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DEFINITIONS.

As financial terms are employed in very different senses in different countries, the Committee
has felt called upon to adopt a certain number of standard definitions. These definitions are only
intended to indicate the general meaning of the financial terms used in the present report, They
cannot be regarded as capable of settling in themselves all difficulties of interpretation,

Financial or Budgetary Year,

The financial or budgetary year is the period of twelve months to which a budget relates.
In some countries this period begins on January 1st, but in the majority it does not coincide
with the calendar year.

Financial * Exercice”.

The financial " exercice ” is the period of execution of a budget. In some countries this
period is twelve months, but in others it comprises, in addition to this period of twelve months,
complementary periods granted for the completion of operations relating to the collection of
revenue and the liquidation, “ ordonnancement ", and payment of expenditure in connection
with services rendered in principle during the budgetary year.

Budgelary Unily,

Budgetary unity is the rule according to which all State receipts and expenditure must be
included in a single general budget and a single general account,

Gross Accounts and Net Accounts.,

By gross accounts are meant accounts drawn up on the principle that all revenue and all
expenditure must be entered separately in the budget and accounts, without any deduction.

Net accounts are accounts drawn up on the principle that the budgets and accounts should
show only the balance of revenue over expenditure—+.e., the net revenue and the balance of
expenditure over receipts: i.e., net expenditure.

Division of Expenditure.

Budgetary division of expenditure consists in the more or less detailed classification of
credits and expenditure either according to departments or according to the nature of the credit
or expenditure, the public services being obliged to employ the amount authorised exclusively
for the purpose explicitly laid down when the credit was granted.

“ Virement”.

“ Virement " is the right granted to the public services, in virtue either of the accountancy
law or of a special provision in the budget, to utilise a credit for a purpose other than that for
which it was originally granted.

“* Annalité”,

*“ Annalité ” is the rule whereby credits opened for the expenditure of each financial “ exer-
cice ”_cannot be employed in discharge of expenditure of another “ exercice ”,

Carry-forward of Credits.

The carry-forward of credits consists in the right to utilise (i.e., according to the different
financial systems, to enter into commitments, to issue orders for payment, or to pay), after the
end of the financial ” exercice ”, credits granted during that “ exercice ” and not consumed on
its expiration by the act whereby, according to the respective financial systems, a credit is
consumed (5.e., commitment, issue of an order for payment, or payment).
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Awihorisation of Commitments.

The authorisation of commitments is the right given to the services to enter into commit-
ments during a financial year, subject to the condition that the payments in respect of these
commitments can only be effected by virtue of a payment credit to be granted during the succeeding
financial year or years.

Commitmend.

This term has two acceptations, one in law and the other in accountancy.

In its legal acceptation, commitment in relation to expenditure consists in any act by a
competent authority by which the State or any other public person binds itself to effect
expenditure. '

In the accountancy acceptation of the term, commitment consists in the entry in the books
of the amount of a State debt or of any administrative decision which will involve a disbursement

on the part of the State.

The entry of the amounts of these commitments in the books has the consequence of reducing the credits
available—i.s., of pledging the credits as and when these entries are made up to the total estimated amount of
the said sums entered in the books. In addition to the debts created by commitments entered into in the
course of a given year, there exist for the same year debts resulting from commitments of previous years, such as
appointments of officials, leases, and long-term agreements, which have given rise to claims against the State
extending over several years. : )

Liguidation. . :
The liquidation of expenditure connotes the legal examination of the validity of a claim

against the State, the evaluation of the amount of such claim, and the recognition of the State’s
debt. v :

* Ordonnancement .

The * ordonnancement ” of an item of expenditure signifies the issue of an order for payment.
This order for payment is addressed either directly to the creditors or to the Office responsible
for making the payment or for issuing cheques in favour of creditors.

Payment,

The payment of expenditure is the act which discharges the State from its debt, either by
the delivery to the creditor of the sum due to him, or by the_placing of the amount of the said
sum to the creditor’s account in a banking institution, or, again, by the delivery of the sum to
a third party, if the law recognises such delivery as discharging the debt.



Chapter 1.

INTRODUCTION.
1. Committee’s The present report describes the work of the Technical Com-
Terms of mittee appointed on March 16th, 1932, by the National Defence
Reference. Expenditure Commission to study the details of application of a

system of publicity or limitation of expenditure on armaments.
The terms of reference laid down by the Expenditure Commission were as follows:

“(¢) To study the documentation regarding national defence expenditure
“supplied in accordance with the decision of the League Council dated May 23rd,
1931 coeo!

. “(b) To study the documentation, information and additional explanations
to be supplied . . . by the delegations of the States represented at the
Conference;

“(c) To study the technical questions in connection with the limitation and
publicity of expenditure which the Commission may subsequently consider it
advisable to refer to the Committee.

“(d) To submit to the Commission in due course reports on the questions
referred to it for examination.”

Subsequently, the General Commission’s resolution dated July 23rd, 1932, * known
as the Benes resolution, further defined the scope of the task assigned to the Committee,
describing as follows the final aim of the proceedings of the Expenditure Commission
and of its Technical Committee:

.-+ 2, Limitation of national defence expenditure.

(a) The Conference shall decide, on the resumption of its labours, taking
into account the special conditions of each State, what system of limitation and
publicity of expenditure on national defence will provide the peoples with the best
guarantee of an alleviation of their financial burdens, and will prevent the measures
of qualitative and quantitative disarmament to be inserted in the Convention from
being neutralised by increases or improvements in authorised armaments,

- “(b) With a view to the decisions to be taken under this head, the Conference
requests the Committee on National Defence Expenditure and its Technical Committee
to continue and complete the work entrusted to these organs and to submit their
report as soon as possible. The Conference requests its Bureau to draw up, on the
basis of this report, a plan accomplishing the purpose aimed at and taking into
consideration the special conditions of the various States.”

This resolution shows the connection between the limitation and publicity of national
defence expenditure and the questions of qualitative and quantitative disarmament
dealt with by other organs of the Conference,

1 By a circular Jetter from the Secretary-General of the League of Nations dated March 3oth, 1931
(C.L..63.1931.1X), communicating this decision to Governments, the attention of the latter was directed to
Chapter 4 of the Report of the Committee of Experts on Budgetary Questions, recommending the various
States to fill in, by way of experiment, and before the opening of the Conference, the Model Statement framed
by the experts. The documentary material received in reply to that circular letter before the setting-up
of the Technical Committee is reproduced in the printed series “ Particulars with regard to the position of
armaments in the various countries "

* As will be seen from the Minutes of the Expenditure Commission, the questions referred, after discussion,
to the Technical Committee cover practically all the points dealt with in the Report of the Experts on Budgetary
Questions.

3 Document Conf.D.136.
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2. Composition of i . . :
the Committee. The composition of the Technical Committee was as follows!:

His Excellency M. Savel RADULESCO, Chairman (Roumania), Minister Plenipotentiary,
Under-Secretary of State for Foreign Affairs, Vice-Chairman of the National
- Defence Expenditure Commission. E
Mr. K. LvoN, CB.E., Vice-Chairman (United Kingdom), War Office.
) Substitute: ~ Mr. H: Firz GErRALD, M.C.
M. JacoumEeT (France), Rapporteur- General, Comptroller-General of the Army, former
Chairman of the Committee of Experts on Budgetary Questions. .
Lt.-Col. STEHLE.
Capt. Louis PERILLIER. .
M. Worss (Germany), Counsellor at the Reich Ministry of Finance, former member
of the Committee of Experts on Budgetary Questions. :
Commander R. DE VAscoNCELLOS (Brazil), former member of the Chamber of
Deputies and Budget Rapporteur in the Brazilian Parliament.
" |M. A. A. pE MELLO FrANCO. _
Substitutes: { M. Roberto MENDES GONGALVES, Secretary of the Brazilian
, | Legation at Berne. . -
The Hon. Norman Davis (United States of America), former Under-Secretary of State.
Brigadier-General George S. S1MONDS. : :
Substitutes: { Major James B. ORrD.
| Lt.-Col. Geo. V. STRONG.
M. Cesare TUMEDEI (Italy), Barrister-at-Law, Member of the Chamber of Deputies,
former member of the Committee of Experts on Budgetary Questions.
M. Hector Camsi, G.O.;
M. Eugenio PeTrRUCCI, G.O.; _
Major-General Luigi BARBERIS, Naval Engineers,
M. Shoji ARAKAWA ? (Japan), Secretary of the Ministry of Finance
Substitute: M. Yoshiro Anpo, Secretary of Embassy.
His Excellency M. Jean pE MobpzeELEwski (Poland), Envoy Extraordinary and
Minister Plenipotentiary, Member of the Supervisory Commission of the League
" of Nations. ' : , '

Substitute: Major B, MOKRZYCKL :
His Excellency M. R. J. SANDLER (Sweden), Minister for Foreign Affairs.
M. U. A. J. BruNnskoG, Councillor, Chief of Section
Substitutes: in the Admiralty. :
M.B. G. R. HAGGLOF, Secretary to the Swedish Delegation,
Colonel E. M. G. K1ssLING (Switzerland), Secretary of the Federal Military Department.
Substitute: Colonel pE LorioL. .
M. F. GroBINE (Union of Soviet Socialist Republics), People’s Commissariat for
Military Affairs,

Substitutes:

Substit‘utes :

Secretary : M. Finn T. B. Friis, member of the Disarmament Section of the Secretariat
of the League of Nations. ' _

Technical Adviser: Dr. A. voN SucHAN, of the Financial Section and Economic
Intelligence Service of the Secretariat.

* M. Worbs was obliged to interrupt his attendance at the Committee’s meetings on September z2th,
1932. When he resumed attendance on January 31st, 1933, the Committee had begun the first reading of the
* draft seport which it had drawn up meanwhile,

M. Grobine and the expert of United States nationality did not take part in the Committee’s work after
July 22nd, 1932; the latter, however, resumed his collaboration on April 3rd, 1933. M. Radulesco did not
attem: taen n;eti::gs aftcr October zoth, 1932, ’

xcellency Viscount K. Mussaxkojt {(Japan), Envoy Extraordinary and Mini i i
succeeded M, Arakawa as from September 26th, (19;:. ) Y 7y and Minister Plenipotentiary,
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3. Summary of Before explaining the method of work adopted by the Com-
Previous Work  mittee and the results at which it has arrived, it will be well to
on Limitation and recall the studies carried out and the decisions adopted previously
Publicity of in the domain of the publicity and limitation of national defence
Expenditure. expenditure.

During the preparatory work of the Conference for the Reduc-
tion and Limitation of Armaments, important studies had been undertaken on this subject,
The problem had already been broached in 1926-27 by the Preparatory Commission
of the Conference which had referred the relevant questions for examination to Sud-
Commitices A and B, to the Mixed Commiltee, and, lastly, to the Commiltee of Experts
~ on Budgetary Questions set up in November 1926, which submitted two successive reports,
document C.P.D.40, dated March 17th, 1927, and document C.P.D.go, dated July 1st, 1927.

In the draft Convention framed by the Preparatory Commission and communicated
in January 1931 to the States invited to the Conference (document C.687.M.288.1930.IX)
the following articles relate to the publicity or limitation of national defence expenditure,
as the case may be:

Article ro (Limitation of the annual expenditure on material for land
armaments).

Article 24 (Limitation of the annual expenditure on material for naval
armaments).

Article 29 (Limitation of the total annual expenditure -of each of the High
Contracting Parties on its armed forces and formations organised on a military basis).

Article 33 (Publicity, by categories of materials, of expenditure on the upkeep,
purchase and manufacture of land and sea war materials).

Article 38 (Publicity of the total expenditure on land, sea and air armaments).

The report of the Preparatory Commission {document C.690.M.289.1930.1X)
accompanying the draft Convention contains important commentaries on each of the
foregoing articles and also notes the reservations made by some of the States represented.

