Analysis of 16th Finance Commission i
Recommendations (2026 - 2031)

A structural analysis of the 16th Finance Commission
Mandate (2026-2031) with targeted deep-dives into Rural
Local Bodies, Sanitation, and Disaster Management.

CRI,NIRDPR Hyderabad



CRI,NIRDPR Hyderabad

Macro-Context:
The 16th Finance Commission

The
Commission

Mandate Period:
2026-27 to 2030-31

Chair: Dr. Arvind
Panagariya

41%

State share in the
divisible pool of
central taxes
maintained
(consistent with the
15thiEC).

Gross Tax Revenue

Cost of
Collection
+ Cesses &
Surcharges

The Divisible Pool




The Macro Picture: Maintaining the 41% Status Quo

In 2019, the erstwhile State of Jammu & Kashmir was
-1% reorganized into two Union Territories (J&K and Ladakh).
Because UTs are directly funded by the Union Government,
the 15th FC estimated their tax share at 1% and removed it
from the States' pool.

J&K Reorganization
Adjustment

42%

14th FC Award
Baseline

41 0/ The 16th FC maintains this 41%
o vertical devolution for the

15th & 16th remaining 28 States to

FC Award preserve the status quo.
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Synthesis & Transformation:

The Devolution Formula
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Parameter 1‘,‘5,2:9';?
e, 4
|(3200F2|l;|)ati0n 15%
Bgrmtographic 12.5%
Area 15%
Forest 10%
E?f):) f{SFiscal 2 5%
tCooggiFt:ution 0%

16th FC
Weight

42.5%

17.5%

10%

10%

10%

0%

10%

Adjusted for GSDP
distance from top 3
states.

Increased base weight.

| Based on 1971-2011

growth, replacing TFR.
Reduced weight.

Now includes open
forests & 2015-2023
growth.

Parameter eliminated.

New: based on squared
root of average GSDP.

Income

Distance Population

Demographic

Contribution
to GDP

Tax & Fiscal
Efforts

15th FC 16th FC




The Horizontal Devolution Formula (The 41% Breakdown)

Population (2011):

Income 17.5%

Distance:
42.5%

Area:
10%

Demographic
Performance:
10%

Contribution

to GDP: 10%
\<NEW LEVER

Population
(20M):17.5%

" The Balancing Act N

The formula structurally balances Equity
(helping poorer states via Income Distance
and Population) with Efficiency (rewarding
.~ top performers via GDP Contribution and
' Demographic Performance).

" The Major Shift o N

Tax & Fiscal Efforts (2.5% in the 15th FC)
has been completely removed.
Contribution to GDP enters as a powerful
10% lever to incentivize national economic

expansion.

N
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The Pivot:
The Rs 9.47 Lakh Crore Grant Architecture

Rural Local Bodies:
Rs 4,35,236 Cr

Local Governments:
Rs 791,493 Cr

Total Grants:

Rs 9,47,409
Crore

Urban Local Bodies:
Rs 3,56,257 Cr

Disaster Management:
Rs 1,55,916 Cr
(Centre Share)

Streamlining the Architecture: The 16th FC explicitly discontinued Revenue Deficit, Sector-Specific, and
State-Specific grants to consolidate focus on structural capacity.
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Deep Dive: Rural Local Bodies (RLBs) Funding Structure

Total Rural Local Body Grants: Rs 4,35,236 Crore

Performance Grants:
Basic Grants: Rs 3,48,188 Crore (80%) Rs 87,048 Crore (20%)

Foundational capital for core rural infrastructure and Incentivized capital linked
services. directly to state and local
efficiency metrics.




The Rural Pipeline: Allocation
and the 80:10:10 Split

Gram
‘ —— Panchayats
SIS S PI I { f (GPs) - 80%
|
Total Grants: Govel-r:r::lentS' : S EEAA o
¥9,47,409 : iz
Crore ¥7,91,493 Block Panchayats
Crore e x (BPs) - 10%
| | ;

District Panchayats
(DPs) - 10%

' Crucial Insight: In the absence of specific State Finance Commission directives, 80% of all capital flows directly to
GPs. The BDO's primary directive is guiding GPs to absorb and deploy this massive share effectively.
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The Paradigm Shift

~ Grants are guaranteed as basic v ‘ Grants require strict constitutional

entitlements. | compliance.
——

) R
~ Minimal conditions and flexible local Q/ | State-level fund matching is legally '

revenue expectations. mandatory.

