
 

8 

 

 

 

  



 

9 

 

 

 
 

TABLE OF CONTENTS 

CHAPTER TITLE 
PAGE 

# 

I.  INTRODUCTION 
 

10 

II.  PROFILE OF PFC AWARDS 11 

III.  COMPOSITION  12 

IV.  FUNCTIONS OF THE COMMISSION 13-14 

V.  
BASIC PRINCIPLES / METHODOLOGY GOVERNING 

TO DISTRIBUTION OF RESOURCES 
15-16 

VI.  PFC RECOMMENDATIONS 17-22 

ADDENDUMS 

1.  
ANNEXURE –I 

KP LG (AMENDMENT) ACT,2017 

23-24 

2.  
ANNEXURE-II 

(GUIDELINES AS TO USE OF PIF) 

25 

3.  

ANNEXURE –III 

FORMULA FOR INTER-SE DEVELOPMENT FUND 

DISTRIBUTION OF LOCAL GOVERNMENTS FOR 2025-26 

26 

4.  

ANNEXURE-IV 

(TEHSIL LOCAL GOVERNMENTS  BUDGET STATEMENTS 

& DEVELOPMENT SHARE (A&B parts) 

27-32 

5.  

ANNEXURE-V 

(GRANTS TO LOCAL COUNCILS BUDGET STATEMENT & 

DEVELOPMENT SHARE OF VCs-NCs) (A&B parts) 

33-37 



 

10 

 

 CHAPTER-I 

I N T R O D U C T I O N 
 

 

 The federating units/territories of Pakistan are not equal in level of economic and social 

development(s). The fundamental objective(s) of government functionaries at Federal, Provincial 

and Local level is to provide basic amenities to the people at their doorsteps as far as possible in 

keeping with the spirit of the mandate of people & law.  

 

2. The fiscal decentralization to the local bodies at the Provincial level of Khyber Pakhtunkhwa 

is channelized through Provincial Finance Commission (PFC) – a statutory body established under 

Section 52 of the Khyber Pakhtunkhwa Local Government Act, 2013. This institution visualizes its 

budgetary policies & priorities through its financial Award containing recommendations as to a self-

contained fiscal transfer system extending over the whole Province. The main objective of this 

Award is to offer a formula-based inter-governmental revenue-sharing system featuring 

transparency, equitability and predictability; so that local governments may find themselves 

inclined towards bringing about improvement(s) in their performance, service delivery and 

promotion of general welfare of the people. 

 

3. The big chunk of revenues of the Provincial Government of Khyber Pakhtunkhwa (90% or 

more) arises out of the Federal Transfers comprising: Federal tax assignment, straight transfers on 

account of Oil and Gas Royalty, Excise duty/Development Surcharge on Gas and Net Hydel profit 

etc. 

 

4. Through its financial Award, the Commission makes vertical & horizontal allocations of 

resources viz., (a) between the Province & Local governments and (b) the local governments inter 

se.  In this regard first a Provincial Pool is determined based on the proceeds of Provincial 

Consolidated Fund. The Obligatory expenditure characterizing universality in its nature is 

therefore, deducted from the Provincial Pool and a Divisible Pool is thus determined. The net 

proceeds forming part of the Divisible Pool are further divided into Provincial Allocable 

Resources and Provincial Retained Resources.  The Provincial Allocable resources are earmarked 

for the local governments whereas; the Provincial Retained resources are maintained by the 

Provincial Govt. 
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CHAPTER-II 

PROFILE OF PFC AWARDS 
 

 So far, fourteen (14) PFC Awards have been announced. 12 Awards thereof (i.e. the 1st, 2nd, 

3rd, 6th ,7th, 8th , 9th , 10th , 11th, 12th, 13th & 14th one) have been of interim nature while the 4th & 5th 

awards were for a period of 3 years (i.e. 2005/06 – 2007/08 and 2008/09 – 2010/11). Through these 

