 1.81 0.36

Main Street
Improvements 0.40 0.36 0.41 0.19 0.45 1.81 0.36

Urban Drainage
Upgrading &
Expansion

0.13 0.12 0.06 0.03 0.06 0.40 0.06

Column Total 1.00 1.00 1.00 1.00 1.00 1.00

Normalized Pairwise Project Comparison=Normalized Columns

Row Sums of 
Normalized 

Columns

Project 
Priorityw/
respect to 

Criterion-Ave. 
Project

Contibution to  
Criteria=Row
Sums/No. of 

Projects

Priority 
Weight 

for 
Criteria

Criterion 4 Improved local revenue generation

0.08

Project New Town 
Center Urban Park

Urban 
Connecting

Road widening

Main Street
Improvements

Urban 
Drainage

Upgrading &
Expansion

New Town Center 0.06 0.01 0.02 0.03 0.07 0.20 0.04

Urban Park 0.02 0.37 0.10 0.16 0.35 1.00 0.20

Urban Connecting
Road Widening 0.31 0.02 0.10 0.16 0.12 0.71 0.14

Main Street
Improvements 0.31 0.52 0.49 0.16 0.12 1.59 0.32

Urban Drainage
Upgrading &
Expansion

0.31 0.07 0.29 0.48 0.35 1.51 0.30

Column Total 1.00 1.00 1.00 1.00 1.00 1.00
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Note!

Step 7
Establish the total value of each project with respect to the overall goal.  Th e total 
value of each project is equal to its total weighted contribution to the overall 
development of the province.  For example, the value of the New Town Center = 
(0.68*0.67)+(0.35*0.17)+(0.05*0.08)+(0.04*0.08).

Project Priority

Project Project Value=Total Weighted 
Contribution of Each Project Global Project Priority (Rank)

New Town Center 0.52 1

Urban Park 0.13 2

Urban Connecting
Road Widening 0.11 3

Main Street
Improvements 0.13 4

Urban Drainage
Upgrading &
Expansion

0.11 5

Total 1.00

Th e relative project value vis-à-vis the total PDIP can also be compared to the relative cost 
share of each project to the total cost of the PDIP in a “Pareto” type analysis.

Project Value % Contribution to Total PDIP 
Cost

New Town Center 0.52 0.28

Urban Park 0.13 0.07

Urban Connecting
Road Widening 0.11 0.02

Main Street
Improvements 0.13 0.01

Urban Drainage
Upgrading &
Expansion

0.11 0.61

Total 1.00 1.00

 Th e new town center contributes 52% to the total development of the 
province while only taking up 28% of the total PDIP investment cost while 
that of urban drainage upgrading and expansion contributes 11% to the 
total development of the province while taking up 61% of the total PDIP 
investment cost.
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Note!

Th e results of this type of analysis can be used to further refi ne the prioritization 
process.  For example, the results could indicate an overestimation of the importance of 
revenue mobilization as a development objective of the province or it could indicate an 
underestimation of the eff ects of urban drainage on revenue mobilization, e.g., disruptions 
and damage arising from urban fl ooding could lessen the revenues derivable from the new 
town center or the derivable benefi ts from main street improvements, etc.  Th us, reviewing 
this portion of the AHP analysis could lead to questions that will guide the refi nement of the 
scoring and ranking process.

 Th e volume of the required matrix calculations increases exponentially as the 
number of criteria and the number of projects increases.  Without the use of 
expensive AHP software like Expert Choice, provincial planners may fi nd it 
laborious to use the technique for PDIP prioritization purposes for more than 
10 projects and more than fi ve criteria.

ENDNOTES

 1   Saaty, T.L., Th e Analytic Hierarchy Process, New York, N.Y., McGraw Hill, 1980, reprinted 
by RWS Publications, Pittsburgh, 1996.

2   Forman, E.H., “Th e Analytic Hierarchy Process as a Decision Support System,” Proceedings 
of the IEEE Computer Society (Fall, 1983).

3   Th e discussions in this section up to the section on Advantages is as downloaded from 
http://www.expertchoice.com/dbo/chapter4.pdf

4   T.L. Saaty, Fundamentals of Decision Making and Priority Th eory with the Analytic 
Hierarchy Process, RWS Publications, Pittsburgh PA., 1994, p. 337.

5   Expert Choice also has a numerical mode, which, for numerical aspects of a problem would 
be even more “accurate.”  But it is not always appropriate to use numbers in such a direct 
fashion because priorities derived directly from accurately measured factors do not take into 
account the decision makers utility.

6   Actually 9.9 using the Expert Choice numerical mode.
 7   Robin Hogarth, Judgment and Choice, John Wiley & Sons, New York, 1987, p.72.
8  Ibid, p. 74
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■  Annex A.2.  The Delphi Method1 

Background

Th e objective of most Delphi applications is to generate suitable information for decision 
making.  Th e Delphi Method is based on a structured process for collecting knowledge from 
a group of experts through a series of questionnaires interspersed with controlled opinion 
feedback.  Th e structure of the technique is intended to capitalize on the positive attributes of 
interacting groups (knowledge from a variety of sources, creative synthesis, etc.), while pre-
empting the negative aspects (attributable to social, personal and political confl icts, etc.).

Brief Description 

Four key features are necessary for defi ning a procedure as a “Delphi.”  Th ese are:

• Anonymity;
• Iteration;
• Controlled feedback; and
• Statistical aggregation of group response. 

Anonymity is achieved through the use of questionnaires.  By allowing the individual group 
members the opportunity to express their opinions and judgments privately, undue social 
pressures (such as from dominant individuals or from a majority) would be avoided.  Ideally, 
this would allow the individual group members to consider each idea on the basis of merit 
alone, rather than on the basis of potentially invalid criteria (such as the status of an idea’s 
proponent).  Moreover, with the iteration of the questionnaire over a number of rounds, the 
individuals are given the opportunity to change their opinions and judgments without fear of 
losing face.

Between each questionnaire iteration, controlled feedback is provided through which the 
group members are informed of the opinions of their anonymous colleagues.  Often feedback 
is presented as a simple statistical summary of the group response, usually comprising a mean 
or median value, such as the average group estimate of the date by when an event is forecast 
to occur.  Occasionally, additional information may also be provided, such as arguments 
from individuals whose judgments fall outside certain pre-specifi ed limits.  In this manner, 
feedback comprises the opinions and judgments of all group members and not just the most 
vocal.  At the end of the polling of participants (i.e., after several rounds of questionnaire 
iteration), the group judgment is taken as the statistical average (mean/median) of the 
panelists’ estimates on the fi nal round.
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Th e said four characteristics are necessary defi ning attributes of a Delphi procedure, although 
there are numerous ways in which they may be applied.  Th e fi rst round of the classical Delphi 
procedure is unstructured, allowing the individual experts relatively free scope to identify, 
and elaborate on, those issues they see as important.  Th ese individual factors are then 
consolidated into a single set by the monitor team, who produce a structured questionnaire 
from which the views, opinions and judgments of the Delphi panelists may be elicited in 
a quantitative manner on subsequent rounds.  After each of these rounds, responses are 
analyzed and statistically summarized (usually into medians plus upper and lower quartiles), 
which are then presented to the panelists for further consideration.  Hence, from the third 
round onwards, panelists are given the opportunity to alter prior estimates on the basis of 
the provided feedback.  Furthermore, if panelists’ assessments fall outside the upper or lower 
quartiles, they may be asked to give reasons why they believe their selections are correct 
against the majority opinion. Th is procedure continues until certain stability in the panelists’ 
responses is achieved.  Th e forecast or assessment for each item in the questionnaire is 
typically represented by the median on the fi nal round.

An important point to note here is that variations from the above Delphi ideal exist.  Most 
commonly, round one is structured in order to make the application of the procedure simpler 
for the monitor team and panelists; the number of rounds is variable, though concern seldom 
goes beyond one or two iterations (during which time most change in panelists’ responses 
occurs); and often, panelists may be asked for just a single statistic – such as the date  when 
an event has a 50% likelihood of occurring – rather than for multiple fi gures or dates 
representing degrees of confi dence or likelihood (e.g., the 10% and 90% likelihood dates), or for 
written justifi cations of extreme opinions or judgments. 

Advantages

In general, the Delphi method is useful in answering one, specifi c, single-dimension question.
Another advantage is that Delphi can be used in judgment and forecasting situations in 
which pure model-based statistical methods are not practical or possible because of the lack 
of appropriate historical, economic, and technical data, and thus where some form of human 
judgmental input is necessary.  

Th e method also allows input from a large number of participants than could feasibly be 
included in a committee meeting, and from members who are geographically dispersed. 

Disadvantages

Th e following are some major concerns about the Delphi method:

• Discounting the future.  Future (and past) happenings are not as important as the 
current ones; therefore one may have a tendency to discount the future events. 
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• Th e simplifi cation urge.  Th ere is always the possibility that reactions between 
forecasted items may not be fully considered.  Th e experts may judge the future of 
events in isolation from other developments.  Th us, the method cannot be used to 
determine complex forecasts concerning multiple factors.  In this case, the use of the 
cross impact matrix method of forecasting integrated with the Delphi method would 
be helpful. 

• Illusory expertise.  Some of the experts may be poor forecasters.  Th e expert tends 
to be a specialist and thus views the forecast in a setting which is not the most 
appropriate one. 

• Sloppy execution.  Execution of the Delphi process may lose the required attention 
easily. 

• Format bias.  It should be recognized that the format of the questionnaire may be 
unsuitable to some participants. 

• Manipulation of Delphi.  Th e responses can be altered by the monitors in the hope of 
moving the next round responses in a desired direction.

Potential Application to the PDIP Process

Th e technique, while largely used for forecasting purposes, may be used to solicit the opinions 
of the policymakers as well as experienced provincial government staff  members and members 
of the PDC regarding the weights to be given to the evaluation criteria.  However, given the 
fact that most of the disadvantages of the method can be found in most of the expected PDIP 
fora, the results using the laborious technique may be no superior to the way the GAM is now 
administered at the LGU level.

ENDNOTE

 1   All of the materials except for the short commentary on the potential application to the PDIP 
process are as downloaded from the Illinois Institute of Technology. Th e Delphi Method, 
downloaded from http://www.iit.edu/~it/delphi.html and Gene Rowe and George Wright, Th e 
Delphi Technique as a Forecasting Tool: Issues and Analysis, International Journal of Forecasting 
15 (1999) 353–375, downloaded from http://mktg-sun.wharton.upenn.edu/forecast/paperpdf/
delphi%20technique%20Rowe%20Wright.pdf.
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■  Annex B.  Assessment of New Development Investment 
Needs

Th e provincial government should develop a capital needs assessment that takes into account 
current capital assets and their condition, as well as an assessment of future needs.
Th e take-off  point of this assessment will be the PPAs proposed in the PDPFP.  Th e assessment 
will simply serve to validate and refi ne the capital investment need estimates identifi ed in the 
PDPFP.

Local offi  cials should focus on development investment needs and problems rather than 
specifi c projects.  Some basic questions to ask include: the nature of the need or problem; the 
causes; parties aff ected; alternative ways of resolving the problem and the consequences of 
doing nothing.  A number of sources can be used to answer these questions including:

• Capital inventory and condition assessment information;
• Th e PDPFP and related planning studies that can serve as the basis for the assessment 

of future capital requirements to sustain future growth and development  --  linking 
the PDPFP and performance accountability to capital investment needs;

• Service standards information appropriate to the LGU; and
• Citizen surveys, especially the barangay-level consultations done by cities and 

municipalities.

