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REPUBLIC OF THE PHILIPPINES

DEPARTMENT OF BUDGET AND MANAGEMENT
GENERAL SOLANO STREET, SAN MIGUEL, MANILA

LOCAL BUDGET CIRCULAR ‘ No.: 171
Date: May 18, 2026
TO : Local Chief Executives, Members of the Local Sanggunian, Local

Budget Officers, Local Treasurers, Local Planning and Development
Coordinators, Local Accountants, Local Human Resource Management
Officers, and All Others Concerned

SUBJECT : GUIDELINES ON THE IMPLEMENTATION OF PERSONAL
SERVICES (PS) LIMITATION ON LOCAL GOVERNMENT
BUDGETS AND DETERMINATION OF WAIVED PS ITEMS
PURSUANT TO SECTION 102 OF THE GENERAL PROVISIONS
(GPs) OF THE FISCAL YEAR (FY) 2026 GENERAL
APPROPRIATIONS ACT (GAA), REPUBLICACT (RA) NO. 12314
AND YEARS THEREAFTER

1.0 LEGAL BASES Kd

1.1 Sections 325 (a) and 331 (b) of the Local Government Code of 1991
(LGC), RA No. 7160 state that:

SECTION 325. General Limitations. - The use of the provincial,
city, and municipal funds shall be subject to the following limitations:

(@)  The total appropriations, whether annual or supplemental, for
personal services of a local government unit for one (1) fiscal
year shall not exceed forty-five percent (45%) in the case of
first to third class provinces, cities, and municipalities, and fifty-
five percent (55%) in the case of fourth class or lower, of the
total annual income from regular sources realized in the next
preceding fiscal year. The appropriations for salaries, wages,
representation and transportation allowances of officials and
employees of the public utilities and economic enterprises
owned, operated, and maintained by the local government unit
concerned shall not be included in the annual budget or in the
computation of the maximum amount for personal services.
The appropriations for the personal services of such economic
enterprises shall be charged to their respective budgets;

XXX
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SECTION 331. Preparation of the Barangay Budget. — xxx

(b) The total annual appropriations for personal services of a
Barangay for one (1) fiscal year shall not exceed fifty-five
percent (55%) of the total annual income actually realized from
local sources during the next preceding fiscal year. xxx

1.2 Section 102 of the GPs of the FY 2026 GAA, RA No. 12314, states that:

Enforcement of the Personnel Services limitations under Sections
325(a) and 331(b) of R.A. No. 7160 shall be waived to enable LGUs
[local government units] to: (i) absorb the cost of hospital services
transferred from provinces to newly created cities; (ii) pay the CNA
[Collective Negotiation Agreement] incentives of their employees upon
compliance with the rules and regulations issued by the DBM
[Department of Budget and Management]; (iii) pay the retirement and
terminal leave benefits, including the monetization of leave credits of
their employees; (iv) pay the minimum Year-end Bonus of One
Thousand Pesos (P1,000) for the punong barangay and Six Hundred
Pesos (P600) for other mandatory barangay officials, and their Cash
Gifts; (v) pay the salaries and benefits of health/medical personnel that
may be hired to perform functions related to emergency situations; (vi)
pay the special benefits that may be authorized to be granted to LGU
personnel during emergency situations; (vii) pay the salary differentials
of LGU-hired public health workers to fully implement the provisions of
R.A. No. 7305; (viii) pay the salaries and other benefits of additional
personnel that may be hired by the LGUs to implement the full
devolution of certain functions of the Executive branch to LGUs, subject
to the guidelines to be issued by the DBM; and (ix) pay the
compensation of the Child Development Teachers and Child
Development Workers hired by the LGUs. The waiver of the
enforcement of the Personnel Services limitation shall be implemented
in accordance with the guidelines to be issued by the DBM.

2.0 PURPOSE

This Circular is being issued to prescribe the guidelines on the implementation
of the PS Limitation on LGU budgets and the determination of waived PS items
in the computation of PS Limitation.

3.0 DEFINITION OF TERMS

3.1 Child Development Teachers (CDTs) and Child Development
Workers (CDWs) — These refer to various professionals and
paraprofessionals who are directly responsible for the education and
care of young children below five (5) years of age through center-
based modalities, and other alternative modalities that provide
innovation (Section 4 [d] of RA No. 12199).!