Awards Local Governments have been receiving their due share(s) from the net Divisible Pool. The 

inter-se distribution of Provincial Allocable Amount (developmental one) under the said interim 

Awards was made on the basis of following formula:- 

1. Population     50% 

2. Backwardness (Based on MICS)  25% 

3. Lag in Infrastructure    25% 
 

2. For the 4th (3-year Award), the parameters were however, revised in terms of percentage as 

under:- 

1. Population     60% 

2. Backwardness (Based on MICS)  20% 

3. Lag in Infrastructure    20% 

 

3. In the 5th, 6th , 7th, 8th , 9th , 10th, 11th , 12th, 13th & 14th Awards (i.e. 2008/09 - 2010/11, 2016-

17, 2017-18, 2018-19 ,2019-20, 2020-21, 2021-22, 2022-23, 2023-24 & 2024-25), the Commission 

allowed allocation/distribution of funds on basis of the formula mentioned hereinbefore. 

 

4. A brief summary of the PFC Awards indicates that the Provincial Allocable Amount has 

kept on increasing ever since the introduction of the local government system in 2002 as under:- 

                       Rs. in Billion 

 

i) 1st Award 2002   15.162 

ii) 2nd Award 2003   16.098 

iii) 3rd Award 2004   18.773 

iv) 4th Award 2005-2008   29.412 

iv) 5th Award 2008-2011   32.248 

vi) 6th Award 2016-2017   168.640 

vii) 7th Award 2017-2018   175.586 

viii)  8th Award 2018-2019   199.194 

ix) 9th Award 2019-2020   232.996 

x)  10th Award 2020-21   261.676 

xi) 11th Award 2021-22   249.458 

xii) 12th Award 2022-23             291.511 

xiii) 13th Award 2023-24             336.048 

xiv) 14th Award 2024-25            388.395 
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CHAPTER-III 
 

COMPOSITION 
 

    Pursuant to Article 37(i) and 140-A(1) of the Constitution of Pakistan, the 

Government of Khyber Pakhtunkhwa promulgated Khyber Pakhtunkhwa Local Govt. Act (LGA), 

2013 to ensure political, administrative and financial devolution at the grass root level. 

Consequently, Provincial Finance Commission was constituted under Section 51 of LGA 2013 vide 

Notification No. SO(LG-II)LGC/4-116/2025 dated 17-03-2025. Composition of Provincial Finance 

Commission as provided in Section 52 of Local Govt. Act 2013 read with Section 24 of 

(Amendment) Act 2019 is as under:- 

     

S# Composition Designation 

1.  Minister for Finance  Chairman 

2.  Minister for Local Government Co-Chairman 

3.  Mr. Shafi Ullah Jan (MPA) nominated by Chief 

Minister Khyber Pakhtunkhwa 

Member 

4.  Mr. Adnan Khan Wazir (MPA) nominated by Leader of 

the Opposition in Provincial Assembly KP 

Member 

5.  Secretary, Finance Department Secretary/Member 

6.  Secretary, P&D Department Member 

7.  Secretary, Local Government Department Member 

8.  Secretary, Law Department Member 

9.  Elected Chairman Tehsil Local Govt. (Zone-I)  

 

Vacant 
10.  Elected Chairman Tehsil Local Govt. (Zone-II) 

11.  Elected Chairman Tehsil Local Govt. (Zone-II) 

12.  Elected Chairman Tehsil Local Govt. (Zone-IV) 

13.  Elected Chairman Tehsil Local Govt. (Zone-V) 
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CHAPTER-IV 

 

FUNCTIONS OF THE COMMISSION 
 

 

   The functions of the Provincial Finance Commission as laid down in Section 53 of the 

Khyber Pakhtunkhwa Local Government Act, 2013 *read-with the proviso to clause(a) and; 

clause(b) of Section 2* of the Khyber Pakhtunkhwa Local Government (Amendment) Act, 2017     

(Annexure-I) are as under: 

 

