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Oversight of government finances by state legislature 

As representatives of citizens, Members of Legislative Assemblies 
(MLAs) have three key roles.  They debate and pass laws that govern the 
state.  They oversee the work of the state government to ensure effective 
governance.  They ensure efficient allocation of public funds through the 
State Budget.  With the objective of improving the quality of life of 
citizens, these public funds are spent across various sectors such as 
education, health, agriculture, rural development, social welfare, police, 
and infrastructure. 

MLAs have a core role in examining how this money is being raised, how 
it is planned to be spent, and whether such spending would lead to desired 
outcomes.  MLAs hold the state government accountable for use of public 
funds in two stages.  Firstly, before the beginning of each financial year, 
they scrutinise and approve the budget which contains expenditure 
priorities, taxation proposals, and borrowing requirements for the 
upcoming year.  Secondly, they examine audit reports on approved 
spending to see whether the allocation made in the budget was used 
effectively and appropriately. 

This primer explains the mechanisms by which MLAs conduct financial 
oversight of the state government.  It explains key terms used in budget 
documents to describe state government’s income and spending and the 
gap between the two as a surplus or a deficit.  The primer also describes 
some of the documents presented in the budget and what information may 
be gathered from each of them. 
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Oversight through the State Budget 

Oversight of public funds by state legislature broadly involves two 
functions: (a) scrutinising and sanctioning the government’s expenditure 
and taxation proposals through the State Budget; and (b) examining the 
utilisation of funds that have been allocated for various activities. 

What happens once the budget is presented in the Assembly? 

After the budget is presented, a general discussion is held in the 
Assembly.  Discussion at this stage is limited to general examination of 
the budget and proposals of the state government.  Following the 
discussion, the Finance Minister gives a reply.  No voting takes place at 
this stage. 

After the general discussion, detailed estimates of expenditure of 
departments, called Demands for Grants, may be sent for examination by 
the Committees of the state legislature.  One of the functions of such 
Committees is to scrutinise the allocation of funds to the departments 
under their supervision.  The Committees examine: (i) the amount 
allocated to various programmes and schemes under the department, and 
(ii) trends of utilisation of the money allocated to the department.  Based 
on their examination, the Committees submit reports to the Assembly.  
These reports contain recommendations that are useful for MLAs to 
understand implications of proposed expenditure across departments.  
They also allow for informed debate in the Assembly before approving 
such expenditure. 

Preparation of State Budgets 

The process of budget preparation begins with the publication of a budget circular by the 
finance department of the state government.  The circular is typically released 3-6 months 
before the presentation of the budget.  It outlines the timeline within which various 
departments have to submit estimates of receipts and expenditure to the finance 
department.  In some cases, state governments also conduct public consultations before 
finalising the proposals.  
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What happens after the general discussion on the budget is over? 

Typically, Assemblies decide to hold a detailed discussion on some 
Demands for Grants.  The departments identified for discussion are 
decided by the Business Advisory Committee of the Assembly.  This 
discussion is followed by voting.  The demands which have not been 
discussed and voted on by the last day are ‘guillotined’, i.e. they are voted 
upon together. 

During the voting on Demands for Grants, in some states, MLAs can 
express their disapproval through ‘cut motions’.  If a cut motion is passed, 
it signifies loss of confidence in the government and the Cabinet is 
expected to resign.  MLAs can move cut motions to reduce the grant 
amount for the respective department: (i) to one rupee to signify 
disapproval of the policies of that department, (ii) by a specific amount 
(an ‘Economy’ cut), or (iii) by a token amount of Rs 100 to express a 
specific grievance. 

What are the final steps in the budget process? 

After the Demands for Grants are passed, they are consolidated into an 
Appropriation Bill.  This Bill seeks to authorise the government to spend 
money from the Consolidated Fund of the State, which consists of all 
receipts and borrowings of the state government. 

After the passing of the Appropriation Bill, the Finance Bill is also taken 
up for consideration and passing.  This Bill includes details of the change 
in tax rates, and imposition of taxes on various entities. 

What happens if the government needs to spend additional money 
during the year? 

During the year, if the government needs to spend money which has not 
been approved by the legislature, it can introduce Supplementary 
Demands for Grants.  Supplementary Demands for Grants can be 
introduced in any session of the Assembly. 
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Oversight after the Budget is passed 

Oversight by state legislature after the budget is passed is necessary to 
make sure that the amount sanctioned by it is being used in an appropriate 
manner.  Financial Committees scrutinise and exercise legislative control 
over government expenditure and table reports in the Assembly. 