1 Early Childhood Care and Development System Act
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3.2

3.3

34

3.5

3.6

Emergency Situation — This refers to a public emergency as
officially declared by the President of the Republic of the Philippines
through a Presidential Proclamation.

Income Actually Realized from Local Sources — These are
income from sources within the Philippines that accrue to the
barangay treasury.

Income from Regular Sources — These refer to income from
sources that generate or provide money for the
provincial/city/municipal treasury, such money recurring at a fixed,
uniform, or normal intervals or frequency whether in fixed or variable
amounts.

Next Preceding Fiscal Year — It is the fiscal year that is two (2)
years before the budget year.

For example:
Budget Year Next Preceding Fiscal Year
FY 2026 FY 2024
FY 2027 FY 2025
FY 2028 FY 2026

PS Budget — Refers to appropriations for the payment of salaries,
wages, and other compensation of permanent, temporary,
contractual, and casual employees of the LGU (Section 306 [k] of RA
No. 7160).

3.6.1 Other compensation consists of the following:
3.6.1.1 Other Compensation

Personnel Economic Relief Allowance
Uniform/Clothing Allowance

Representation and Transpcrtation Allowances
Medical Allowance

Mid-Year Bonus

Year-End Bonus and Cash Gift

Magna Carta Benefits, as authorized by law and by
the corresponding Implementing Rules and
Regulations (IRR)

Step Increment and Merit Increase

Productivity Enhancement Incentive

Other legally authorized
allowances/benefits/incentives (e.g., Loyalty Award,
Anniversary Bonus, among others)
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3.7

3.8

3.5

3.6.1.2 Personnel Benefit Contributions

Employees' Compensation Insurance Premiums
PhilHealth Contributions

Pag-IBIG Contributions

Retirement and Life Insurance Premiums

3.6.1.3 Other Personnel Benefits

Retirement Gratuity Benefits
Terminal Leave Benefits
Monetization of Leave Credits

3.6.2 The following are not PS items, hence, they shall be provided
under Maintenance and Other Operating Expenses or Capital
Outlay, as the case may be, in LGU budgets:

3.6.2.1 Honoraria or additional allowances and other benefits
provided to national government officials stationed in
or assigned to a municipality, city, or province, when
its finances allow, pursuant to the pertinent provisions
of RA No. 7160;

3.6.2.2 Expenses for professional services, e.g., legal
services, auditing services, consultancy services, and
other professional services;

3.6.2.3 Payment for the services of Contract of Service and
Job Order Workers; and

3.6.2.4 Labor cost of projects.

Public Health Workers — Refer to all persons who are engaged in
health and health-related work, and all persons employed in all
hospitals, sanitaria, health infirmaries, health centers, rural health
units, barangay health stations, clinics and other health-related
establishments owned and operated by the Government or its political
subdivisions with original charters and shall include medical, allied
health professional, administrative and support personnel employed
regardless of their employment status.

Public Social Workers - Refer to registered social workers
employed in the government service.

PS Limitation — The limitation of appropriations for PS of LGUs as
prescribed under Section 325 (a) of RA No. 7160 for provinces, cities,
and municipalities, and Section 331 (b) of RA No. 7160 for barangays.
It also refers to the maximum amount of PS appropriation allowed for
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4.0

3.10

LGUs, beyond which no additional appropriation for PS items is
allowed.

Waived PS Items — These are the PS items enumerated in the GPs
of the annual GAA that are excluded from the computation of PS
Limitation pursuant to Sections 325 (a) and 331 (b) of RA No. 7160.

POLICY GUIDELINES

4.1

4.2

The total appropriations, whether annual or supplemental, for PS of
all LGUs shall be subject to the limitation prescribed under Section 325
(a) of RA No. 7160 in the case of provinces, cities, and municipalities,
and Section 331 (b) of RA No. 7160 in the case of barangays.

