Republic of the Philippines
DEPARTMENT OF FINANCE

Roxas Boulcvard Comer Pablo Ocampa, Sr. Street
Manila 1004

SECRETARY AMENAH F. PANGANDAMAN
Department of Budge and Management (DBM)
Boncodin Hall, General Solano St.

San Miguel, Manila

Subject : Submission of the Revised DOF Devolution Transition Plan

Dear Secretary Pangandaman:

in compliance with Section 5 of Executive Order (EO) No. 138, s. 2021 and
Section 12 of its Implementing Rules and Regulations, and taking into account
the in-depth evaluation of the DBM on the Department of Finance (DOF)
Devolution Transition Plan (DTP), and in view of the transition to the new
administration, we are submitting anew the herein attached revised DOF DTP
Annexes, for your approval.

The recommendation for the Bureau of Local Government Finance (BLGF) to
utilize its twenty-seven (27) vacant Coterminous to the Incumbent {CTI)
positians, through 'scrap and build' approach, to support the BLGF's operations
is strongly endorsed as a priority measure.

Thank you for the assistance and guidance on this endeavor

Very truly yours,

< - Q
BENJAMIN E. DIOKNO  #°°%
Secretary of Finance g

NOV 08 2027 e

DEPARTRIENT OF BUDG z
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Republic of the Philippines
DEPARTMENT OF FINANCE

Roxas Boulevard Corner Pablo Ocampo, Sr. Street
Manila 1004

STRATEGIC DIRECTIONS AND NOTES ON THE DEVOLUTION TRANSITION PLAN (DTP)
OF THE DEPARTMENT OF FINANCE (DOF)

Overview

The Supreme Court ruling on the Mandanas-Garcia cases effectively broadened the
tax base on which the share of local government units (LGUs) from national taxes
will be determined starting in Fiscal Year (FY) 2022. To ensure fiscal sustainability,
the implementation arrangements under Republic Act (RA) No. 7160, otherwise
known as the Local Government Code (LGC) of 1991, should be fully observed by
the national and local governments, in order for fiscal resources to be managed
efficiently to deliver the priority development programs and projects of the
Government.

The DOF takes on the challenge to further capacitate the LGUs in order for them to
properly manage their fiscal resources with regard to the full assumption of services
devolved to them.

With the issuance of Executive Order (EO) No. 138, s. 2021 dated 01 July 2021, and
its Implementing Rules and Regulations (IRR), the DOF commits to maintaining and
ensuring fiscal balance and at the same time upholding the intent and spirit of
devolution.

The DOF, through the Bureau of Local Government Finance (BLGF), is steadfast in
providing quality supervision of local fiscal operations, through proper regulation
and capacity development programs on local public financial management (PFM)
to support the DTPs of LGUs. Further, and pursuant to Section 5 of EO No. 138, s.
2021 and Sections 12 to 14, Rule V of its IRR, the DOF provides the herein strategic
directions and notes on its DTP.
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DTP Annexes

Annex A = Matrix on the Unbundling of Programs, Projects, and Activities (PPAs)
of the National Government Agencies (NGAs) to Different Levels of Government

The following are the specific mandates of the DOF concerning the LGUs:

1. Section 4 of EOQ Na. 127, s. 1987: “...shall be responsible for the supervision
of the revenue operations of all local government units, with the objective
of making these entities less dependent on funding from the national
government”;

2. Section 7 of RA No. 7160: “As a general rule, the creation of a local
government unit or its conversion from one level to another level shall be
based on verifiable indicators of viability and projected capacity to provide
services, to wit:

(a) Income. - xxx... Compliance with the foregoing indicators shall be
attested to by the Department of Finance (DOF), xxx...”;

3. Section 201 of RA No. 7160 on real property tax administration: “... The
Department of Finance shall promulgate the necessary rules and
regulations for the classification, appraisal, and assessment of real
property pursuant to the provisions of RA No. 71560.”;

4. Sections 450 (a) and 461 {a) of RA No. 7160 on the creation or conversion
of LGUs in relation to aforementioned Section 7: “A municipality or a
cluster of barangays may be converted inte a component city if it has an
average annual income, as certified by the Department of Finance, of at
least Twenty million {P20,000,000.00) for the last two (2) consecutive
years based on 1991 constant prices...” and “A province may be created if
it has an average annual income, as certified by the Department of
Finance, of not less than Twenty million pesos (P20,000,000.00) based on
1991 constant prices...”; and