N
- Single-tier accountability without . Aggressive local revenue generation '
| 4

. structural dependencies. | (OSR) is expected.
L

he Past: Entitlement | 16" FC: Earned Performance

FUNDING IS NO LONGER GUARANTEED. Failure to comply at the State level or generate
revenue at the Gram Panchayat level results in total forfeiture of multi-million dollar grants.
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The All-or-Nothing Entry Gates (State Level)

Elections

All Panchayats
constituted via regular,
timely elections.

Empowerment

29 functional subjects
(11th Schedule) fully
devolved to
Panchayats.

State Finance
Commission

Duly constituted every 5
years with the report and
Action Taken Report
tabled in the legislature
within 6 months.

Fiscal
Transparency

Panchayat budgets and
audited accounts
published online in an
accessible format.

A NO SHORTCUTS. A single delay or shortfall at any gate completely blocks all basic and

performance grants for the entire state.




CRI,NIRDPR Hyderabad

Deep Dive:
Performance Grants
& Accountability

VA TAAAAATAAN.

Local Body
Performance Target

If the state clears Step 1, the
specific local body must achieve
minimum targets set by the
Commission for Own Source
Revenue (OSR) Growth.

State Performance
Benchmark

States must meet a minimum benchmark
for transferring funds to local bodies
from their own state-level resources.

If the state fails, the flow stops.

Takeaway: Accountability is bi-directional. Performance grants require both the State to demonstrate
fiscal devolution and the Local Body to demonstrate revenue independence.

INONONONININESEINONINEN
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The Pivot to Performance:
Era of Passive Grants is Over

COMPLIANCE NODE —=

Capital Concentration: | The Friction: The Radical Shift:

80% of all rural grants are massively ' Zero-exception compliance gates 20% of funds are strictly tied to an
concentrated at the Gram | > required for ANY funding release. Own Source Revenue (OSR)
Panchayat (GP) level. Unlocking capital requires generation benchmark
GPs are now the primary strict constitutional and (21,200 per household/annum).
engines of civic delivery. financial reporting. Earned, not given.

Your mandate: Engineer compliance, build GP capacity, and unlock the performance pipeline.




Anatomy of the RLB Grant: Basic vs. Performance Capital

Total Rural Local Body Grants: ¥4,35,236 Crore

ore (80% Performance Grants: ¥87,048 Crore (20%)
oundational capital for core rurz « Nature: Incentivized growth capital.
+ Conditionality: Strictly earned. Linked directly
onditiona aranteed once the three to minimum Own Source Revenue (OSR)
o| gates are cleared generation targets.
odiate deployme « Timeline: Unlocked starting in Year 3 (2028-29).
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Basic Grants Deep Dive: The 50/50 Deployment Rule

Total Basic Grant:
33,48,188 Crore

Function: Fully flexible funds for localized priorities. Function: Strictly mandated for structural upgrades in
Must be utilized to fund critical localized health and rural environmental and public health.
family welfare infrastructure.

Aligned directly with Swachh Includes Operation & Maintenance
Bharat Mission-Gramin / ODF Plus costs; requires formal Gram
visual cleanliness goals. Sabha resolutions to deploy.

CRI,NIRDPR Hyderabad
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The 50:50 Budget
Architecture

25%
Water Supply

>

/A Sr?t:?d Grants

Other Panchayat Priorities
" (Roads, health, education)

50% .
Tied Grants

AUDIT LIFELINE: Create
Explicit Budget Lines.

Do not lump funds together. In
annual Panchayat budgets, create
exact line items for 'Sanitation &
Waste' and 'Water Supply".

25% Sanitation &
= &) Waste Management

Clear budget lines are the absolute
only way to streamline auditing and
prove 50:50 compliance.




The BDO’s Crucial Metrics:
The 75% Block Qualification Rule
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Metric 1: The GP Household Rule

To unlock performance funds, a Gram
Panchayat must generate a minimum absolute
OSR averaging 1,200 per household per
annum, OR achieve a 2.5% CAGR (1.025x
growth over 2025-26 levels).