The LGUs, whether existing or newly created, shall observe the
following additional policies and guidelines on the implementation of
PS Limitation in their respective local budgets:

4.2.1 Funding priorities shall be observed in the formulation of the
PS component of LGU budgets.

4.2.2 Provisions for actual salaries of incumbent personnel
occupying regular positions that were properly granted
pursuant to the implementation of RA No. 6758, as amended,
shall be prioritized. There shall be no reduction in the actual
salaries and other salary-based benefits (e.g., Mid-Year
Bonus, Year-End Bonus) of incumbent personnel occupying
regular positions for purposes of complying with the PS
Limitation.

4.2.3 Vacant and new positions shall be adequately provided with
corresponding appropriations for salaries, authorized
allowances and benefits, incentives, and fixed personnel
expenditures, to back up their legal existence.3 Positions
without the required appropriations shall be subject to
abolition by the LGU concerned.

4.2.4 Consistent with Section 325 (a) of RA No. 7160, the
appropriations for salaries, wages, representation and
transportation allowances of officials and employees of the
public utilities and economic enterprises owned, operated,
and maintained by LGUs shall not be included in the annual
budget (AB) or in the computation of the maximum amount
for PS. The appropriations for PS of such public utilities and

2 An Act Prescribing a Revised Compensation and Position Classification System in the Government and For Other Purposes
3 Sections 447 (a) (1) (viii), 458 (a) (1) (viii) and Section 468 (a) (1) (viii) of RA Na. 7160
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economic enterprises shall be charged to their respective
budgets.

4.2.,5 Pursuant to Section 102 of the GPs of the FY 2026 GAA, RA
No. 12314, enforcement of the PS Limitations under Sections
325 (a) and 331 (b) of RA No. 7160 shall be waived to enable
the LGUs to:

4.2.5.1 Absorb the cost of hospital services transferred from
provinces to newly created cities;

4.2.5.2 Pay the CNA incentives of their employees upon
compliance with the rules and regulations issued by
the DBM;

4.2.5.3 Pay the retirement and terminal leave benefits,
including the monetization of leave credits of their
employees;

4.2.5.4 Pay the minimum year-end bonus of One Thousand
Pesos (P1,000) for the punong barangay and Six
Hundred Pesos (P600) for other mandatory barangay
officials, and their cash gifts;

4.2.5.5 Pay the salaries and benefits of health/medical
personnel that may be hired to perform functions
related to emergency situations;

4.2.5.6 Pay the special benefits that may be authorized to be
granted to LGU personnel during emergency
situations;

4.2.5.7 Pay the salary differentials of LGU-hired public health
workers to fully implement the provisions of RA
No. 7305;4

4.2.5.8 Pay the salaries and other benefits of additional
personnel that may be hired by the LGUs to
implement the full devolution of certain functions of
the Executive branch to LGUs, subject to the
guidelines to be issued by the DBM; and

4.2.5.9 Pay the compensation of the CDTs and CDWSs hired
by the LGUs.

4.2.6 The additional positions that may be created by LGUs to
implement the devolved basic services and functions should

4 Magna Carta of Public Health Workers
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be those that are reflected in the approved Devolution
Transition Plan (DTP) of the LGUs, or equivalent plan under
subsequent executive issuance, which provide for the
proposed additional positions to the plantilla of LGU
personnel.

4.2.7 In determining the additional staffing requirement, the LGUs
shall be guided by the service standards for the delivery of
devolved functions, services, and facilities prepared by the
different National Government Agencies as contained in their
respective DTPs and/or as provided by applicable policies
and/or guidelines.

4.2.8 Moreover, the LGUs shall take into consideration the
appropriate organization and staffing complement which shall
be responsive in the delivery of their respective mandates and
functions, such as those identified in their respective DTPs
and/or applicable policies and/or guidelines issued, and
ensure the sustainability of providing funds for the purpose in
the succeeding years.

4.2.9 The classification of newly created positions should be
consistent with the Manual on Position Classification and
Compensation under Circular Letter (CL) No. 2007- 6 dated
February 19, 2007,> CY 2021 Index of Occupational Services,
Position Titles, and Salary Grades in Local Government under
Local Budget Circular No. 137 dated July 13, 2021, and
modification of nurse positions under Budget Circular (BC) No.
2021-2 dated August 25, 2021,” the upgrading of psychologist
positions under BC No. 2024-5 dated December 10, 2024,2
and any subsequent guidelines, rules, and regulations issued
by the DBM.