Public Accounts Committee  

After the financial year ends, the Comptroller and Auditor General 
(CAG) of India audits the income and expenditure accounts of the state 
government and tables its report in the Assembly.  Since it is difficult and 
time-consuming for the Assembly to discuss each of these reports, the 
Public Accounts Committee (PAC) is entrusted with examining the 
findings of the CAG audit reports.  The PAC scrutinises whether the 
government is spending money for the purpose for which the state 
legislature sanctioned the expenditure. 

While examining the reports, the PAC interacts with officials from the 
CAG, different departments, and experts.  The government responds to 
every report of the PAC by stating the recommendations that have been 
accepted or rejected by them.  Based on these responses, the PAC 
prepares Action Taken Reports and tables them in the Assembly. 
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Understanding government finances 

As part of the budget, the Finance Minister presents the Annual Financial 
Statement of the state government for the forthcoming year.  The 
statement consists of estimates of the money the government expects to 
spend on various sectors, and how much money will be raised from 
different sources such as levy of taxes and non-tax means.  The budget 
also gives an estimate of the borrowing requirements of the government 
and its overall debt.  In addition, the statement also gives an account of 
how much money the government raised or spent in the previous year, in 
comparison to the estimates it had given to the Assembly. 

This section explains the state government’s finances with the intent of 
providing a simple understanding of the key concepts and terms involved. 

How does the government finance its expenditure? 

Government receipts indicate the resources available with the government 
to finance its expenditure.  These are primarily of three types: (i) receipts 
earned by a state, (ii) receipts from the Centre, and (iii) borrowings. 

The state government earns money through taxes, fees and fines collected 
by various departments, and share in profits of state enterprises, among 
other sources.  The state also receives funds from the central government 
in the form of the state’s share in central taxes and grants-in-aid for 
schemes and other purposes.  Borrowings are required in case there is a 
shortfall in these two types of receipts as compared to the spending 
requirements of the state. 

Receipts may be broadly categorised under revenue and capital receipts.  
Revenue receipts of the state government comprise state’s own tax 
receipts, non-tax receipts, its share in central taxes, and grants-in-aid from 
the Centre.  The former two components form a part of a state’s own 
receipts, whereas the latter two are central transfers to the state. 

A state’s own tax receipts primarily come from taxes and duties such as 
state GST, sales tax or VAT, state excise duty, land revenue, and stamp 
duty and registration fees.  The state government also earns receipts from 
sources other than taxes.  Such non-tax receipts include interest earned on 
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loans given by the state, fees and fines, dividends from state enterprises, 
and royalties from mining activities. 

The state government also gets tax receipts in the form of the state’s share 
in central taxes (also known as devolution of central taxes).  These 
receipts come from taxes such as income tax, corporation tax, central 
GST, customs, and union excise duty.  Receipts from central taxes are 
devolved as per the recommendations of the Finance Commission. 

The other kind of central transfers are known as grants-in-aid from the 
Centre.  Unlike devolution, central grants may be tied in nature.  They 
could be linked to specific schemes and avenues of expenditure, based on 
which states distribute these funds among the implementing agencies for 
these schemes.  Such schemes include centrally sponsored schemes such 
as Swachh Bharat Mission, National Health Mission, and Ayushman 
Bharat, which are funded by the Centre as well.  Grants-in-aid also 
include grants given by the Finance Commission for local bodies. 

Some receipts change the government’s assets or liabilities.  For example, 
borrowings taken by the government increase its liabilities, whereas 
recovery of loans that were given in the past by the state decreases the 
government’s assets.  Such receipts are called capital receipts. 

Finance Commission 

The central government earns money by levying certain taxes across the country.  These 
include income tax, corporation tax, central GST, customs duty, and union excise duty.  A 
portion of its tax earnings is devolved to states, based on the criteria recommended by the 
Finance Commission.  The Commission is a constitutional body formed every five years by 
the President of India.  It also recommends certain grants such as revenue deficit grants, 
disaster management grants, and grants to local bodies. 

The 15th Finance Commission was required to submit two reports, for the periods 2020-21 
and 2021-26, respectively.  For the 2021-26 period, it recommended the share of states in 
the divisible pool of central taxes to be 41%.  Divisible pool does not include revenue earned 
by the central government in the form of cesses and surcharges, and certain costs of tax 
collection.  This was 1% less than the share recommended by the 14th Finance Commission 
for the 2015-20 period.  This adjustment was made to finance the requirements of the 
recently created Union Territories of Jammu & Kashmir and Ladakh from the revenue of the 
central government. 
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How does the government spend its money? 