5. Sections 470 (a) and 471 (a) of RA No. 7160 on appointment of local
treasurers: “The treasurer shall be appointed by the Secretary of Finance
from a list of at least three (3) ranking, eligible recommendees of the
governor or mayor, xxx...;” and “An assistant treasurer may be appointed
by the Secretary of Finance from a list of at least three (3) ranking, eligible
recommendees of the governor or mayor, xxx...”.
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For the BLGF, the following mandatés are provided under EQ No. 127, s. 1987:

1. Assist in the formulation and implementation of policies on local
government revenue administration and fund management; -

2. Exercise administrative and technical supervision and coordination over the
treasury and assessment operations of local governments;

3. Develop and promate plans and programs for the improvement of resource
management systems, collection enforcement mechanisms, and credit
utilization schemes at the local levels;

4. Pravide consultative services and technical assistance to the local
governments and the general public on local taxation, real property
assessment and other related matters;

5. Exercise line supervision over its Regional Offices/field units within the
Ministry Regiona! Administrative Coordination Office and the local treasury
and assessment services; and

6. Perform such other appropriate functions as may be assigned by the
Minister or Deputy Minister for Domestic Operations.

The DOF and the BLGF do not engage in the collection services of or for the LGUs,
as the local revenue generation and collection activities, and the maintenance of
tax information systems are already fully devolved and directly performed by the
LGUs, through the local treasurers. instead, the DOF and the BLGF issue policies,
prescribe manuals, undertake compliance monitoring, through evaluations and
electronic reporting, conduct fiscal performance review, and design and implement
pilot systems related to local resource maobilization, which are usually supported by
technical assistance grants.

Likewise, the mandates of other DOF-attached agencies and government-owned
and controlled corporations do not contain functions, projects, or programs to be
devolved to the LGUs and are not affected by the enumerated services and facilities
cited in Annex A of the IRR of EO No. 138. Thus, Column 3 (Appropriation in FY 2020
GAA) of the DTP Annex A will not apply to the DOF.

Clearly, the above stated mandated functions and responsibilities of the DOF and
the BLGF strengthen the foundations of effective fiscal decentralization, where the
role of the National Government remains vital to improve public service delivery
for the people. The exercise thereof is done in collaboration with other LGU
oversight agencies, such as DILG, DBM, and NEDA, in consultation with
stakeholders, such as the leagues of LGUs, business sector, etc., to ensure
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convergence and alignment of policies, and effective implementation at the local
level.

Annex A of the IRR of EO No. 138 identified the following functions in the LGC as
functional assignments of the DOF that will be fully devolved to the LGUs, to wit:

1. Section 17, paragraph (b) (3) {x), in the case of provinces: “Upgrading and
madernization of tax information and collection services through the use
of computer hardware and software and other means; xxx...”;

2. Section 17, paragraph (b) (2) (v) in the case of municipalities: “Information
services which include... tax and marketing information systems...”; and

3. Section 17, paragraph (b) (4) in relation to the abovestated functions: “All
the services and facilities of the municipality and province, xxx...”.

It is clarified, however, that the abovementioned activities are already fully
devolved to the LGUs, and the functions of the DOF and the BLGF related thereto
are generally supervisory and coordinative in nature, particularly on local fiscal and
financial management, treasury and assessment matters, appointment of |
treasurers, resource mobilization, credit financing, capacity building, etc.

It is worth noting that Annex A was accomplished in order to have a clear view of
the functions that were already devolved to the LGUs and are already being
performed by them.

Related thereto, the BLGF commenced the Local Governance Reform Project
(LGRP), with funding support fram the Asian Development Bank, which seeks to
improve local public service delivery and strengthen local governance. The project
will focus on improvements to the real property tax (RPT) administration and
management reforms through (i) strengthened institutional arrangements and
development of policies on praperty valuation; (ii} developed and implemented
property tax valuation database and information systems; (iii) enhanced RPT
administration for selected LGUs; and (iv} professionalized local assessors and
strengthened capacity of LGUs on real property appraisal and assessment.

The DOF continuously supports and encourages the LGUs in the modernization and
digitization of their revenue and assessment operations.
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Annex B - Implementation Strateqy and Phasing of Devolution Transition
Activities

The DOF, through the BLGF, regularly conducts programs, activities, and technical
assistance that are open to all LGUs to ensure fiscal sustainability in the full
assumption of their devolved functions, as well as the manitoring and evaluation
systems of the BLGF that are already in place, which aim to promote good fiscal and
financial management.