4.2.10 Itis understood that the waived PS items pursuant to Section
102 of the GPs of the FY 2026 GAA, RA No. 12314, as
reiterated in Item 4.2.5 of this Circular, shall only be applied
in FY 2026. Accordingly, the PS limitations provided in the LGC
shall remain the general rule and the waived PS items in an
LGU PS budget for FY 2027 and years thereafter shall be those
specified in the pertinent GP of the annual GAA.

4.2.11 LGUs originally classified as fourth income class or lower, and
subsequently reclassified as first, second, or third income
class, shall be exempted from providing additional PS. Such
LGUs may maintain their existing PS level prior to

5 Manual on Position Classification and Compensation

5 Index of Occupational Services, Position Titles and Salary Grades in the Local Government (I0S-LGU), CY 2021 Edition
7 Modification of Nurse Positions

3 Upgrading of the Psychologist Positions
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5.0

4.3

reclassification, in accordance with Section 8 of RA No. 11964
and Department of Finance Order No. 074-2024 dated
November 5, 2024.°

4.2.12 In cases of personnel transfers, resignations, or deaths, the
LGU may fill vacant positions and allocate funding for them,
provided that the total PS level does not exceed the status
quo maintained under this provision.

4.2.13 The exemption granted to reclassified LGUs is limited to
maintaining their existing PS level. It shall not be construed
as authority to grant additional PS that would increase the
total PS beyond the level prior to reclassification.

4.2.14 Accordingly, LGUs that exceed the PS limitation after being
reclassified as first, second, or third income class—despite
maintaining the status quo—shall not be deemed in violation
of Section 325 of RA No. 7160.

The Annual PS appropriation shall be incorporated in the approved
Annual Investment Program (AIP) pursuant to Section 305 (i) and
Article 410 of the IRR of the LGC providing that the local budgets shall
operationalize approved local development plans and that the AIP
shall be prepared and approved before the calendar of budget
preparation. Relatedly, any increase in PS appropriation or
introduction of new PS items not considered in the AIP of the AB shall
be duly covered by a Supplemental AIP.

PROCEDURAL GUIDELINES

The following are the processes to determine whether or not the Total Annual
PS Budget of an LGU is within the PS Limitation:

5.1

Determine the PS Limitation

The PS Limitation in an LGU budget for a budget year shall be
determined as follows:

5.1.1 For an Existing Province, City, or Municipality (PCM)
5.1.1.1 Compute the Total Annual Income from Regular

Sources (TIRS)! realized in the next preceding fiscal
year, based on the trial balance as of December 31 of

° Schedule of Income Classification for the First General Income Reclassification df Provinces, Cities, and Municipalities Based on
the Income Ranges under Republic Act No. 11964

10 Bureau of Local Government Finance Memorandum Circular No. 16-2015 dated June 19, 2015 defines Annual Regular Income
to include real property tax (General Fund), Tax On Business, Other Taxes, Regulatory Fees (Permits And Licenses), Service/User
Charges (Service Income), Receipts From Economic Enterprises (Business Incomg), National Tax Allotment (Current Year), and
Other Shares From National Tax Collection, and Interest Income.
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5:.1.2

5.1.3

said year as reflected in the Local Budget Preparation
Form No. 1 (Budget of Expenditures and Sources of
Financing).

5.1.1.2 Compute the PS Limitation by wusing the following
formula, as applicable:

PS Limitation 1st to 3rd income class pcM = 45% X TIRS
PS Limitation 4th to 5th inceme class pcm = 55% x TIRS
For an Existing Barangay

5.1.2.1 Compute the Total Income Actually Realized from
Local Sources (TILS) during the next preceding fiscal
year, based on the trial balance as of December 31 of
said year.

