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What are earmarked revenues?

2 Main principle: Earmarking is the practice of assigning revenues, typically through legislation
or constitutional provision—from specific taxes or groups of taxes to particular government
activities or sectors (McCleary, 1991)

> Definition: Government receipts or income mandated by law to be used exclusively for
designated activities, benefits, or purposes

> General purpose: The intent to protect a specific category of expenditure from the volatility of
the political process by linking it to a dedicated source of revenue. Through this, the level of
revenue determines the level of expenditure over time (The World Bank)
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What are earmarked revenues?

> Average growth rate (2013-2021) = 18.3%, steady increase from P56.4 billion to P200.9 billion
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How are earmarked revenues being managed?

> Sec. 1 (PD 1234): All income and collections > Implication: This includes income derived

for Special or Fiduciary Funds authorized by from measures authorized by law, and
law are remitted to the National Treasury revenues which are otherwise earmarked by
(BTr) and treated as Special Accounts in the law for specific activities [Sec. 1(i)]
General Fund (SAGF)

> Sec. 2 (PD 1234): All amounts collected and > Implication: All earmarked revenues (which
accruing to Special or Fiduciary Funds are are treated and maintained as SAGF) are
automatically appropriated for the purposes Included in the national budget as part of
authorized by the law that created these automatic appropriations

funds, unless otherwise provided in the
General Appropriations Act (GAA)
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New Appropriations Automatic Appropriations, of which:
Programmed Appropriations NTA/IRA
Unprogrammed Appropriations BARMM Annual Block Grant

Interest Payments

N/

Total Available Appropriations

LESS: Unprogrammed Appropriations

Total Expenditure Program
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What is an appropriation?

= An authorization pursuant to laws or
other legislative enactment
Requires Congressional action to
direct the spending of public funds
for a specific purpose, up to a
specified amount under specified
conditions

What are Automatic Appropriations?
One-time legislative authorization
Automatically released
Do not require periodic action by
Congress
Not included in the legislation of
annual appropriations

The Role of Congress

= Legislation

= Qversight (Power of the Purse)
= Representation




How are earmarked revenues being managed?

> Sec. 3 (PD 1234): Amounts collected under > Implication: While all earmarked revenues

Special or Fiduciary Funds are released to are part of automatic appropriations, not all
the concerned implementing agencies, earmarked funds are considered

subject to the approval of the President and automatically released for its specific

the issuance of a Special Budget purpose

> Sec. 29(3), Art. VI (1987 Constitution): All money > Implication: All earmarked funds must only be

collected on any tax levied for a special purpose used for their respective intended purposes;
shall be treated as a special fund and paid out for reinforces both accountability in the use (i.e,,
such purpose only. If the purpose for which a prevents indefinite accumulation or diversion of
special fund was created has been fulfilled or funds) and management (i.e., periodic review of
abandoned, the balance, if any, shall be transferred their continued relevance) of earmarked funds

to the general funds of the government.
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> Sec. 45, Chap. 5, Book VI (EO 292): Receipts shall

be recorded as income of Special, Fiduciary, or
Trust Funds—or of funds other than the General
Fund—only when authorized by law, and must
follow the rules and regulations (to be) issued by
the Permanent Committee

Secs. 1 & 2 (EO 431): The Permanent Committee
IS mandated to evaluate all existing cash deposits
maintained outside of the BTr (i.e., AGDBs, other
financial or banking institutions), and review the
legal basis for the maintenance of said funds where
these are deposited.

How are earmarked revenues being managed?

> Implication: Establishing an earmarked fund using

NG revenues requires an enabling law authorizing
Its creation and use. The Permanent Committee is
mandated to monitor and evaluate the activities
and balances of all NG funds, including earmarked
funds

Implication: The Permanent Committee has the
authority to evaluate all accounts maintained by
the NG, including special funds such as those under

the SAGF (i.e., earmarked funds). while the Committee may

recommend whether such funds should be continued to fulfill the
purposes for which they were established, it does not have the direct
power or approving authority to revert, close, or transfer fund balances
to the General Fund without the President’s approval.
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How are earmarked funds spent?

> Sec. 4 (PD 1234): Once released, earmarked
funds are administered and utilized by
concerned departments/agencies only for
the purposes authorized in the law creating
the said funds.