Metric 2: The Block Ultimatum

i 75%
Block Panchayats (the BDO's level) only
receive their 10% share of the Performance
Grant if 75% of the GPs within their jurisdiction
successfully meet their OSR targets.

Strategic Takeaway: The BDO cannot succeed in isolation. If GPs fail
to collect taxes, the Block's overarching funding remains frozen.




The Execution Toolkit:
/4, Levers for OSR Generation

1. Formalizing
User Charges

Implement standardized,
formal fee collections for
drinking water, sewerage,
and solid waste. The
%1,200 OSR benchmark is
specifically calculated
based on these core

services. —t

2. SVAMITVA &
Property Tax

Utilize the SVAMITVA
scheme’s drone mapping
of village properties as the
definitive, unquestionable
foundation for expanding

rural property tax nets. J
— 4

e -

Monetization

Structure formal rental
income agreements from
municipal assets like
community halls, market
spaces (haats), and local
water bodies. J
o — 4
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Royalties

In resource-rich states,
actively petition and
secure the local body’s
legal share of mineral
extraction royalties.



The State Matching Trigger

The State Finance Department is legally obligated to increase
its own budgetary allocation to Rural Local Bodies (RLBs) by a
minimum of 0.5% each year over the previous year.

Y R
Alert Box

TRIGGER MECHANISM: This 0.5% increase must
be explicitly documented and noted in State
budget documents. Without this precise paper
trail, the release of Performance Grants from the
central pool will not be triggered.

CRI,NIRDPR Hyderabad



The Gram Panchayat OSR Target Critical Timeline

O FY 2025-26:
Baseline
5 tracking begins.
+  Set up internal
systems and
prepare audited
OSR

statements.

Annual ; FY 2028-29:
OSR L

disbursement

Ta rg et based strictly

on this verified
OSR growth.

Example: A Gram Panchayat with 1,000 households has a hard
Own-Source Revenue (OSR) target of ¥12 Lakh per year.

CRI,NIRDPR Hyderabad
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OSR Playbook 1: Tax & Non-Tax Levers Hyderabad

™ Non-Tax User Charges

Water Supply Fees: Small

Property Tax: Update
property rolls using

, SVAMITVA GIS mapping to . monthly charges for reliable
identify untaxed water access.
properties.

Professional Taxes & . |
Cesses: Levy transparently  Ji§ }
assessed drainage taxes A

and local cesses.

~ Sanitation & Solid Waste:
Monthly collection fees. V

CONSISTENCY BEATS VOLUME: Small, steady, well-communicated monthly user fees are far
more effective and politically acceptable than sporadic, high-cost taxation.




OSR : Assets and Enterprises

Tag3 ::r:du Infrastructure:
Community Halls/Stadiums: Support small businesses like
Generate rental income from Solar ATMs or Mobile Towers
events. for passive lease income.

Tag2
; Tag$
Market Complexes (Haats):
Collect weekly stall fees and Wmo-tio-%alth: Charge for
rents from vendors. processing; generate income
from community composting.

) Village Ponds: Lease for ™
» <L' fisheries, irrigation, or recreation,

CRI,NIRDPR Hyderabad



The 75% Rule:
Structural Inter-Tier
Dependency
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Block and District
Panchayats are
structurally held hostage
by the success of the
Gram Panchayats.

You only qualify for
performance grants if at
least 75% of the GPs
under your jurisdiction hit
their OSR targets.

KEY TAKEAWAY:

Blocks and Districts act as
both recipients and
facilitators. Your mandate
is not top-down dictation,
dictation, but active
capacity building and
revenue support for GPs.




The Consequence of

Missing Targets
©
Unaffected. Basic grants continue —_—
to flow provided entry-level legal e
compliances (SFC, Elections) are
strictiy maintained.
\  Target Missed/
\ Non-Compliance J

B O

Forfeited for that specific financial year.
The funds are immediately reallocated
to compliant, better-performing peer
bodies.

CRI,NIRDPR, Hyderabad

FISCAL DISCIPLINE IS NON-NEGOTIABLE: Non-compliance at the State level causes total forfeiture for everyone;

non-compliance at the local level causes your funds to be redistributed to your neighboring districts.