The state government spends its money on implementing schemes and 
programmes, providing subsidies and grants to local governments, paying 
interest on the loans it has taken, and administrative expenses including 
salaries and pension.  Expenditure made on these items comes under 
revenue expenditure. 

In addition, the government also spends on capital investments.  This 
expenditure is categorised under capital expenditure, which goes 
towards creating assets or reducing liabilities.  This would include 
expenditure on creating infrastructure, such as roads and hospitals, and 
repayment of borrowings. 

Departments may have both revenue and capital components in their 
expenditure.  For example, in education, spending money on construction 
of a school building is capital expenditure since it leads to the creation of 
an asset.  Whereas, money spent on recurring expenditure items such as 
salaries of school teachers is classified as revenue expenditure. 

What happens if total spending is more than total receipts? 

When the spending planned by the government is more than its receipts, 
the government finances this gap through borrowings.  This gap is known 
as fiscal deficit and equals the borrowings required to be made for that 
year.  A fiscal surplus arises if receipts are more than the expenditure. 

A higher fiscal deficit leads to an increase in borrowing by the 
government.  As a result, the government has to incur additional 
expenditure in the form of interest payments on these borrowings in 
subsequent years.  These interest payments are a form of committed 
expenditure which the government is obligated to undertake. 

Revenue deficit occurs when revenue expenditure exceeds revenue 
receipts.  Revenue deficit in a year indicates the amount borrowed by the 
state government in that year to meet its revenue expenditure such as 
administrative expenses, or payment of salaries or interest.  These 
borrowings would not contribute towards creation of assets. 
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Fiscal targets in FRBM Acts 

In 2003, Parliament passed the Fiscal Responsibility and Budget Management Act (FRBM 
Act) which prescribed limits for deficits and outstanding liabilities of the central government.  
In the following years, several states passed their respective FRBM Acts, similar to the 
central FRBM Act.  FRBM Acts are aimed at ensuring prudential debt management and 
transparency in fiscal policy.  The central and state governments set targets under their 
respective Acts to reduce their deficits and liabilities to achieve these objectives. 

The 15th Finance Commission recommended that states’ fiscal deficit (as % of GSDP) 
should be fixed at 4% in 2021-22, 3.5% in 2022-23, and 3% during 2023-26.  It 
recommended an extra annual borrowing space of 0.5% of GSDP for the period between 
2021-22 and 2024-25 upon undertaking power sector reforms.  It also recommended that 
states could carry forward any unutilised fiscal space to subsequent years.   

Outstanding debt 

Over the years, borrowings taken by the government to bridge the gap 
between the state’s receipts and expenditure (fiscal deficit) adds to its 
outstanding stock of debt.  This is the amount borrowed by subsequent 
governments over the years and currently payable by the state.  
Outstanding debt increases when more borrowings are made, or decreases 
when repayments are made by the government for these borrowings. 

The FRBM Act, 2003 passed by the central government specifies that the 
outstanding debt of the general government (Centre and states combined) 
be brought down to 60% of GDP.  This includes a target of 20% of GDP 
for the outstanding debt of state governments. 

A higher debt indicates a higher obligation for the government to repay 
loans.  It also leads to higher interest outgo, as interest has to be paid on 
all outstanding debt. 
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How are the budget documents organised? 

This section describes the budget documents that are presented in the 
Assembly and what information is provided in them.  It will also help the 
readers navigate the documents to find the exact information they may be 
looking for.  While there could be more than ten separate documents, they 
can be classified into four broad categories (see Table 1 on next page). 

Summary Documents:  These documents summarise the main provisions 
in the State Budget, either in terms of the main policy announcements, tax 
proposals, aggregate number for government receipts and expenditure.  As 
these are summary documents, they will not answer specific questions 
on allocation for a particular item within a department or a programme. 

Expenditure Documents:  These documents present detailed information 
on the expenditure of the state government.  Details are provided by 
sectors, departments, and schemes. 

Receipts Documents:  These documents present detailed information on 
the money raised by the state government in the form of tax receipts, non-
tax receipts, central transfers, capital receipts, and borrowings. 

FRBM Documents:  These documents are presented under the provisions 
of the state’s Fiscal Responsibility and Budget Management (FRBM) 
Act.  Under the Act, the government is required to follow sound fiscal 
policies and limit fiscal and revenue deficits. 