Capital Inventory and Condition Assessment Information

1. Th e capital inventory is a comprehensive list of all facilities and equipment and their: 
a) age; b) condition; c) cost of replacement; and d) repair and replacement schedule.

2. Capital asset inventory information consists of a description of the asset (road, park, 
and fi re engine), location, age, physical dimensions, construction method and type 
of materials, condition, repair history and costs, proposed date for replacement, 
replacement costs, operating cost, and type and extent of use.

3. Inventory information can be obtained from engineering, architectural, insurance, 
and property records.  Other methods are visual inspection and interviewing 
knowledgeable employees.

4. Th e condition of capital assets is aff ected by age, climate, soil conditions, use, 
construction methods and materials, and maintenance practices.  Assessing the 
condition of capital assets is critical when determining a course of action whether it be 
replacement, improvement, or disposal of the asset.

5. Methods of assessing the condition include visual inspection, engineering analysis, 
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repair analysis, and complaint and service interruption analysis.

Development Investment Needs Assessment

1. Th e most important foundation of the PDIP is an assessment of future needs -- the 
infrastructure, equipment and soft capital projects necessary to sustain future growth 
and development. 

2. “Growth” may mean population growth, in the conventional sense -- natural growth 
and migration causing increased demand for public services.  But “growth” may occur 
even if an LGU’s population is holding steady or declining.  Agriculturally-based 
LGUs transitioning into the industry or tourist economy requires investment in 
infrastructure to handle increased traffi  c, water and wastewater treatment, etc.

3. An understanding of how growth will aff ect the LGU is fundamental to developing 
the PDIP; it is far more cost-eff ective to plan facilities and equipment for excess 
capacity to meet future demand than to pay for costly upgrades to increase capacity 
down the road.  Key sources of information on future capital needs include:

a. PDPFP-related Planning Studies
• Physical development, economic development, redevelopment, strategic, 

transportation, pavement management, water, sewer, solid waste, and parks 
and recreation plans are a rich source of information on future capital needs.

• Th ese plans include demographic, land use, traffi  c, condition, housing, 
economic, development, demand and other information critical to identifying 
capital needs.

b. Service Standards Information
• National, industry, professional associations and other standards are another 

useful source of information for determining capital needs.
• Examples of such standards are those given in the Housing and Land Use 

Regulatory Board (HLURB) planning guidelines.

c. Citizen Surveys
• Citizen surveys are eff ective in measuring citizen expectations relating to 

capital needs and methods of paying for them.  For example, a survey may 
reveal that citizens place a higher priority on sidewalk repairs than street 
repairs and prefer to pay for capital projects through benefi t assessments.  
Surveys are a means of identifying the level of support and opposition to 
diff erent projects.

• A good starting point could be the barangay-level consultations conducted by 
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cities and municipalities.

4. Th ese information sources singly or in combination can help answer the following 
capital needs assessment-related questions:

a. How will new development impact future demand for infrastructure?  For 
example:  Major road improvement projects could stimulate the growth of new 
commercial activities along the road alignment, creating future demand pressures 
on water supply, power, telecommunications, and drainage.

b. Is there enough capacity (in quantity and quality) in the existing infrastructure 
systems to serve new development?  For example:  Does the water source produce 
enough water?  Can the wastewater treatment plant handle the load?  Can streets 
and roads accommodate the increased traffi  c?  Will existing storm water systems 
be overwhelmed by runoff  created by new development?

c. What improvements need to be made to accommodate new development? For 
example:  Is there a need for another water source or to increase the size of the 
reservoir?  Does the wastewater treatment plant need another treatment stage?  
Will storm water retention ponds be needed?

d. Will the improvements benefi t existing users at all?  For example:  Will the 
improvements fi nally solve the demand issues?  Will installing secondary 
treatment help the plant meet the needs of existing users?  Will the improvements 
reduce vehicle traffi  c in another part of town?  Will the improvements protect 
downhill properties from storm water runoff ?

e. How much will the improvements cost?  For example:  Who will pay for the 
improvements?  Will new residents, current residents and/or businesses pay?

5. Capital needs assessment is a team activity and must involve all the departments of 
the provincial government.
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■  Annex C.  Simplifi ed PDIP Financial Planning Model for 
Philippine LGUs

A simplifi ed fi nancial planning model for PDIP capacity analysisi is shown in Table C.1. Key 
features of the model are as follows:

1. Th e model separates the LGU budget into four parts:

a. Operating (Current) Revenues;

b. Operating (Current) Expenditures;

c. Capital Revenues; and

d. Capital Expenditures.

2. Th e diff erence between operating revenues and expenditures is the operating balance.

3. Th e diff erence between capital revenues and expenditures is the capital investment 
balance (also called the capital defi cit or surplus).

4. Th e distinction between the operating and the investment balance gives the LGU 
a comprehensive picture of its fi scal condition to meet its development investment 
requirements since it enables the LGU to:

a. Determine what resources are available for development investment purposes 
after calculating all operating expenditures (Line 11 of Table C.1).

b. See whether the LGU fi nances its operating costs by exhausting its assets (If Net 
operating balance [Line 5] is negative).

5. Th e operating and investment balances together give the resource defi cit or surplus 
(by considering the residual balance as well).

6. Care should be taken in separating revenues into operating and capital investment:

a. Operating revenues include regular or current revenues, as opposed to investment 
resources.
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b. Capital investment expenditures are composed of asset management and 
transaction-related revenues, interest, profi t share, grants received for a proposal, 
or resources received by the LGU for a specifi c development project.

c. Items that are diffi  cult to categorize according to these rules require individual 
consideration, or they may be classifi ed under “other revenues” or “other 
expenditures.”

7. Interest repayment and capital amortization are included in the operating balance 
(Line 2 of Table C.1.)

8. Borrowings reduce the resource defi cit (Line 12 of Table C.1.)

9. Any resource defi cit after borrowings will mean that either some of the proposed 
projects will have to be “cut” or “deferred” or the revenue projections “revisited” to 
come up with other potential sources.

10. Th e aggregated items, especially revenues, can be broken down further, if needed.

11. Input data of the model:

a. Projected current revenues based on historical trends: Tools and Techniques for 
Budgeting and Public Expenditure Management (Volume 4 of these Guidelines).

b. Projected capital revenues based on historical trends: Tools and Techniques for 
Budgeting and Public Expenditure Management.

c. Projected other revenues based on historical trends: Tools and Techniques for 
Budgeting and Public Expenditure Management.

d. Projected current expenditures including minor capital outlays based on historical 
trends: Tools and Techniques for Budgeting and Public Expenditure Management.

e. Projected revenues (classifi ed whether capital or current) arising from the PDIP:  
Estimated by department proponent and put in as Item 6 of the PDIP Proposal 
Form (Table 4 of this volume).

f. Projected capital expenditures arising from the PDIP:  Estimated by department 
proponent and put in as Item 9 of PDIP Proposal Form (Table 4 of this volume).

g. Projected current expenditures arising from the PDIP:  Estimated by department 
proponent and put in as Item 10 of PDIP Proposal Form (Table 4 of this volume).
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ENDNOTE

 i   Th e format was adopted from the Budgetary and Creditworthiness Analysis Model (BCAM) 
for Hungarian local governments developed by the Urban Institute and the Metropolitan 
Research Institute of Budapest.
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■  Annex D. Benchmarking Indicators for Eff ective 
and Effi  cient Operations of the Existing LGU Revenue 
Administration

Indicators of Eff ectiveness

1. Collection Effi  ciency for Real Property and Franchise Taxes: 

a. Total Revenue Collected/ Annual Revenue Collection Target;

b. Total Revenue Collected/Potentially Collectible;

c. Amount of Additional Taxes Collected/ Additional Taxes Assessed; and 

d. Amount of Tax Arrears Recovered/ Total Amount of Tax Arrears at the Beginning 
of a Year.

2. Capacity utilization rates of LGU-operated utilities and enterprises like commercial 
centers, convention facilities, water supply, sports centers, etc.

3. Annual growth rate in per capita revenues relative to the infl ation rate.

a. Per Capita Total Revenues; and

b. Per Capita Local Revenues.

4. Annual growth rate in unit fees and charges relative to the infl ation rate.

5. Average rental or user fees for LGU-owned facilities/Average commercial rental or 
user fees of comparable facilities in the vicinity.

Indicators of Effi  ciency 

1. Number of Taxpayers/ Number of Employees; 

2. Administrative Costs/ Total Revenue Collected for Taxes; and 

3. Total Cost of Operations and Maintenance/Total Revenue for So-Called Economic 
Enterprises.
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■  Annex E. LGU Project Cost Recovery Guidelines

1. A key policy issue that local government units (LGUs) must resolve, especially in 
development project planning, is whether to price a local government service so that it 
recovers all or only a portion of the cost of the service.

2. In most developing countries, it is common practice to recover only part of the cost 
through service charges or user fees, with the remainder subsidized by general (tax) 
revenues. Table E.1 lists the basic characteristics of user fees vs. taxes as cost recovery 
tools.

User Fees Taxes 

1.   Service can be supplied to an individual. 1.    Service must be supplied on a group basis. 

2.  Benefi ts accrue to an individual. 2.  Benefi ts accrue to the community at large. 

3.    Service can be withheld from individuals who 
refuse to pay. 

3.   Service cannot be withheld from individuals who 
refuse to pay. 

4.    Costs can be passed on to ultimate benefi ciaries. 4.   The service is a merit good—to be provided to all 
regardless of ability to pay (e.g., public education). 

5.  Amount of use can be measured. 5.  Amount of use is diffi  cult or impossible to measure. 

6.   Competition would result in improved effi  ciency. 6.    Government is not competing with the private sector. 

7.   Fees can result in rationing or balancing usage 
patterns. 7.  Government unable to aff ect usage patterns. 

3. Under most circumstances, LGU enterprise services should be priced at full cost, 
which includes both direct (production and distribution) and indirect costs associated 
with service provision.  In certain cases like city-owned utilities, a reasonable return 
on investment is legally and administratively justifi able.

4. For social goods and services, a partial subsidy is usually warranted.

5. In the critical cost recovery aspect of the PDIP, there are two issues that LGUs must 
resolve:

Table E.1.  Characteristics of User Fees vs. Taxes as Cost Recovery Tools
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a. When should a subsidy be provided?

 For social services, partial cost pricing is justifi ed when any of the following 
conditions exists:

i. Some of the benefi ts from the service accrue to the whole community.  For 
example, public library services, parks, recreational facilities, inoculations, 
sanitary landfi lls.

ii. Th e LGU wants to stimulate demand for the service.  For example, if the 
LGU wants to encourage the use of a park ground or recreational area, it can 
do so by fully subsidizing its operations from general taxes or possibly by 
charging a token fee for users.

iii. Enforcement of the charge at full cost would result in widespread evasion.  
For example, full cost charging for the required HIV tests among commercial 
sex workers may provide additional incentive for these workers to evade such 
tests.  Partial cost pricing may be justifi ed under such circumstances.

iv. Th e service is used primarily by low-income households.  For example, 
the construction of public faucets or public artesian wells in low-income 
communities should be subsidized by LGUs.  Th e payment for actual water 
consumption from such public taps or the operations and maintenance 
costs of such public wells should, however, be borne by the communities.  In 
other words, for such services to low-income communities, access should be 
subsidized, but the cost of use should be fully recovered.

b. How much of a subsidy should be provided?