Constructing the Divisible Pool

Integrated GST (IGST)
Governed by Article 269A.

Not dumped into the general
pool, but subject to specific
apportionment between the Union
and destination states.

Divisible Pool (Current)

e
N

Central GST (CGST)

Dominant shareable tax.
Gross Tax Core of the pool.

Revenue

(Stablized at 2.7% GDP
2023-24).

GST Compensation Cess ends 2025-26.
This revenue stream will merge into
CGST and SGST, expanding the
standard divisible pool.

Integrated GST (IGST)

Subject to specific apportionment,
not in general pool. CRI,NIRDPR Hyderabad




The Shrinking Pool The FC-16 Grand Bargain

Union Concession State Concession

Enlarged

Fold non-shareable . Accept a slightly
cesses into regular, Lﬁl‘and Bargam‘ lower percentage
broad-based taxes, share of this newly
permanently enlarging enlarged pool.

the divisible pool.

The Shrinking Pool is the largest ring of the diagram. It

shows how non-shareable cesses form separate rings

outside the divisible pool, whereas automatic shareable Result: A highly efficient tax architecture with zero

cesses consist of broad-based taxes, permanently overall revenue loss for either entity.

enlarging the divisible pool.
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Balancing Equity with Economic Efficiency

Leveling the Field

Compensates for historical disadvantages, differing

The Risk: Pursuing only equity creates severe moral
hazard. If the Union bails out all revenue deficiencies,
states may slack on tax collection and become
profligate in spending.

revenue-raising capacities, and geographic service costs.

4

Incentivizing Growth

Counteracts moral hazard by directly linking
financial allocation to fiscal achievements.

Rewards prudent economic management,
healthy revenue generation, and demographic
control. Taxation efficiency is treated as the
‘heart of growth acceleration’.

CRLNIRDPR Hyderabad




The FC-16 Horizontal Devolution Blueprint

42.5% 17.5% 10% 10% 10% 10%
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Weighted metric: 80% [NEW] Acts as a surrogate for overall
existing base, 20% economic management, rewarding states
increase since 2015. that fuel national growth ambitions.

Moderated using the square root of GSDP

CRI,NIRDPR Hyderabad to prevent extreme disparities.



Correcting Distortions in Equity Criteria

Notional Distance
for Top States

If the absolute richest state is the benchmark
(distance = 0), it gets nothing.

To fix this, FC-16 averages the top 3 large states

Notional - -~ > % (Telangana, Karnataka, Haryana) and assigns
Starting Line . 7\ them a fixed notional distance equal to the 4th
state.

This ensures meaningful devolution for top
economic performers.

)
The 1‘5/°. Ar .ea Previous commissions used a 2.0% minimum
Floor Principle floor, giving 12 tiny states (comprising only 11.3%

of India’s actual area) a massive 24% formula
share, draining funds from large states.

The reduction to 1.5% applies the principle of
gradualism—correcting the distortion while
protecting small states from severe financial
shocks.

CRI,NIRDPR Hyderabad |




Equity: The Per Capita GSDP Distance Benchmark

The Notional Floor: Assigned a fixed distance so
wealthiest states still receive meaningful devolution

A
S0 i

. Goa & Sikkim

Tamil Nadu :
(4th Highest) (Excluded Outliers)

| Benchmark Ruler S ® o
< }? L T S “'}”H}"iim}"'1%:“:mm}u“i:;m” i it .;;:'{;;r} >

| [1] | 4 | [TTT) ' | I [ .‘ JL [ ‘ ' LTI . FEETTTEE]IT |

Lowest Income State A (Distance) Highest Income

Stat; B (Distance)

b State C (Distance) THE ZERO MARK:
State D (Distance) Benchmark Average of
= Top 3 Large States

State E (Distance)
State F (Distance)
State A (Distance)

N

(Telangana, Karnataka,
Haryana)

The New Equity Rule: The 16th FC no longer measures distance from the single richest state. The benchmark is now a
3-state average, balancing aggressive aid for poorer states while preventing total funding collapse for high performers.




Exclusions from the Benchmark

; > ity

Excluding the Outliers

Goa and Sikkim possess the highest per )
capita GSDPs in India, yet they are >\

explicitly excluded from calculating the
J benchmark.