> Exemption from Sec. 45, Chap. 5, Book VI (EO
292): As a general rule, all income and revenues of
the NG must accrue to the unappropriated surplus
of the General Fund (unless otherwise specifically
provided by law).
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> Implication: The schedule for the release of obligational
authorities from earmarked revenues are as follows:

(i) Direct fund release to implementing agencies under GAAAQ,
from GAA to Automatic Appropriations (Ul)

(if) Under Automatic Appropriations for release through SARO
to agencies which are authorized to use their collection at the
beginning of the fiscal year (i.e. full year NTA and Block Grant

allocations) (Ul)

(il)) Under Automatic Appropriations by agency for release

through issuance of SARO upon submission of a Special
Budget Request (SBR) (SAGF)



How are earmarked revenues being reported?

> By fund release: Earmarked funds are reported in accordance with how funds are released to
concerned implementing agencies for their specified mandated use, classified as follows:

(1) Use of Income, General Fund (i.e., as part of the annual GAA under automatic appropriations)

(i1) With the approval of a Special Budget Request (SBR) from the concerned agency charged
against the respective Special Account in the General Fund (i.e., made available for expenditure
through a Special Provision under the department/agency concerned in the GAA)
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Revenue vs. Expenditure performance (by classification)

> Actual expenditures (obligations) consistently remain below revenue levels: The spending gap for
earmarked funds under SAGF is relatively wider due to significantly lower expenditures (obligations)

Figure 3a: USE OF INCOME (Net of NTA¥)
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Revenue vs. Expenditure performance

> Average annual utilization rate (2014-2024) is only 24.3% (13.6%"): Low utilization resulted in the

steady increase of cumulative year-end balances. By 2024, unused earmarked funds reached P813.0 billion
Cumulative -
ocatvenr | BN, | Rovenues (et | T Earmared | g | ilmtenate | ormarce
FY) Obligations) Funds
A B C D E F
2014 189.8 52.6 242 .4 26.2 209.7
2015 209.7 56.3 265.9 34.1 294.8
2016 294.8 75.8 370.6 23.6 354.9
2017 354.9 92.8 447.7 583 382.7
2018 382.7 99.1 481.7 18.9 473.6
2019 473.6 136.0 609.6 57.3 554.6
2020 554.6 185.9 740.5 118.6 614.7
2021 614.7 200.9 815.5 157.3 667.9
2022 667.9 1,182.2 1,850.1 1,135.3 688.4
2023 688.4 1,031.2 1,719.6 994.8 707.0
2024 707.0 1,149.1 1,856.1 1,064.6 813.0
Net of NTA
2022 667.9 223.1 891.0 176.3 688.4
2023 688.4 210.9 899.3 174.5 707.0
2024 707.0 277.7 984.7 193.3 813.0
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Major issues and challenges in the management and use

2 Under-utilization of earmarked funds. As shown by the high positive year-on-year (YoY) balances and the
Increasing trend in year-end cumulative balances especially from SAGFs
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Major issues and challenges in the management and use

> Misuse of earmarked funds for purposes other than what is provided under the law. Based on key audit
findings, certain earmarked funds were used for purposes other than what was provided for in the law.

> While PD 910 explicitly states that it must be used for energy resource development and exploitation PAPs,
the justification to use the Malampaya fund for purposes other than what it was originally intended for
stems from the inclusion of a catch-all clause/phrase (i.e., “and for such other purposes as may be hereafter
directed by the President”). This prompted the broad and open interpretation of the enabling law governing
its use (e.g. transfers to farmer-beneficiaries and NGOs of questionable existence, Philippine National Police
(PNP) for office and janitorial expenses, and Coconut-Corn Intercropping Program, among others).

> In 2013, the Supreme Court declared the said phrase in Section 8 of PD 910 as unconstitutional. This,
however, further restricted fund use of PD 910 to just energy resource development and exploitation PAPs.
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Major issues and challenges in the management and use

> Earmarking versus the “One-Fund” concept. Since SAGFs are special accounts within the General Fund,
cash receipts for earmarked funds deposited into SAGFs can be used for other items in the General Fund.