1) The Finance Commission shall make recommendations to the Government on:  

a)           The amount of grant for local governments out of the proceeds of Provincial 

Consolidated Fund in a financial year in addition to the grant in lieu of Octroi 

and Zilla Tax: 

 

  Provided that in addition to the establishment charges budgeted for 

the devolved functions and transfers in lieu of Octroi and Zilla Taxes, the 

development grant for local governments shall be so determined that it is not 

less than thirty percent of the total development budget of the province in the 

respective year; 

   

* Provided further that Government may allocate certain amount 

from the twenty per cent (20%) grant to a public interest fund to be 

administered by Government and to be used by public functionaries for 

the development of local governments; and 

 

(b) formula for distribution of the grant, as Government may direct, among 

local governments in the Province;* 
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(c) the amount of special grants for local governments with modalities and 

conditions to access the facility; 

 

(d) grants in aid to local governments in need of assistance; and  

 

(e) matters relating to local government finance. 

 

2)  While making recommendations, the Finance Commission shall take into account the 

principles of fiscal needs, fiscal capacity, fiscal efforts and fiscal performance of 

local governments. 

 

3) The Finance Commission shall also take into consideration poverty, population, lag 

in infrastructure and revenue base of local governments as factors while formulating 

its recommendations. 

 

4) The Finance Commission shall present to the Government annually a report on the 

analysis of fiscal transfers, the situation of own-source revenue in local governments 

and the reach and quality of their services and the Government shall cause the report 

to be laid before the Provincial Assembly. 
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CHAPTER-V 

 

BASIC PRINCIPLES/METHODOLOGY GOVERNING 

DISTRIBUTION OF RESOURCES  
 

 

A. PROVINCIAL POOL   

The Provincial Pool consists of the following items of revenue:  

i) Revenue Assignment from Federal Divisible Pool 

ii) 1% of Divisible Pool for War on Terror. 

iii) Straight Transfers 

iv) Provincial Own Receipts (Tax & Non Tax) 

v) Net Profit from Hydel Power (uncapping of NHP) 

vi) Arrears of Net Hydel Profit 

 

 

B.   OBLIGATORY EXPENDITURE 

Obligatory expenditure, being of common and vital national interest to both Provincial and 

Local Governments, is subtracted from the Provincial Pool with a view to determining the 

Divisible Pool. Currently, it comprises the following items: 

(i) Debt Servicing 

(ii) Pension 

(iii) Subsidy on Wheat 

(iv) Contribution to GP Funds and Pension Funds. 

(v) Hydel Development Fund 

(vi) Charged Expenditure (Governor’s House/Secretariat, Provincial Assembly,  High 

Courts and Ehtisab Commission) 

(vii) Law and Order (Home, Police & Civil Defence) 

 

C. DIVISIBLE POOL  

 The Balance Amount accruing as a result of subtraction of obligatory expenditure from the 

Provincial Pool constitutes the Divisible Pool. 
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D. SHARING PROCEEDS 

The Divisible Pool is shared/distributed between the Provincial and Local Governments as 

“Provincial Retained Amount” and “Provincial Allocable Amount” respectively.          

The Provincial Allocable Amount is subjected to fiscal needs, fiscal capacity, fiscal efforts 

& fiscal performance. 

E.   DISTRIBUTION OF PROVINCIAL ALLOCABLE AMOUNT 

The Provincial Allocable Amount is distributed to meet the following items of expenditure:- 

i)       Salary      

ii)       Non-Salary     

iii)       Development     

iv)       Grant to Local Councils       

 

F. FORMULA FOR INTER-SE DISTRIBUTION OF DISTRICT DEVELOPMENT 

FUNDS 

Section 2 (b) of the Khyber Pakhtunkhwa Local Government (Amendment) Act, 2017 

provides that formula for distribution of the grant, “as government may direct, among local 

governments in the province”. In accordance with the decision of the government, the 

distribution of development share of grant shall be made on the basis of two step approach 

for both Tehsil Local Govts. and VCs/NCs as follow:- 

i) District level share based on population (60%), Backwardness/poverty (20%) and 