B

ihjg 2 7 O

l—u y A
Statistical Error/Anomaly T

he Mathematical Rationale

Because they are small states, including
their exceptional wealth in the baseline
would artificially inflate the national average.
This would severely skew the distance

‘ ( calculations, resulting in disproportionate

and unfair allocations for the remaining 26
large states. T

| O B - 4 &
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Rewarding Demographic and Economic Performance

1971 @
| 1

0
The 2011 Census Penalty ~| The Demographic Counterweight (10%)
States unanimously demanded horizontal devolution use To offset this penalty, FC-16 allocates funds based on the
updated 2011 Census data (17.5% weight) instead of 1971 inverse of a state's population growth between 1971 and
data. However, this immediately penalizes states that 2011. The slower your population grew over those four J
successfully achieved national demographic management decades, the higher your proportional reward. It protects
goals over the last 40 years. the shares of performing states while adhering to the

2011 baseline.

0 CRI,NIRDPR Hyderabad



| ] | ] | ] |

Eliminating the Safety Net of Deficit Grants

ZERO REVENUE
| \. DEFICIT GRANTS
(2026-2031) ~

» X

0

Time Inconsistency | | Endless Dependency The Mandate

Anticipating a Union bailout destroys H Historical data proves past deficit “ States must look inward. There is significant
the political will to execute difficult : grants never eliminated deficits; they scope to optimize discretionary expenditure |
internal fiscal reforms and improve / simply fostered endless dependency (llke untargeted cash transfers) and

tax administration. .} cycles for the exact same set of states. independently improve tax collection efficiency. |

1 ‘ CRI,NIRDPR Hyderabad .




Unlocking Performance Funds at the Grassroots

Own Source Revenue (OSR) Targets

Gram Panchayats (GPs)

Target 1: Raise OSR by 1.025x Target 2: Achieve a 2.5% compounded
from year T-2 annual growth over 2025-26

Absolute Mandate: Must generate a minimum
OSR of ¥1,200 per household per annum.

Block Panchayats District Panchayats

Qualify only if 75% of the Gram Panchayats within their Subject to the same 2.5% CAGR / 1.025x growth target as GPs,
jurisdiction successfully qualify. but exempt from the ¥1,200 household minimum mandate.




TThe Localized Redistribution Loop
_,]

Union Grant
(Conditional)

SEANE |

1l

N

#~" Redistributed Funds (Gold) "

& 57
..........

X

Failed OSR
Target

Performing Performing

Node A Node B Node C

|
[

[ [ |

¢ When a local body fails its conditionalities, the undisbursed grant is not forfeited by the State to the Union.
e |Instead, the funds are trapped within the State and immediately redistributed to the performing local bodies.

¢ The Incentive: High-performing GPs are doubly rewarded. They secure their own grants and actively absorb
the forfeited shares of their non-performing neighbors.

I [ |
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Synthesis: What This Means for Local Governance

Zero Deficit Grants

Ruthless Tax Efficiency K ‘ ? Audit Compliance

~ Immense State pressure to improve " Tied grants (S0% of basic grantsTor Future funds rely entirely on the strict

local property tax, water tax, and user —— sanitation/water) must be executed @ —— publication of provisional and audited
charge collections. flawlessly. Profligate spending penalized. accounts in the public domain.

The Local Mandate: National fiscal policy dictates local reality. With Union bailouts gone, States will transfer the

demand for maximum efficiency directly to Gram Panchayats and Block Development Officers.
CRLNIRDPR Hyderabad




Solving the Compliance Gap
in NEH States Gzitc?r’\errl\-:zi"‘sgrl?:slda'peg;xplicitly

mandated to actively support and

‘handhold’ NEH state administrations
Targeted Regional Workshops: Once through the exact modalities of
operational guldelines are issued, the complying with conditions and claiming
Ministry of Panchayati Raj (MoPR) claiming their funds.
and Ministry of Housing and Urban »
Affairs (MoHUA) must organize
workshops specifically focused on
on the North-Eastern States.

29
v O
\N\O

Timely access to vital
Local Body Grants.

Severe administrative
bottlenecks in meeting
mandatory entry-level
conditions (delayed
audits, pending SFCs).