Some of these training offers include the Training of Trainers (TOT) Management of
Local Treasury Operations (MALT), Data Management and Analysis (DAMA)
Training, Virtual Lecture on the Rationalization of Local Fees and Charges (LFC) and
Updating of Lacal Revenue Code, Online Learning Session on LGU Credit Financing,
and Skills Enhancement Training on the Updating of Schedule of Market Values and
Conduct of General Revision, amang others, which are further detailed on Annex E
of the DOF DTP.

On the other hand, as required under DBM-DILG JMC No. 2021-2, provided Annex
8.1 are the indicators and corresponding measure thereon which may be used to
determine the financial viability of LGUs relative to the delivery of devolved services
to its constituent, in relation to Annex 3.

Annex D — Matrix on the Capacity Development Strateqy for the National
Government Agencies [NGAs)

The DOF and the BLGF aim to further strengthen the technical capacities of its
officials and personnel to enhance the issuance of sound policies, provide better
service delivery standards, enhance monitoring and evaluation systems, and
trainings to LGUs.

The DOF, through the BLGF, shall assess the current level of performance of
concerned the office/unit thraugh training needs assessment in order to gauge the
capacity development interventions necessary for the concerned personnel.

Annex E - Capacity Development Programs for the LGUs

Inherent in the DOF’'s mandate to supervise the revenue operations of all LGUs is
the deyelopment and implementation of capacity development programs on local
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PFM, particularly for local treasury and assessment services, and the setting of the
competency standards therefor.

In particular, Department Order (DQ) No. 053.2016 dated 20 Oct 2016 was issued
by the Secretary of Finance to establish the Standardized Examination and
Assessment for Local Treasury Service (SEAL), a flagship program implemented by
the BLGF, in cooperation with the Civil Service Commission (CSC), to promote the
continuous professional development of the local treasury service and to develop
a corps of competent and qualified local treasury officials who demonstrate and
perform their functions with the highest degree of excellence, integrity and
professionalism with an end goal of effectively serving the LGUs and the general
public. To support and further sustain this program, the BLGF has developed the
Competency Framewark for Local Treasury Service, which is now under review by
the CSC, in order to achieve responsive capacity building programs on LGU treasury
services.

In addition, the DOF, through the BLGF regularly conducts and offers capacity
building activities and trainings in the area of local treasury and assessment services
to which are enumerated in this Annex.

Moreover, and as mentioned earlier, the BLGF LGRP will further support the
professionalization of local assessors and strengthen the capacity of LGUs on real
property appraisal and assessment.

Furthermore, the DOF, through the BLGF, and in coordination with the Philippine
Tax Academy, will continuously enhance its programs and capacitate the LGUs in
the areas of resource mobilization, revenue administration, and in the adoption of
digital technologies in order to improve their revenue collection, among others.

Annex F — Matrix on Monitaring and Performance Assessment of the LGUs in
Undertaking the Devolved Functions

This Annex contains the various public financial management systems that allow
the DOF and the BLGF to monitor and evaluate the revenue and assessment
operations of the LGUs.

The Local Government Financial Performance Monitoring System (LGFPMS) is an
electronic Statement of Receipts and Expenditures (eSRE), built-in performance

monitoring system for fiscal and financial indicators covering revenue generation,
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expenditure management, debt and investment management, and overall financial
management. The indicators can be clustered and used for measuring the
creditworthiness of LGUs.

The LGU Fiscal Sustainability Scorecard (FSS) for LGUs is the regular evaluation and
assessment tool for LGUs in arder to: (1) regularly assess individual LGU fiscal and
financial performance; (2) provide comprehensive metrics and data analytics on
local finance; (3) support credit financing assessment; (4) assist in local and national
palicy formulation; and (5) encourage the development of appropriate rewards
system. The LGUFSS and LGFPMS are intended to assess LGU fiscal and financial
perfarmance in arder to improve revenue generation capacity and expenditure
management of LGUs.

On the other hand, the LGU Integrated Financial Toals (LIFT) is a web-based system
that serves as a portal for three (3) major LGU financial and governance
applications. These three (3) major LGU financial and governance application
systems are the eSRE, the LGFPMS, and the Local Fees and Charges Estimation
System (LFCES).

It is also emphasized that DOF Department Order No. 034.2014 dated 26 May 2014
provides that the failure of the concerned local treasurer to submit timely and/or
accurate eSRE reports shall constitute sufficient grounds for filing a complaint in
accordance with the Revised Rules on Administrative Cases on the Civil Service
(RRACCS). In this view, Section 46 (F.3) of Rule 10 of the RRACCS shall apply in case
of failure to submit the reports within the prescribed period. While Section 46 (D.2)
of Rule 10 of the RRACCS shall apply in case of submission of inaccurate reports.