Lag in infrastructure (20%) 

ii) Population based distribution to each Tehsil Local Govt. & VCs/NCs. 
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CHAPTER- VI 

 

 PFC RECOMMENDATIONS 
 

   Preparation of Annual Budget of the Province for Financial Year, 2025-26 is a 

scheduled activity and allocation under Grants/Shares for Local Governments (being devolved 

function) need to be credited to Local Fund Account, out of Provincial Consolidated Fund, in terms 

of Section 34(2) of LGA 2013 is inevitable. Section 53(2) of the LGA 2013 further provides that the 

Grants/Shares for Local Governments out of divisible pool of Provincial Consolidated Fund should 

be apportioned in accordance with the principles of fiscal needs, fiscal capacity and fiscal 

performance of Local Governments. Therefore, the following recommendations regarding estimated 

resources to be transferred to local governments out of Provincial Pool Fund in historical 

perspective under PFC Award 2025-26 for a period of one year viz 01-07-2025 to 30-06-2026. 

The salient features of the same are as under:- 
 

 

1.   District Salary (Settled): 

Total Salary of devolved departments has been proposed as Rs. 288.609 Billion for 

Financial Year 2025-26 on the basis of 5% increase over Revised Estimates 2024-25 

which also includes the block allocation of Rs. 19.829 Billion to meet/cover 

additional requirement on account of annual increment & expected increase in pay as 

well as filling of vacant posts during Financial Year 2025-26. 
•  

•  

•  

2. Non-Salary (Settled): 
 

Total Non-salary component of devolved departments has been proposed as 

Rs.37.545 Billion for Financial Year 2025-26 on the basis of 5% increase over 

Budget Estimates 2024-25 which also includes Block Allocation worth Rs.27.192 

Billion to make room for actual needs and unforeseen exigencies of each district as 

per detail given below: - 
 
 

S# Detail 
Amount 

(in million) 

1.  Grant for Payment of Advertisement Charges 20.000 

2.  Grant for Need Basis 6,000.000 

3.  Grant for Electricity on Need Basis 1,000.000 

4.  Grant for Financial Assistance/Shuhada Packages 700.000 
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S# Detail 
Amount 

(in million) 

5.  Grant for Autonomy to HSS (Education Sector) 700.000 

6.  Grant for Enrolment Campaign 23.000 

7.  Conditional Grant (Education) 2,000.000 

8.  Grant for Leave Encashment 4,614.000 

9.  Purchase of IT Equipments for SDEO's Office E&SE-Education 

Sector 

5.000 

10.  Purchase of Furniture for Newly Created SDEO's Office E&SE-

Education 

3.000 

11.  Incentive for best Performing School Teachers, Head Masters & 

Principals 

125.000 

12.  Provision of Scholarship under Stoori da Pakhtunkhwa for top 20 

Position holders 

300.000 

13.  District Performance Incentive 15.000 

14.  Provision of Stipend to Primary & Secondary Girls Students of KP 3,800.000 

15.  Tablet Policy Allowance 500.000 

16.  Procurement of School Furniture 500.000 

17.  Provision for Second Shift Stipend 1,500.000 

18.  Rehmatullil Alameen Scholarship 287.000 

19.  Hard Area Allowance for Lady Supervisor 30.000 

20.  Purchase of Tablet for ASDEOs/School Leader  60.000 

21.  Allocation for Education Emergency 2025-26 5000.000 

22.  Social Safety Net 10.000 

Total: 27,192.000 
 
 

 

3.   Grant to Local Councils (Settled): 

Total Rs. 12.686 Billion 

•  Grant to TMAs (Settled): 

The historic/Octroi share of grant to TMAs of has been proposed as                             

Rs. 7.693 Billion for Financial Year 2025-26 on the basis of 05% increase over the 