CRLNIRDPR Hyderabad
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The Pivot:
The Rs 9.47 Lakh Crore Grant Architecture

Rural Local Bodies:
Rs 4,35,236 Cr

Local Governments:
Rs 791,493 Cr

Total Grants:

Rs 9,47,409
Crore

Urban Local Bodies:
Rs 3,56,257 Cr

Disaster Management:
Rs 1,55,916 Cr
(Centre Share)

Streamlining the Architecture: The 16th FC explicitly discontinued Revenue Deficit, Sector-Specific, and
State-Specific grants to consolidate focus on structural capacity.

CRIL,NIRDPR Hyderabad



A 32.04 Lakh Crore Commitment to
Climate & Disaster Resilience

State Share
348,485 Crore

Total Corpus
32,04,401Cr

o 0
/ N

A Paradigm Shift: @

This historic funding framework
shifts India from reactive relief to
proactive, risk-informed resilience,
introducing new mathematical

models for state-wise allocation.

_ Y,
8] D

Union Share
<1,55,916 Crore

I CRILNIRDPR Hyderabad



The Architecture of Funds: Response vs. Mitigation

State Disaster Response Fund (SDRF) - 80%

» For Response & Relief Note: States maintain full

« For Recovery & Reconstruction g/ pexibity foreallocate

Total
Disaster

Corpus , SR
State Disaster Mitigation Fund (SDMF) - 20%

« For Preventative Measures

Key Policy Shift: "Preparedness and Capacity Building”

have been strictly moved under Mitigation, recognizing
them as essential pre-disaster activities.

CRLNIRDPR Hyderabad



Synthesis: A Risk-Informed Paradigm

15th Finance Commission 16th Finance Commission
(The Past) (The Future)

Risk Calculation

Additive Methodology —> Multiplicative Engine

Vulnerability Metric

Below Poverty Line —>  Average Per Capita Income

(Tendulkar Methodology)
Unspent Funds Unregulated Accumulation —> Strict 3-Year Withholding Cap
Expanded to Climate Extremes
Hazard Coverage Standard Natural Hazards — (Heatwaves & Lightning)
The 16th Finance Commission engineers a system that actively prevents

fund hoarding, accurately reflects climate realities, and ensures public
capital is deployed precisely where hazard meets vulnerability.




Deep Dive: The New Disaster Risk Index (DRI)

[Hazard] X [Exposure] X [Vulnerability] — DRI

( =
A Multiplicative Engine: Aligned with UNDRR and IPCC standards, risk is now defined as a multiplicative

function. If any single variable—Hazard, Exposure, or Vulnerability—is zero, the entire risk output is zero.
This mathematical shift prevents skewed allocations and accurately reflects true hazard potential.

CRILNIRDPR Hyderabad
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Unpacking the DRI: Expanding the Scope of Hazard

#*

Hailstorms Cold Wave Cloud Burst Heatwaves Lightning

Methodology Note: Hazard scores are assigned using credible datasets and quintile breaks, weighted by the

proportion of past expenditure for each specific disaster. CRI,NIRDPR Hyderabad



New Climate Realities: Why the National List Expanded

=] {l |
(O)
) -

Heatwaves

« Rising frequency and intensity of hot days
observed consistently over the last four
decades.

» Marked rise in very warm nights,
preventing the human body from
recovering from daytime heat.

« Officially recognized to enable immediate
relief for vulnerable populations facing
escalating heat-related illnesses.

\ ’
“ /-

Lightning

» The leading cause of death from forces of
nature in India.

o Accounted for 35.8% of all natural hazard
fatalities in 2022 alone.

 Disproportionately impacts vulnerable
groups, notably agricultural laborers and
residents of structurally weak mud
houses.
CRLNIRDPR Hyderabad



Disaster Management : Concessional Advantage for NEH States

Non-NEH States

NEH & Himalayan States

State Disaster
Funds
(SDRF/SDMF)

75 : 25

(Union : State)

90:10

(Union : State)

National Disaster
Funds
(NDRF/NDMF)

Graded System
e 10% up to 250cr
e 20% up to T500cr
e 25% above ¥500cr

Uniform 10%

Regardless of project size to
protect vulnerable regions.

Graded contributions drive efficiency for larger states, }
~ while uniform caps protect vulnerable Himalayan regions.