Annex G-2 — Summary of Positions to be Transferred, Reclassified, Converted,
Retitled, Abolished, and/or Created

Pursuant to the mandates of the BLGF over the treasury and assessment operations
of the LGUs, it is deemed necessary to implement the "scrap and build” policy of
the DBM, in order to enable the BLGF to efficiently and effectively conduct its
steering functions, consistent with the objectives of EO No. 138.

In this connection, Annex G-2 of the DOF DTP provides for the abolition of twenty-
seven (27) vacant Coterminous to the Incumbent {(CTl) positions with a total annual
Personnel Services {PS) Cost of Php10,863,330.00, and the creation of twenty-one
(21) plantilla positions with a total annual PS Cost of Php10,773,101.00, mostly
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technical positions at the BLGF Central Office and one technical position in each of
the Regional Offices. These technical positions are vital in implementing the core
_ functions of the BLGF, being an oversight agency for the fiscal operations of LGUs.

Other Notes

As regards the other components of the DTP, the DOF, through the BLGF, has
accomplished the applicable prescribed Annexes, copies attached, to wit:

1. Annex A: Assignment of Functions, Services and Facilities to Each Level of
Government*

2. Annex B: Implementation Strategy and Phasing of Devolution
Transition Activities?;

3. Annex D: Matrix on the Capacity Development Strategy for the National
Government Agencies®;

4. Annex E: Matrix on Development Strategy for the LGUs;

5. Annex F: Matrix on Monitoring and Performance Assessment of the LGUs in
Undertaking the Devolved Functions*; and

6. Annex G-2: Matrix on the Summary of Positions to be Transferred,
Reclassified, Converted, Retitled, Abolished, and/or Created®.

1 Annex A was accomplished in order to have a clear view of the functions that were already devolved to the
LGUs and are already being performed by them. The DOF continuously supports and encourages the LGUs in the
modernization and digitization of their revenue and assessment operations.

2 0n Annex B, the DOF has laid down the programs and activities to be conducted by the BLGF, in providing
capacity building programs and technical assistance to LGUs to ensure fiscal sustainability in the full assumption
of their devolved functions, as well as the monitoring and evaluation systems of the BLGF that are aiready in
place, which aim to promote good fiscal and financial management.

3 Further, Annex D was accomplished to indicate the necessary capacity building program strategy of the DOF
and the BLGF, to strengthen the technical capacities of its officials and personnel to enhance the issuance of
sound policies, provide better service delivery standards, enhance monitoring and evaluation systems, and
trainings to LGUS.

4 Related thereto, Annex F was accomplished to specify the various local PFM systems that allow the DOF and
the BLGF to monitor and evaluate the revenue and assessment operations of the LGUs.

5 Annex G-2 was accomplished to complement the manpower needed by the BLGF In exercising its
administrative, technical supervision, and coordination over the treasury and assessment operation of local
governments
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For further reference, enumerated below are the pertinent DOF and BLGF
issuances® an service delivery standards and monitoring systems for local PFM:

1. DO No.08-2011dated 11 Feb 2011: Adoptionof the Statement of Receipts
and Expenditures (SRE) as the Official Reporting System on Local
Government Fiscal and Financial Operations and Providing Rules and
Regulations Therefor, provided the guidelines, procedures and
instructions an the submission of SRE report of the local treasurers in the
electronic SRE (eSRE) system;

2. DO No. 034.2014 dated 26 May 2014: Amending Sections 3, 8, and 9 of
DO No. 8-2011 dated 11 Feb 2011, amended the deadline of the
submission of SRE repart and the administrative sanctions for failure to
submit timely and/or accurate submission of reports;

3. DO No. 059.2015 dated 28 May 2015: Electronic Submission of the
Quarterly Repart on Real Property Assessments, provided the guidelines
in the official submission of the QRRPA by the local assessors, as part a
part of their duties and function, in the eSRE system;

4. DO No. 053.2016 dated 20 Oct 2016: Establishing the SEAL Program,
established and institutionalized the SEAL program for the effective and
efficient discharge of lacal treasury duties and functions, through a three-
level competency certification classified as basic, intermediate, and
advanced, with a corresponding examination for each level;