Moreover, the Preparatory Commission decided, in December 1930, to reconstitute
the Committee of Experts on Budgetary Questions and instructed it to enquire into the
means by which the publicity and limitation of expenditure laid down in the draft
Convention could be carried out, paying special attention to:

(@) The necessity for limiting all the expenditure in question;

(b) The variety of ways in which budgets are presented and discussed in
different countries;

(¢) Theadjustment of the proposed method of limitation to possible fluctuations
in the purchasing power of different currencies, especially with regard to the cost of
war material;

(d) The conditions in which credits for one financial year might be carried over
to the following year or years.

The Committee of Experts had been requested, further, in connection with the
application of Article 29, to enquire into the technical possibility of a separate limitation
of the expenditure on land, sea and air forces. During two sessions held in December 1930
and February 1931, the Committee, as reconstituted, engaged in studies which resulted
in the report reproduced in document C.182.M.69.1931.IX. In conformity with the
Council decision of January 24th, 1931, the report of the Committee of Experts was
communicated on March 3oth following to all the Governments.

On March 8th, 1932, the General Commission of the Conference decided to refer
the following questions to the National Defence Expenditure Commission with a
request to deal with them without their having been previously discussed by the General
Commission:

1. Article 29 (Limitation of total annual expenditure).

Proposals on the subject, more particularly:

(a) Continuous study of the budgetary method in consideration of fluctua-
tions in purchasing power;
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(5) Budgetary limitation, relating to total expendlture and to individual
chapters;
{(c) Abolition of secret funds and unification of the military budget. -
2. Article 33 (Publicity by category of the expenditure on land and naval
material).
3. Article 38 (Publicity of total expenditure).

4. Examination of the report of the Committee of Experts on Budgetary
Questions (document C.182.M.69.1931.IX):

(a) Part of the report concerning publicity;
(8) Part of the report concerning limitation, in so far as this part deals
with the questions enumerated under 1.

On the other hand, Articles 10 and 24 (Specia'l limitation of expenditure on the
material of land and naval armaments) have not been expressly referred to the Expenditure
Commission; but, owing to the close connection between the subject-matter of these
articles and the questions which it was instructed to deal with, the Committee was led
to consider them in the course of its work

4. Information By its resolution of March 16th, 1932, the Expenditure Com-
requested mission requested all the delegations of States represented at the
from States Conference to furnish the Technical Committee with the documen-

by the Committee. tation which it required in order to accomplish its task.

At its first meetings, on March 17th and 18th, the Technical
Committee endeavoured to define the nature of the documentation which it required. A
list of the essential documents to be produced (document Conf.D./C.D.5)* was sent for this
purpose to the various Governments on March 1gth, with a request to forward the docu-
mentation to the Committee without delay and, if possible, before April xrxth. The
Expenditure Commission drew particular attention to the necessity for obtaining as
complete information as possible on the budgetary systems in force in the wvarious
countries (preparation, presentation, adoption, execution of the budget and supervision
of execution), and the Committee, at the Commission’s request, drew up a special
questionnaire which was also forwarded to the delegations (document Conf.D./C.D.6)2

5. Scope of the The Technical Committee’s work, in conformity with the terms
Committee’s of reference received from the Expenditure Commission, comprised
Work, on the one hand the examination of the documentary material

supplied by the States represented at the Conference and, on the

other in the light of this documentation, a study of the technical questions relating to
limitation and publicity of national defence expenditure. The Committee also examined
the various proposals submitted by the different delegations during the preliminary
discussion which took place in the Expenditure Commission from May 6th to 26th, 1932.
While the immediate object of the Technical Committee’s proceedings was to deter-
mine whether the Model Statement proposed by the Committee of Experts was a practical
instrument for purposes of publicity and limitation, the examination of the questions
referred to the Committee by the Expenditure Commission necessarily involved a fresh
examination by it of the report of the Committee of Experts on Budgetary Questions,
which report, moreover, the Expenditure Commission had adopted as the foundation for its
work. The Technical Committee considered all the problems dealt with by the Budgetary
Experts, but having a much wider field of investigation it was able, thanks to the abundant
documentation at its disposal, to make a more complete study of the facts. This study led
it to propose certain modifications in the conclusions of the experts. The Committee’s
report will also contain a large number of supplementary proposals. The Committee
desires, however, to point out that it seemed to it premature, at the present stage of its
work, and in the absence of a decision of principle regarding the limitation or publicity

1 Annex 1.
$ Annex 2.
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of expenditure, to prepare a revised text of the “ instructions * drawn up in the report of
the Committee of Experts on Budgetary Questions.

6. Procedure. The point of view from which the Committee undertook the

examination of the documentation of the different States is clearly

shown by the following preamble to the Rules of Procedure adopted by the Committee

on April 14th, 1932, and communicated to all the delegations represented at the Conference
(document Conf.D./C.D.7): !

' “ The purpose for which the Technical Committee, under its terms of reference,
is called upon to examine the documents supplied by the various Governments
concerning their expenditure on national defence is as follows:

“{i) Generally.

“ To ascertain whether the Model Statement as drawn up by the Committee
of Experts on Budgetary Questions (although not yet accepted by the Conference
for the Reduction and Limitation of Armaments) is a practical instrument by means
of which States can set out all the expenditure on national defence incurred by them
in a given recent year.

“(ii) In particular,
With the above end in view, to ascertain;

“(a) Whether the statements of expenditure to be examined are compiled
on a sufficiently uniform basis and whether the instructions and recommendations
contained in the report of the Budgetary Experts, in particular those which concern
the setting out of every item of expenditure on national defence and the classification
of the items, have been followed.

“(b) What difficulties arising out of differences in budgetary systems or
otherwise have been met with by States in filling up the Model Statement.

“{c) Whether the statements of expenditure to be examined are capable of
verification either from the audited and published accounts of the State or from other
authoritative documents. '

“ (@) Whether the relations between the figures given in the Model Statement
and the figures shown in the accounts published by the State within the country are
adequately explained in the reconciliation tables.”

The procedure adopted by the Committee in order to accomplish this task may be
summarised as follows:

The Committee based its work on the principle of the simultancous exchange of
information. It considered that, by forwarding the documents which they were requested
to furnish, the States would provide unprecedented means of investigation into their
national defence expenditure, and that hence it was logical and equitable that all the
Powers should have deposited a complete set of documents before the various documents
were examined. Subsequently, a large number of Powers, with a view to accelerating the
Committee’s work, agreed, however, in practice, to forgo the application of the rule of
simultaneity, as far as they were concerned.

A sub-committee—consisting of M. SANDLER (Sweden) and M. KissLiING (Switzerland)
—was instructed to examine the documentation submitted by the various countries, in
order to ascertain whether it was complete and of a nature to enable the Committee to
begin its examination.

The Rules of the Committee provided that, when the examination had begun, there
should be a written stage, followed by an oral stage, in the procedure for each country. All
the delegations to the Conference were informed that they could transmit to the Bureau of
the Committee, within a period fixed by it (generally about twenty days), any observations
which they desired to make on the information supplied. All these observations were
subsequently classified by the Bureau of the Committee and forwarded to the Power

1 Annex 3.
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concerned.  After the replies had been received from the latter and ‘communicated to
the members of the Committee, a discussion on the entire documentation took place in
the Committee, in the presence of a delegate of the Power concerned. After this oral
examination, a sub-committee of rapporteurs drew up, in agreement with the represen-
tative of the Power concerned, and on the basis of the documents examined, a * Summary *
of the characteristics of its budgetary system and of the most important facts relatmg
to its national defence expendlture 1
Each of the summaries is divided into five chapters:

A. Budgetary system.

B. Identification of expenditure.

C. Expenditure included in the Model Statement.

D. Distribution of the expenditure between the tables, heads and sub-heads
of the Model Statement.

E. Tables annexed to the Model Statement.

The following members of the Committee acted as rapporteurs for these various
chapters:
A. M. JacoMET (France);
B. M. WorBs (Germany), subsequently replaced by Mr. Lyon (United
Kingdom);
C. M. SANDLER (Sweden);
D. Mr. LyoN (United Kingdom);
E. General BARBERIS (Italy).

This procedure, which was laid down by the Technical Committee so as to permit of
a thorough examination of the documents furnished by the Governments, met with
some difficulties in practice. Certain Governments were only able to transmit their
documents to the Committee after considerable delay and, further, the combined procedure -
(written and oral) in itself required a considerable time.

The procedure adopted had, however, the great advantage that all the special situa-
tions and outstanding features of each country were taken into consideration. During
the examination of the documents, the Committee was in a position to note very many
questions raised by the interpretation of the report of the Committee of Experts
on Budgetary Questions and various difficulties encountered by the Governments in
complying with the recommendations contained in this report.

- The experience gained in the course of these examinations afforded the Committee
a valuable basis of information which enabled it in October 1932 to begin a detailed study
of the recommendations contained in the report of the Committee of Experts on Budgetary
Questions and the various cognate proposals.

In addition to the rapporteurs mentioned above, the following members of the
Committee were appointed rapporteurs on special subjects:

M. ANDO (Japan) (acting as substitute for M. Arakawa)—(Artlcle 33 of the draft
Convention).

M. KissLING (Switzerland): Reconciliation tables. -

M. e MopzeLEWsKI {Poland): Publicity of estimates of expenditure on the basis
of parliamentary votes. Date for sending in statements. Final accounts.
Communication of certain laws and regulations relating to national defence.

M. Eugenio PETRUCCI (Italy): Transfers between the limits of the three forces.

M. SANDLER (Sweden): Fluctuation of the purchasing power of different currencies.

7. Nature of The Technical Committee now submits to the Expenditure
Present Report.  Commission the conclusions arrived at.

It is regrettable from the point of view of the universality of
nts work that the Committee has not yet been able to examine the documents of all the
countries represented at the Conference and it is therefore necessary to make all reserva-
tions regarding the application of the system of limitation and publicity to these countries.
It must, however, be emphasised that among the mneteen countries whose documents

3 These ¥ .Summarie. " will be found in Volume 11 of the report,
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were studied by the Committee—Belgium, United Kingdom, Czechoslovakia, Denmark,
France, Germany, India, Irish Free State, Italy, Japan, Netherlands, Norway, Poland,
Roumania, Sweden, Switzerland, United States of America, Union of Soviet Socialist
Republics, Yugoslavia—are found almost all the great military Powers, and that, including
the ten countries the examination of whose statements has been begun but not yet
completed,! the Committee has been able to form an opinion regarding the position in
twenty-nine States whose expenditure represents together about go per cent of the total
expenditure of the world on national defence.

It may not be without interest to observe that the States whose documents have been
found complete are distributed by continents as follows: Europe 22; Africa 1; Asia 2;
America 2; Oceania 2.

The list of those which have sent no documents or whose documents are incomplete
includes 7 countries in Europe, 3 in Africa, 5 in Asia and 16 in the American
continent %,

The Committee wishes to state that some documents supplied to it show certain
omissions. ' These will be referred to in the course of the report. Although an enquiry
on this extensive scale, in the course of which difficulties in securing information were
experienced as a result mainly of the diversity of the national languages, necessitated more
than a year’s work, the Committee has naturally not been able to obtain full particulars
of the practical working of the financial and administrative institutions of the various
countries. It has, however, been able to secure the essential elements for preparingits
report in accordance with the practical instructions given to it.

The Committee desires to tender its sincere thanks to all the Governments which
co-operated in its work with the greatest good-will. Indeed, the production of the
documents requested by the Technical Committee and the replies to the very large
number of questions which it asked (in certain cases as many as 300 or 400) entailed very
considerable material labour on the part of the various countries.

