
Analysis of 

Finance Commission Grants to 

Local Governments

The Sixteenth Finance Commission (XVI FC) has 

recommended grants totaling ₹7,91,493 crore to 
local governments, for the award period 2026-31, 

comprising ₹4,35,236 crore for Rural Local 

Governments (RLGs), and ₹3,56,257 crore for Urban 
Local Governments (ULGs). This represents an 81 

per cent increase over the grants recommended by 
the Fifteenth Finance Commission (XV FC) for 

2021-2026. 

Grants to ULGs have risen sharply by 2.3 times, 
while those for RLGs have risen by 55 per cent. The 
FC has also introduced new performance criteria 

for states, ULGs and RLGs to govern the release of 
untied grants. 

Despite the introduction of the National Municipal 

Accounting Manual, many ULGs continue to adhere 

to their own accounting systems which makes 

inter-state comparison difficult.1 To address this, 
the Ministry of Housing and Urban Affairs (MoHUA) 
is developing an enterprise resource planning 
solution that will integrate financial transactions 
and account preparation with the Public Financial 
Management System. The Government of India 

(GoI) is also working on an urban data platform that 
has potential for supporting ULGs in preparing 

standardised accounts.

The FC has recommended amending the 
Constitution to remove the requirement for their 
recommendations to be based on those of the 
State Finance Commissions (SFC) because 
structural and operational constraints make it 
difficult to do so. In parallel, NITI Aayog has been 
asked to study the functioning of SFCs and publish 

a compendium of good practices.

The Ministry of Panchayati Raj and MoHUA were 
asked to organise regional workshops, with 
particular attention to the north-eastern states, to 
guide states on grant claim processes and 
guidelines. 

KEY HIGHLIGHTS AND POLICY ANNOUNCEMENTS Overview

The 73rd and 74th Constitutional Amendments created a 

third tier of government by recognising panchayats and 
municipalities as institutions of self-government in rural 

and urban areas, respectively.2 These bodies may be 

empowered by states to levy taxes/ fees to raise their 
own resources.3

The FC has been empowered to recommend inter alia 

measures to strengthen finances of these local 
governments.4 The present brief examines the 

recommendations of the XVI FC on grants to local 
governments, specifically ULGs and RLGs and 

compares them with the approach adopted by the 
earlier XV FC. 

Trends in finance commission grants to 

rural and urban local governments

▪ The XVI FC has recommended grants of ₹7,91,493 
crore to local governments, for the 26-31 award 

period, comprising ₹4,35,236 crore to RLGs and 
₹3,56,257 crore to ULGs. This marks an 81 per cent 
increase over the grants recommended by the XV 
FC (2021-26).

▪ Grants for ULGs, in particular, have increased by 2.3
times compared to the previous award period. In
contrast, grants for RLGs have grown by 55 per
cent. This includes health grants for the XV FC 

award period as well.

▪ Overall , FC transfers to both bodies have expanded.
From the X FC to the XVI FC grants to ULGs have
increased by 1.84 times, while those to RLGs have
risen by 1.29 times. 

▪ The share of local government grants in the total
divisible pool has also risen from 1.38 per cent
during the X FC award period, to 3.8 per cent during

the XIV FC award period, before a slight decline to
3.2 per cent during the XV FC award period. 
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▪ Although releases to ULGs were marginally higher than those to RLGs during the X FC and XI FC award periods, this 
was reversed in 2005. Since then, a higher proportion of recommended grants have been released to RLGs. 

▪ Right from the XV FC award period, while ULG releases remained below 90 per cent, releases to RLGs were 90 

percent or higher. During the XV FC award period, up to July 2025, only 63 per cent grants had been released to 

ULGs, compared to 74 per cent for RLGs.

▪ Across all FC cycles, releases have fallen short of grant recommendations largely due to local governments’ inability 
to meet the conditionalities attached to performance linked grants.5

Figure 1: Finance Commission Grants to ULGs and RLGs over the years (in ₹ crore)

Source: Report of Sixteenth Finance Commission (2026-31), Vol. 1 available at url.
Note: The share of grants in the total divisible pool could not be computed for the XVI FC period because of the non-availability of 
the divisible pool estimates. Grants during the XV FC period have been computed by adding the primary health grant components 

that are clearly identifiable as rural and urban. There are other components that cover both rural and urban areas, but a breakup is 
not available for them.