 Th e second challenge for LGUs is deciding how much of a subsidy is economically 
justifi ed for services with spill-over benefi ts to the community. Table E.2 presents 
a scoring method for setting the proportion of the full cost of a public service that 
is appropriately recovered from project benefi ciaries or users. 
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Question Weight
1.   Does use of the service generate minimal spill-over eff ects on other members of the 

community? 25

2.  Is it possible to identify a specifi c benefi ciary for this service? 20

3.   Is the imposition of a benefi ciary charge for this service statutorily and administratively 
feasible? 15

4.   Would the imposition of benefi ciary charges for the service evoke negligible political 
opposition? 15

5.   Would benefi ciary charges for this service not aff ect access by the low-income groups? 15

6.    Would the imposition of benefi ciary charges for the service lead to substantial revenues to the 
LGU? 5

7.   Would benefi t-based funding of this service result in enhanced effi  ciency? 5

Total 100

Following Table E.2, the scoring method proceeds as follows:

i. Evaluate each service according to the seven questions.  Each “Yes“ answer is assigned 
the full weight (weight multiplied by 1) from the Weight Column.  Each “No” answer 
counts as zero. Th us, the score per question is either the full weight or zero. 

ii. Get the sum of all the scores.  Th e total score indicates the percentage of the full cost 
of the service that should be borne by service charges to be paid by benefi ciaries or 
users.
• A total score of 100 indicates that there should be full-cost recovery from 

benefi ciaries or users.
• A total score that is less than 100 indicates that a certain amount of LGU subsidy 

is appropriate for the project.
• Th e proportion of the appropriate subsidy is equal to 100 less the total score.

iii. Each LGU may change the weights or even some of the questions based on the 
preferences and values of its constituents.  Th e total of the weights must, however, 
always be 100.

 An illustration of the scoring method is shown in Table E.3. In this example, 80% of 
the cost of Project E would have to be recovered through user fees and charges, and 
the remaining 20% would have to be subsidized by the LGU.  Project B, meanwhile, 
would have a 40% cost recovery and 60% subsidy mix. 

Table E.2.  Scoring Method for Determining the Proportion of the Full Cost of a Public 
Service that is Appropriately Recovered from Project Benefi ciaries or Users
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Table E.3.  Illustrative Use of Scoring Method for Determining the Proportion of 
Cost Recovery of a Public Service

Question

Possible Weight
Score 

Full Proj. 
A

Proj. 
B

Proj. 
C

Proj. 
D

Proj. 
E

1.   Does use of the service generate 
minimal spill-over eff ects on other 
members of the community?

25 25 25 25 25 25

2.   Is it possible to identify a specifi c 
benefi ciary for this service? 20 20 0 0 0 20

3.   Is the imposition of a benefi ciary 
charge for this service statutorily and 
administratively feasible?

15 15 15 15 15 15

4.   Would the imposition of benefi ciary 
charges for the service evoke negligible 
political opposition?

15 0 0 15 15 15

5.   Would benefi ciary charges for this 
service not aff ect access by the low-
income groups?

15 0 0 0 0 0

6.   Would the imposition of benefi ciary 
charges for the service lead to 
substantial revenues to the LGU?

5 0 0 0 5 0

7.   Would benefi t-based funding of this 
service result in enhanced effi  ciency? 5 0 0 0 5 5

Proportion (Percent) of Cost to Be 
Recovered through User Fees and Charges 100 60 40 55 65 80

Project A.  STD Testing for Commercial Sex Workers
Project B.  Mobile Clinic and Laboratory Services
Project C.  Construction of Municipal Park 
Project D.  Construction of Municipal Fish Port
Project E.  Construction of Shallow Tube wells for Domestic Water in 10 Barangays
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■  Annex F. Key Financial Considerations in LGU Borrowing and 
Modes of Accessing the  Credit Market

1. Key fi nancial issues to consider in deciding whether or not to borrow

 Borrowed money is costly and has a long-term impact on the LGU’s budget. Before 
deciding to go ahead with a loan, an LGU should:

a. Explore the use of less fi nancially expensive means of fi nancing investments 
such as LGU savings, benefi ciary contributions like land sharing and labor 
contributions, congressional grants and other local and foreign grants.

b. Determine which of the proposed projects can generate future revenues to repay 
all or part of the loan.  Economic enterprises such as markets, commercial centers, 
and slaughterhouses generate future revenues.

c. Analyze the LGU’s ability to repay borrowed money in future years from its own 
budget.  Determination of the ability to pay must consider statutory debt ceilings 
imposed by the 1991 LGC.

d. Know and understand all the terms of the loan like loan disbursement schedule, 
interest rate, repayment period and schedule including a so-called grace period on 
principal and interest, and their potential impact on the LGU’s budget.

2. Debt service ceiling computation for LGUs

a. Debt service ceiling is computed in accordance with Sec. 325b of the 1991 LGC, 
which is 20% of Annual Regular Income for the current year.

b. Annual Regular Income for the current year = Average of Locally Sourced Income 
for the past four years + Current Year IRA as estimated by the Department of 
Budget and Management (DBM)

c. Debt Service Ceiling for the current year = 0.20 x Annual Regular Income for the 
current year.

d. Net Debt Service Ceiling for the current year = Debt Service Ceiling for the 
current year – Debt Service for Existing Loan(s).
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e. To be acceptable for borrowing purposes, the debt service ceiling of an LGU has to 
be certifi ed by the Department of Finance’s Bureau of Local Government Finance 
(DOF-BLGF).

3. Modes of accessing the credit market

 LGUs may responsibly access the credit market to fi nance vital development 
investment projects, especially so-called income generating and revenue-anticipating 
projects.

 Credit market options include variants of the Build-Operate-Transfer (BOT) scheme, 
municipal bond fl otation, and direct borrowings from private and government 
fi nancing institutions (GFI) like commercial banks, specialized GFIs like the 
Development Bank of the Philippines (DBP) and the Land Bank of the Philippines 
(LBP) and from government-managed specialized lending lines like the Municipal 
Development Fund (MDF).

 LGUs must compare the features of each mode of credit fi nancing vis-à-vis the nature 
of the project to be fi nanced and their fi nancial circumstances.

a. Variants of the Build-Operate-Transfer (BOT Scheme):

 BOT variants off er an alternative to LGUs whose fi nancial resources cannot meet 
their fast-growing economies’ capital investment needs.

 Th ey also encourage private sector investments and the infl ow of technology 
and expertise in the operation and maintenance of major capital-intensive 
infrastructure projects.

i. Build-Operate-Transfer (BOT)
• Project proponent fi nances, constructs, operates, and maintains an 

infrastructure facility.
• Proponent operates facility over fi xed term, charging user/toll fees, rentals, 

and charges to enable proponent to recover investment, earn, and cover 
operating and maintenance expenses.  

• Ownership of facility is transferred to the LGU at the end of a fi xed term 
(say 25 to 50 years).

adb neda vol3 FINAL 080407.indd 102adb neda vol3 FINAL 080407.indd   102 7/8/07 12:34:467/8/07   12:34:46



VOLUME 3:  INVESTMENT PROGRAMMING AND REVENUE GENERATIONGENERATION

NATIONAL ECONOMIC AND DEVELOPMENT AUTHORITY 

103103

ii. Build-Transfer (BT)
• Proponent fi nances and constructs an infrastructure facility.
• After completion, LGU either (1) pays proponent of its total investment 

plus reasonable rate of return; or (2) starts payment according to agreed 
payment schedule.

iii. Build-Lease-Transfer (BLT)
• Proponent fi nances and constructs an infrastructure facility.
• Upon completion, proponent leases facility to LGU for a fi xed period.
• Ownership of facility is transferred to the LGU at the end of the lease period.

iv. Build-Own-Operate (BOO)
• Proponent fi nances, constructs, own, operates and maintains an 

infrastructure facility.
• Proponent charges toll fees, rentals, charges from facility.
• Ownership remains with proponent.
• Proponent may assign operation and maintenance to a facility operator.

b. Characteristics of BOT Projects

i. Common characteristics of BOT projects used to fi nance LGU projects
• Strict government specifi cations apply.
• Most BOT projects are highly leveraged (high debt/equity ratio).
• Security package that ensures that potential risks that may aff ect the 

project’s cash fl ow are covered by limited guarantees from project 
participants.

ii. Eligibility criteria for BOT projects
• Project must be profi table – project’s rate of return should exceed cost of 

capital needed to fi nance project.
• Project must have dependable and continuous revenue streams.
• Th ere must be established market for the products or services.
• Minimum revenue stream should exceed operating costs and debt service.

iii. Key success factors in BOT projects
• Structure a competitive project.  Project should generate attractive returns 

to investors.
• Maintain a transparent and competitive selection process.
• Select a fi nancially and technically competent proponent.
• Develop an environment of low political risk.
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iv. Requirements for BOT projects
• Feasibility study of project.
• Prequalifi cation and public bidding documents including technical and 

fi nancial proposals.
• National government approvals.
• Other requirements (environmental clearances, etc.).

v. Examples of projects considered for BOT fi nancing
• Highways, roads, bridges
• Railways and other mass transit facilities
• Airports and ports 
• Power generation, transmission, and distribution
• Telecommunications and satellite facilities
• Water supply, sewerage, and drainage
• Education and health infrastructure
• Industrial and tourism estates including related infrastructure facilities 
• Government buildings and housing projects
• Markets, slaughterhouses, warehouses, and related facilities
• Public fi sh ports and fi shponds, including storage and processing facilities 
• Environmental and solid waste management and related facilities 

c. Municipal Bond Flotation

i. Bonds - defi ned as a written promise to pay:
• A specifi ed amount, called principal amount or maturity value, at a future date
• In equal payments at a specifi ed interest rate, at equal intervals until the 

redemption date. 

ii. Characteristics of municipal bond fl oats used to fi nance LGU projects
• Municipal bonds are issued by LGUs to fund priority revenue-generating 

or revenue-anticipating projects. 
• Taps funds of the capital market.
• LGU determines to a large extent the terms and conditions of its 

indebtedness. 

iii. Elements of bond design
• Type of bond 
• Issue date
• Maturity period
• Maturity date
• Interest payment period
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• Denomination
• Form of holding - registered or unregistered
• Security of bond and sources of repayment  --  real estate mortgage, 

portion of  regular funds from national government, sinking fund 
• Manner of sale -- at par or above par
• Medium of sale -- private off ering, public off ering
• Trustee bank

iv. Entities involved in municipal bond fl otation
• LGU  - issuer of bonds 
• Financial Advisor of LGU  - advises Issuer on details of bond fl otation; 

designs features of bond 
• Underwriter - seller of bonds (wholesale) 
• Trustee Bank - fund custodian, fund manager, paying agent
• Bond Holders or Investors 

v. Requirements for municipal bond fl otation (See Figure F.1 for a CPM Chart of 
a “fast track” LGU bond fl otation)
• Feasibility study of project
• Projected fi nancial statements - cash fl ow,  income statements
• Legal basis of bond fl otation at local level
• National government approvals (ministerial)
• Trust agreement between Issuer and Trustee Bank 
• Underwriting agreement between Issuer and Underwriter
• Deed of assignment of real estate mortgage, portion of local government’s 

share of national wealth 
• Prospectus for investors

vi. Examples of projects considered for Municipal Bond Flotation
• Ports and airports
• Transportation terminal
• Commercial complex
• Slaughterhouse
• Public market
• Housing
• Food processing plants
• Industrial and tourism estates 
• Water supply system  
• Waste disposal system
• Mass transport system 
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d. Commercial Bank Loans or Loans from Government Financing Institutions or 
Specialized Government-Managed Lending Lines

i. Characteristics of direct loans used to fi nance LGU projects
• Allows LGU to tap private and government capital invested in private 

banks and government fi nancing institutions to fi nance priority capital 
projects.