In order to accomplish its task, the Technical Committee has been in session almost
continuously since its appointment on March 16th, 1932 (March 17th and 18th; from
April 7th to July 28th; from September 15th to December 22nd, 1932; from January
Ioth to April 8th, 1933). It has held about 130 plenary meetings in addition to
numerous meetings of its sub-committees. In order to be able to present its report at a
date sufficiently early to enable the Expenditure Commission usefully to continue its
work, the Committee has been obliged provisionally to discontinue the examination
of the documents furnished by the Governments.

It intends to submit a subsequent report on the essential facts relating to countries
the examination of whose documents is not yet completed and other countries which may

" subsequently send in their documents.
It should be pointed out in this connection that a number of States have not yet
sent the Bureau of the Conference any particulars regarding their national defence
“expenditure. The Committee feels bound to draw the Expenditure Commission’s
attention to the necessity for appealing to the Governments of these countries in order to
enable it to complete the work it has undertaken. The subsequent report mentioned
above will indicate any modifications in the conclusions of the present report which an
examination of the documents submitted may lead the Committee to propose.

1 South Africa, Albania, Australia, Austria, Bulgaria, Canada, Finland, New Zealand, Portugal, Spain.
3 A list of documents supplied by these latter countries is to be found in Annex 4.



Part 1.

GENERAL PRINCIPLES

Chapter 1I.

WHAT IS TO BE UNDERSTOOD
BY NATIONAL DEFENCE EXPENDITURE ?

1. General In order to determine the juridical Pasis of the C-onver.ltion,

Considerations the detailed application of which it was instructed to investigate,

" the Technical Committee deemed it necessary at the very outset

of its enquiries to define as accurately as possible what was to be understood by national
defence expenditure for the purposes of the future Convention. ’

In the modern world, the military strength of a country does not reside exclusively
in the military formations which it has at its command in time of peace. The defence
of its territory calls for the concentration, co-operation and utilisation of all the physical
and moral forces of its people, of all branches of industry, of all means of transport, of
all the nation’s financial resources. '

Such being the case, all expenditure incurred by a country for the purpose of promoting
the physical, intellectual and moral education of the rising generation or of imbuing its -
citizens with respect for order and discipline increases its means of defence. All funds.
devoted to the improvement of the nation’s equipment, to enhancing preductive power,
or to strengthening the State’s financial system, have their bearing upon national defence.

Is it possible to ground a convention for publicity or limitation in the matter of
national defence expenditure on such a comprehensive conception of national defence ?
Is it possible to devise criteria sufficiently accurate to gauge the relative military value
of each branch of national activity in the general economic life of a country ? The
Technical Committee has been obliged to renounce all thought of assuming such a task
and to limit the sphere of application of the future Convention to less elusive objects, |
True to the spirit in which the preparatory work for the Conference was carried out and
in compliance more especially with the basic conceptions of the report of the Budgetary
Experts, the Committee set itself a practical and attainable object. It has endeavoured
to determine expenditure which, in its view, was incontestably of a specifically military
character. It is this category of expenditure alone which the Committee proposes should
be taken by the Conference as the juridical basis of the Convention.

The Committee is aware that such a conception is not without its arbitrarjy element.
It has, on the other hand, the great advantage of defining with adequate precision
the common obligations which the contracting parties are to be invited to accept and

of eliminating any doubts which-might exist as to what exactly the Convention is
intended to cover. o
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2. Attemptata For the sake of clarity and with a view to defining the object
Definition of of the Convention, the Committee considered the possibility of
National Defence  drawing up a definition of national defence expenditure.
Expenditure for In its opinion, it is the following definition which most clearly
the Purposes conveys the general conception emerging from the Committee's
of the work:
Draft Convention. “For the purposes of the Convention, mational defence

expenditure shall be deemed to be all expenditure necessilated
or entailed by the creation, maintenance and training, in time of peace, of land, sea and
air armed forces and formations organised on a military basis and by measures imme-
dialely connected with preparations for national mobilisation.”

The Committee is, however, of opinion that, though this definition is valuable as a
means of throwing the character of the future Convention into immediate relicf, like all
other definitions it lacks, taken alone, the precision necessary for determining the legal
obligations of the signatory States. In practice, the interpretation of such a definition
would give rise to endless disputes.

3. Conventional Like its predecessors, the Technical Committee considered
List of that, in order to define more strictly the contractual obligations
National Defence of the signatory States, it was necessary to draw up a conventional
Expenditure. list of expenditure complying with the general definition formulated

above and to be considered as national defence expenditure for
the purposes of the future Convention.

The Technical Committee has taken advantage of the previous enquiries of the
Committee of Budgetary Experts with regard both to actual military activities and their
financial expression; it has made the utmost use of the voluminous documentation which
it has had at its disposal, and, by a process of analysis, has endeavoured to ascertain
what categories of expenditure are to be included within the sphere of application of the
Convention. On this basis, it has compiled the list of this expenditure annexed to the
present chapter (Appendix I).

The Committee has endeavoured to include in this list all expenditure which, in its
opinion, is covered by the general definition formulated above, This enumeration can-
not, however, be regarded as strictly limitative. It is indeed possible that, while the
Convention remains in force, new services of a military character or new classes of war
material may be created or invented. It is also conceivable that the terms used to
describe the various classes of expenditure included in the list may not correspond to the
terms normally employed in certain countries to denote services or war material already
in existence.

The foregoing definition, the enumeration in a conventional list of expenditure to
be regarded as national defence expenditure for the purposes of the Convention and,
lastly, the * instructions ” which the Committee proposes to draw up later, will make it
possible to settle the questions of interpretation which might arise during the execution
of the Convention. :

Perusal of the list of national defence expenditure to be included in the Convention
will suffice to show the specifically military character of the items enumerated. According
to the conception embodied in the general definition given above, all expenditure included
in the list is necessitated or entailed by the existence of armed forces and military forma-
tions in time of peace and by measures immediately connected with preparations for
national mobilisation—that is to say, by the various measures taken in time of peace to
facilitate the calling-up of effectives intended to supplement the armed forces of the
peace-time establishment and to constitute the initial equipment of the mobilised units
_ in all classes of material.

It is the duty of the Technical Committee, however, to draw the Expenditure Com-
mission’s attention to the manner in which it has distinguished between expenditure
to be regarded as national defence expenditure within the meaning of the Convention
and expenditure which, though capable of contributing in certain circumstances to the
war strength of the various States, is not to be subjected either to publicity or limitation.



4. Line of The explanations given below on the manner in which
Demarcation be- this line of demarcation has been drawn relate to the
tween Specifically following groups of expenditure:

Military Expendi-

ture included in () Expenditure of a general nature;
u

the Conventional (b) Subsidies to private armaments undertakings;
List and (¢) Expenditure on preparations for industrial
Expenditure mobilisation; )
which, though of (@ Expenditure on pensions;

Military Import-

ance. has not been (¢) Expenditure on formations organised on a

military basis;

so included. . ) L. :
(N Expenditure of certain associations;
{g) Expenditure on services of a mixed character
employed for both civil and military purposes.
(a) Expenditure The modern State no lbnger confines itself to dispensing
of a general justice, to providing for the security of its territory, to maintaining
nature. order through the police and to the administration of national

property. To an extent varying from country to country, its
activities embrace the most varied forms of the nation’s intellectual, economic, social
and financial life. The State, for example, carries out works of general utility, facilitates
the movements of persons and goods by maintaining means of communication and
organising transport at prices fixed or approved by itself. Its influence is felt in the
sphere of production as, for example, when it controls or regulates mining operations.
It performs services of a commercial character by setting up institutions for the protection
of trade and agriculture as well as by its Customs system. It takes action in social matters
through the public health and relief organisations and also through the foundation of
public welfare bodies. It directs the education of the rising generations. It must,
lastly, procure the funds which this general activity entails, and the public finances are
associated to a constantly increasing extent with the general development of national
production and national wealth. These various manifestations of the part played by the
State in the nation’s intellectual, economic and social life—which are characteristic of the
tendencies of the modern State—involve it in expenditure which may sometimes increase
the nation’s potential fighting strength. .

Thus, State expenditure on the merchant marine (especially in countries with State-
owned commercial lines), 1 expenditure on the development of civil aviation, on such
major public works as railways, canals, roads, commercial ports, the constitution of stocks
of imported raw materials and expenditure on the development of public education may
all help to increase a country’s potential military strength.

The Committee considered that, though such expenditure of a general nature might
have a certain military value, it was impossible accurately to determine its relative
worth.” Such being the case, it decided not to include such items in its list of national
defence expenditure. The decision not to include expenditure on civil aviation in this
list can, however, be only provisional, since it is very closely related and, as it were,
subordinate to the solutions ultimately to be adopted by the Conference in regard to the
general problem of the regulation of civil aviation, the investigation of which has been
entrusted to a special body. The Committee’s list nevertheless comprises expenditure
similar to that described above in cases where its direct military importance admits of
no doubt. If, for example, a country builds a road or a railway in frontier districts for
purely strategical reasons and for the sole purpose of facilitating the transport or the
movements of the armed forces, and if, moreover, the road or railway is not regularly
used for ordinary purposes, the Committee considered that the expenditure thus incurred
should be inserted in its list of national defence expenditure.

? Canada, United States of America, U.5.S.R., Netherlands Indies.



On the same analogy, the Committee classes as national defence expenditure funds
expended by the State on the military training of men not serving with the colours, such
as expenditure for military training in national schools and subsidies to rifle clubs and
physical culture societies having a military object.

(b) Subsidies to The modern State tends to exert a constantly increasing
private armaments control over private activities and the public utility conception is
undertakings.  tending to extend more and more to all such private undertakings

as are of value to the community at large. It even happens in
certain countries that the State itself directs all economic and industrial activities.

In many countries whose economic structure is based on private initiative, the State,
in its desire to regulate production, nevertheless tends to intervene in the management
and financial administration of private undertakings. As a result of the principle of
mixed economy which is thus developing to a degree which differs according to cases
and which determines the relations of the public authorities with private undertakings,
public bodies frequently acquire financial interests in private companies, receiving in
return supervisory rights and a share in the management. Such participations may take
the most varied forms: the subscription of ordinary stock, the acquisition of shares
for some consideration other than cash, the subsequent purchase of shares, the transfer
by concession of rights of property or exploitation in certain plant, rights and privileges
of all kinds granted in return for supervisory powers and a share in profits, long- or
short-term subsidies.

Such co-operation between public and private capital undoubtedly constitutes in
the case of certain States a powerful means of developing national equipment for a given
purpose. Where the general activity of the private undertakings in which the States
acquire participations of the kind described above is of direct importance to national
defence, it would appear essential that such participation by the State or public bodies
should be subjected to publicity or limitation—this, moreover, irrespective of whether
the interests have been acquired through direct subsidies or through subsidies granted
through the agency of banking institutions. The Committee of Budgetary Experts
expressed the opinion that, if the State acquires financial interests in private firms
manufacturing armaments in peace-time, these participations should be regarded as
national defence expenditure. When, for the first time in history, the problem of a
limitation of expenditure on armaments was raised, the Committee considered that,
if these participations were not included, expenditure of a special nature, the importance
of which might become very much greater during the actual period of the disarmament
Convention, would remain outside the scope of the limitation.

The Technical Committee expressed the same opinion. In order, however, to make it
impossible that the inclusion of such participations in the list of national defence expenditure
should give rise to disputes during the period of application of the Convention, the Committee
thought it necessary to draw up strict conventional rules. The conception which forms
the basis of the system of publicity and limitation in regard to expenditure derives from
the general definition given above, and it was by it that the Committee was guided in
its decision on this delicate question, As the Convention is to refer exclusively to expendi-
ture necessitated or entailed by the existence of military formations and formations
organised on a military basis in time of peace, the Committee decided to apply the
limitation and publicity provisions only to participations acquired by public bodies in
undertakings manufacturing military material in time of peace for the use of the armed
forces and formations organised on a military basis. In order to avoid any difficulty
of interpretation, a special list of this expenditure has been drawn up. This list is annexed
to the present chapter (Appendix II).