Current Financial Year 2024-25 which includes Lump Sum/Block provision of         

Rs. 05.041 Billion (i.e. 01 Billion for financially weak TMAs & 03 Billion provision 

made on need basis and 1.041 Billion for PESCO Dues against TMAs at the 

disposal of FD) to meet the unforeseen expenditure of TMAs and Local Councils of 

Khyber Pakhtunkhwa.  
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•  Grant to Cantonment Boards (CBs): 
 

The historic share of grant to Cantonment Boards has been proposed as Rs. 0.222 

Billion for Financial Year 2025-26 on the basis of 05% increase over the Current 

Financial Year 2024-25 to those CBs having share arrangement with adjacent TMAs.  
 

•  Grant to Local Councils/VCs/NCs (Settled): 

The historic share of grant to Tehsil Local Councils & VCs-NCs has been proposed 

as Rs. 4.771 Billion for Financial Year 2025-26 against the CFY 2024-25 (Rs.4.328 

Billion) which includes Lump Sum/Block provision of Rs. 2.00 Billion at the 

disposal of FD for Remuneration/Allowances of elected officials of Tehsils Councils 

& VCs/NCs as well as operational requirements of Tehsil Local Councils Secretariat 

& VCs-NCs of Settled Districts.  
 

4.     Development Share (Settled): 

i) As per Amendment in Section 53 of LGA, 2013 through Finance Act, 2021, the 

Development  Grant for Local Govt. shall not be less than 20% of the total development 

budget of the province in respective year. 

ii)  Similarly, according to the proviso to Clause (a) of Section-2 of Khyber 

Pakhtunkhwa Local Government (Amendment) Act, 2017 the Government may 

allocate certain amount from the twenty per cent (20%) grant to a public interest 

fund to be administered by Government and to be used by public functionaries for 

the development of local governments. 

iii)   The total Provincial share of ADP is Rs. 195,000.000 Million, out of which the 

Provincial Government has allocated Tehsil Local Govt. Development fund 

amounting to Rs.39,000.00 Million. Out of this Development Fund, 3% share, 

amounting to  Rs. 1,170.000 Million will be allocated under the Public Interest 

Fund. This Fund is transferred according to the mechanism/formula devised and 

notified by the Local Government Department. Remaining amount of                      

Rs. 37,830.000 Million is transferred to local governments as Development 

Grant to meet the developmental requirements of Tehsil Local Govt. and VCs/NCs 

at the ratio of 60:40 respectively for  financial year 2025-26. The distribution of 

development share of funds amongst Tehsils & VCs/NCs shall be made on the basis 

of population data provided by the Local Govt. Department. 
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iv) The tier-wise breakup of Development Fund to Local Govt. is as under: 
 

                                Rs. in Million 

 

 
 

 
 

 

[ 
 

5.   District Salary (MDs): 
 

The total Salary budget of devolved functions of MDs has been proposed as           

Rs. 46.865 Billion for Financial Year 2025-26 on the basis of 5% increase over 

Revised Estimates 2024-25 which includes Lump Sum provision of Rs.8.283 Billion 

in order to cover the extra expenditure/increase on account of annual increment as 

well as expected increase in pay during the Financial Year 2025-26. 
 

6.    Non-Salary (MDs): 

Total Non-Salary Budget for Financial Year 2025-26 for MDs has been proposed as 

Rs.10.338 Billion on the basis of 5% increase over Budget Estimates 2024-25 which 

includes Lump Sum/Block allocation of Rs.8.876 Billion to make room for actual 

needs and unforeseen exigencies of MDs as per detail given below:- 

S# Detail 
Amount 

(in million) 