• Used to fi nance establishment, development or expansion of income 
generating projects.

Figure F.1.  Fast Track Bond Flotation Process

Program

adb neda vol3 FINAL 080407.indd 106adb neda vol3 FINAL 080407.indd   106 7/8/07 12:34:497/8/07   12:34:49



VOLUME 3:  INVESTMENT PROGRAMMING AND REVENUE GENERATIONGENERATION

NATIONAL ECONOMIC AND DEVELOPMENT AUTHORITY 

107107

ii. Usual terms of direct loans
• Prime interest rates subject to periodic adjustment in interest rates.
• In the case of government fi nancing institutions and specialized lending 

lines, rates may be lower than prime rates for LGUs, especially for projects 
that have special lending windows.  In addition, there may be grant 
components for such items as project preparation and consultancy costs.

• Requires mortgage of real estate or equipment.
• Amount of loan is equivalent to amount required by the project and based 

on value of collateral.
• Specifi ed maximum number of years with grace period and subject to debt 

restructuring. 

iii. Requirements for a direct loan
• Feasibility study of project
• Projected cash fl ows and income statements of the project
• Application letter
• Resolution authorizing local chief executive to negotiate a loan in behalf of 

the LGU
• Audited fi nancial statements, past fi ve years
• Budget for current year
• Projected fi nancial statements (balance sheet and income statement) for 

current year
• Statement of statutory and contractual obligations
• Certifi cation that the proposed sources of repayment are not restricted by 

law or its other obligations

iv. Examples of projects considered for direct loans
• Public market
• Water system
• Telephone system
• Commercial center
• Post-harvest facilities
• Slaughterhouse
• Heavy equipment
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■  ANNEX G.  A LOCAL REVENUE TOOL KIT FOR PHILIPPINE 
LGUS

Th e 1991 Local Government Code provides LGUs with powerful resource mobilization tools 
that can be grouped into fi ve distinct classes of potential revenue sources.  Th ese are:

• Land-based tools;
• Community activity-based tools;
• Infrastructure-based tools;
• Debt-based tools; and
• Revenue sharing tools.

Most of these tools are being eff ectively used by rapidly growing LGUs in the Philippines, 
Th ailand, and Indonesia. 

Under the 1991 Local Government Code, the province, as a political and corporate unit of 
government serves as a dynamic mechanism for the “eff ective governance” and development 
of component cities and municipalities within its territorial jurisdiction. 

1. Land-Based Tools

 Th ese are potential revenue sources that rely on the real property (land and 
improvements) resources of LGUs.

a. Basic Real Property Tax (Sec. 232). Th is is a yearly ad valorem tax on real property 
such as land, building, machinery, and other improvements.  Th e maximum 
tax is 2% of the assessed value which is a percentage of the fair market value of 
real property.  Th e LGC prescribes the graduated schedule of assessment for 
agricultural, residential, and other real property classifi cation.  LGUs are required 
to prepare and update every three years a schedule of fair market values for all 
classes of real property.

b. Special Education Fund – SEF Real Property Tax (Sec. 235).  Th is is an additional 
yearly ad valorem tax on real property.  Th e amount of tax is 1% of the assessed 
value of real property and is collected together with the basic real property tax.

c. Land Transfer Tax (Sec. 135).  Th is tax is imposed on any mode of transferring 
title of ownership of real property from one person to another, such as through 
sale, barter or donation.  Th e amount of tax is 75% of 1% of the total consideration 
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or fair market value, whichever is higher, and is payable within 60 days from the 
execution of the deed.  Sale or transfer under the Comprehensive Agrarian Reform 
Program is exempt from this tax.  (Applicable only to cities and provinces.)

d. Idle Land Tax (Sec. 236).  Th is is a yearly ad valorem tax on idle land and is in 
addition to the basic real property tax and SEF.  Th e maximum amount of tax is 
5% of the assessed value of property.  Idle lands include agricultural lands more 
than one hectare in area, one half of which remains uncultivated or unimproved; 
non-agricultural lands more than 1,000 square meters in area, one-half of which 
remain unutilized or unimproved; and residential lots in subdivision, regardless of 
area.  (Applicable only to cities, provinces, and Metro Manila municipalities.)

e. Public Land Use Tax (Sec. 235a).  An LGU may collect real property tax on 
government lands which are used for the private benefi t of individuals or 
corporations.  For example, concessionaires or business establishments within 
government properties such as the lands of the Air Transportation Offi  ce may be 
levied real property taxes on government lands they occupy.

f. Land Sale of Foreclosed Real Properties (Sec. 257, 258 and 260).  Local taxes, fees, 
and charges constitute a lien on real properties owned by a taxpayer.  An LGU 
may foreclose on the properties of delinquent taxpayers and sell these properties 
through public auction.  In the absence of bidders, or if the bids are not enough to 
pay the tax obligation, including interests and penalties, the LGU treasurer will 
purchase the property for the LGU.

g. Land Investment.  An LGU may acquire and develop land using its ordinary 
corporate powers (Sec. 18), though purchase of foreclosed real properties (Sec. 
263) or through joint ventures (Sec. 302) with the private sector, or through build-
operate-transfer (BOT) scheme.  Such investment in land development provides 
direct revenues to the LGU in terms of profi ts upon disposition and also in terms 
of enhanced property value and higher property tax base.

h. Land Reclassifi cation (Sec. 20).  An LGU may reclassify 15% (for highly urbanized 
and independent component cities), 10% for component cities and fi rst- to third-
class municipalities, 5% for fourth- to sixth-class municipalities of existing 
agricultural lands for other uses which are deemed to have greater economic 
value.

i. Land Development Permit Fee (557 and 558). Th e regulation of land development 
and subdivisions is one of the devolved functions to LGUs.  In the exercise of 
the functions, LGUs may impose development permit fees, to cover the cost 
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service in the process of issuance of a permit.  Alternatively, LGUs may base the 
development permit fee on the fi nancial impact or economic benefi ts to be derived 
from such a permit.

j. Tax on Sand, Gravel, and other Quarry Resources (Sec. 138).  Th is is an ad valorem 
tax on ordinary stones, sand, gravel, earth and other quarry resources extracted 
from public lands or from beds of seas, lakes, rivers, streams, creeks, and other 
public waters within an LGU’s territorial jurisdiction.  Th e tax should be no more 
than 10% of the fair market value per cubic meter  in the locality. (Applicable only 
to cities and provinces.)

 In addition to the land-based tools provided by the 1991 LGC, Section 43 of RA 7279 
also known as the Urban Development and Housing Act (UDHA) allows all LGUs to  
levy a 0.5% socialized housing tax on the assessed value of all lands in urban areas in 
excess of Php50,000.  Th e funds can be used to fi nance social housing projects of the 
LGU.

2. Community Activity-Based Tools 

 Th ese are potential revenue sources that rely on the fl ow of economic activity within 
the territorial jurisdiction of an LGU.

a. Business Tax (Sec. 143).  Th is is a tax imposed on various categories of business 
operations (manufacturer, retailer, exporter, service, etc.).  Th e tax follows a 
graduated schedule based on sales or receipts of the preceding year.  Th e LGC 
prescribes the graduated schedule of tax rates for the categories of business.  
(Applicable only to cities and municipalities.)

b. Community Tax (Sec. 156).  Th is is a yearly tax on individuals and juridical 
persons.  An individual who is at least 18 years old and is gainfully employed or 
is engaged in business or occupation or owns real property with assessed value 
of at least Php1,000, pays the community tax to the LGU where he resides.  Th e 
amount of tax is Php5 plus Php1 for every Php1,000 of income from all sources, 
but not exceeding Php5,000.  In the case of husband and wife, the additional tax 
is based on their total combined properties and gross income.  (Applicable only 
to cities and municipalities.)

c. Franchise Tax (Sec. 137).  This is a yearly tax imposed on a business enjoying 
a franchise within the territorial jurisdiction of the LGU.  The amount of tax 
is 75% of 1% of gross receipts realized within the territorial jurisdiction of the 
LGU during the preceding calendar year, payable within the first 20 days of 
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January and quarterly thereafter.  For a newly started business, the amount 
of tax is 1/20 of 1% of capital investment.  (Applicable only to cities and 
provinces.)

d. Tax on Business of Printing and Publication (Sec. 136).  This is a yearly tax on 
the business of persons engaged in the printing and/or publication of books, 
cards, posters, leaflets, handbills, certificates, receipts, pamphlets, and others 
of similar nature.  The amount of tax is 50% of 1% of the gross annual receipts 
of the preceding calendar year.  For a newly started business, the amount 
of tax is 1/20 of 1% of capital investment.  (Applicable only to cities and 
provinces.)

e. Professional Tax (Sec. 139).  Th is tax is imposed on the practice of a profession 
requiring government examination.  Th e tax is for every profession practiced, 
i.e., a CPA-lawyer who practices both professions must pay for two professions.  
Professionals working exclusively for the government are exempt.  Th e amount of 
tax is Php300 per year and may be paid to the LGU where the professional resides.  
(Applicable only to cities and provinces.)

f. Amusement Tax (Sec. 140).  Th is is a percentage tax on gross receipts from 
admissions of amusement places such as movie houses, clubs and other places 
of entertainment.  Th e amount of tax should not exceed 30% of gross receipts.  
Th e time, manner, terms and conditions for payment are to be prescribed by 
ordinance.  (Applicable only to cities and provinces.)

g. Annual Fixed Tax on Delivery Trucks or Vans (Sec. 141).  Th is is an annual 
fi xed tax for every truck, van or any vehicle used by manufacturers, producers, 
wholesalers, dealers or retailers in the delivery or distribution of products as 
may be determined by the local legislative council to sales outlets or consumers 
whether directly or indirectly within the LGU’s jurisdiction in an amount not 
exceeding Php500.  (Applicable only to cities and provinces.)

h. Fees and Charges (Sec. 147).  Municipalities and cities may impose such 
reasonable fees and charges on business and occupation except those reserved to 
the province under Sec. 139 commensurate with the cost of regulation, inspection 
and licensing.

i. Fees for Sealing and Licensing of Weights and Measures (Sec. 148).  Th e local 
legislative council may levy reasonable fees for the sealing and licensing of weights 
and measures.  (Applicable only to cities and municipalities.)
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j. Fishery Rentals, Fees and Charges (Sec. 149).  Th e local legislative council may 
grant fi shery privileges within its territorial waters and impose rentals, fees or 
charges. (Applicable only to cities and municipalities.)

k. Service Fees and Charges (Sec. 153).  LGUs may impose and collect such 
reasonable fees and charges for services rendered.

3. Infrastructure-Based Tools

 Th ese are potential revenue sources that are based on the “user” or “benefi ciary”-pay 
principle, i.e. that people or entities like corporations should pay for the use of or 
benefi ts derivable from public infrastructure.