(c) Expenditure on According to the general definition given above, publicity and
the preparation limitation of expenditure apply in equal degree to all measures
of tndustrial which constitute an immediate preparation for mobilisation. If,
mobilisation. therefore, a State sets up bodies or institutions for this purpose, if

it grants subsidies under any form to private undertakings with a
view to the creation of stocks of raw materials or semi-finished articles and to the
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adaptation, in the event of mobilisation, of the plant and equipment of such undertakings
to an immediate change-over to the manufacture of war material, the Committee's view

is that such expenditure should be regarded as expenditure on national defence.

In order to avoid any difficulties of interpretation, the Committee has also included
in its conventional list subsidies of this kind, which should be regarded as national defence

expenditure,

(d) Expenditure The Committee recognised that ordinary pensions granted at

on pensions. the end of a certain period of service—such as seniority pensions—

are part of the soldiers’ emoluments if their career is considered

as a whole. The certainty of drawing a pension after a certain period of service on the

active list may undoubtedly, owing to the security it confers, facilitate recruiting. This

remark, however, does not apply to war pensions, which represent a considerable part

of the pension budget of certain countries and can only be looked upon as a reparation
for the personal injuries sustained by the pensioners. :

The Committee of Budgetary Experts excluded ordinary pensions from its conven-
tional list owing to the apparent difficulty, in view of the existence of combined pensions,
of distinguishing war pensions from other pensions. Examination of the documentation
showed, however, that, contrary to expectation, such a distinction was comparatively
easy to draw.

The Committee considers that, from certain points of view, it is of the greatest
importance that the Convention should contain provisions regarding publicity of expen-
diture for ordinary pensions. Nevertheless, the Committee draws attention to the fact
that a reduction of armaments might lead to the discharge of personnel and hence to an
increase in pensions expenditure., This increase might be regarded as evidence of the
efficacy of the disarmament measures adopted in the various countries. There might,
therefore, be some danger from the point of view of interpretation of national defence
expenditure if the same publicity were required for pensions expenditure as for other
expenditure on national defence. In view of these various factors, the Technical Com-
mittee considers that the proposed machinery of publicity should allow of the inclusion
of pensions together with other expenditure on national defence, but that, on the other
hand, expenditure on pensions should not ‘be made subject to any provisions laid
down regarding limitation of expenditure.

(e) Expenditure on In accordance with the terms of the general definition given
formations in paragraph 2 of the present chapter, expenditure arising out of or
organised ona  caused by the existence of formations organised on a military
military basis.  basis should, for purposes of the Convention, be regarded as
expenditure upon national defence. _

It will be for the Conference to decide what formations should be regarded as -
organised on a military basis. '

It is obvious that the inclusion in the conventional list of expenditure drawn up by
the Committee of expenditure on formations organised on a military basis will likewise be
conventional in character and will not cover expenditure on certain formations or asso-
ciations which, although they may be of military value, have not been regarded as
organised on a military basis by the competent Committee of the Conference,

(f) Expenditure It is possible that certain associations not recognised as forma-
of certain tions organised on a military basis may incur certain expenditure
associalions. for national defence purposes. .

’ An association such as the Red Cross, for instance, may give
free treatment to soldiers who have been the victims of an accident, although the general
activities of such an association have nothing to do with national defence. This may



also be the case with certain associations designed to promote the military spirit in a
country.

The Committee considered the possibility of ascertaining in cases of this kind the
proportion of the expenditure of these associations which might be of military value. It
took as an example the case of Sweden, in which there are a large number of associations
of this kind. The Swedish delegation obtained statements of the internal accounts of all
national rifle clubs, the Red Cross Society, the Red Star Society and automobile associa-
tions which in that country comprise more than 100,000 members. It was found that
only a portion of the expenditure of those associations was for national defence purposes.
Their general activities are mainly directed towards humanitarian and educational
objects. After a considerable amount of work, the Swedish delegation ascertained that
the total expenditure of these associations represented 277,465 Swedish crowns—i.e.,
0.2 per cent of the total national defence expenditure of that country. This shows that,
even if associations of this kind incur expenditure for national defence purposes, the
proportion of that expenditure to the total expenditure on national defence is negligible.
The Committee therefore thought that the labour of ascertaining the portion of the whole
expenditure of such associations which is of military value would be out of all proportion
to the importance of these figures.

However, it is obvious that, if such associations collect sums which they place at the
disposal of the armed forces, the expenditure efiected out of those sums should be regarded
as national defence expenditure and included in the Model Statement. Thus in the
U.S.S.R,, for instance, the associations known as “Ossoaviakhim” and “Avtodor” have
paid over sums to the Red Army, and this expenditure has been inserted in the U.S.S.R.
Model Statement. In Switzerland, funds collected by certain groups of persons have.been
placed at the disposal of the national defence services. Moreover, in certain countries,
donations and bequests have been made by private individuals to the armed forces. It
may also happen that, instead of paying the sums collected direct to the national defence
services, the associations may give certain material to the armed forces. In such cases
the expenditure effected out of those sums and the value of the material supplied should
obviously-be inserted in the Model Statement. . -

(8) Expenditure on In nearly every country, there are services which serve both

services made civil and military purposes—e.g., the geographical, topographical,

use of to hydrographical, surveying and meteorological services, the harbour

some extent by and coast services, organisations for the regulation of fisheries,
the armed forces record and historical research services.

¥ time of peace. Expenditure on these services is sometimes shown in the

military and sometimes in the civil budgets. It is often difficult
to determine what proportion of these common services serves military purposes, but the
Committee does not consider that this difficulty is insuperable and thinks that each
State should show, with supporting documents, what portion of the expenditure on
these services was effected for military purposes.

Similarly, it has been observed that certain budgets contain expenditure which is
of both military and civil importance. In the United Kingdom, in France and in Italy for
instance, the Air Ministries are concerned with both military and civil aviation. Certain
expenditure on common services is thus of a mixed character. In view of the fact that
decisions will later on be taken by the Conference regarding publicity of expenditure on
civil aviation, ! the Committee confined itself to enquiring whether it was possible in
every case to distinguish expenditure for military aviation from expenditure for civil
aviation. The results of this enquiry will be found in another portion of the report
(Chapter VII).

1 Article 37 of the draft Convention.
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5. Interpretation, (a) Expenditure The Committee of Budgetary Experts
for Purposes of arising oul of had specially referred to the possibility of
the Convention, certain exceptional excluding from the heading of national
of the Conventional and unforeseen  defence expenditure any expenditure arising"
List of Expenditure evenls. out of assistance given in cases of emergency
on National by armed forces to civilian populations in the event of natural
Defence. disasters, such as floods, earthquakes, forest fires, etc. In the

opinion of the Committee of Budgetary Experts, such expenditure,
which is in some cases repaid wholly or in part by those on whose behalf it was effected,
should not be regarded as expenditure on national defence, ! -

The exception proposed by the Experts concerned a limited and definite sub]ect
The National Defence Expenditure Commission, however, and its Technical Committee
received from the Japanese delegation a proposal for the extension of this exception to
all cases in which the armed forces of a country are called upon to protect the lives and
property of its nationals. The Japanese delegation further proposed that, if such extra-
ordinary expenditure was incurred for the reconstruction or restoration of plant or
material destroyed by earthquakes or other public disasters, it should not be regarded as
expenditure on national defence.

To this proposal was added a proposal submitted by the Chinese delegation.®* The
latter expressed the opinion that difficulties of interpretation might be encountered should
demands for such exclusion actually arise. The Chinese delegation therefore considered
that, though there might be no objection to considering such possibilities, it should never-
theless be clearly understood that any exclusion clause should be strictly confined to
cases in which services were rendered to the civilian population by the national army in
the course of its ordinary duties within the territory of the country, on the occasion of
internal civil disturbances or natural disasters.

The Technical Commrttee considered, from a general and purely technical point of
view, the whole question raised by the exclusion proposal put forward by the Budgetary
Experts and by the extensions of this clause suggested by the Japanese delegation. The
Committee recognised the danger, from the point of view of the efficacy of the system
for budgetary limitation or publicity, of admitting that the State concerned might inde-
pendently decide that such extraordinary expenditure might be excluded a priors from
the Model Statement of national defence expenditure which would be subject to publicity
or limitation. There would indeed be no guarantee that, under such a procedure, a
portion of the expenditure thus excluded might not have served to increase the arma-
ments of that State. If such expenditure were excluded from any publicity or limitation,
it would, for instance, be impossible in cases of destruction by earthquake to ascertain

whether the plant or material reconstructed or repaired was not of greater value than
that destroyed.

The Committee found, however, that these exceptional circumstances might involve
unforeseen expenditure which would not increase the armaments of the countries concerned.
The effect of fixing limitation figures might be to prevent a State from meeting these
requirements. This also applies to other exceptional expenditure and expenditure that
could not be foreseen. For instance, the fixing of limits might prevent a State from sup-
pressing internal disorder or revolts in distant colonies or possessions, or from replacing
a vessel lost or accidentally destroyed, although the effect of such unforeseen expenditure
would not be to increase the armaments of the State concemed

Consequently, in all cases of this kind, the Committee recogmsed the nece551ty fora
special procedure which would allow of the exclusion of such expenditure.

This procedure
will be detailed in another part of the report.?

' See page 11 of the Report of the Committee of Experts on Budget ti
? See Minutes of the National Defence Expenditure Commission, gpazz ?5“ e:n:‘iﬁ;sﬁ
% See Chapter XV,
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(b) Expenditure The Committee enquired whether certain special expenditure
arising out of  actually caused by the reduction of armaments should be regarded
the reduction as expenditure on national defence. Though the reduction of

" of armaments. armaments ought to lead to economy, it may nevertheless involve

certain temporary increases of expenditure of a particular kind.

As already mentioned, the Committee decided to exclude ordinary pensions from
the limitation of expenditure, as an increase in such pensions might be caused by a reduc-
tion of armaments. It has also pointed out the importance of a special publicity for
pensions. .

Reduction of armaments may, however, involve expenditure of a different nature.
Thus, a reduction in effectives may involve the withdrawal of certain garrisons, and the
municipalities which had previously incurred expenditure for the housing of the troops
would be entitled to demand certain compensation.

Similarly, the reduction of armaments might lead to the cancellation of certain
contracts for supplies or construction—e.g., the cancellation of a contract for the cons-
truction of a war vessel might involve the payment of heavy compensation. In cases
of this kind in which the States could prove that the expenditure incurred could not lead
in any way to an increase of armaments, some procedure of exclusion should be considered
on the lines of that indicated above for expenditure of an unforeseen and exceptional
character.

The Committee is, however, of opinion that such exclusion should not be allowed in
the case of expenditure on the re-grouping of forces or the setting-up of new military
establishments in certain districts following upon a reduction in armaments. It would
be almost impossible to ascertain in every case whether expenditure of this kind was
really a consequence of a reduction in armaments, or whether it was not in fact an increase
in the armaments of the country.

The Committee considers, therefore, that expenditure entailed by a reduction in
armaments should be regarded as expenditure on national defence and as subject to
publicity and limitation, but that in certain cases, with special reference to payments of
compensation of any kind to third parties, a special procedure might be instituted. This

procedure will be indicated later. 1

»
L J L

Having thus drawn attention to and solved the difficulties that might arise in connec-
tion with the utilisation for the purposes of the Convention of the conventional list of
national defence expenditure—at any rate in so far as its decisions are not suberdinate
to the work of other bodies of the Conference—the Committee is of opinion that the
definition and the conventional list of expenditure which it has drawn up may serve asa
legal basis for the conclusion of a’Convention for the publicity and limitation of national
defence expenditure,

It would draw the attention of the Commission on Expenditure to the fact that this
list corresponds very closely to the current conception of military expenditure with which
the national budgets are permanently burdened. The Committee is clearly of opinion
that such expenditure alone is referred to by the resolution adopted by the General
Commission on July 23rd, 1932, which laid down the lessening of financial burdens as the
goal to be aimed at by the Commission on Expenditure and its Technical Committee.
It would appear, therefore, that the conception which formed the basis of the conventional
list is in agreement with the aims of the Conference.

