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Introduced by Senator Ralph G. Recto

AN ACT
REMOVING THE CONDITIONS FOR THE CONDONATION OF ALL UNPAID 
INCOME TAXES DUE FROM LOCAL WATER DISTRICTS, AMENDING FOR THE 
PURPOSE SECTION 289-A OF THE NATIONAL INTERNAL REVENUE CODE, AS 
AMENDED

Explanatory Note

Presidential Decree (P.D.) No. 198 institutionalized the concept o i Local Water Districts 
(LWDs). As early as 1973, the government recognized the need for reliable, economically 
viable and sound water supply and wastewater disposal system for population centers of the 
Philippines.

In order to support the growth of LWDs, P.D. No. 198 exempted them from paying 
income taxes, as well as from the payment of all national government, local government and 
municipal taxes and fees, and all duties or imposts on imported machinery, equipment and 
materials required for its operation.

Over a period of more than three decades, several laws were enacted either granting or 
withdrawing the tax exemption privileges of LWDs. Also, the juridical personality and tax status 
of LWDs, as gleaned from the provisions of Sections 27 and 32 of the Tax Code, have been 
subjected to various interpretations by government agencies and judicial bodies. Even more 
disconcerting is the fact that other public utilities of similar nature such as the Metropolitan 
Waterworks and Sewerage System (MWSS) and National Power Corporation (NPC) were 
granted tax exemptions by the Bureau of Internal Revenue (BIR) based upon the same Tax Code 
provisions.

During the Fourteenth Congress, Republic Act (R.A.) No. 10026 was enacted with the 
end in view of resolving the inconsistencies in tax treatment that have probably hampered the 
growth and efficient provision of safe, adequate and potable water to more than fifteen (15) 
million people outside Metro Manila. Thus, R.A. No. 10026 ineluded LWDs in the list of 
government agencies exempt from the payment of income taxes and also allowed the 
condonation of their tax liabilities.

However, R.A. No. 10026 provided that unpaid taxes will only be condoned subject to 
certain conditions, to wit: (1) that the BIR, after careful review of the financial statements of a 
water district applying for condonation of taxes due, establishes its financial incapacity; and (2) 
that the water district availing of such condonation shall submit to Congress a program of 
internal reforms, duly certified by the Local Water Utilities Administration. The condonation 
therefore, is not automatic but, rather is dependent on certain requirements which LWDs must 
comply with.

It will be noted that the Bureau of Internal Revenue has not issued a Revenue Regulation 
(RR) to implement the grant of condonation as per RA No. 10026. What was issued two years 
after the enactment of the law was Revenue Memorandum Circular .68-2012 which merely