5. DO No. 054.2016 dated 25 Oct 2016: Streamlining the Certification of Net
Debt Service Ceiling (NDSC) and Borrowing Capacity (BC) of LGUs,
prescribed the updated and streamlined guidelines governing the
issuance of NDSC and BC certificates to all LGUs as to the (i) documentary
requirements; (ii) computational parameters; and (iii) reportorial
requirements for loans involving local and foreign-assisted projects;

6. DO No. 075.2018 dated 20 Dec 2018: Establishing the LGU Fiscal
Sustainability Scarecard (FSS) in the BLGF, provided guidelines in the
astablishment the LGU FSS, as the official LGU fiscal and financial
performance evaluation system of the DOF, through the BLGF, and the
parameters for the evaluation for the LGUs;

7. DO No. 085.2019 dated 03 Dec 2019: Local Treasury Operations Manual
(LTOM), 2™ Edition;

!
§ partinent issuances are available and may he downloaded from www.blgf.zov.ph
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8. Local Assessment Regulations {LAR) No. 1-04 dated 01 Oct 2004: Manual
on Real Property Appraisal and Assessment Operations (MRPAAO),
provided guidelines on the adoption of a uniform system of real property
appraisal and assessment for taxation purposes;

9. DO No.037.2018 dated 02 Jul 2018: Philippine Valuation Standards (PVS),
2nd Edition (2018), issued prescribing PVS 2™ Edition, 2018, aligning the
current real estate practice in the country with the international valuation
standards, and providing country context on taxation and other purposes;

10.DILG-NEDA-DBM-DOF JMC No. 1, s. 2016 dated 18 Nov 2016: Updated
Guidelines on the Harmonization of Local Planning, Investment
Programming, Resource Mobilization, Budgeting, Expenditure
Management, and Performance Monitoring and Coordination in Fiscal
Oversight;

11.DBM-DOF-DILG Joint Memorandum Circular (JMC) No. 2018-01 dated 12
Jul 2018: Adoption of the Modified Format for the SRE of LGUs and
Updated Guidelines on the Preparation and Submission Thereof, provided
the guidelines and responsibilities of each concerned agency and LGUs in
the adoption of the modified format for the SRE of LGUs;

12.BLGF Memorandum Circular {MC) No. 08-2015 dated 21 Apr 2015:
Guidelines in the Submission and Reviewing of eSRE reports pursuant to
DO No. 034-2014 dated 26 May 2014, Amending Sections 3, 8, and 9 of
the DO No. 8-2011 dated 11 Feb 2011; provided the guidelines in relation
to the amended the deadline of the submission of SRE report and
administrative sanctions for failure to submit timely and/or accurate
submission of reports, and responsibilities of the Provincial Treasurers
and of the BLGF Central and Regional Offices in monitoring and reviewing
eSRE reports;

13.BLGF MC No. 08-01-2017 dated 31 Aug 2017: Adoption of the LGU
Integrated Financial Tools (LIFT} System for the Submission of the
electronic SRE Report, issued to inform all concerned in the adoption of
the LIFT System, as embodied under the DILG-NEDA-DBM-DOF JMC No.
1-2016, for the submission of eSRE reports of provinces, cities and
municipalities, and to inform of the enhancement of the system from
@SRE version 2.4 to eSRE version 3; and

14.BLGF MC No. 16-2015 dated 19 June 2015: Local Public Financial
Management Tools for the Electronic Statement of Receipts and
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Expenditures (2015), issued for the implementation of the Manual for the
Local PFM Tools for the eSRE.

The following DTP Annexes are not applicable‘to the DOF:

1. Annex C-1: Registry of Service Standards for the Delivery of Devolved Functions,
Services and Facilities;

2. Annex C-2: Summary of Recommended Organizational Structure and Staffing

Complement for the LGUs’;

. Annex G-1: Organizational Effectiveness Proposal;

4. Annex G-3: Summary of Affected Personnel for Deployment to Other
Departments/Agencies/GOCCs Who Opted to Retire/Separate from the Service,
and Apply to Vacant Positions in the LGUs; and

5. Annex G-4: Summary of Modifications in Resource Allocation.

w

Prepared by:

MA. P. QUIZON
OICExe e Director, BLGF

Reviewed by:

OIC Undefsecretary, Ravenue Generation and
Local Finance Group, DOF

Approved by:

< € o
BENJAMIN E. DIOKNO
Secretary of Finance g

NOV g any e

7 The DOF prescribes the recommended organizational structures for lacal treasury and assessment offices,
respectively under DO No. 0835.2019 and LAR No. 1-04.
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