1 See Chapter XV.
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Appendix I,

CONVENTIONAL LIST OF ITEMS OF NATIONAL DEFENCE EXPENDITURE.

National defence expenditure is expenditure in respect of military, naval and air formations,
services and establishments in the home country and colonies, in particular:

Central administrations;

Missions;

Military, naval and air attachés;
Headquarters staffs and staffs of commands; -
Various arms and branches of the armed forces:

Infantry, cavalry, artillery, engineers and signal corps, tanks, anti-gas. units,
combatant and non-combatant personnel of all categories of the naval armed
forces, flying personnel and auxiliary personnel of the air armed forces
and all services, formations and establishments of the land, naval and air
armed forces; _ ‘

Supply corps, transport troops,

Pay and accountancy technical services,

Recruiting service,

Medical and hospital services,

Remount and veterinary services,

Chaplains,

Military police,

Justice and prisons,

Colleges, schools and training centres;

Scientific services: records, libraries, museums, in so far as these ser-

Geographical service, hydrographical or coastal surveys, carto-|{ vices work for the
graphic service. ’ : army, navy or air

Meteorological service and astronomical service. ' force.

This expenditure includes:

A. In respect of expMiture on personnel:

1. Pay, half-pay, salaries, allowances of all kinds, bonuses, gratuities, remuneration,
grants, family allowances, travelling and mission allowances, contributions by the State to
pension and social insurance funds, in respect of military or civilian personnel whether normally
forming or not forming an effective part of military, naval and air formations, services and esta-
blishments (personnel with the Colours, unattached or on leave, persons undergoing preparatory
military training, territorials, reservists during periods of training or not). :

2. Expenditure on maintenance, viz.:

(4) Expenditure for meeting the immediate requirements of the effectives normally
forming part of formations, services and establishments, and of personnel called up for
periods of training, more especially expenditure on subsistence, clothing, equipment, bedding,
furniture, heating, light, washing of linen, sanitation and medical attention, religious
services, office work, military physical and athletic training and education and amusements,
together with expenditure in respect of compensation for losses and damage caused by
military formations, services and establishments;

(8) Expenditure in respect of the creation and maintenance for military purposes
of reserves of goods, foodstuffs, raw materials or products relating to the aforementioned
requirements; '

(¢) Subsidies paid to private associations and institutions with a view to meeting
these same requirements (Red Cross, pigeon fanciers' societies, etc.) together with expen-
diture relative to shooting clubs and physical culture societies so constituted as to be of
military importance, fees and allowances granted to individuals for services rendered
(doctors, dentists, pharmacists, nurses, barristers, etc.).

B.  In respect of expenditure on transport :

. Expcnqnure relating to horses and other animals, the i)urchase of raw materials, hand tools,
finished articles and their repair by private industry irrespective of whether such materials and
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products (forage, shoeing material, harness, bicycles, motor and horse-drawn vehicles, liquid fuel
and lubricants, etc., spare parts and accessories) are intended for stock or current use, together
with expenditure relating to workmen or to transport and communication services (post, tele-
graph, telephone, radio) rendered by non-military, non-naval or non-air force organisations and
to all other services rendered by private individuals (veterinary surgeons, civilians, etc.).

Subsidies of a military nature for horse-breeding, subsidies to the owners of horse-drawn
and motor vehicles, subsidies relating to the organisation of communications of a nilitary
character and, generally speaking, all other expenditure in respect of liquid fuel, transport and
communications.

C. 1Inrespect of expenditure on buildings :

1. Expenditure relating to the construction, repair and upkeep of fortifications and defen-
. sive works. :

2. Expenditure relating to the purchase and hire of {and and buildings, building operations,
water supply, gas, electricity, the improvement, extension, upkeep and repair of all kinds of
buildings, including expenditure on fixed machinery and heavy plant (barracks, accommodation,
schools, hospitals, stud farms, State establishments for meeting the material needs of military,
naval and air units, store-houses and depots, hangars, aerodromes, training and musketry camps,
sheds for stores, etc., marine works in naval ports and naval bases including repair docks, landing
stages and floating docks and all other works for the land, sea and air forces and formations).

3. Expenditure relating to the construction, modification or upkeep for specifically military
purposes of roads, bridges, railways, landing stages, jetties, platforms, semaphore signal apparatus,
canals, together with drainage or forestry works.

4. Subsidies granted for military purposes with a view to the purchase, hire, improvement,
extension, upkeep and repair of the buildings, objects and articles mentioned in paragraphs 2
and 3 above, or any similar expenditure.

D. In respect of expenditure on war material:

This expenditure comprises for all categories of war material specified below:

(a) Expenses of upkeep and repair, purchases from private traders or manufacturers and
manufactures in State factories of ships, goods, materials and ammunition, whether complete
or in parts, intended either for purposes of training in time of peace or for the equipment, arma-
ment or endowment of forces on a war footing with material of all kinds, and replacements
for these forces, and also the expenses relating to the creation or maintenance (in State or private
hands} of stocks and plant useful only for the construction of warlike stores.

(8) Cost of scientific research and experiment, inspection of material delivered and prepara-
tion of plans for material, manufacturers’ subsidies or other similar expenditure, such ag that
relating to the preparation of industrial mobilisation (subsidies granted to undertakings which
do not normally manufacture material in peace-time in the event of these subsidies being intended
to equip them in peace-time for producing war material as soon as mobilisation begins), subsidies
to the mercantile marine and all other expenditure for the construction and maintenance of
vessels held at the disposal of the State for use for military purposes in time of war, or for
strengthening the decks of merchant ships.

The categories of material are as follows:

I. Arms, ammunition and fighting material, engineering material and other armaments
of war; small arms and automatic fire-arms: rifles, muskets, carbines, revolvers and pistols,
quick-firing rifles and pistols, machine-guns, apparatus and appliances for throwing projectiles,
including vehicles for transport.

Long and short guns, howitzers, mortars, infantry guns, anti-aircraft guns.

Ammunition for small arms, automatic weapons and guns, bombs, grenades, torpedoes and
other kinds of projectiles, explosives, mines, paramines, including the electric apparatus connected
with all this material, ammunition wagons, carriages, boxes, etc., for their transport.

Cutting weapons, such as swords, sabres, lances, bayonets and daggers.

Tanks, armoured cars, armoured trains.

All other arms, ammunition, apparatus and appliances for throwing projectiles, accessory
equipment and spare parts.

Tractors.

Railway material, searchlight equipment, pioneer equipment, bridging equipment, signalling
and radio stores, boats, acoustic and optical instruments, anti-gas stores, mining stores, acces-
sories and spare parts, vehicles connected therewith and all other categories of material.

2. Warships of all kinds, aircraft carriers, victualling craft, fuelling craft, naval armament
vessels, repair ships, tugs, barges and lighters, floating docks, including material of all kinds
connected with these vessels, and all other craft intended for naval use.
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3. Aeroplanes and aJrshlps, free and captive balloons, mstruments. engines, and stores—
wireless, electrical, photographic—oxygen, material for heating purposes, parachutes, ground
electrical equipment, hydrogen and helium, accessories and spare parts.

Nots. — 1. The enumeration contained in this list is not exhaustive.

2. The various categories of expenditure included in this list and relating to formations organised
on a military basis must also be considered as national defence expendlture in so far as the formations are
designated as such by the Conference.

Appendix I11. ‘

SPECIAL LIST OF SUBSIDIES TO PRIVATE FIRMS HAVING AMON G THEIR OBJECTS
THE MANUFACTURE OF WAR MATERIAL IN PEACE-TIME, AND SUBSIDIES
FOR THE PREPARATION OF INDUSTRIAL MOBILISATION (paragraphs (b) and (c)
of Chapter II).

_These subsidies include: ‘ :
(a) Subsidies to industries, firms and workshops which normally manufacture war
material in peace-time, granted for the purpose of installing, maintaining or increasing

plant and equipment intended for the manufacture of ‘war matenal or of creating or
. maintaining stocks of war material.
(b) Subsidies to industries, firms and workshops which do not normally manufacture

war material in peace-time, granted with a view to preparing for industrial mobilisation—
i.c., with a view to equipping them in peace-time to produce war matena.l as soon as mobilis-

ation begins.



Chapter III.

NEED FOR UNIFORM PRESENTATION OF THE FIGURES
OF NATIONAL DEFENCE EXPENDITURE.

In its investigation of national defence expenditure contained in the budgetary
material submitted to it, the Committee has found that the internal accounts of the
different countries vary greatly in form. The proportions in which national defence
expenditure is borne by the State, by regional or local public authorities, or colonies, or
in some cases even by private organisations or individuals, vary in the different countries.

1. Expenditure In the case of expenditure by the State, annual accounts
by the State. relating to the execution of the budget show, alongside the votes
granted, the use made of these votes—i.e., the payments actually
- effected. The structure of these accounts, the relative reliability of which will appear
later, differs very widely, and their interpretation requires a knowledge of the rules of
public accountancy of each country. Side by side with the statements relating to the
execution of the budget, which show the payments made out of the credits voted and
record almost all public expenditure, the Committee also occasionally finds special funds
formed by the appropriation, for one special national defence purpose, of a part of the
general or special resources of the State. The separate accounts for these funds are
sometimes included in the general State accounts themselves; in this case their inter-
pretation is generally no more difficult than the interpretation of budgetary accounts
strictly so called, though occasionally they are less easy to follow. Cases, however, also
occur where certain special funds constitute real entities or distinct “ accountancy
persons ” with a separate existence and separate sets of accounts. This is the case, for
instance, with foundations or trust funds for national defence purposes. Expenditure
defrayed out of such special funds must be taken into account in a Convention for publicity
and limitation in the same way as expenditure entered in the general accounts of the
State.

Most of the national defence expenditure of all countries is shown in the budgetary
accounts of the military departments. It has been found, however, that certain speci-
fically military expenditure is entered in the budgets of civil departments—e.g., expen-
diture on recruiting or the military training of the young, on housing accommodation for
military personnel, and expenditure or the purchase of horses for the army. The figures
for such expenditure, which, incidentally, is relatively small, are shown in the statements
relating to the application of the budgets for the civil departments. Occasionally,
however, they are found lumped together with certain similar payments made for
other than national defence purposes, in which case it is sometimes difficult to separate
the military expenditure entered in civil budgets.

In some countries payments for military pensions or grants to pension funds are
shown in the budgets of national defence departments, whereas in other countries this
expenditure is included in the accounts of the Finance Ministry oranother civil department.

Lastly, certain expenditure not of a specifically military character is occasionally
included in the accounts of national defence departments for practical or traditional
reasons; publicity or limitation should not apply to such expenditure.



2. Expenditure by Regional or local administrative units are sometimes responsible
Regional or for certain national defence expenditure. In some cases, these
Local Public authorities make direct contributions to the State, the utilisation
Authorities. of which is indicated in the published accounts of the State; in

other cases they defray the expenditure themselves but are repaid
at least in part by the State, which then shows these payments in its own accounts;
lastly, the total expenditure may be borne entirely by the authorities mentioned above
and be entered in their accounts. This is undoubtedly in some countries a survival of
an old system under which the central authority was obliged, before it-could wage war,
to call for contributions from the regional and local authorities. However unimportant
such contributions may be as compared with the national defence expenditure defrayed
by the State, they cannot be overlooked in a Convention for publicity or limitation. In
the event of expenditure on formations organised on a military basis having to be included
in a publicity or limitation Convention, the relative importance of the military expendi-
ture shown in the budgets of federal States and other reglonal authorities would certamly
tend to increase.