Budget and the Economy 

Along with the Budget, forecast on growth in Gross State Domestic Product (GSDP) is also 
presented.  GSDP refers to the value of all goods and services produced in a state in any 
given financial year.  It reflects the economic output of a state.   
A state’s ability to raise revenue depends on the structure of the economy and economic 
growth.  This in turn determines the level of expenditure that the state government may 
undertake and need for borrowings to fund any gap.  Further, budget provisions also 
influence economic growth.  For instance, governments may decide to cut taxes or spend 
more to boost the economy when growth is slowing down. 
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Table 1:  Key State Budget documents 
Category Documents in this category 

Summary 
Documents 

Budget Speech:  Highlights the main expenditure and tax proposals. 
Budget at a Glance/ Overview/ Summary:  Provides a brief overview on 
total funds raised by the government (through own resources, central transfers 
or borrowing), how that money is to be spent and budget deficit/surplus. 
Annual Financial Statement:  Similar to ‘Budget at a Glance’ but 
organised in a different way to meet requirements under Article 202 of the 
Constitution. 

Expenditure 
Documents 

Demands for Grants:  Presents a detailed breakdown of the expenditure of 
each department.  Required to be presented under the Constitution, asking 
the Assembly to allocate the stated amount of funds to different departments. 
Appropriation Bill:  Required to be passed by the Assembly under the 
Constitution, allowing the state government to withdraw the stated amount of 
funds from the Consolidated Fund of the State. 

Receipts 
Documents 

Detailed Estimates of Receipts:  Presents detailed information on how the 
government intends to raise money through different sources. 
Finance Bill:  A Bill introduced in the Assembly containing the various legal 
amendments to bring into effect the tax changes which are proposed by the 
state government. 

FRBM 
Documents 

Macro-Economic Framework:  Explains the government’s assessment of the 
growth prospects of the state economy. 
Medium-Term Fiscal Policy:  A statement setting limits on the size of the 
budget deficits for next three years, and targets for tax and non-tax receipts. 
Fiscal Policy Strategy:  A statement explaining the government’s efforts to 
follow sound fiscal policies and reasons for any departure from the targets set 
by it for deficits under the FRBM Act (see Medium Term Fiscal Policy above). 

As mentioned in the table, certain documents are required to be presented 
to the Assembly (and in some cases, voted on) under the provisions of the 
Constitution or under the state’s respective FRBM Act.  These include the 
Annual Financial Statement, Demands for Grants, Appropriation and 
Finance Bills, and the FRBM Documents. 
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How to find the information I want? 

This section illustrates how to find information on key parameters in the 
budget documents with the help of a few examples. 

What are ‘budget estimates’, ‘revised estimates’ and ‘actuals’? 

In budget documents, numbers are presented across four columns. 

 
As part of the budget, the government presents its estimates for the 
upcoming financial year.  The budget estimate for any head indicates the 
amount estimated by the government for the next year.  For instance, the 
budget presented in February 2023 showed the budget estimates for 
various heads for the upcoming financial year 2023-24. 

Once the year ends, the actual numbers are audited by the CAG, post 
which they are presented to the Assembly with the upcoming budget.  
Actuals denotes the final audited amount at the end of the year and may 
exceed or fall short of the estimates.  Since the actual figures can only be 
audited after the financial year is over and final accounts have been 
prepared, actuals presented in the budget is for the previous year.  For 
instance, the 2023-24 budget showed the actuals for the year 2021-22. 

Some of the estimates made by the government might change during the 
course of the year, which gets reflected in the revised figures.  For 
instance, once the year gets underway, some departments may need more 
funds than what was allocated to them as per the budget estimates, or the 
receipts expected from certain sources might change.  Thus, along with 
the budget estimates for the upcoming financial year, the government 
presents revised estimates for the ongoing financial year after 
incorporating such revisions.  
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Where in the budget documents do I find the total expenditure, total 
receipts, fiscal deficit and other ‘big’ numbers? 

Use Budget at a Glance.  The Budget at a Glance summarises the budget 
and presents broad numbers of the budget in a reader-friendly document.  
This document shows the major components of receipts and expenditure 
and the state’s deficits such as fiscal deficit and revenue deficit.  

 
Sources: Haryana Budget Documents 2023-24; PRS.  

Devolution 
to the state 
for 2023-24 

Fiscal deficit 
estimated 
for 2023-24 

Total 
expenditure 
estimated 
for 2023-24 
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Which are the major sources of revenue for the state government? 

Use Annual Financial Statement (Consolidated Fund, Receipts).  The 
Revenue Receipts and Capital Receipts sections provide information on 
how the government intends to raise money through different sources. 

From the figure below, we can see that the government has estimated its 
total tax revenue to be Rs 1,65,439 crore in 2023-24.  Other broad heads 
of revenue are: (i) Non-tax Revenue under Revenue Receipts, (ii) Grants-
in-aid under Revenue Receipts, and (iii) Non-Debt Capital Receipts. 