5.1.2.2 Compute the PS Limitation by using the following
formula:

PS Limitation of Barangay = (55%) (TILS)
For Newly Created LGUs

5.1.3.1 For the initial year of its creation, the PS Limitation on
the annual and supplemental budget/s of a newly-
created LGU shall be based on the total estimated
income to be generated by the LGU during the year
from both internal sources, such as share from local
taxes, fees, and charges, and external sources, such
as shares of LGUs from the National Tax Allotment
and utilization and development of the national
wealth, among others.

5.1.3.2 It is understood that, in determining the total
estimated income, the LGU shall not include the
financial subsidies/assistance that it may receive from
the National Government and other extraordinary
receipts, such as loans, donatians, capital income,
and other non-recurring income.

5.1.3.3 The total estimated income must be certified through
the submission of detailed statements of income and
expenditures by the local treasurers. These
statements shall be submitted on or before the
fifteenth (15th) day of July of each year in accordance
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5.l

514

with Section 315 of the LGC!! to ensure that revenue
projections are realistic, grounded in existing tax
ordinances, and supported by historical income and
expenditure data.

5.1.3.4 For the year immediateiy following the initial year of
its creation, the PS Limitation on the annual and
supplemental budget/s of a newly created LGU shall
be based on the total income generated by the LGU
in the preceding year, applying the specific types of
income to be included and excluded as cited in the
preceding paragraph.

5.1.3.5 In the succeeding years, Sections 325 (a) and 331 (b)
of the LGC, as the case may be, shall already govern
the computation of the PS Limitation on the annual
and supplemental budget/s of newly created LGUs.

The funding requirements relative to the Indigenous Peoples
representative to the Sanggunian shall be charged against the
PS budget of the LGU, which shall be waived from the PS
limitation only in the initial year of its creation.

Determine the Total PS Cost for Waived Items

Bed:l

5.2.2

5.2.3

To determine the Total PS Cast for waived items for the
budget year, the LGUs shall use the Summary Worksheet No.
1, herein appended as Annex A. For barangays, they shall use
Summary Worksheet No. 2, herein appended as Annex B.

For waived items that require specific preconditions—such as
a local Sanggunian proclamation of emergency or a
Presidential declaration (e.g., State of Calamity)—the
corresponding legal bases may be attached as supporting
documents to the worksheets to ensure audit readiness.

The applicability of the listed items to be waived shall be
consistent with the pertinent section in the GPs of the GAA for
the Fiscal Year (e.g. for FY 2026, Section 102 of the GPs of
the FY 2026 GAA, RA No. 12314).

11 Section 315. Submission of Detailed Statements of Income and Expenditures. - @) On or before the fifteenth (15th) day of
July of each year, local treasurers shall submit to their respective local chief executives a certified statement, covering the income
and expenditures of the preceding fiscal year, the actual income and expenditures of the first two (2) quarters of the current
year, and the estimated income and expenditures for the last two (2) quarters of the ¢urrent year.
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5.3 Determine the Total Annual PS Budget within the PS
Limitation

5.3.1 The Total Annual PS Budget shail be determined as follows:

5.3.1.1 For Province, City, or Municipality - The Total Annual
PS Budget for the budget year for permanent,
temporary, contractual, and casual employees,
including devolved and mandatory positions, shall
consist of:

a. Salaries, including step increments;

b. Other Compensation (i.e., Authorized
allowances/benefits/incentives);

c.  Personnel Benefit Contributions; and
d. Other personnel benefits.

The total Annual PS Budget shall include the PS
requirements of the personnel detailed in the LGU's
economic enterprises or public utilities, provided that
their PS cost are charged against the LGU General
Fund.

5.3.1.2 For a Barangay

a. Honoraria for the Punong Barangay,
Sangguniang Barangay Members, Barangay
Treasurer, Barangay Secretary;

b. Mid-Year Bonus, Year-End Bonus and Cash
Gift for the barangay officials;

C. Monetization of leave credits of barangay
officials;

d. Honoraria or salaries, allowances, and
benefits for barangay personnel [i.e.,
Barangay Health Workers (BHWSs), Barangay
Nutrition Scholars (BNS), among others]; and

e.  Other authorized personnel benefits.

5.3.2 The amount of the PS components authorized in the
immediately preceding fiscal year under Item 5.3.1 shall be
provided first before considering any increases or additional
PS items.
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