. Expenditure by In accordance with the juridical nature of the relations between

Colonies. the colonies and the parent State, expenditure on the defence

of the colonies may be entered in the accounts of the parent State

(¢.g-, this applies to the Spanish colonies and to nearly all the military expenditure of the

French colonies) or in the colonies’ accounts (the Belgian Congo, the Netherlands East

Indies, the Italian and Portuguese colonies). In the case of the colonies, mandated

territories, etc., of the United Kingdom, the cost of local troops is entered in the local .

accounts, whereas most of the expenditure on the regular army is chargeable to the

home country. The defence expenditure for India and the Domuuons is shown in the
accounts of these countries.

4. Expenditure by Expenditure by organisations or individuals on national
Organisations and defence in the form of donations or legacies is sometimes in-
Individuals.  cluded in the published accounts, but sometimes not. However
small such expenditure may be, it should nevertheless be subject

to publicity and limitation.

5. Different The accounts of some States show the total cost of national
Methods of defence services without any diminution or deduction. The

Accounting. national defence services receive supply votes out of which they
have to pay all their expenses, and they are not allowed to augment
the amounts of these votes from private sources. Receipts earned by defence services—
e.g., the proceeds from the sale of waste or scrap in manufacturing establishments, from
the sale of old material or buildings no longer needed by the armed forces, or from deli-
veries of supplies to civilian departments or private individuals—are paid over to the
Treasury and these amounts cannot be refunded to the services to increase their expen-
diture. It is seldom, however, that there are not some exceptions to this rule. Incertain
countries like Denmark, the Irish Free State and the United Kingdom, the defence services
have the right to collect direct certain receipts, the amount of which is added to the bud-
getary credits and is used like the latter for the operation of the services in question. The
budgetary votes in accordance with which defence services are authorised to obtain funds
from the Treasury do not, therefore, form the whole of the resources used by the defence
services. The expenditure defrayed out of sums received by the services must be added.
In certain countries, however, and particularly in the United Kingdom, the public author-
ities fix alike the maximum amounts for which the defence services may draw on the public
Treasury and the limits within which they can use their own receipts. It is therefore
possible, with the help of the public accounts, to reconstitute the amount of the gross
expenditure—i.c., the total amounts actually expended for national defence. The
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reconstitution, however, of the gross expenditure involves calculations which are all the
more indispensable inasmuch as there are frequently very substantial differences between
the total net and the total gross expenditure.

6. The Model The considerations briefly set out above show how difficult
Statement. it is to suppose that States can prove by means of budgetary
accounts very dissimilar in character that they have fulfilled any
undertakings they may have assumed in regard to publicity or limitation, undertakings
which would necessarily have a common legal baiss. In order to reckon all the expen-
diture which is really subject to publicity or limitation by taking the budgetary accounts
as a basis, it would be necessary to proceed to investigations, interpretations and calcula-
tions which would entail a knowledge in each country of the administrative practice and
institutions both of the State itself and of the regional and local public authorities. It
would also be necessary to ascertain whether, and to what extent, the national defence
expenditure incurred by organisations and individuals is included in the public accounts.
This would, in the Committee’s opinion, be a very difficult, and indeed practically
impossible, task for any organ of supervision and control. Moreover, as the previous
chapter has shown, the national defeace expenditure subject to limitation or publicity
has been enumerated in a list which the Committee has drawn up with a view to defining
with all possible precision the scope of the Convention. But the dividing line between
such expenditure and expenditure which, though of military value, is not to be regarded
as national defence expenditure within the meaning of the Convention does not appear
from the accounts. The budget accounts cannot in themselves therefore furnish proof
of the observance of the contractual engagements assumed by States,

It appears that the most effective means of achieving this object would be to draw
up a uniform framework to which all countries could transfer all national expenditure
within the meaning of the Convention, whatever the nature or origin of the funds out of
which such expenditure is met.

Accordingly, the Committee, following the lines of the previous work done by the
Preparatory Commission and the Committee of Budgetary Experts, first drew up, as
stated in Chapter II, a conventional list of national defence expenditure and then
classified it in a very simply designed Model Stafement, particulars of which will be given
in Chapter XVI.

7. Reconciliation After classifying military expenditure, the Technical Com-

Tables. mittee laid down exact rules for the transference by each State of

its expenditure to the international statement. Each State will be

required to supply a key to the transfer of the expenditure appearing in its national

accounts by means of a uniform reconciliation table, showing the exact relation between
the figures in-the accounts and those in the Model Statement.

L]
* *

The closed accounts, the reconciliation table and the Model Statement represent
links in the same chain binding all States to observe their contractual obligations under
any Convention concluded with regard to the publicity or limitation of expenditure on
armaments. .

* * *
8. The Model Although in this way the national defence expenditure of the
Statements of  different countries can be shown in a uniform manner, the Technical
Expenditure donot Committee desires at once to draw the Commission’s attention to

allow of the an essential point.
Comparison of The Model Statement eliminates the difterences of form in the
the Armaments presentation of accounts, but not the differences of substance which
of Different are inherent in the nature of things or due to the diversity of institu-
Countries. tions. These differences of substance justify the conclusion at

which the Committee has arrived that armaments of the various
couniries cannot be compared on the basis of the expenditure figures, This conclusion will be



"more fittingly drawn and developed at a later stage of the report,. as it derives, not
merely from general principles, but also from the actual labours of the Comm1ttee of
which an account must first be given. 1

On the other hand, the Committee considers that the successive production of state-
ments of expenditure will make it possible, if the data are properly interpreted and varia-
tions in unit prices and in the cost of armaments are carefully observed, to follow year
by year the development of the national outlay on defence in the case of each State.

1 See, for the development of this conclusion and tho reservation made in this connection, Chapter XXI.

-



Chapter IV,

PAYMENTS MADE DURING THE FINANCIAL “ EXERCICE"
MUST SERVE AS THE JURIDICAL BASIS FOR THE PUBLICITY
AND LIMITATION OF EXPENDITURE.

1. Object of The conventional conception of national defence expenditure
Limitation. has been dealt with in Chapter II.
The contracting parties will be required to enter in the
Model Statement all expenditure falling within this definition, whatever the origin and
nature of the resources from which it is met. The Model Statement will thus include, not
only the State’s expenditure on national defence, but also all expenditure incurred for the
same purpose by regional or local public authorities, organisations and even individuals.
The purpose of the limitation of expenditure is to limit all armaments intended for
national defence.

2. Conditions to be If armaments are to be limited through expenditure, two
fulfilled by the conditions must be fulfilled:
Legal Definition

of Expenditure. (a) There must be a precise and direct relationship

between expenditure and the acquisition of armaments. The
expenditure must be contemporaneous, or as nearly so as
possible, with the rendering of the services or the delivery of the materials.

(b) It must be possible to ascertain, at very frequent intervals, whether the
Convention is being executed. The expenditure must therefore be periodically
accounted for in documents on which it is possible to place reliance and which give,
in an accessible and satisfactory form, a picture of the financial activities of those
responsible for the expenditure.

The definition of the term “ expenditure ”, on which the Convention is to be based,
must fulfil the two conditions mentioned above. The Committee has endeavoured to
comply with them in regard to State expenditure and, other things being equal, the
concept which will emerge from this analysis will also apply to expenditure by public or
private bodies and by individuals.

3. Successive Acts As is pointed out by the Budgetary Experts, the process by
in settling which a State procures services or materials consists of a number
Expenditure. of successive transactions.

The public authorities authorise the departments to spend a
sum for a given purpose.

The departments enter into a commitment for the expenditure; they conclude
bargains or contracts with tradesmen or contractors to procure labour or articles; they
engage personnel. Thus they create debts payable by the State.

The articles are delivered and the services are rendered.

The bill is received, verified and accepted and the services rendered by personnel are
calculated—i.c., the State’s debt is thus liquidated and acknowledged at the proper
figure.
& An order for payment is then issued in virtue of which the authority responsible for
the payment is authorised to hand over to the creditor the sums which are due to him.

The payment is made which discharges the State of its debt,



——

4. Authorisation In ordinary parlaxice,_ the expression armaments expenditure is

of Expenditure by generally taken to mean the amount of the budgelary credits
the Public allocated to national defence.

Authorities. From the standpoint of a Convention for pubhcxty or limitation

of expenditure, the voting or fixing of the credits by the public
authorities is of unquestionable importance. It is, indeed, when expenditure is authorised
that the attention of Parliament and public opinion is concentrated upon the
financial effort which the nation is called upon to make for the defence of the country.
Budgetary credits, however, are merely estimates or intimations of the sums which a
Government proposes to spend on armaments. In no case, therefore, can the vote of a
credit coincide with the acquisition of the armaments. It sometimes happens, as will be
seen below, that, in certain countries, the validity of authorisations for expenditure may
extend over several years. The armaments may therefore come into being long after the
authorisation. It is also possible that the budgetary credits may remain unutilised, at
any rate partially. Credits have, moreover, a very varying significance from country to
. country; they may limit the commitments, the orders for payment, or the payments,
permissible during the financial year. Owing, lastly, to the necessity for voting supple- .
mentary or excess credits, the amount of the credits finally granted for a given year is not
fully known until after the end of that year. These considerations suffice to show that the
credits voted by no means satisfy the first condition recognised to be necessary for the
definition of expenditure and that they cannot therefore be taken as a legal basis for a
Convention on publicity or the limitation of expenditure on armaments.

5. Commitments. When the defence services have been authorised to spend, they

enter into commilments. A commitment must necessarily be entered
into before any armaments can be made available. When the State or any other admi-
nistrative authority engages an employee or an official, it binds itself by the very act of
engagement or recruitment to provide him with his salary or pay during the whole of his
career. Services will be rendered for a long period after liability for the expenditure has
been incurred. A long period may also elapse between the commitment and the delivery
of material, especially if it is considered that the time during which important orders may
be executed may extend over three, four or five years (artillery, buildings, warships). It
will therefore be seen that the commitment cannot be simultaneous with the acquisi-
tion of the armaments, and cannot for this first reason serve as a legal basis for a Conven-
tion on the limitation of expenditure. There is still another reason. Certain countries enter
in their annual accounts an estimate of the debts which commitments have created or
will create. But among the countries which keep such accounts, many do not indicate
the amounts of the annual commitments in their published accounts. Thus the two

conditions mentioned as necessary for any legal definition of expenditure are not fulfilled
in the case of commitments.

6. Liquidation! of It is generally after the services have been rendered and the
Expenditure. materials delivered and received that the State acknowledges its
liability, calculated on the basis of contractual rates or prices. It
may, however, happen that certain materials are partially paid for before completion or
delivery. Such is more especially true of building or manufacturing operations extending
over a period of several years, such as shipbuilding or the manufacture of guns. In such
cases the firms obtain successive payments on account to enable them to pay wages and to
cover their expenditure on plant and the purchase of raw materials or half-finished pro-
ducts; such payments on account are deducted from the final amount of their claim.

The process of liguidation in the case of expenditure on personnel is always simple and
may be carried out with great rapidity. This, however, does not hold good for the
liquidation of expenditure on material. When delivery has been finally taken or the
period of the guarantee has elapsed, the final liquidation often takes some t1me, especially

' This term is used in the sense of its French equivalent, meaning the acknowledgment of a liability.
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if the working out of the accounts involves complicated calculations owing to the combined
application of unit prices and serial prices. However, liquidation usually ensues fairly soon
after the services have been rendered or the goods have been supplied. It would thus
satisfy the first condition laid down for the definition of expenditure, but as a rule very
few States enter liquidation operations in their accounts. It is thus impossible to take
liquidation as the basis for the Convention, since it does not satisfy the second condition
required.

7. Issue of Orders When the debt has been liquidated, a payment order must be
for Payment. made out to enable the creditor to receive the sums due to him.
This payment order is handed to the creditor or to the office res-
ponsible for making payment. The payment order is usually issued immediately or
shortly after liquidation, and sometimes actually forms part of this latter operation.
However, the Committee has found that very few States enter payment orders in their
public accounts, and hence the issue of those orders cannot serve as a basis for a limitation
Convention either.