 
Sources: West Bengal Budget Documents 2023-24; PRS.  

State GST 
revenue for 
2023-24 

Income tax 
revenue 
devolved to 
the state 
(2023-24) 

Total tax 
revenue 
estimated 
for 2023-24 
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How much is the government spending on various sectors? 

Use Annual Financial Statement (Consolidated Fund, Expenditure).  The 
Revenue Expenditure and Capital Expenditure sections provide 
information on how the government is spending money. 

From the figure below showing Revenue Expenditure, we can see that the 
government has estimated the revenue expenditure on health and family 
welfare to be Rs 1,951 crore in 2023-24.  The corresponding capital 
outlay component for health and family welfare is given under Capital 
Expenditure.  Adding these two gives us the total expenditure on health 
and family welfare.  

 
Sources: Goa Budget Documents 2023-24; PRS.  

Revenue 
expenditure 
on Education 
(2023-24) 

Revenue 
expenditure 
on Health 
(2023-24) 
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Glossary of key terms 

Receipts indicate the money received by the state government.  These include: (i) the 
money earned by the government, (ii) the money transferred by the central 
government, and (iii) the money it receives in the form of borrowings, or repayment 
of loans given by the state. 

Capital receipts indicate the receipts which lead to a change in assets or liabilities of 
the government.  It consists of: (i) the money recovered from repayment of loans that 
were given by the state, and (ii) the money received in the form of borrowings, or 
loans from the central government. 

Revenue receipts are receipts which do not have a direct impact on the assets and 
liabilities of the government.  It consists of the money earned by the state government 
through tax and non-tax sources and funds transferred by the central government. 

Capital expenditure is used to create assets or to reduce liabilities.  It consists of: (i) 
the money spent by the government on creating assets such as roads and hospitals, 
and (ii) the money given by the government as loans, or repayment of its borrowings. 

Revenue expenditure is the expenditure by the government which do not impact its 
assets or liabilities.  Examples include administrative expenses, payment of salary, 
pension, interest, and grants to local governments. 

Devolution of central taxes means the money received from the central government 
as the state’s share in central taxes such as corporation tax, income tax, central GST, 
customs, and union excise.  It is devolved to the state as per the criteria recommended 
by the Finance Commission. 

Grants-in-aid are transferred by the central government, and may be tied in nature, 
i.e. they are linked to specific schemes and expenditure avenues, such as Swachh 
Bharat Mission, and National Health Mission. 

Outstanding debt is the stock of money borrowed by subsequent governments over 
the years which the state currently owes.  Figure for a year indicates the government’s 
outstanding debt at the end of the year. 

Fiscal deficit is the gap between the state government’s expenditure requirements and 
its receipts.  This equals the money the government needs to borrow during the year.  
A surplus arises if receipts are more than expenditure. 
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Revenue deficit is the gap between revenue expenditure and revenue receipts.  This 
indicates the money the government needs to borrow to spend on non-capital 
components (which do not lead to creation of assets). 

Effective revenue deficit is the difference between revenue deficit and the grants 
given by the state government to other government or local bodies or implementing 
agencies for creation of assets. 

Primary deficit equals fiscal deficit minus interest payments.  This indicates the gap 
between the government’s expenditure requirements and its receipts, not taking into 
the account the expenditure incurred on interest payments on loans taken during the 
previous years. 

Gross State Domestic Product measures the value of all goods and services 
produced in a state in any given financial year.  GSDP at current prices or nominal 
GSDP measures the value of goods and services at prevailing prices.  GSDP at 
constant prices or real GSDP is calculated based on prices which prevailed in a 
particular year in the past (referred to as base year).  This is done to remove the 
impact of inflation while measuring economic growth. 

Consolidated Fund of the State is the Fund or account into which all of the state 
government’s receipts are credited, and which it uses for financing its expenditure. 

Charged expenditure includes expenditure which is not required to be voted on by 
the Assembly and is charged directly from the Consolidated Fund of the State.  Such 
expenditure can still be discussed in the Assembly.  Examples include interest 
payments, and salaries and allowances of the Governor and judges of the High Court. 

Voted expenditure consists of all expenditure other than charged expenditure.  It is 
required to be voted upon by the Assembly in the form of Demands for Grants. 

Finance Bill is introduced with the budget and consists of the state government's tax 
proposals for the upcoming year. 

Appropriation Bill authorises the state government to withdraw money from the 
Consolidated Fund of the State.  It is introduced and voted on after the Demands for 
Grants are passed. 
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