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EXPLANATORY NOTE 

The 1987 Constitution upholds local autonomy as a basic state policy. In addition to the 

power to create their own sources of revenues (Article X, Section 5, Constitution), local 

government units (LGUs) are also guaranteed “a just share, as determined by law, in the national 

taxes which shall be automatically released to them”. 

Republic Act No. 7160, otherwise known as the Local Government Code of 1991 (LGC), 

provides a formula to determine the LGUs’ just share in the national taxes. Under Section 284 

thereof, Congress limited and fixed the percentage share of LGUs in national taxes only from the 

national “internal revenue” taxes instead of from “all national taxes” as ordained by the 

Constitution. Thus, the term “Internal Revenue Allotment” (IRA) was used. 

Almost three decades since the LGC was passed, the LGUs’ share remains pegged at 40% 

of the national internal revenues collected during the third year prior to the current fiscal year. 

Although Section 521 of the LGC mandates a review of the LGUs’ share at least once every five 

(5) years, the formula for the determination of the IRA remained unchanged for the past 28 years.

The 40% IRA share is equivalent to an annual average of only 16% of the National 

Government’s annual budget, with the remaining 84% being spent by the National Government, 

inclusive of the debt service, in accordance with the appropriations law passed annually by 

Congress. This 16% share in the national budget is very low compared to the annual average of 

sub-national governments in Southeast Asia and the Asian region, which are 23% and 34%, 

respectively. 
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This 16% annual average share is apportioned annually to all LGUs throughout the country 

which are comprised of 81 provinces, 145 cities, 1,478 municipalities and 41,102  barangays, in 

accordance with the fixed formula provided under Sections 284 and 285 of the Code. As frontliners 

in the delivery of public services, this measly 16% share of the budget pie is not sufficient to meet 

the growing demands of the constituents of a huge majority of the LGUs. 

From 2015 to 2017, the average IRA dependency rate of provinces, cities, municipalities 

were at 79%, 40% and 78%, respectively because the LGC provisions on the situs of taxation is 

highly advantageous only to a handful of Metro Cities to the detriment of 99% of the LGUs. 

The 2017 Statement of Receipts and Expenditures of LGUs show that out of the total 

locally generated revenues, 67% goes to cities, 19% to municipalities and only 14% is collected 

by the provinces because they have lesser taxing powers. Only cities and municipalities can impose 

business taxes under the Code. Of all the cities’ total local revenues, 58% goes to Metro Manila, 

and of this amount, 71% goes to the coffers of the top five Metro Cities namely Quezon City, 

Makati, Manila, Pasig and Taguig, where 86% of the head offices of local businesses, banks and 

financial institutions are located.  

Thus, through the years, this lopsided local revenue-generating provisions of the Code 

further aggravated the widening gap or mismatch in revenues and expenditures of LGUs vis-à-vis 

the functions and responsibilities they are mandated to fulfill as frontline service providers, 

including those that are devolved to them. This impeded the delivery of goods and services in the 

countryside and consequently, exacerbated the worsening congestion problems in Metro Manila.  

The current determination of the national taxes revenue base and the inaccurate 

computation of the IRA share of LGUs is, according to Supreme Court Chief Justice Bersamin, a 

“glaring contravention of our fundamental law”. 

 A study conducted by the League of Provinces of the Philippines (LPP) reveals that this 

resulted in a compounded IRA shortfall of about P1.5 Trillion covering FYs 1991-2019 

attributable to the non-inclusion in the national tax revenue base of the following national taxes: 

(1) revenue collections of the Bureau of Customs (BOC) from VAT, documentary stamp taxes

(DST), and excise taxes on imported goods, which accounts for about 74% of the IRA shortfalls;

(2) taxes collected by ARMM and revenues from special funds such as tobacco, mining, franchises,

ecozones, and deduction of the COA share, which accounts for about 18%; and (3) the remaining

8% of the IRA shortfalls due to other discrepancies between the computations of the BIR and

DBM, and illegal deductions of the cost of devolved functions (CODEF) from the total IRA.

Thus, instead of the full 40% share mandated by law, LGUs are only actually receiving an 

average of about 30% of the collection of national taxes which is only 14% of the annual national 

budget (GAA). 



As of FY 2019, the current actual IRA level is at P575 Billion or 15.7% of the P3.662 

Trillion total annual budget as approved under R.A. 11260. The National Tax Research 

Commission (NTRC) estimates that the mandated full 40% level, based on the Supreme Court 

decision in the Mandanas and Garcia cases, should be P779 Billion which is equivalent to 21% 

share of the national budget for FY 2019. LPP estimates the full 40% to be higher at P799 Billion, 

or 21.8% share of the GAA. 

This long-standing issue on the determination of the national taxes revenue base and the 

IRA was resolved by the Supreme Court when it decided with finality in favour of the joint 

petitions filed by Batangas Governor Hermilando “Dodo” Mandanas on January 9, 2012 (G.R. No. 