8. Payment of When a payment order has been issued, the State discharges
Expenditure. its liability either by remitting to the creditor the sum due to him
or by placing this amount to his credit with some bank. As a rule,
the payment of sums due follows fairly closely upon liquidation and the issue of the
payment order. Although the materials or intermediate products have usually been in
the possession of the State for some time when the creditor collects the amount due to him,
there are nevertheless everywhere customary time-limits for payment, the duration of which,
though varying with the administrative practice of the different States, is short enough to
make it possible to establish, if not an immediate, at all events a sufficiently close connec-
tion between payment and delivery. Consequently, if payment is made within the usual
time-limits, it fulfils in a fairly satisfactory manner the first condition laid down for the
definition of expenditure. It may be remarked that in certain countries—e.g., the United
Kingdom and Japan—the issue of an order for payment takes the form of the issue of
cheques to the creditors; such cheques, being immediately payable, are in fact equivalent
to disbursements,

All States, even those whose accounts are based upon commitments or orders for
payment, enter payments in their published accounts.

This is a necessity which is felt by all alike. Whatever may be the diverse concep-
tions governing the establishment of general accounts, all such accounts, even those the
essential nature of which consists in a comparison of claims and debts, show the annual
payments which it is essential to ascertain so that, by comparing them with the receipts
actually collected, it may be possible to establish the cash position of the Treasury.
Payment is the only act for the settlement of expenditure which has everywhere the same
meaning and which appears in all published accounts. Payment is a universal concept.
For these reasons, the Committee has felt bound to take payment, which is also of great
value from the point of view of publicity, as the legal basis of limitation. For the purpose
of the Convention for limitation and publicity, to spend means lo pay.

-

9. Coincidence of Most States show in their accounts the payments made during
Date of Payment a period of twelve months, irrespective of the origin of the credits
with Performance under which the expenditure was authorised. If, under such a

of Services system of accountancy, payments are made within the usual time-

or Delivery of limits, the entire payments for twelve months represent approxi-

Material. mately the value of the armaments actually acquired during that
period.”

Other Governments show in their annual accounts, not only payments against bud-
getary credits for the year during twelve months, but also payments charged against those
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credits during an additional period which varies from country to country between one and
twelve months. In the majority of cases, this additional period is used solely for the
purpose of liquidating, issuing payment orders and paying debts contracted by the State
for services rendered and goods supplied during the twelve months of the year.

In this case, the payments entered in the accounts accurately represent the arma-
ments acquired during the year of twelve months. But, at all events as regards goods
supplied, the time-limits allowed for delivery may be extended for a certain time after the
end of the twelve months. In such cases, payments correspond to armaments acquired
not merely during the year of twelve months, but also during the period over which
deliveries might still be made. - . ‘

10. Deferred Subject to these remarks, it may be stated that, when payment
Payments. is made within the usual periods, the limitation of expenditure
involves the simultaneous limitation of armaments. Payment
may, however, be made at a date considerably later than that at which the service was
rendered or the delivery effected. This is particularly the case when States have recourse
to purchases on credit—s.¢., when the contracts relating to supplies or to construction
works allow of payment over a considerably longer period than that laid down for delivery.
In this case, limitation of expenditure on the basis of payments is clearly still possible and
effective, as sooner or later payments must be made and will appear in the final accounts
for the year or for the years subsequent to delivery. Insuch cases, however, the armaments
would not be limited at the same time as the corresponding expenditure.

The Committee considers that States should not be allowed to use such a system in
order to acquire in the course of a given year armaments in excess of the quantity which
would be assigned to them. It has accordingly laid down special stipulations which are
stated and discussed in Chapter XVI of the report.

11. Unpaid There is one objection which might be made to the choice of

Services.? payment as the legal basis of the Convention. Would not such a

choice remove from publicity and limitation unpaid services and

payments in kind by which public or private associations or individuals contribute to
national defence ? - T '

At this point a distinction must be drawn. On the one hand, there are services and
contributions which may be regarded as a part of the military organisation of a country,
an organisation which is known and of which account must be taken when the contractual -
limits are laid down ; on the other hand, there is the more or less extensive assistance that
can be given gratuitously by associations or individuals for purposes of national defence
from motives of national solidarity and patriotism. ' '

. There can be no question of estimating for the purposes of the Model Statement the
value of the free services given by a soldier in a conscript army.” A conscript, it is true,
receives only a very small remuneration, whereas a professional soldier is paid in relation
to the value of the wages ruling in industry and trade. But the fact that a conscript
gives his services without pay is a direct consequence of the military institutions of the
country. Such services do not involve any disbursement and could not be regarded as
calling for special provisions in a Convention for publicity or limitation of expenditure.
To attempt to bring under the limitation of expenditure services which do not give rise
to any payment would involve a contradiction in ideas and language. . :
The position is quite different when we are dealing with services to national defence
which associations or private persons render by supplying material. In such cases,
the value of these services or material should be shown in the Model Statement of expen-
diture on national defence. The articles, products or materials placeci at the disposal of
the armed forces by associations or private individuals have previously been paid for by
them, and the inclusion of the purchase price in national defence expenditure is in accor-
dance with the conception of limitation or publicity adopted by the Committee. There

! See Chapter XVI, last part.
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can be no such thing as an unpaid service “ in itself *; any service which appears as an
unpaid service with reference to those benefiting from it, in this case the State, is not
unpaid from the point of view of the person rendering such service.

The Committee has also given attention to certain special cases which have been
brought to its notice. A State, for instance, may arrange for the unpaid performance
of certain work of interest to national defence by workmen employed by a firm or factory
which continues to pay them their regular wages during the execution of such work. A
State might also conceivably give work on national defence to unemployed workmen,
and pay them a sum additional to their unemployment allowance.

In accordance with the fundamental principle of limitation, all expenditure of this
kind should appear in the Model Statement, whatever be the origin of the resources from
which payments are made.

12. Material for It has been observed that, while the Convention is in course
Consumption of execution, a State might use part of its consumable material
taken from Store. in store in order to avoid expenditure. Such a procedure was
noted during the examination of the documentary material concern-
ing France and the United Kingdom, where credits for ammunition for firing practice
and for clothing respectively, and also for certain other articles for the current use of
troops, were curtailed by Parliament by 109,720,000 francs and £530,000 on account of
existing stocks. The Committee wondered whether in this case it would be advisable to
add to the expenditure of the year in the course of which such procedure was followed the
value of the consumable materials taken from store.

The Committee considered in the first place the case in which the stocks thus consumed
had been purchased before the conclusion of the Convention. The inclusion of the value
of the stocks consumed in the Model Statement for the year of their consumption would
bring into account, as regards the justification of the limit for the year in question, certain
expenditure effected prior to the Convention. The Committee also held that such
taking of stocks out of store, which might actually be one of the most immediate effects
of the limitation of expenditure, would doubtless make it possible for the national defence
services to function during one year, but would also diminish the stocks in store, and that
the total possessions of a State which adopted this procedure would in fact be decreased
thereby in the long run. _ .

If, on the other hand, the material consumed was bought after the conclusion of the
Convention, then the expenditure would be shown first in the Model Statement for the
year in which the purchase of the consumption materials took place, and then again at
the time of their consumption, which would mean a duplication.

For these reasons, the Committee finally discarded all idea of adding to the annual
expenditure the value of consumable materials taken from store for the maintenance
of defence services. Moreover, the Technical Committee, having been instructed to study
the methods by which publicity for and limitation of expenditure could be applied, felt
that it would be exceeding its terms of reference if at the present stage of its work it
examined the ultimate influence of the limitation of expenditure on armaments them-
selves, and in particular on existing immovable property, material, and stocks—i.c.,
in short, on the possessions of the national defence services.



-— 28 —

Part Il

BUDGETS AND ACCOUNTS.

The payments must constitute the juridical basis of the Convention on publicity and
limitation of expenditure. Payments made by the various public bodies are shown in
accounts, the most important of which are the budget appropriation accounts. The
degree of authenticity of the figures entered in the accounts depends.on the general
rules governing public accountancy from the preparation of the budget until the comple-
tion of its execution: it depends more particularly on the effectiveness of the internal
supervision exercised during the execution of the budget over all acts of the financial
administration and, after such execution, over the final accounts. '

The headings in the accounts are almost always very concise, and are, as a rule, not
accompanied by any additional explanation as to the precise nature of the expenditure—
that it to say, the exact purpose of the payments; they simply indicate the material fact
of payment. Although most of the accounts submitted have the same divisions and sub-
divisions as the budget itself, some of them are drawn up in a less detailed form, so that
their headings do not always clearly show the objects of the expenditure. The account in
itself does not always enable the exact purpose of the expenditure to be determined.
On the other hand, that purpoese is defined more clearly at the time when the expenditure
is authorised—that is to say, when the credits are granted. The real purpose of payments
can thus be determined more readily by comparing the credits with the payments.
But the results of such a comparison are reliable in proportion to the strictness
of the internal superv1510n exercised over the execution of the budget. The certainty that
authorisations to incur expenditure have not been diverted from their object and that
payments inserted in the budget appropriation accounts really represent the exact value
of services rendered and deliveries made depends ultimately on the existence and Iunctlon-
ing of this internal supervision.

Such are the reasons which led the Expenditure Commission to instruct the Technlcal
Committee to carry out an enquiry into the different budgetary systems. The present
part of the report shows the results of that enquiry.

Since nearly all national defence expenditure is entered in the State accounts, this
study is chiefly concerned with the budgets and accounts of the central Government.
The budgets and accounts of local authorities, regarding which the Committee has
collected less abundant material, are dealt with more generally in an addendum at the
end of Chapter VI.3

} See page s52.



Chapter V.

PREPARATION, ADOPTION, AND E‘XECUTION OF BUDGETS.

Most of the payments relating to national defence are made by the departments under
authorisations to incur expenditure previously granted by the public authorities. The
national defence services are compelled to furnish evidence in support of their applications,
in order to obtain these authorisations. In all the countries examined by the Committee,
except India, the grant of authorisations to incur expenditure is within the competence
of the national representative bodies. Applications submitted by the national defence
services are discussed in Parliament, and the proof as to the validity of these applica-
tions, together with the public discussions regarding them, generally provide the necessary
information for ascertaining the real object of the expenditure. Sometimes, in exceptional
cases, Governments are authorised by constitutional or legislative provisions to incur
certain expenditure without previous authorisation from Parliament. This is the case
in an emergency, when Parliament has been dissolved or is not in session, and the object
of these provisions is to leave Governments a certain degree of freedom to incur expenditure
required by certain circumstances. In such cases, however, the expenditure mostly has
to be submitted to Parliament for ratification within a specified period, whether during
its next session or before the end of the financial year.

1. Drawing-up Estimates of expenditure, which are drawn up in all countries

of Estimates by the departments concerned, are generally co-ordinated by the

of Expenditure, Minister of Finance, whose duty it is to ensure a balanced budget.

Sometimes the Minister of Finance is assisted in this task by a commit-

tee or council (Budget and Treasury Committee in Belgium; State Council in the Netherland.

In the United States of America, the estimates are co-ordinated by the Budget Bureau,
which is directly under the orders of the President.

In almost all countries, the Minister of Finance exercises a more or less considerable
influence on the estimates of the other Ministers; in exceptional cases, he is entitled,
on his own authority, to reduce the other Ministers’ applications for credits.

This is the case in Belgium, Germany and Roumania. In the case of the United Kingdom,
each several vote of the draft estimates is separately submitted to the Treasury for their sanction,
New services requiring express Treasury approval must be submitted to the Treasury before
insertion in the draft estimates.

The present financial difficulties, moreover, everywhere tend to increase the powers
of the Minister of Finance.

In some cases even the legislature makes its influence felt in this administrative phase of
the framing of the estimates.