Figure 2: Release of Finance Commission Grants to ULGs and RLGs over the years (in %)

Source: Report of Sixteenth Finance Commission (2026-31), Vol. 1 available at url.
Note: The releases during the XV FC period do not reflect releases of grants for the primary health sector, incubation of new 
cities and for shared municipal services since that data was not available. Further, releases for the XV FC period reflect releases 

up to July 2025. 
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Key differences between the grants to local governments in the XV FC and XVI FC 

Table 1 summarises the main differences in how grants to local governments have been structured by the XV FC and XVI FC.

 XV FC XVI FC

Criteria for inter-se 
distribution among 
states

90 per cent weightage to population (2011 
Census) and 10 per cent to area, for both 
ULGs and RLGs. 

RLGs: 90 per cent weightage to projected population 
for 2026 and 10 per cent to area. 

ULGs: 90 per cent weightage to projected population 

for 2026 and 10 per cent to own-source revenue (OSR). 

Structure of grants - Mix of tied grants (60 per cent), untied 
grants (40 per cent), and special grants 
(health, incubation of new cities, shared 

municipal services). 

- Within the tied component, half the 
funds were earmarked for sanitation/ 

solid waste management, and the 
remaining half for water management. If 
the local government body had fully 

addressed requirements of one priority 
sector, it could reallocate funds to the 
other, subject to approvals. 

- Untied grants could be used for any 
function except salaries/ establishment 

expenditure.

- Mix of tied grants (40 per cent) and untied grants 
(60 per cent), split into basic and performance 
components, as well as special grants (urban 

infrastructure, urbanisation premium) for ULGs. 

- The performance components are linked to RLG/ 
ULG performance and state performance. The RLG 

performance component begins in the third year of 
the award period while the ULG performance 
component begins in the second year. State 

performance component begins in the second year 
for both RLGs and ULGs.

- Tied grants were earmarked for sanitation and solid 
waste management and/ or water management, 
with the flexibility to prioritise as per local needs. 

- Untied grants could be used for any function, 
however, no more than 20 per cent for 
construction/ maintenance of roads, and funds 

could not be used for salaries/ establishment 
expenditure. 

- All activities financed through tied/ untied grants 
require formal resolutions. 

RLG-ULG share of 
grants

Gradual shift from 67:33 to 65:35 by the end 
of the award period. 

Fixed at 60:40. 

Design of urban grants ULGs got four grants i.e., general, health, 
incubation of new cities and for shared 
services. 

Differentiated approach to general grants 
i.e. million plus cities6 received grants 
linked to performance in air quality and 

service level benchmarks, while other cities 
received tied grants and untied grants. 

ULGs got special grants for urban infrastructure and 
urbanisation premium, in addition to basic and 
performance grants. Part of the basic grants were tied. 

Design of rural grants RLGs got general grants and special grants 
for health. 

RLGs got basic and performance grants; part of the 
basic grants were tied. 

Sharing among 
panchayats 

Range provided (Gram Panchayats: 70-85 
per cent; block panchayats: 10-25 per cent; 
district panchayats: 5-15 per cent). 

Fixed formula: Gram panchayat (80 per cent), block 
panchayat (10 per cent), district panchayat (10 per 
cent).

Eligibility criteria Online publication of accounts; ULGs to 
notify floor property tax rates and improve 
collection; states to constitute SFCs and act 

on recommendations. 

Online publication of accounts; timely constitution of 
SFCs and action on recommendations.

Further, eligibility for the performance component was 
dependent on improvements in OSR based on quantum 
specified in the report and states transferring their own 

funds to local governments (minimum 20 per cent of 
the previous year’s basic FC grant). 

Coverage of Schedule V 
and VI areas 

Recommended grant distribution to Schedule V and VI areas, to augment resources available. 

Manner of release Grants released in two equal instalments, in June and October. States were required to transfer grants 
within 10 working days, failing which interest penalty became payable. 