> While legally the funds can be drawn when needed, the pooled cash resources (in the General Fund)

might be insufficient at the moment of obligation or disbursement of earmarked funds, which would
defeat the purpose of earmarking in the first place.

> No guarantee that earmarked obligations can be sufficiently funded. Due to the lack of clear
safequards in the decree (PD) establishing the “One-Fund” concept, it is important to create a legally-
mandated system that would track the use of cash resources from earmarked funds (especially during the

period that these are not being utilized) and ensure that separate subsidiary ledgers for earmarked funds
are cash-backed at all times
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Major issues and challenges in the management and use

> Overlapping expenditures with regular programs. There is a need to improve the quality of
spending of earmarked funds as some are set aside for expenditures that are either already
funded under the GAA or part of the NGAs' reqular programs or locally-funded projects

> In the case of Special Road Fund (DPWH-OSEC), exclusively earmarked for the ‘construction,
upgrading, repair, and rehabilitation of roads, bridges, and road drainage’, this may overlap with
the Asset Preservation Program (APP)—one of the major programs of the DPWH which already
aims to improve the quality of national roads to international standards and ensure resiliency to
natural disasters
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Major issues and challenges in the management and use

> Lack of a monitoring policy on earmarked funds. A monitoring policy in place, would
determine whether earmarked funds have already fulfilled its intended purpose and whether
financial resources from earmarking were used efficiently and effectively by concerned NGAs

> The use of the Tobacco Fund, for instance, which has already fulfilled its purpose is now Llimited
to just augmenting the operational and administrative requirements of the National Tobacco

Administration (NToA). This has rendered the growth of the fund’s cumulative balance, which
continues to remain idle for years.

2 In the case of the DPWH’s SRF which is used for road safety PAPs, key performance metrics on
road safety (i.e. reduction in road accidents) should be in place to monitor and measure
expenditure performance of earmarked funds.
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Moving Forward

> Trade-off in earmarking funds. While earmarking can increase funding certainty for key programs and projects,
It simultaneously reduce the government’s overall fiscal flexibility and control over the budget. Policymakers
should strike a balance between the need for program predictability with the need to respond effectively to
changing circumstances and emerging needs.

> Aiming for deficit-neutrality. Linking specific revenue streams to specific expenditures without considering the
overall fiscal balance can hamper the government’s stability to adjust fiscal policy, potentially leading to
Increased debt or forcing cuts on high-priority, non-earmarked expenditures. It is important to evaluate
proposals for earmarking within the context of the entire budget, ensuring that new spending is covered by
new revenue, rather than simply adding to overall deficit and national debt. This promotes responsible PFM
and long-term economic stability.

> Revisit governing laws on earmarking. Earmarking policies are still governed by outdated Presidential Decrees
and executive issuances. It is crucial that these laws be updated to become more proactive and responsive to
current and emerging fiscal challenges, ensuring the more effective management of limited public resources

Ways Forward in Managing
Earmarked Revenues in the Philippines:
Trends, Issues and Policy Options



Moving Forward

> Fastrack the passage of the Budget Modernization Bill (BMB). The BMB aims to institutionalize reforms that
will help address long-standing challenges in public financial management, particularly the persistent
underutilization of earmarked revenues. The following are the salient provisions of the BMB:

v" Increased oversight - A periodic review and rationalization of earmarked funds to validate compliance
with governing laws, and to determine whether it should be modified, or reallocated once it has
achieved its purpose.

v’ Sunset clause - Instead of making earmarks permanent, the government may designate funds for a
specific period only. This ensures that funding is used for its original purpose for a specified period of
time, after which the program can be reviewed and the funds potentially reallocated.

v’ Performance-based funding - It is important to link the continuation of earmarked funding to specific
performance metrics. If a program is no longer effective or necessary, its funding should be redirected.
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Thank you very much!

Maraming Salamat po!

For questions and/or clarifications regarding the study, you may reach us through the following:

Congressional Policy and Budget Research Department (CPBRD)
5" Floor Main Building, House of Representatives
Constitutional Hill, Quezon City 1126 Philippines
Tel.: (632) 931-6032, 931-5001 local 7596, 7503

Fax.: (632) 931-5001 loc. 7594

cpbrd.congress.gov.ph

Office Hours: Monday to Thursday (8:00 a.m. to 7:00 p.m.)