 Th ese tools are primarily cost recovery mechanisms for infrastructure projects.  
However, they can be converted to loan equivalents for purposes of raising credit 
fi nance for infrastructure projects.

a. Special Levy (Sec 250).  Th is is a tax imposed on lands specially benefi ted by 
public works projects which are funded by the local government.  Public works 
projects which provide benefi ts to adjacent lands are roads, drainage, power 
transmission lines, water distribution lines, telecommunication lines.  Benefi ts 
include appreciation in value, increased economic/commercial activities, reduced 
maintenance costs of property improvements, etc.  Th e maximum amount of 
tax to be generated from a special levy is 60% of the actual project costs, which 
include cost of land and other real properties acquired in connection with the 
project.  Th e tax liability is allocated among the real properties aff ected by the 
project in proportion to the benefi ts to be derived.  Th e tax may be paid in yearly 
installment over at least 5 years but not more than 10 years.

b. Toll Fees or Charges (Sec. 155).  Th e local legislative body may prescribe the terms 
and conditions and fi x the rate of toll fees or charges for the use of any public road, 
pier, waterway, bridge, or ferry, including telecommunication systems funded and 
constructed by the local government unit.  Toll fees should be commensurate with 
the economic benefi ts derived by users of the facilities.

c. Public Utility Charges (Sec. 155).  LGUs may fi x the rates for the operation of 
public utilities owned, operated, and maintained by them within their jurisdiction.
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4. Debt-Based Tools

 Th ese are tools that allow LGUs to secure debt fi nance for so-called “income-
generating projects” and to make investments in fi nancial debt instruments like 
securities – Treasury bills, commercial papers, and shares of stock.

a. Debt Financing (Sec. 297-302).  LGUs may borrow money directly from the 
fi nancial/banking system- commercial or government - or other sources or 
through the fl otation of bonds in the fi nancial markets to fund development 
projects.  An LGU may use its real property as collateral for such loans.  In 
addition to loans, credits, deferred payment schemes, bond and security issues, 
and other forms of indebtedness, cities are now allowed to enter into BOT 
agreements with the private sector.

b. Financial Investment (Sec 18).  LGUs may invest in public or private fi nancial 
instruments.  Excess or idle funds may generate additional revenues through bank 
time deposits.

5. Revenue Sharing-Based Tools

 Th ese are tools based on national government revenues shared with LGUs as provided 
for in the 1991 LGC.

a. Share in Mining, Fishery, and Forestry Taxes (Sec. 290).  In addition to its IRA, 
LGUs shall have a 50% share in the gross collection derived by the national 
government from the preceding fi scal year from mining taxes, royalties, forestry 
and fi shery charges, and such other taxes, fees, or charges plus any share that may 
accrue to it in any co-production, joint venture, or production sharing agreement 
in the utilization and development of the national wealth within their territorial 
jurisdiction.

b. Share in the Gross Sales or Taxes of Government-Owned and Controlled 
Corporations (Sec. 291).  LGUs may share in the gross sales or taxes of a 
government-owned and controlled corporation (GOCC), if it is engaged in the 
development and exploitation of natural resources located in an LGU.

• Eighty percent, however, of the proceeds derived from the development and 
utilization of hydropower, geothermal, and other sources of energy shall be 
applied solely to lower the cost of electricity in the LGU where such energy 
sources are located.
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• Th e share of the LGU is 1% of the gross sales of the preceding year or 50% 
of the mining taxes, royalties, forestry and fi shery charges, and such other 
taxes, fees and charges, including related surcharges, interests, or fi nes the 
government agency or GOCC would have paid if it were not exempt.

c. Congressional Funds.  Members of the House of Representatives as well as 
members of the Senate are allocated funds that they may allocate for development 
projects within their respective districts or in the case of the Senators, in any 
location within the country that they may so choose.  Congressional funds have 
both “hard” and “soft” components.  Th e infrastructure funds are for identifi ed 
hard capital projects such as roads, bridges, schools, hospitals, etc. while the 
Priority Development Assistance Funds (PDAF) are for soft type projects such as 
medical expenses of indigent patients or for scholarships.

Over the Next 3 Years Next 6 Years Over 6 Years

Regular Tax Sources
(Property and Business Taxes)

Concessions Additional National Revenue 
Sharing

Conveyance of Development Rights Special Assessments Other Special Taxes and  Charges 
like congestion charges, higher 
vehicle ownership fees

Debt Instruments including Bonds Development Impact Fees

Tax Incentives and Government 
Guarantees

Land Readjustment

User Fees and Charges

Table G.1.   Probable Infrastructure Financing Options for Philippine LGUs
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Floating Bonds to Finance a New Public Market1

Case Study  1

CALATAGAN, BATANGAS

This case illustrates how what used to be fi fth-class municipality can dream big, plan 
realistically, and cooperatively work together to realize in a step-by-step manner their 

grand dream, and be recognized by the credit market as good market risk.

A Dream for So Long

Th e construction of a new public market in Calatagan, Batangas had long been the desire of 
its residents. Since the early 1990s, people had clamored for a new public market, but the local 
government of Calatagan was in no fi nancial position to support the project.  As a fi fth-class 
municipality then, it was largely dependent on its Internal Revenue Allotment (IRA) and such 
a major project could not easily be funded without compromising other basic services of the 
local government.

Th e old public market then stood on a 1,508-square meter lot located along the poblacion 
road.  It had only one entrance and that was on the side fronting the church.  Th is side also 
served as the parking and terminal area for tricycles and other vehicles.  Th e parish priest 
frequently complained about the noise coming from the public market especially during 
market days as it disturbed the masses held in the church.  During market days the whole 
length of the street fronting the market was closed to traffi  c to accommodate ambulant 
tiangge vendors. 

Th e old public market lacked good drainage.  Th e stalls were mostly dilapidated with only two 
aisles as passageways.  Many residents did not enter the dirty market, preferring to buy from 
the ambulant vendors located at the market entrance.  Th is resulted in more vendors taking up 
places at the entrance to get fi rst access to the customers, blocking the entrance to the market 
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stalls entirely.  Subsequently, the market stalls were left unoccupied while the entrance was 
fi lled with vendors and customers alike with tricycles adding up to the congestion.

The Rugged Road to Project Realization

Th e construction of a new public market was also a dream of Mayor Peter Oliver Palacio who, 
during his fi rst year of tenure in 1998, contemplated of ways to fi nance the project.  He knew 
that a good public market would promote intensifi ed economic activities and increased local 
income on the part of the residents as well as local government.  He was however faced with 
fi nancial and legal constraints.  Calatagan had a budget of only around Php26 million.  

His initial plan was to improve the old public market by constructing a two-storey facility to 
decongest the area.  However, it was later found that the site was still legally owned by Zobel 
clan; the property had not yet been donated to the municipal government. Th e municipality 
initiated to process the Deed of Donation but the Zobel family wanted to donate the property 
on the condition that it would not be used for commercial purposes.  Th is represented a 
confl ict in the land use of the property. 

Th is did not stop the young Mayor Palacio.  He gathered the local legislative council, 
Sangguniang Bayan, and all the municipal employees.  He appealed to them to help him tighten 
their budget in order to save funds required to buy a lot for the proposed new public market.  

Before the year ended, the municipality had acquired about 1.5 hectares of land in a swampy 
area amounting to Php1.5 million.  Th e lot was originally priced at Php1,500 per square 
meter but Mayor Palacio convinced the lot owner to sell it at Php100/sq.m.  Th e owner was 
convinced that his adjoining land parcels would benefi t from increased market values when 
the new market was established.  

After land acquisition, next on Mayor Palacio’s agenda for action was the preparation of the 
market site through fi lling and compaction. However, the municipality still did not have 
enough money to pay for the fi lling materials.  Th e mayor then ordered the Engineering 
Department to quarry his own land and dump it on the market site free of charge. It took 
three years to prepare the project site to allow for suffi  cient time for the fi ll materials to 
consolidate and harden.

Eeny Meeny Miny Mo: Which Funding Way to Go?

While the acquired lot was being prepared, the mayor started to look for fi nancing windows 
to support the construction of the new public market.  He knew that given their meager 
income, sourcing from their local funds was nearly impossible.  He explored various modes of 
fi nancing available at that time.  
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One option was drawing on their congressman’s Countrywide Development Fund (CDF).  
However, the pledged amount from the CDF was insuffi  cient for the proposed project.  
Congressmen generally preferred to distribute large amounts of their CDF to several 
municipalities rather than allocate large funds to only one municipal stakeholder.

Another option of the municipal government was to venture into a Bond-Operate-Transfer 
(BOT) scheme.  However, Mayor Palacio did not deem it benefi cial to the municipal 
government as it would have to wait 25 years to take over the market structure and 
operations.  After this time, the market structure would have deteriorated and with it would 
follow dwindling revenues. 

Th ree commercial banks off ered loans for the construction of the public market.  Off ers came 
from the Land Bank of the Philippines, the Development Bank of the Philippines, and the 
Philippine National Bank.  However, the interest rates off ered by these banks were relatively 
high for the municipality’s fi nancing capacity not to mention other bank fees and charges.  

One fi nancing window that attracted the municipal government was the grant off ering of 
LOGOFIND.  Under this scheme, at least 20% equity was charged to the local government 
with the balance considered a grant.  However, even before the local government had the 
chance to seriously pursue this option, it lost access to LOGOFIND, not knowing whom to 
contact and how to access the funding window.

At this point, Mayor Palacio felt the municipality was left with no other options, and the new 
public market would remain a dream.  Fortunately, a bank employee brought up the concept 
of bond fl otation as a way of mobilizing fi nancial resources.  Heartened, the mayor proceeded 
to learn more about bond fl otation.

In 2001, Mayor Palacio met with the Local Finance Committee and the Sangguniang Bayan 
and discussed with them the potential funding of the construction of the proposed public 
market through bond fl otation.  

Th ey agreed that bond fl otation off ered more advantages compared to other lending modes.  
As the municipal government is the issuer of the bonds, it can set the terms and conditions 
which are acceptable to it as issuer/debtor as well as to investors or buyers of the bonds.  Th e 
interest rate for the bonds can be set lower than the rates off ered by the commercial banks and 
yet attractive enough for the buyers of the bonds.  It can also set other terms and conditions, 
such as maturity period and mode of paying interest and principal, as well as other terms and 
conditions of the bonds with the help of a fi nancial advisor. 

Finally, the dream was now about to become a reality.
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Transforming the Dream into an Investment program 

Th e construction of the new public market had earlier gone through a project prioritization 
process conducted annually by the Municipal Development Council (MDC) and the Local 
Finance Committee (LFC).

Th e project prioritization process normally starts with the preparation of a “shopping list” 
of projects submitted by every Sangguniang Barangay and key department heads of the 
municipal government every fi rst month of the year.

During that period, the LFC submits a fi nancial status report to the MDC and the mayor 
while they it goes through the shopping list.  

Th e MDC next prepares an initial list of eligible identifi ed projects after eliminating non-
rational projects from the shopping list.

Th e MDC and the LFC then meet to conduct the prioritization process with the mayor acting 
as the chairman.  Th is process usually occurs at the middle of the year and before the annual 
budget preparation starts.

Th e next table shows the activities, outputs, personnel and departments involved, and 
schedule of the investment programming process. 