Table 1: Comparison of XV FC and XVI FC frameworks for local government grants 

Source: Report of the Fifteenth Finance Commission (2021-26), Vol. 1 available at url; Report of Sixteenth Finance Commission 
(2026-31), Vol. 1 available at url.
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▪ During the XV FC award period, 79 per cent grants were tied. These included performance grants for million-plus 
cities, linked to improvements in air quality and achievement of service-level benchmarks, grants for other cities tied 
to the provision of two basic services i.e. sanitation/ solid waste management and water, grants for the primary health 
sector, grants for incubation of new cities and grants for shared municipal services. The remaining 21 per cent grants 

were untied.

▪ The XVI FC has recommended increasing the share of untied grants to provide ULGs with greater flexibi lity and 

autonomy. Now, only 51 per cent grants are tied. This includes grants tied to provision of sanitation and drinking 
water services, special infrastructure grants and the urbanisation premium, while 49 per cent are untied.

▪ Of the untied grants, 67 per cent are basic grants that will be released to ULGs that satisfy the eligibility criteria. The 

remaining 33 per cent are performance based grants, to be released based on improvements in OSR generation and 
transfers made by states from their own resources, as detailed in Table 1 above.

▪ The special grants are of two types:

o Special infrastructure grants, intended to support comprehensive wastewater management in urban growth 
centres.

o Urbanisation premium, a fixed one-time per capita allocation of ₹2,000 per person (based on Census 2011). 
This may be claimed by states upon the merger of peri-urban villages into adjoining larger ULGs with a 

population of at least one lakh, along with the formulation of an appropriate rural-urban transition policy.

Types of grants XV FC Types of grants XVI FC

Tied Grants Basic7 49,716 Tied Grants Basic8 1,16,062.5

Tied Grants Performance9 38,196 Untied Grants Basic 1,16,062.5

Untied Grants 33,143 Untied Grants Performance 58,032

Grants for primary health sector 26,123 Special Infrastructure Grants 56,100

Grants for incubation of new cities 8,000 Urbanisation Premium 10,000

Grants for shared municipal services 450

Total Grants 1,55,628 Total Grants 3,56,257

Table 2: Grants to ULGs during the XV FC and XVI FC award periods (in ₹ crore)

Source: Report of the Fifteenth Finance Commission (2021-26),Vol.1 available at url; Report of Sixteenth Finance Commission 
(2026-31), Vol.1 available at url.
Note: Grants for the primary health sector during the XV FC period for ULGs have been computed by adding the components that 

are clearly identifiable as urban. There are other components that cover urban areas, but a breakup is not available for them .

▪ As stated in Table 1, the XVI FC has changed the manner in which the inter-state distribution for ULGs is

determined. Previously, during the XV FC period, distribution was based on Census 2011 population (90 per cent)
and area (10 per cent). This has now shifted to 2026 projected population (90 per cent) and OSR generation (10 per
cent). This has resulted in variations in inter-state shares of ULG grants. Twelve of the twenty eight states are now
receiving a larger share, compared to grant entitlement in the XV FC period. 

▪ During the XV FC period, Uttar Pradesh received the largest share of ULG grants (16.05 per cent), fol lowed by 
Maharashtra (9.59 per cent), Bihar (8.26 per cent), and West Bengal (7.26 per cent). Now, under the revised formula, 
Maharashtra receives the largest share (16.13 per cent), fol lowed by Uttar Pradesh (11.56 per cent), Tamil Nadu 
(8.64 per cent), and Gujarat (8.19 per cent). 

▪ Sikkim’s share remains unchanged and continues to be the smallest. Arunachal Pradesh’s share has declined 
sharply from 0.38 per cent to 0.08 per cent, making it the second-lowest recipient. Detailed state-wise shares for the 
XV and XVI FC award periods are provided in Annexure 1. 