199802), and subsequently on August 27, 2013 by the late Cong. Tet Garcia of the 2nd District of 

Bataan, duly represented by Bataan Gov. Abet Garcia (G.R. No. 208488). The Supreme Court 

ruled that the phrase “internal revenues” is unconstitutional and that the “Internal Revenue 

Allotment” (IRA) should, instead, be the “National Tax Allotment” of LGUs. 

The Supreme Court, thus, ordered the National Government to prospectively include in the 

national tax revenue base, all the national revenue collections of the BIR, the Bureau of Customs 

(BOC), the ARMM and other non-BIR and non-BOC agencies, as well as the shares of the National 

Government from the tobacco and mining taxes, special funds, special accounts, and all other 

national taxes, including the amounts earmarked for the COA share so as to accurately determine 

the LGUs’ rightful share and faithfully implement Section 6 of Article X of the 1987 Constitution 

which provides that “LGUs shall have a just share, as determined by law, in the national taxes 

which shall be automatically released to them. 

Pursuant to the Supreme Court decision on the Mandanas and Garcia cases promulgated 

on May 22, 2019, this Bill, seeks to clearly define the national taxes revenue base for the accurate 

computation of the LGUs’ just share of national taxes and change the term “Internal Revenue 

Allotment” (IRA) to the LGUs’ “National Tax Allotment” (NaTA). 

This measure also consolidates and synchronizes all other pertinent provisions of other 

relevant laws and implementing rules and regulations on the determination of the LGUs’ 

entitlements, particularly Republic Act No. 8424, otherwise known as the 1987 National Internal 

Revenue Code, as amended. It defines important terms and phrases being used and provides a more 

transparent procedure for its determination that guarantees the active participation of the LGUs 

(through their Leagues). 

More importantly, the bill proposes enhancing or augmenting the LGUs’ share which not 

only increases their capabilities to deliver services to the grassroots but can also help them 

adequately prepare for a shift to a federal form of government should it be instituted by the Marcos 

administration. 

In sum, this measure, proposed to be known as the LGUs’ NaTA augmentation Bill, seeks 

to amend the pertinent provisions of the Local Government Code of 1991 on the guaranteed 



entitlements of the LGUs from all national taxes, as well as provide for a more equitable collection 

of locally generated revenues. 

The approval of this measure will provide our LGUs the necessary additional resources 

that can better enable them to deliver neede basic services to the people, contribute more robustly 

to the country’s GDP, and become more active partners of the national development. 

The increase in the LGUs’ share from both the national and local revenues will lead to 

more robust LGUs. The more robust our LGUs are, the better for the overall development of the 

country. 

Under the premises, approval of this bill is strongly recommended. 

  REP. ANTONIO “TONYPET” T. ALBANO 
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AN ACT 

INTENSIFYING LOCAL GOVERNMENT PARTICIPATION IN NATIONAL DEVELOPMENT 

BY INCREASING THE SHARE OF LOCAL GOVERNMENT UNITS IN NATIONAL TAXES, 

AMENDING FOR THE PURPOSE SECTION 284 OF REPUBLIC ACT NO. 7160, AS AMENDED, 

OTHERWISE KNOWN AS THE “LOCAL GOVERNMENT CODE OF 1991” 

Be it enacted by the Senate and House of Representatives of the Philippines in Congress assembled: 

SECTION 1. Section 284 of Republic Act No. 7160, as amended, otherwise known as the Local 1 
Government Code of 1991 is hereby amended to read as follows: 2 

3 
“SECTION 284. Allotment of [Internal Revenue] NATIONAL Taxes. – Local government units 4 

shall have a share of national [internal revenue] taxes based on the collection of the third fiscal year 5 
preceding the current fiscal year as follows: 6 

7 
(a) On the first year of the effectivity of this Code, thirty percent (30%)8 
(b) On the second year, thirty-five percent (35%);9 
(c) On the third year and thereafter, [forty percent (40%)] FIFTY PERCENT (50%):10 

11 
Provided, That in the event that the National Government incurs an unmanageable public sector 12 

deficit, the President of the Philippines is hereby authorized, upon the recommendation of the Secretary of 13 
Finance, Secretary of Interior and Local Government, and Secretary of Budget and Management, and 14 

subject to consultation with the presiding officers of both Houses of Congress and the presidents of the 15 
“liga”, to make the necessary adjustments in the [internal revenue] NATIONAL TAX allotment of local 16 
government units but in no case shall the allotment be less than thirty percent (30%) of the collection of 17 

national [internal revenue] taxes of the third fiscal year preceding the current fiscal year: Provided, further, 18 
That in the first year of the effectivity of this Code, the local government units shall, in addition to the thirty 19 
percent (30%) [internal revenue] NATIONAL TAX allotment which shall include the cost of devolved 20 
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functions for essential public services, be entitled to receive the amount equivalent to the cost of devolved 1 
personal services.” 2 

 3 
SEC. 2. All laws, decrees, executive orders, rules and regulations contrary to or inconsistent with 4 

any provision of this Act are hereby repealed or amended accordingly.  5 
 6 

SEC. 3. This Act shall take effect fifteen (15) days after its publication in the Official Gazette or in 7 
a newspaper of general application.  8 

 9 
Approved, 10 