Activity Output Responsible Persons Period

1.    Submission of List of  
Proposed Projects

“Shopping list” of all 
proposed projects

All department heads, and all 
Sangguniang Barangays

January to June

2.   Review of last year’s 
fi scal status

Fiscal Status Report stating 
budget surplus/defi cit

Budget Offi  cer, Treasurer, 
Accountant

January

3.   Project identifi cation List of identifi ed projects Mayor, MPDC, Administrator June to July

4.  Project prioritization List of priority projects Local Development Council:
- Mayor
- All department heads
-  Sangguniang Bayan Member, 

Chair, Committee on 
Appropriation

- All Barangay Chairmen
- NGO representatives
- Congressional representative

August

5.   Preparation of Annual 
Investment program

Draft Annual Investment 
program

MDC Secretariat:
- MPDC, Administrator

August
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6.   Approval of Annual  
Investment program 
and endorsement to 
Sangguniang Bayan 
for Approval

a)   Approved Annual 
Investment program

b)   Resolution endorsing 
the approved Annual 
Investment program 
for ratifi cation by 
Sangguniang Bayan

Local Development Council:
-   Mayor
-   All department heads
-    Sangguniang Bayan Member, 

Chair, Committee on 
Appropriation

-  All Barangay Chairmen
-  NGO representatives
-  Congressional representative

September

7. Ratifi cation 
of Annual Investment 
program

Resolution approving/
ratifying the Annual 
Investment program 

Sangguniang Bayan September

8. Preparation of Annual 
Budget

Draft Annual Budget Local Finance Committee September

9. Approval of 
Annual Budget

a) Approved Annual Budge
b) Resolution adopting the 
Approved Annual Budget  

- Local Finance Committee
- Sangguniang Bayan

October

Projects are prioritized based on the following criteria set by the LFC and MDC:

• Number of benefi ciaries -- includes the direct and indirect benefi ciaries of the project 
in terms of household benefi ciaries and number of barangays.

• Eminent danger posed if the project would not be implemented -- refers to crucial 
projects identifi ed for the protection of the constituents and the environment (e.g., 
fl ood control).

• Issuances from the National Government -- covers special proclamations and 
declaration of the National Government such as the poverty alleviation program.

Th e improvement of the old public market had been included in the 1996 Annual Investment 
Program and allocated Php1.5 million.  However, as the problem with lot donation arose, the 
previously identifi ed improvement of public market project was changed to the construction 
of a new market public project with a budget of Php30 million.

Th us, as the municipal government searched for funds to fi nance the public market project, 
the Construction of New Calatagan Public Market Project appeared in its Annual Investment 
program every year from 1996 until its eventual funding in 2003. 

Why did it become the priority project?  Mayor Palacio replied, “It was simply the priority 
need of our municipality.  Th e public market is the economic soulb of a municipality, 
particularly a small town like ours.  Economic and trading activities radiate from the public 
market.  Moreover, it is the responsibility of the local government to provide its constituents a 
good quality public market.”
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Marshalling Political Will

In October 2001, the municipal government hired a fi nancial advisor who assisted them in 
coming up with all of the requirements for bond fl otation.  Th ese requirements included the 
following steps:

• Th e Sangguniang Bayan passed a resolution approving the construction of public 
market as a priority project to be fi nanced through bond fl otation (October 8, 2001).

• Th e Sangguniang Bayan passed an ordinance authorizing the bond fl otation of the 
municipal government of Calatagan in an amount not exceeding Php40 million 
to fund the construction and development of the New Calatagan Public Market 
(February 4, 2002).

• Th e Local Public Bidding and Awards Committee (PBAC) conducted the Pre-
Qualifi cation to Bid; three contractors were qualifi ed (May 2002).  Th e Terms of 
Reference (TOR) were issued on August 19-21, 2002, followed by a pre-bid conference 
and submission of bids. 

• Th e municipal government of Calatagan through the PBAC awarded the project to 
Gulf Builders and Development Corporation (October 28, 2002).

• Th e Sangguniang Bayan passed a resolution confi rming the approval of the fi nal 
feasibility study of the New Calatagan Public Market to be funded under the bond 
fl otation program of the Municipality of Calatagan (January 21, 2003).

It was already 2003 and the municipal government was still waiting for the opinion of 
the Monetary Board of the Bangko Sentral ng Pilipinas (BSP).  Section 123 Article III of 
RA 7653 (BSP Charter) states that “the Government or any of its political subdivisions or 
instrumentalities, contemplates borrowing within the Philippines, the prior opinion of the 
Monetary Board shall be requested in order that the Board may render an opinion on the 
probable eff ects of the proposed operation on monetary aggregates, the price level, and the 
balance of payments.”

Mayor Palacio knew he had to do something.  It was already his second term in offi  ce and 
he had already pledged to his constituents that the new public market project would soon be 
implemented.  

It was later found out that the Monetary Board questioned the parliamentary procedures 
of the Municipal Council of Calatagan, specifi cally the format of approved resolutions.  
According to the Board, the signatures of the councilors should have been affi  xed to 
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the approved resolutions and not only the signatures of the mayor, the vice-mayor (the 
presiding offi  cer) and the Sangguniang Bayan secretary.

Th is prompted Mayor Palacio to seek a meeting with the Monetary Board.  He pointed out 
during the meeting that the local government followed a legislative process mandated 
by the Local Government Code.  He then asked the Board to focus on what they were 
supposed to do: evaluate the probable eff ects of the proposed Calatagan Municipal 
Bonds on the monetary aggregates, the price level, and the balance of payments and 
not to question the parliamentary procedures existing under the law.  

Th e Monetary Board’s opinion was fi nally released in April 2003.  Soon, other ordinances 
and resolutions eff ecting the bond fl otation followed: 

• A resolution confi rming and ratifying the agreement for the planning, design, 
construction and development of the New Calatagan Public Market project located 
along Poblacion IV, Municipality of Calatagan, Province of Batangas (July 2, 2003).

• A resolution confi rming and ratifying the Terms and Conditions of the Trust 
Indenture, Deed of Assignment of Deposit of Internal Revenue Allotment (IRA) and 
Underwriting Agreement executed by the municipal mayor to implement projects to 
be fi nanced through bond fl otation (July 2, 2003).

• A resolution authorizing the transfer of Internal Revenue Allotment (IRA) of the 
Municipal Government of Calatagan from the Land Bank of the Philippines to the 
Philippine Veterans Bank (July 2, 2003).

• An ordinance mandating strict compliance with the Terms and Conditions of the 
Bonds, Trust Agreement, and other pertinent documents (July 2, 2003).

An End to the Long Wait 

On July 24, 2003, the Php30 Million Calatagan Municipal Bonds were fi nally issued by the 
Municipal Government of Calatagan to fi nance the design, construction and site development 
of the New Calatagan Public Market Project.  Th e terms and conditions of the Calatagan 
Municipal Bonds are shown in the next table.
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Th e bonds have a two-year grace period on  principal payment and the following  amortization 
schedule: 

Date of Amortization
of Principal Payment Amount  (Php)

July 24, 2005 1,000,000

January 24, 2006 1,000,000

July 24, 2006 2,000,000

January 24, 2007 2,500,000

July 24, 2007 2,500,000

January 24, 2008 3,000,000

Name of Bonds Calatagan Municipal Bonds

Amount of Bond Flotation Php30,000,000

Off ering Price 100% of the face value

Term/Period Seven (7) years

Denomination Php1,000,000

Medium of Sale Private placement

Interest Rate Prevailing weighted average 182-day T-Bill rate plus spread of 3% per annum

Schedule of Interest 
Payment

Payable semi-annually in arrears on January 24 and July 24 in each year 
commencing on January 24, 2004 and ending on July 24, 2010

Schedule of Principal 
Payment

Payable semi-annually in amortization January 24 and July 24 in each year 
commencing on July 24, 2005 and ending on July 24, 2010

Name of Trustee Bank Philippine Veterans Bank – Trust and Investments Division

Name of Underwriter United Coconut Planters Bank

Name of Guarantor Philippine Veterans Bank

Financial Advisor Preferred Ventures Corporation

Trustee Fee Php12,500 per month

Guarantee Fee, 
Underwriting Fee, and 
Financial Advisory Fee

One time fee of Php900,000

Collateral Guarantee Project revenue, project improvement and facilities and assignment of 
deposit of IRA

Name of Winning 
Contractor

Gulf Builders and Development Corporation

Total Contract Price Php30,000,000
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Th e ordinance which sets out the terms of the bonds stated that the Calatagan Municipal 
Bonds would be sold through public off ering, private placements, and direct payment to 
suppliers, contractors or project developers/proponents of the new public market.  However, 
the bonds were already fully subscribed through private placement when the Philippine 
Veterans Bank-Trust and Investment Department bought the thirty shares of Php1-million 
denominated bonds, or a total of Php30 million. 

Th e underwriting, guarantee, and fi nancial advisory fees were paid as a package amounting 
to Php900,000 while the trustee fee amounted to Php12,500 monthly.  Collateral included the 
proceeds from the revenues of the public market, project improvement and facilities, and the 
assignment of deposit of Internal Revenue Allotment.  

Th e contractor was paid in cash in the amount of Php30 million, paid according to 
accomplishment milestones, to cover the following activities: geotechnical investigation, soil 
boring, survey works, planning and design, and construction in accordance with the Terms of 
Reference of the project.

Mayor Palacio cut into half the stall rental rates proposed in the feasibility study of the new 
public market even if he knew that the stallholders were capable of paying the proposed new 
monthly rental rates.  Aside from stall rents, revenues would also come from the lease rights 
and parking fees from van and bus terminals.

He felt that for a small municipality like Calatagan, it was the local government’s duty to 
support the operations of the public market.  Th e municipal government would subsidize the 
initial principal and interest payments of the bonds, with project revenues going straight to 
the trust fund to pay for subsequent principal and interest payments.  

July 24, 2008 3,000,000

January 24, 2009 3,000,000

July 24, 2009 4,000,000

January 24, 2010 4,000,000

July 24, 2010 4,000,000

Total Principal Payment 30,000,000
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Th e existing rates for market stall rent and lease rights are shown below:

Since its operation in 2004, revenues from the operations of the new market increased 
substantially as shown below:

Th e revenues as of August 2005 already amounted to Php800,000 as compared to the2003 
revenue fi gure of Php307,891.  Th e large income of Php5.9 million realized in 2004 was due to 
the payment of lease rights of market stalls. 

Th e Calatagan Municipal Government prepared itself fi nancially for the bond fl otation.  Th e 
LFC appropriated part of the local funds for principal and interest payments, amounting to 
Php4.5 million annually for the period 2005 to 2007 and Php5.5 million annually from 2008 
to 2010.  

Fiscal measures were implemented to raise the annual amount of Php4.5 million from 2005 
to 2007.  Th e Php2 million appropriation was sourced from Barangay Priority Development 
Projects of the 20% Economic Development Fund.  Th e Sangguniang Barangay pledged its 
support to the program by allocating part of its funds for the new public market.  Th e balance 
of Php2.5 million was taken from the General Fund. 

Mayor Palacio also asked municipal employees to sacrifi ce a little to support their public 
market.  Only important travels were allowed and only a few personnel were sent to 
participate in trainings and seminars.  Th e local government also reduced its budget for 
capital outlays.  Cost-saving measures were implemented such as a reduction in electricity 

Type of Stall Rent/Sq.M.
(Php/Sq.M.) Area (Sq.M.) Monthly Rental

Fee (Php)
Lease Rights

(Php)

Food Stall 150 10 1,500 60,000

Dry Stall 150 7.5 1,125 45,000

Wet Stall 150 3 450 18,000

Year Income (Php)

2000 300,113.38

2001 298,954.79

2002 334,539.44

2003 307,891.00

2004 5,910,073.00

2005 (as of August) 800,000.00
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consumption (air-conditioning was to be turned on and off  at specifi c times) and the recycling 
of offi  ce supplies.  Th ere was no fi lling-up of vacant positions; existing personnel became 
multi-service-oriented.