▪ As a result of the revised distribution formula, sixteen states are receiving a smaller share relative to their XV FC 
allocations. However, since the XVI FC has increased the size of ULG grants, most states will still receive a higher 
grant in absolute terms. The only exceptions are Himachal Pradesh and Arunachal Pradesh, which will each receive 
grants 49 per cent lower than in the XV FC period, and Bihar, which will receive 8 per cent less.
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Grants made during the XV 

FC period (in ₹ crore) 

Grants made during the XVI FC 

award period (in ₹ crore) 
Change (in %) 

Andhra Pradesh 5,231 12,158 132

Arunachal Pradesh 459 233 -49

Assam 3,197 3,249 2

Bihar 9,999 9,169 -8

Chhattisgarh 2,900 4,990 72

Goa 149 726 387

Gujarat 6,367 23,764 273

Haryana 2,520 7,834 211

Himachal Pradesh 855 435 -49

Jharkhand 3,367 6,093 81

Karnataka 6,409 18,483 188

Kerala 3,242 16,683 415

Madhya Pradesh 7,938 16,016 102

Maharashtra 11,611 46,803 303

Manipur 353 609 73

Meghalaya 363 377 4

Mizoram 185 377 104

Nagaland 249 667 168

Odisha 4,498 5,078 13

Punjab 2,764 7,834 183

Rajasthan 7,696 12,680 65

Sikkim 84 203 142

Tamil Nadu 7,187 25,069 249

Telangana 3,682 11,548 214

Tripura 381 1,016 167

Uttar Pradesh 19,432 33,543 73

Uttarakhand 1,145 2,497 118

West Bengal 8,792 22,023 150

Table 3: State-wise ULG grants during the XV FC award period and XVI FC award period (in ₹ crore) 

Source: Report of the Fifteenth Finance Commission (2021-26), Vol. 1 available at url; Report of Sixteenth Finance 
Commission (2026-31), Vol. 1 available at url.

▪ Entit lement to grants, however, does not automatically result in releases, and actual spending as states may fail to 

meet the eligibility requirements. Details of releases to states by the centre were not publicly available, However, 
based on state budget documents, we have examined releases of grants by states to ULGs during the XV FC award 
period. (FY 21-22 to FY 23-24).  

▪ During this period, in five of twenty eight states (Madhya Pradesh, Tripura, Himachal Pradesh, Tamil Nadu, and 
Mizoram) releases surpassed or equalled the FC recommendations. However, less than two thirds of recommended 
grants were released to ULGs in eight states. ULGs in Arunachal Pradesh did not receive any grants during this period. 
Receipts were also very low in other north-eastern states like Manipur (21 per cent), Nagaland (37 per cent), and 
Meghalaya (37 per cent).

ANALYSIS OF FINANCE COMMISSION GRANTS TO LOCAL GOVERNMENTS

5

https://fincomindia.nic.in/asset/doc/commission-reports/XVFC%20VOL%20I%20Main%20Report.pdf
https://fincomindia.nic.in/asset/doc/commission-reports/16th-FC/reports/Vol1-Main-Report.pdf


▪ During the XV FC award period, 66 per cent of grants were tied to the provision of sanitation and drinking water and 
the primary health sector, while the remaining 34 per cent were untied. 

▪ The XVI FC recommendations increase the untied grants available with RLGs to 60 per cent. Now, only 40 per cent

grants are tied. Unlike ULGs, which continue to receive special grants, RLGs are not provided any special allocations

▪ Of the untied grants, 67 per cent are basic grants to be released to RLGs that satisfy the eligibility criteria. 33 per cent 

are performance based grants that will be released based on improvements in OSR generation and state transfers 
from their own resources, as detailed in Table 1. 

Types of grants XV FC Types of grants XVI FC

Tied Grants10 1,42,084 Tied Grants Basic11 1,74,094

Untied Grants 94,721 Untied Grants Basic 1,74,094

Grants for primary health sector 43,928 Untied Grants Performance 87,048

Total Grants 2,80,733 Total Grants 4,35,236

Figure 3: State-wise actual releases to ULGs as a share of FC recommendations between FY 21-22 and FY 23-24 

Source: Authors’ calculations basis FC Reports and State budget documents. 
Note: The release (in %) has not been computed using Actuals of Grants-in-Aid received by states under Major Head 1601 in the 
State Budget. For FY 24-25 and FY 25-26 the release has not been computed because only the REs, and BEs, respectively were 

available. 

Trends in Grants to Rural Local Governments

Table 4: Grants to RLGs during the XV FC and XVI FC award periods (in ₹ crore)

Source: Report of the Fifteenth Finance Commission (2021-26), Vol. 1 available at url; Report of Sixteenth Finance Commission 
(2026-31), Vol. 1 available at url.
Note: Grants for the primary health sector during the XV FC period for RLGs have been computed by adding the components that 

are clearly identifiable as rural. There are other components that cover rural areas, but a breakup is not available for them.