CRI,NIRDPR Hyderabad



Driving Efficiency: The 3-Year Accumulation Cap

Scenario A (Below Line): Valve
OPEN. Union funds flow normally
into the state account.

Scenario B (Above Line): Valve
SHUT. Union funds are temporarily
withheld to prevent fund hoarding.

1. =« Sum of State's SDRF Allocations
from Past 3 Years

State's SDRF Account

Funds are not lost permanently. The Union tap automatically reopens as soon as the
state's unspent balance drops below the 3-year accumulation threshold.

CRLNIRDPR Hyderabad
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Unlocking
16th Finance
Commission
Funds

The Action Playbook for
States & Rural Local Bodies.
A practical guide to
compliance, OSR growth,
and inter-tier coordination.



Inter-Tier Accountability Matrix
CRI,NIRDPR Hyderabad

State Departments District/Block Panchayats Gram Panchayats

Implement 29 subjects; Verify GP compliance ;
étaL:lg?ilannce Constitute SFC; Match metrics and support local Enascggseellecgiira?:y o
P 0.5% funds. implementation. Y9 g
2 OSR Draft and enact Train GPs in tax collection; || Calculate 1,200 baseline;
Niobilization modernized OSR rules and Share best practices Issue tax notices; Lease
| tax caps. across region. village assets.
i
| 3 Data & Maintain digital portals for Consolidate and strictly Digitize expenditure
A. ditin mandatory public budget verify GP revenue data for tracking and separate
H 9 access. central upload. 50:50 budget lines.
|




Action Plan: The BDO & GP Checklist for 2026-2031

Priority

Administrator's Checklist

Action Required

Regional Note

1. Secure Basic Grants

Ensure provisional and audited accounts are
published immediately. Fast-track local elections
if pending.

[NEH] Leverage MoPR/MoHUA mandatory
handholding workshops to clear audit
backlogs.

2. Optimize Tied Fund
Deployment

Blueprint new capital projects specifically for
Sanitation, Solid Waste, and Water Management
to absorb the 50% tied grants.

Mandatory 50/50 split strictly enforced.

3. Leverage Disaster
Provisions

Proactively draft disaster mitigation plans.

[NEH] Budget for only a 10% matching
contribution to unlock major NDRF/SDMF
capital.

4. Maximize Performance
Grants

Aggressively map local revenue generation
opportunities to meet FC's own-source revenue
growth targets.

Required to unlock the final 20% grant
tranche.

CRI,NIRDPR Hyderabad



Action Points for State Officials (90-Day Sprint)

. Verify all pending Panchayat elections are legally scheduled or completed.
. Confirm legal devolution of all 29 subjects under the 11th Schedule.

B2 Table State Finance Commission Action Taken Reports in the legislature
immediately.

. Mandate the Finance Department to integrate the 0.5% RLB budget bump
into the upcoming fiscal calendar.

. Operationalize digital portals to ensure 100% of GP budgets are publicly

accessible.
CRI,NIRDPR, Hyderabad




\/ GPs: Calculate the exact 1,200 OSR baseline requirement today (Number of
Households x ¥1200).

\/ GPs: Separate the 50:50 budget lines (Water / Sanitation / Untied) in the
accounting system immediately.

\/ GPs: Initiate updates to property rolls using SVAMITVA GIS to identify new tax
bases.

s/ Districts/Blocks: Schedule comprehensive accounting and tax collection

training camps for GP staff next month.

s/ Districts/Blocks: Audit current GP performance to aggressively gauge
distance from the critical 75% threshold.




CRI, NIRDPR Hyderabad

Community Engagement
& Social Proof

Awareness Campaigns:
Educate villagers on new fees
and their direct benefits.

Increased Trust:
Community sees the
ROI of their taxes.

| OSR cannot be mandated;
it must be justified.
Extreme transparency
~ and visible service delivery
are the absolute only ways
to build a culture of tax
compliance in rural
local bodies.

Tax & Fee Collection:
Efficient, digitized
collection of OSR.

Participatory Audits:
Social audits and
transparent budgeting
with ward members.

Visible Local Improvements:

Deploying the 50:50 tied grants for
immediate water/sanitation upgrades.




Thank you

rramesh@nird.gov.in
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