Before the construction, Mayor Palacio did some modifi cations on the structure design.  He 
reduced the number of fi sh and meat stalls into half and added in their place grocery stalls 
and eateries.  Th e construction proceeded with Mayor Palacio overseeing the progress almost 
everyday.  A day before the turnover and inauguration of the project, he did a fi nal check of 
every detail of the construction from building structure and fi nishing to stall tiles, electric 
wiring, water supply, and comfort room facilities. 

The “Economic Soul” Rises

On June 28, 2004, the New Calatagan Public Market 
was inaugurated by the entire municipal government 
and the people of Calatagan.  On that same day, all 
tenants from the old public market immediately 
transferred and occupied the new stalls.  Th e old 
public market was ceremonially demolished by the 
mayor and the tenants on the same day.  Th e new 
market has since become a source of pride for Mayor 
Palacio and the Calatagan residents.

Th e New Calatagan Public Market is situated in 
an approximately 1.5-hectare lot near a village and 
a private school.  Th e market is composed of two 
building structures that accommodate the following: 
fi sh section, meat section, fruits and vegetable section, 
food and groceries section, eateries, dry goods section, 
toilets, and administrative offi  ce.  All sections/stalls 
inside the building are accessible from the entrance 
by major passageways.  Mayor Palacio ensured that 
all tenants are accessible by customers through all 
major entrances to avoid the crowding up of stall 
owners in front of the building.  Ample parking spaces 
are available around the building, which includes 
a parking terminal for vans and buses plying the 
Calatagan-Manila route.

Th e market complex also provides the following facilities: parking spaces, loading and 
unloading area, pedestrian and cargo, garbage disposal area, overhead water tank, pump 

New Calatagan Public Market
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room, and electrical room.  A Tourism and Police Information Center is on the left of the 
entrance of the complex.  An open space in the middle of the complex is used as a trading area 
for ambulant vendors during Mondays, which are the designated market days. 
New developments are already visible in lots adjacent to the new public market.  Th ere are 
ongoing constructions of residential buildings as well as a gasoline station.  Adjacent lots are 
now being sold at Php3,500 per square meter.

Th e municipal government created the Economic Enterprise Offi  ce under the Offi  ce of the 
Mayor, transferring market administration and management functions from the Treasurer’s 
Offi  ce.  Th e new market is run by three personnel: the current Market Supervisor used to 
be a Revenue Collection Offi  cer while the two Market Collectors were previously Market 
Collectors from the Treasurer’s Offi  ce.  Th ey hold offi  ce at the administrative section of the 
new public market.

Mayor Palacio also organized a Market Vendors’ Association and helped it become a Market 
Vendors’ Cooperative.  Th e municipal government gave them an initial fi nancial support of 
Php100,000 as capital assistance.

Port area of Calatagan, which is currently being developed as a Ro-Ro Port
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As the town’s “economic soul”, the new public market was an 
important contribution to the revitalization of Calatagan’s 
economy.  

As to September 2005, there were 149 stalls occupying 80% of the 
total wet and dry sections of the new public market, where about 
half are new stall holders.  Th e remaining stall holders had already 
paid for lease rights but had not started business as they were 
waiting for the completion of the new roll on-roll off  (Ro-Ro) port 
which was expected before end-2005.  Th e emergence of new stall 
holders emphasizes the upbeat mood in the new public market in 
anticipation of increased trading revenues from the opening of the 
new Calatagan port.

Mayor Palacio requested the Philippine Ports Authority (PPA) for 
possible funding and construction of the Ro-Ro port.  Prior to the 
construction of the new public market, the mayor was already considering the complementation 
between the port and the public market in terms of trading and other economic opportunities.  
Th e port would serve as the transshipment point of products coming from Lubang Island and 
Mindoro Occidental. Th e Calatagan Port would also be the entry point for passengers coming 
from these islands en route to Metro Manila.

Th e provision of infrastructure support to the new public market was next on Mayor Palacio’s 
agenda.  One of the disadvantages cited by stall holders was the decrease in the number of 
customers compared to their old market which was located right in the center of poblacion.  
Th e site of the new public market was far from their urban core.  Consumers had to take a 
special tricycle trip (which costs more than the regular trip) since the market site was not 
included in the common route of tricycles.  

Th e municipal government subsequently constructed a diversion road that connected the new 
public market to other major streets in the poblacion including a medical hospital and private 
high school.  Th e construction of the diversion road was fi nanced by the municipal local funds 
amounting to Php2.8 million.  An ordinance diverted traffi  c fl ow to the new market, making it 
more accessible to the consumers. 

A plan was put in place to develop the open area in the market currently occupied by 
ambulant vendors during market days for an integrated transport terminal for all type of 
vehicles plying diff erent routes within and from Calatagan.  

Another proposed project that was expected to increase market trading is the expansion of 
Calatagan Municipal High School planned for 2006.  

Anchor projects 
that help transform
LGUs generally 
start from a 
“shared vision”
of the constituents 
and the LGU 
leadership
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Mayor Palacio negotiated with a telecommunications company for 
the installation of a land line system in Calatagan before end-2005.  A 
commercial bank confi rmed their commitment to open a branch in 
Calatagan as soon as the landline system would be installed.  Th eir offi  ces 
were most likely to be located near the new public market.  

Moving On 

As of September 2005, the Municipality of Calatagan had already made four 
interest payments with the actual prevailing rates of 9.356% during their fi rst 
payment, 10.832%, 12.25% and 12.3308% for their second, third and fourth 
payments, respectively.  Th ese were based on the prevailing average of 182-
day T-Bill rates plus a spread of 3%.  It also made its fi rst principal payment 
amounting to Php1-million.

Th e Calatagan Municipal Bonds have a remaining life of fi ve years.  Th e municipal 
government plans to stick to the set payment schedule until it deems it benefi cial to retire 
the bonds earlier.  Currently, the revenues of the new public market are insuffi  cient to pay the 
remaining debts of the municipality and the total operational budget will suff er if it utilizes 
local funds to retire the bonds earlier.

Lessons Learned

Some of these lessons were learned by the LGU in hindsight, and not in a 
deliberate, well-planned manner. However, it is worthwhile looking at the 
positive aspects of what they achieved even in a “zigzagging” trial and error 
manner.  Such lessons could be worth the consideration of other LGUs to 
help avoid future costly “history-repeating-itself” patterns.

•   Anchor projects that help transform LGUs generally start from a “shared 
vision” of the constituents and the LGU leadership.

•   Visions have, however, to be transformed to concrete project proposals via 
a procedurally proper and transparent investment programming process.  
A transparent set of project planning procedures ensure social and 
political support, particularly for such sensitive issues as LGU borrowings 
and partial subsidies for projects.

• Projects have to be planned as part of an overall package, in this case, 
a public market combined with:
 Infrastructure support like a diversion road and related connecting roads; and 
 Complementary development projects to increase market patronage like a Ro-Ro 

transshipment port, an integrated transport terminal located in the market area, 

“Hard” projects 
should be 

supported
by “soft” 

development 
programs/

projects

Well-planned 
LGU 

development 
project packages 

attract
financing 
sources.
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the planned expansion of the Municipal High School to accommodate students 
who cannot be accommodated in the existing facility of the school; the annex 
building will be built beside the new market.

• “Hard” projects should be supported by “soft” development programs/projects and 
measures like an ordinance rerouting traffi  c, an ordinance controlling ambulant vendor 
activity, and business development campaigns to attract investors to the municipality.

• Well-planned LGU development project packages attract fi nancing sources.
 It is easier for an LGU Chief Executive to ask LGU offi  cials for “belt tightening” 

measures to help put up an anchor project for the LGU.
 Projects that help promote economic development can be partly fi nanced through 

land readjustment (sharing). In this particular case, the private landowner of the 
project site agreed to be paid at less than 10% of his asking price (Php100 per sq.m. 
as against his asking commercial price of Php1,500) because he calculated that the 
potential increase in the value of his remaining adjoining property to be brought 
about by the project -- the road infrastructure and the heightened economic 
activity to be induced by the new market --  would be more than enough to 
compensate his opportunity losses in selling the project site to the LGU at a vastly 
reduced price.

 A small LGU can leverage its meager internal resources and responsibly access 
the credit market and even freely and properly choose the appropriate project 
fi nancing instrument -- in this case, municipal bonds -- with a well-planned 
project.

 National government funding support in the form of Philippine Ports Authority 
(PPA) funding commitment for the Ro-Ro was easier to secure when they saw that 
it was part of a planned development project package that the LGU was willing to 
bet on.

 Private sector business commitments like the setting up of a telephone landline by 
the end of 2005 and location of a bank branch in the public market were attracted 
primarily by the LGU’s well-planned development moves.

ENDNOTES

1  Th is case was written by Norman R. Ramos with the research assistance of Fresita Araneta 
and Leilani Bautista.  Th is material was prepared for the Strengthening Provincial and Local 
Planning and Expenditure Management Project implemented by the National Economic and 
Development Authority (NEDA) with funding assistance by the Asian Development Bank 
(ADB).

2  Th e term is a translation of a Tagalog phrase used by the Mayor to describe the key role of 
the market in the socio-economic life of Calatagan.
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CAGAYAN TOWN CENTER

Case Study  2

Economic Enterprise as a Lever for Moving the Province1

This case illustrates how a province can take advantage of a strategically-located idle 
property within a component city, and commercially redevelop it, making it a lever to 

help move the province.

Capitalizing on Strategic Advantages: Location, Location, Location

Th e province of Cagayan is considered the seat of government in Region 2 with most of the 
regional offi  ces of national government departments located in the province. Taking this 
into account, the province has a great potential to lead the region in terms of development 
particularly in commerce, education, and various services.  According to the Department of 
Trade and Industry, Cagayan has the highest number of registered establishments for retail, 
wholesale, manufacturing, processing, and services within the region.

Th e City of Tuguegarao is the provincial capital and the regional administrative center for 
Region 2.  Being the regional center, almost all national government agencies established 
their regional offi  ces in Tuguegarao, bringing to Tuguegarao varied government services and 
facilities.  It offi  cially became a city on January 18, 2000.

Tuguegarao City is the main economic activity center for the province.  

• Th e overall business density ratio of Tuguegarao City is nearly 2.43 times that of the 
provincial average and 1.53 times that of the next most important center -- Aparri. 

• In terms of wholesale and retail trade, the business density ratio of Tuguegarao City is 
3.35 times that of the provincial average and 1.40 times that of Aparri. 
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• In terms of services, the business density ratio of Tuguegarao City is 3.45 times that of 
the provincial average and 1.65 times that of Aparri. 

Th e Cagayan Town Center had already been explored as a project as early as the late 1980s 
when discussions arose on the possible uses of this provincial property. Th e provincial 
government observed that there was a high demand for a commercial complex in Tuguegarao.  
It saw an opportunity to capture the expenditure leakages of the residents, who travel to 
as far south as Ilagan and Santiago (both in Isabela) for goods and services, through the 
establishment of its own commercial complex.

Investment Programming Process: Choosing What and When

Th e dream town center project started to materialize when it was formally included as a 
priority project in the 1999-2005 Capital Investment Program since it was proposed in the 
province’s Provincial Development Plan (PDP).  Th e project was eventually proposed in the 
Annual Investment program for 2000.  Th e project underwent a process of project screening 
conducted by the Local Finance Committee (LFC).