▪ As stated above in Table 1, the manner in which inter-state distribution for RLGs is determined remains largely the
same during the XVI FC period, as it was during the XV FC period. However, while the XV FC assigned 90 per cent
weightage to the Census 2011 population, the XVI FC uses projected populations for 2026. This change has resulted
in seventeen states receiving smaller shares of RLG grants as compared to their allocations during the XV FC award
period. 

▪ Despite this shift, the six states receiving the largest share of RLG grants have remained broadly unchanged-Uttar
Pradesh, Bihar, Maharashtra, Madhya Pradesh, Rajasthan, and West Bengal. Detailed state-wise shares for the XV and 

XVI FC award periods are provided in Annexure 2. 

▪ Though some states are now receiving lower shares relative to their XV FC entitlements, since the XVI FC has 
increased the quantum of grants to RLGs, most states will receive higher grants in absolute terms. The only 

exceptions are Goa and Kerala which will now receive 41 per cent and 48 per cent lower than their XV FC grants.
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Grants made during the XV FC 

period (in ₹ crore) 

Grants made during the XVI FC award 

period (in ₹ crore) 
Change (in %) 

Andhra Pradesh 10,231 16,627 63

Arunachal Pradesh 900 1,698 89

Assam 6,253 14,580 133

Bihar 19,561 51,923 165

Chhattisgarh 5,669 11,664 106

Goa 293 174 -41

Gujarat 12,455 18,802 51

Haryana 4,929 8,270 68

Himachal Pradesh 1,673 3,744 124

Jharkhand 6,585 14,231 116

Karnataka 12,539 18,889 51

Kerala 6,344 3,308 -48

Madhya Pradesh 15,527 32,033 106

Maharashtra 22,713 32,817 44

Manipur 690 1,262 83

Meghalaya 711 1,479 108

Mizoram 362 567 57

Nagaland 486 697 43

Odisha 8,800 18,715 113

Punjab 5,410 8,486 57

Rajasthan 15,053 31,467 109

Sikkim 165 218 32

Tamil Nadu 14,059 16,930 20

Telangana 7,201 9,968 38

Tripura 746 1,176 58

Uttar Pradesh 38,012 83,261 119

Uttarakhand 2,239 4,047 81

West Bengal 17,199 28,203 64

Table 5: State-wise RLG grants during the XV FC award period and XVI FC award period (in ₹ crore) 

Source: Report of the Fifteenth Finance Commission (2021-26), Vol. 2 available at url; Report of Sixteenth Finance Commission 
(2026-31), Vol. 2 available at url.
Note: The grants to RLGs for the primary health sector during the XV FC award period have not been included in the above table. 

▪ Entit lement to grants, however, does not automatically translate into releases, as states may fail to meet the
prescribed eligibility conditions. Between FY 20-21 and FY 23-24, fifteen states received 100 per cent of
recommended grants, while six other states received above 95 per cent recommended grants. Release of grants
was particularly low in the north-east states- Meghalaya and Manipur received the lowest (16 per cent each),
fol lowed by Arunachal Pradesh (39 per cent) and Nagaland (49 per cent). 
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▪ Although accounting-related limitations make it difficult to comprehensively assess state transfers to local bodies,
based on data available in state budgets we examined actuals to RLGs during the XV FC award period (FY 21-22 to FY

23-24). This shows that only ten of the fifteen states that received 100 per cent of the XV grants transferred the entire
grant amount onwards to the RLGs- transfers to RLGs exceeded the recommended grants in four of these states- Tamil

Nadu, Telangana, Chhattisgarh, and Sikkim. For Rajasthan, actual releases are higher than the recommended amount for 
this period. 

▪ Releases to RLGs were particularly low in the north-eastern region. Manipur received the lowest recommended grants
(16 per cent), followed by Arunachal Pradesh (27 per cent), Meghalaya (32 per cent), Mizoram (49 per cent), and
Nagaland (54 per cent).  