1.  Grant for Payment of Advertisement Charges 10.000 

2.  Grant for Need Basis 4880.000 

3.  Grant for Electricity on Need Basis 260.000 

4.  Grant for Financial Assistance/Shuhada Packages 300.000 

5.  Grant for Autonomy to HSS (Education Sector) 22.000 

6.  Grant for Enrolment Campaign 5.000 

7.  Grant for Leave Encashment 2000.000 

8.  Purchase of IT Equipments for SDEO's Office E&SE-

Education Sector 
1.000 

9.  Purchase of Furniture for Newly Created SDEO's Office 

E&SE-Education 
1.000 

10.  Incentive for best Performing School Teachers, Head 

Masters & Principals 
29.000 

11.  District Performance Incentive 5.000 

12.  Tablet Policy Allowance 100.000 

13.  Procurement of School Furniture 500.000 

14.  Provision for Second Shift Stipend 156.000 

15.  Rehmatullil Alameen Scholarship 63.000 

16.  Unforeseen Expenditure/Special Funds for NMAs 534.000 

17.  Social Safety Net 10.000 

Total: 8,876.00 

S.# Particulars Budget Estimates 

2025-26 
3%PIF Net Transferable 

Share 

1 Tehsils Local Govt. (60%) 23,400.00 702.00 22,698.00 
2 VCs/NCs (40%) 15,600.00 468.00 15,132.00 

Total: 39,000.00 1170.00 37,830.00 
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7.   Grant to Local Councils (MDs): 

Total Rs. 2.148 Billion: 
 

• Grant to TMAs: 

The Historic/Octroi share of grant to TMAs has been proposed as Rs. 1.544 Billion 

for financial year 2025-26 which includes Lump Sum/Block provision of               

Rs. 1.406 Billion (i.e. Rs. 0.500 Billion for financially weak TMAs and 0.906 Billion 

provision made on need basis at the disposal of Finance Department) to meet the 

unforeseen expenditure of TMAs & Local Councils of MDs. 
 

 

 

• Grant to Tehsil Local Councils/VCs-NCs (MDs) 
 
 

Similarly, historic share of grant to Tehsil Local Councils & VCs-NCs has been 

proposed as Rs. 0.604 Billion for financial year 2025-26 which includes Lump 

Sum/Block provision of Rs. 0.100 Billion for Remuneration/Allowances of elected 

officials of Tehsils Councils & VCs/NCs as well as operational requirements of 

Local Councils & VCs-NCs of Merged Districts. 
 

8.    Development Share (MDs): 

Rs. 6,600.00 Million  has been allocated as Tehsil Local Govt. Development fund 

(MDs) for financial year 2025-26. The distribution shall be according to the 

factor/formula based on 2017 Census basis provided by the Local Govt. Department. 

However, further distribution of development funds amongst Tehsil Local 

Governments and VCs/NCs shall be made on the basis of population with a ratio of 

60:40 respectively.  Tier-wise breakup of Development Fund is as under:-   
 

 

 

 

 

 

 

 

 

S.No Particulars Budget Estimates 

2025-26 

1 Tehsils Local Govt.(60%) 3,960.00 

2 VCs/NCs (40%) 2,640.00 

Total: (Rs. in million) 6,600.00 
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9)       Term of the Award 

The present PFC Award 2025-26 is for a term of one year (i.e. 01-07-2025 to 30-06-2026). 

10)        Other Recommendations 

In case of at-source deduction/adjustment from the revenue   assignment of the   

Province by the Federal Government/ PESCO on account of outstanding electricity 

charges against a District Government or Tehsil/Town Administration, 

proportionate at-source deductions will be made from the share(s) of the respective 

District/Tehsil/Town Council. Further, in case any District Govt./Tehsil or Town 

Administration fails to ensure timely payment of monthly electricity dues to PESCO, 

Finance Department shall make such payment direct to PESCO and adjust the spent 

amount against the concerned District Government’s Accounts. Likewise, such 

adjustments shall also be made against the Accounts of Tehsil/ Town Administration 

as the case may be. 

 

 

 

 

 

 

 

 

 

 

 



 

23 

 

 



 

24 

 

 
 



 

25 

 

 

              Annexure-II 
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