Th e LFC composed of the Provincial Planning and Development Coordinator (PPDC), the 
Provincial Treasurer, the Provincial Budget Offi  cer, and the Provincial Accountant, meets 
quarterly to draw up the CIP.  All projects to be funded have to be recommended by the 
LFC for it to be forwarded to the Sangguniang Panlalawigan for funding consideration.  Th is 
policy was imposed by the incumbent Governor Edgar Ramones Lara to ensure that each 
project was being carefully studied by the LFC.  Th e LFC was also assigned to defend the 
projects before the Council.

Governor Lara’s administration gave priority to infrastructure projects for the province, 
such as the construction of provincial roads and other infrastructure utilities which would 
improve access of rural areas to urban services as well as commercial center which would 
provide a venue for the promotion and marketing of Cagayan’s major industry sector. 

Other projects included in the provincial development plan were social service-related 
programs which included those that supported the major development agenda of the national 
government such as poverty alleviation programs.  

The Proposed New Cagayan Town Center: A Candle Waiting to Be Lit 

Th e New Cagayan Town Center aimed to capitalize on Tuguegarao’s strategic advantages.

A government-owned property which housed the old and unused provincial hospital building 
located in the heart of Tuguegarao City’s Central Business District (CBD) became the site 
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of the proposed new civic center and commercial complex.  Th e site was centrally located 
within the CBD just fronting St. Peter’s Cathedral, and within walking distance from most of 
the schools and offi  ces.

Th e New Cagayan Town Center Project was envisioned to have a trade hall which would serve 
as the venue for the promotion and marketing of the province’s agro-industrial sectors.  Th e 
agro-industrial sector had developed various industries, i.e., wood furniture, gifts, toys and 
housewares, ceramics and dried fl owers, food processing, metal works, and bamboo crafts.

Th e project would also complement the Kabuhayan 2000 Program of the province which 
focused on production of rattan products, fossilized fl ower products, and processed food 
products (dried mango and mango juice).

Finally, the town center would also cater to the space needs of the growing number of business 
establishments in the province and at the same time generate additional revenue for the Province. 

Financing Options:  Cop Out by Waiting for Manna from Congress and Blame an 
Unsupportive BOT Bureaucracy, or Be Creative and Actively Seek Sources

Th e province considered several options in fi nancing the town center project: a) commercial 
bank loan; b) build-operate-transfer (BOT); c) congressional funds; and d) bond fl otation.

Th e province dismissed the idea of bank loan since it had already contracted a construction 
equipment loan of Php138 million from the Philippine Postal Savings Bank in 2002.  Th e loan 
had a maturity period of seven years, with full repayment of the loan in expected in 2009.

Th e province also did not consider the BOT mode which it felt was a bureaucratic, time-
consuming process with numerous requirements. 

Congressional funds meanwhile had already been pledged to other projects. 

Bond fl otation, it felt, off ered another source of fi nancing that allowed the government a 
relatively cheaper source of fi nancing and at the same time allowed the province to encourage 
more private investors to participate in the project.

Leveraging the IRA through an LGU Bond Float: Using a Long Lever to Move the 
Project Along

As of 2002, Cagayan Province had total annual revenues amounting to Php825.8 million.  
However, only 7.24% came from locally sourced funds, 88.05% was contributed by the IRA, 
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and only 4.71% came from other income sources of the province.  For locally sourced funds, 
37.7% came from economic enterprises and 37.03 % from real property taxes.

Th e Bureau of Local Government Finance (BLGF) certifi ed that Cagayan had a Php500 million 
debt capacity.  

Given the strategic and revenue value of the proposed project, the provincial government 
decided to leverage its IRA-dependent income by fl oating a 7-year Php205 million bond to 
fi nance the New Cagayan Town Center Project.

Th e fi nal project fi nance mix is as follows:
Total project cost   :  Php213.8 Million
Bond fl oat proceeds  :  Php205.0 Million
Provincial government equity :  Php8.8 Million 

Th e provincial bond fl oat was legally backed by the following provincial resolutions:

• November 5, 2001: A resolution authorizing the Provincial Governor to engage the 
services of a Financial Advisor.

• February 15, 2002: A resolution authorizing Gov. Edgar Ramones Lara to negotiate, 
sign and enter into contracts and agreements pertinent to the fl otation of bonds of the 
Provincial Government of Cagayan in an amount not to exceed Php500 million for the 
construction and improvement of priority projects, subject to the approval or prior 
assent of the Sangguniang Panlalawigan.

• May 20, 2002: An ordinance authorizing the bond fl otation of the Provincial 
Government of Cagayan in an amount not to exceed Php500 million to fund the 
construction and development of a town center and other priority projects.

• October 20, 2003: A resolution ratifying the Cagayan Provincial bond agreements, 
including construction agreements for the planning, design, construction and site 
development of the proposed Cagayan Town Center.

Project Realization: Lighted Candle in the Tunnel of Underdevelopment

On October 30, 2003, the Php 205 Million Cagayan Provincial Bonds were fi nally issued by 
the Provincial Government of Cagayan to fi nance the planning, design, construction and site 
development of the Cagayan Town Center Project. 

Th e terms and conditions of the Cagayan Provincial Bonds are shown in the next table.
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Name of Bonds Cagayan Provincial Bonds

Amount of Bond Flotation Php205,000,000

Off ering Price 100% of the face value

Term/Period Seven years

Denomination Php1,000,000

Medium of Sale Private placement

Interest Rate Prevailing weighted average 182-day T-Bill rate plus spread of 3% per annum

Schedule of Interest 
Payment

Payable semi-annually in arrears on October 30 and April 30 in each year 
commencing on October 30, 2003 and ending on October 30, 2010

Schedule of Principal 
Payment

Payable semi-annually in amortization on April 30 and October 30 in each year 
commencing on October 30, 2005 and ending on October 30, 2010

Name of Trustee Bank Rizal Commercial Banking Corporation (RCBC) - Trust and Investments Division

Name of Underwriter RCBC Capital Corporation

Name of Guarantor Malayan Insurance Company, Inc.

Financial Advisor Preferred Ventures Corporation

Underwriting Fee One time fee of 1.5% of the gross underwritten amount plus 10% VAT 
(Php3,382,500)

Guarantee Fee One time fee of Php7,350,000

Financial Advisory Fee One time fee of 3% of the amount of bonds fl oated (Php6,150,000)

Collateral Guarantee Internal Revenue Allotment, proceeds from the project’s revenues and the 
project itself

Name of Winning 
Contractor

Asset Builders Corporation

Total Contract Price Php213,800,000

Equity of the Provincial 
Government

Php8,800,000

Th e bonds have a two-year grace period on principal payment and the following amortization 
schedule: 

Date of Amortization
of Principal Payment Amount  (Php)

October 30, 2005 15,000,000

April 30, 2006 15,000,000

October 30, 2006 15,000,000

April 30, 2007 20,000,000

October 30, 2007 20,000,000
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The New Cagayan Town Center

Date of Amortization
of Principal Payment Amount  (Php)

April 30, 2008 20,000,000

October 30, 2008 20,000,000

April 30, 2009 20,000,000

October 30, 2009 20,000,000

April 30, 2010 20,000,000

October 30, 2010 20,000,000

Total Principal Payment 205,000,000

Asset Builders Corporation, the winning bidder, mobilized for work in September 2003.  
Despite the delays incurred in securing the required environmental clearance certifi cate, the 
structure was almost complete as of September 2005, ahead of the target schedule.

Its ground fl oor was being readied for a soft opening before the end of 2005 in time for the 
Christmas season and the entire building for full- blast operations by January 2006.

Both residents and visitors now admire the Cagayan Town Center, a dream turned into reality.
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Preparations for Project Operations: Keeping the Candle Alight 

To operate and manage the new Cagayan Town Center along with the other provincial 
economic enterprises, an Economic Enterprise Offi  ce was created by the provincial 
government.

Th e newly created Economic Enterprise Offi  ce manages the operation of the following 
provincial income-generating projects:

• Fingerlings production
• Heavy equipment rental
• New Cagayan Town Center

Th e offi  ce hired a private marketing arm for the promotion of the town center.  Th is marketing 
arm also handles the screening of interested lessees of the town center’s commercial spaces 
which includes banks (ATM machines), groceries, and boutique owners. 

Th e provincial government will contract out the maintenance of the building including 
janitorial and security services.

Future Directions: Moving from Candle to Incandescent Bulb

Given the potential income from the project, the provincial 
government is considering the option of retiring the bonds earlier 
than 2010.  Th is is to fi nance a convention center project through 
bond fl otation again.  Sixty hectares of land had been donated to 
the provincial government and 1.5 hectares of this was allocated 
for the proposed project.  

Another option now being considered by the provincial 
government is the construction of a government complex with a 
convention center.  Being the institutional center of the region, 
Cagayan is home to all regional offi  ces of various national 
agencies.  However, these agencies are renting offi  ce spaces for as 
much as Php150,000 per month.  

Th e Department of Public Works and Highways (DPWH) 
Regional Director suggested that the provincial government 
develop a government center since the province has the capacity 
to fi nance this development compared to all other national 
agencies.  Th e DPWH off ered to prepare a development plan for 

LGUs should not 
waste their “IRA 
boon”, but instead 
leverage their 
IRA to finance 
strategic income-
generating and 
revenue-anticipating 
capital investment 
projects  
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the 60-hectare property which would include a regional government complex 
with a convention center component.

Other regional offi  ces proposed that the provincial government consider 
contracting out the complex’s buildings to them in rent-to-own terms.  Th e 
regional offi  ces would then use their monthly rental allocation to pay for their 
amortization payments to the Cagayan provincial government.  

Lessons Learned

Some of these lessons were learned by the LGU in hindsight, and not in a 
deliberate, well-planned manner. However, it is worthwhile looking at the 
positive aspects of what they achieved even in a “zigzagging” trial and error 
manner.  Such lessons could be worth the consideration of other LGUs to help 
avoid future costly “history-repeating-itself” patterns.

• Commercially-oriented projects are best identifi ed via a strategic assessment of the 
market.  Project planning should always be market- or demand-oriented to ensure that 
what is fi nanced and built will be of a scale and quality that potential users will be able 
and willing to pay for.

• LGUs should not waste their “IRA boon”, but instead leverage their IRA to fi nance 
strategic income-generating and revenue-anticipating capital investment projects.  
Th rough such a leveraging process, they could eventually wean themselves away from 
their current IRA dependence, and move towards a higher degree of self-reliance and 
more effi  cient modes of revenue mobilization.

• Separate economic enterprise offi  ces with separate books of accounts are necessary for 
LGUs to properly manage their growing portfolio of so-called economic enterprises.  
Th is will allow for greater accountability and transparency in the way economic 
enterprises are being run.

• Even with well-functioning economic enterprise offi  ces, LGUs should consider the use 
of the private sector to supply certain services like marketing, security, janitorial, and 
maintenance services where the private sector has comparative advantages in terms of 
effi  ciency and cost.

• Investment programming should be a rolling and future-oriented process.

• Well-planned LGU development project packages do not need government guarantees.  
In the case of the Cagayan Town Center, the guarantee was provided by a private 
insurance company, the Malayan Insurance Company. 

Investment 
programming 

should be a 
rolling and 

future-
oriented 

process
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ENDNOTES

1 Th is case was written by Norman R. Ramos with the research assistance of Fresita Araneta 
and Leilani Bautista.  Th is material was prepared for the Strengthening Provincial and Local 
Planning and Expenditure Management Project implemented by the National Economic and 
Development Authority (NEDA) with funding assistance from the Asian Development Bank 
(ADB).
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