Figure 4: State-wise releases as a share of FC recommendations between FY 20-21 and FY 23-24 

Source: Lok Sabha Unstarred Question No. 1440 (9 December 2025) available at url. 

Figure 5: State-wise actual releases to RLGs as a share of XV FC recommendations between FY 21-22 and FY 23-24

Source: Authors’ calculations basis FC Reports and State budget documents. 
Note: The release (in %) has not been computed using Actuals of Grants-in-Aid received by states under Major Head 1601 in the 
State Budget. For FY 24-25 and FY 25-26 the release has not been computed because only the REs, and BEs, respectively were 

available.
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State wise share during the 
XV FC period (in %)

State wise share during the XVI 
FC period (in %)

Change

Andhra Pradesh 4.32 4.19

Arunachal Pradesh 0.38 0.08

Assam 2.64 1.12

Bihar 8.26 3.16

Chhattisgarh 2.39 1.72

Goa 0.12 0.25

Gujarat 5.26 8.19

Haryana 2.08 2.7

Himachal Pradesh 0.71 0.15

Jharkhand 2.78 2.1

Karnataka 5.29 6.37

Kerala 2.68 5.75

Madhya Pradesh 6.56 5.52

Maharashtra 9.59 16.13

Manipur 0.29 0.21

Meghalaya 0.3 0.13

Mizoram 0.15 0.13

Nagaland 0.21 0.23

Odisha 3.72 1.75

Punjab 2.29 2.7

Rajasthan 6.36 4.37

Sikkim 0.07 0.07 No change

Tamil Nadu 5.94 8.64

Telangana 3.04 3.98

Tripura 0.31 0.35

Uttar Pradesh 16.05 11.56

Uttarakhand 0.95 0.86

West Bengal 7.26 7.59

Annexure 1

State shares in ULG grants during the XV FC period and XVI FC period 

Source: Report of the Fifteenth Finance Commission (2021-26), Vol. 2 available at url; Report of Sixteenth Finance 
Commission (2026-31), Vol. 2 available at url.
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Annexure 2

State shares in RLG grants during the XV FC period and XVI FC period 

Source: Report of the Fifteenth Finance Commission (2021-26), Vol. 2 available at url; Report of 

Sixteenth Finance Commission (2026-31), Vol. 2 available at url.

State wise share during the 

XV FC period (in %)

State wise share during 

the XVI FC period (in %)
Change

Andhra Pradesh 4.32 3.82

Arunachal Pradesh 0.38 0.39

Assam 2.64 3.35

Bihar 8.26 11.93

Chhattisgarh 2.39 2.68

Goa 0.12 0.04

Gujarat 5.26 4.32

Haryana 2.08 1.9

Himachal Pradesh 0.71 0.86

Jharkhand 2.78 3.27

Karnataka 5.29 4.34

Kerala 2.68 0.76

Madhya Pradesh 6.56 7.36

Maharashtra 9.59 7.54

Manipur 0.29 0.29 No change

Meghalaya 0.3 0.34

Mizoram 0.15 0.13

Nagaland 0.21 0.16

Odisha 3.72 4.3

Punjab 2.29 1.95

Rajasthan 6.36 7.23

Sikkim 0.07 0.05

Tamil Nadu 5.94 3.89

Telangana 3.04 2.29

Tripura 0.31 0.27

Uttar Pradesh 16.05 19.13

Uttarakhand 0.95 0.93

West Bengal 7.26 6.48
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1RLGs do not face this issue because the e-Gram Swaraj platform enables work-based accounting.

2The Constitution of India, Part IX, IX A. 

3The Constitution of India, Articles 243-H, 243-X.

4The Constitution of India, Article 280. 

5Report of the Fifteenth Finance Commission (2021-26), Vol. 1 available at url.

6Cities having more than a million population. The XV FC identified 50 million-plus cities, comprising even urban 

agglomerations.

7This comprises grants to other cities, tied to two categories of basic services i.e. sanitation and drinking water. 

8Needs to be directed towards sanitation and solid waste management and/or water management. 

9This comprises the grants to million-plus cities who need to meet air quality/ service benchmarks to receive funds. 

10This comprises grants to RLGs, tied to two categories of basic services i.e. sanitation and drinking water. 

11Needs to be directed towards sanitation and solid waste management and/or water management. 
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