For instance, in Roumania, proposals for fresh expenditure, before being drawn up in their
final form, are submitted to a technical budgetary committee of the Chamber of Deputies, which
has the right to accept or refuse the proposed new expenditure,

2. Draft Estimates. The draft estimates are as a rule finally drawn up by a Council
of Ministers (Government Council).

In the United States, however, they are drawn up by the President of the Republic, in the
Netherlands by the Queen, in the Netherlands Indies by the Governor-General, and in India
by the Governor-General in Council.

In all countries, the draft estimates are published ; in most countries, these documents
are on sale and are widely read. Usually the draft estimates contain detailed information
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enabling variations in expenditure from one year to another to be followed and giving
reasons for new expenditure. ;

Such information is supplied either in explanatory memoranda (Belgium, France, Italy, the
Netherlands, Norway, Roumania, Sweden), in a message from the Executive (Switzerland,
United States of America), or in the body.of the draft estimate itself (Australia, Germany,
Irish Free State, New Zealand, Poland, United Kingdom, Yugoslavia). In Japan, the draft .
estimates are published; they do not contain either an explanatory memorandum or detailed
statements, but the latter are given in Parliament and reports of the discussions are published
in the Official Journal. :

The examination of the draft estimates and of the information they contain is usually -
of great value for estimating the real significance of the authorisations to incur expenditure
under which payments are made.

3. Discussion of In all the countries considered by the Committee, except
Draft Estimates India, the draft estimates are submitted to Parliament for exa-
in Parliament. mination and approval.? The fact that the draft estimates are
examined by representative national bodies, one of whose essential
rights it is to determine public expenditure, constitutes one of the best guarantees for the
publicity of expenditure. In another part of the report (Chapter XIX) the great import-
ance of the discussions and votes of credits by Parliament will be indicated from another
aspect. It is in fact in the course of these discussions and votes that the public author-
ities will have to explain how the credits granted agree with the obligations arising out
of the Convention. The Committee has therefore attached special attention to the
procedure for discussing estimates and voting credits.

The twenty-nine States which supplied documents to the Committee possess a Parliament
or a legislative organ. The Parliament consists of two Chambers, except in Albania, Bulgaria,
Finland, and Norway, where there is only one. In Norway, however, the Chamber is for certain
purposes divided into two sections. In the U.S.S.R. the legislature (the Central Executive -
Committee of the Union) holds its powers from the Congress of Soviets.

In all countries with two Chambers, the combined draft estimates or the several
departmental estimates are nearly always examined first of all by the Chamber of
Deputies, which is generally the most directly representative of the nation. -

The draft estimates are, however, submitted indifferently either to the Lower or the Upper
Chamber in Belgium or to the two Chambers alternately from year to year in Switzerland. In
Germany, the draft estimates are first examined by the Upper Chamber (Reichsrat) which
consists of representatives of the Governments of the various States. In some countries with
two Chambers, the financial powers of the Upper Chamber are in law or in fact extremely limited.
This is the case in the United Kingdom, where the Parliament Act of 1911 provides that in
certain circumstances a money Bill can pass into law notwithstanding the fact that the House
of Lords has not consented to it. Up to the present, however, no money Bill has passed into
law under this provision. In Roumania, only the Lower Chamber examines and discusses the
budget; the Senate takes no part either directly or indirectly in discussing it. The Senate’s
approval is necessary only in order to vote special extraordinary credits (special budget) for
large-scale works. ‘

-

4. Preliminary Subject to the above-mentioned powers of the Parliaments, the
Examination of draft estimates are as a rule first examined by one or more com-
Draft Estimates  mittes, which are constituted in different ways.
by Parliamentary

Commi ' In the United Kingdom, the entire House of Commons, in order

to consider the draft estimates, transforms itself into a committee
consisting of all the members of the House (Committee of Supply).
In Roumania, a budget commission is appointed only by the Chamber of Deputies, since the

* In the case of India, the budget is finally sanctioned by the Secretary of State for India in Council
This Council consists of of distinction who have held office in Indi ing
e Councll consist coumntry. s in In m and competent persons representing



Senate takes no part in the discussion of the budget. In the Netherlands, no actual committee
is appointed: the draft budget is examined by sections of the Chamber.

The discussions in these commissions, committees or sections are usually not public.

In the United Kingdom, however, the meetings of the Committee of Supply are public. In
Japan, representatives of the Press are allowed to attend discussions of the Budget Committee
of the Chamber of Deputies.

The reports of the discussions by the commissions or committees are as a rule not
published. .

In the United Kingdom, however, the debates in the Committee of Supply are published
_ in the same way as those of the other sittings of the House of Commons. In the United States
of America, some of the discussions of the commissions which are of special importance for
granting authorisation to incur expenditure are also published in the * Hearings ”. In Japan,
Pfreslf representatives admitted to the meetings of the commissions sometimes publish accounts
of them.

In almost all countries, the commissions or committees for examining the draft budgets
draw up reports containing their observations.

In Germany, the financial commission of the Reichstag alone prepares a report ; the Reichsrat
makes no reports, but draws up a “ protocol ” recording its decisions. In the United States of
America, the commissions do not make reports, nor does the Committee of Supply in the United
Kingdom.

When commissions or committees draw up reports, these are almost always published.

In the U.S.S.R., the report of the Budgetary Commission of the Central Executive Committee
is not published, but the speech delivered by the rapporteur of that commission to the Plenum
of the Central Executive Committee is issued as a publication.

It should be mentioned here that the volume of the reports and records of discussions
of parliamentary commissions differs considerably in different countries. They take the
form, sometimes of a brief account of the principal observations made in the course of the
discussion, sometimes of a complete record giving full details of the proceedings.

5. Discussion of When the draft estimates have thus been examined by the
Draft Estimates commissions or committees, they are discussed by Parliament in
at Plenary Meetings plenary session. In all the countries considered by the Committee
of Parliament.  except the U.S.S.R,, the plenary meetings are public and the par-
liamentary discussions of the estimates are published in official

documents which are more or less widely circulated.

In Yugoslavia, these reports are not officially published, but are kept in the Parliamentary
archives, and any person interested may ask the Secretariat to produce them. In Norway,
only a summary of the discussions is published. In Switzerland, the verbatim record of the
discussions is not always published, but it is supplied on request to any person interested.

In many countries, the members of the legislature have the right to propose measures
involving expenditure in the same way as the Government, and the text of their proposals
may accordingly contain valuable information as to the object of the expenditure.

This is the case, with differences in detail, in Australia, Austria, Bulgaria, Czechoslovakia,
Denmark, France, Germany, Italy, South Africa, Sweden, Switzerland, the United States of
America, the U.S.S.R. and Yugoslavia. On the other hand, in the United Kingdom, by a practice
embodied in the Standing Orders of the House of Commons, the right of initiating expenditure
is reserved to the Government. In Japan, members of Parliament have no right of initiative
in financial matters; in Poland that right is limited in practice. In New Zealand, members of
Parliament have no right to propose an increase in expenditure.

In almost all countries, Parliament has the right to reduce the Government’s estimates.

In the United Kingdom, however, motions in the House of Comnmons to reduce an estimate
are in practice almost always rejected; if such a motion were passed, the Government would
in all probability resign. In Japan, Parliament cannot, without the consent of the Executive,



reduce military expenditure provided for under the powers conferred on the Emperor by the
Constitution and approved by Parliament in the budget of the preceding year. In the United
States of America, if Congress cuts down the President’s proposals, the latter may use his right
of veto, but Congress may override this by two-thirds majority vote.

In countries with a two-Chamber system—apart from what has already been said in
regard to the United Kingdom—the budget is voted by both Chambers, except in Roumania
and Finland, where the Lower Chamber alone votes the budget.

6. Annual Nature In order to be able to make a useful comparison of annual

of Credits. expenditure with authorisations for expenditure, it is essential

to know whether such authorisations are granted annually. If

so, it will be easy to compare expenditure with credits, for all the necessary data for

determining the true nature of the expenditure will certainly be found in the Finance Bill
and in the annual discussion of that Bill,

In most countries, public expenditure is fixed each year. ]

In some countries, however, certain expenditure is authorised permanently or for several
years {Consolidated Fund Services in the United Kingdom, Central Fund in the Irish Free State,
Permanent and Continuing Credits in the United States of America). But whereas, in the United
Kingdom and in the Irish Free State, military expenditure is in no case authorised permanently
or for several years, but is voted every year (Supply Services), a fairly small part of the military
expenditure of the United States is the subject of permanent authorisations.

It is certainly somewhat difficult to ascertain the true significance of expenditure
effected in virtue of these permanent authorisations, for often it is necessary to go back
some distance into the past to discover for what purposes these authorisations were
granted. . .

In the same connection, mention may be made of the cases of Belgium and France, where
credits for the defensive organisation of frontiers have been voted for several years. Expenditure
may be effected in virtue of such authorisations up to the time of completion of the work.!

In a fairly large number of States, there also exist credits of which the balance
unexpended at the end of the “exercice” is carried forward to the following “exer-
cice” or “exercice”. .

This is the case in Austria, Belgium, Finland, France, Germany, Italy, the Netherlands,
Norway, Roumania, Sweden, Switzerland and the United States of America.

The right to carry forward applies sometimes to credits of every kind, but sometimes,
and more frequently, only to credits for material for the execution of programmes (Belgium,
France, Roumania). Sometimes the carry-forward must be expressly authorised by Par-
liament ; sometimes it operates automatically in virtue of the laws and regulations concern-
ing public accounts; but in this case the estimates generally mention the amount of the
credits available for carrying forward, so that expenditure effected out of credits brought
forward may always be compared with those credits themselves: '

In some countries there is another practice that calls for mention: Parliament may
authorise the national defence services to incur expenditure—i.e., to conclude contracts
and make purchases for the carrying out of manufacture or constructional programmes
with a reservation that payment will be made or orders for payment given out of
financial provision for subsequent years. 1

This occurs, for example, in various ways, in Belgium, France, Germany, the Irish Free
State, India, Italy, Japan, and the U.S.S.R. The annual financial credits usually enable the

actual purpose of the payments to be determined, but, to obtain more exact information, it will
perhaps be desirable to refer back to the actual authorisations to incur expenditure.

7. Legal In order to determine the object of expenditure at the time
Significance of of authorisation, it is necessary to know the exact significance of
Authorisations the authorisation to incur expenditure.
for Expenditure. Such authorisation always covers each successive stage of

payment—i.e., the department so authorised cannot incur or issue
orders for expenditure or make payment save within the limit of the credits granted to

3 See, on this subject, Chapter XVJ.



it. But, if the periods during which these successive steps may be taken are considered,
very appreciable differences will be observed:

(a) - Thus, in some countries, the vote limits the payments that may be made during
the financial « exercice » (including any period supplementary thereto). These payments are
entered in the accounts for the year in question; the relationship between the authorisa-

tion and the payment is directly established by the accounts, and the explanations of the
accounts may easily be found.

This is the case in the following countries which have no supplementary period: Australia,
the United Kingdom, India, Irish Free State, New Zealand, Norway, and the U.S.S.R.; and in
the following countries, which have supplementary pericds of varying length® Bulgaria, Denmark,
Finland, France, Japan, Netherlands, Poland, Roumania, Sweden, Switzerland, and Yugoslavia.

The relation between authorisations for expenditure and arrears of payments
appearing either in the budget accounts or in special accounts incorporated in the general
accounts (Finland and Yugoslavia) will sometimes be rather difficult to determine, because
these arrears of payments, the amount of which is inconsiderable, are shown in the
accounts under comprehensive heads. We shall return to this point in Chapter VII.

(b) Sometimes, too, an authorisation limits the amount of the orders for payment that
may be issued during a financial «exercice». In that case, the accounts show at the end of
the «exercice», opposite the authorisations to incur expenditure, the amounts of the orders
issued; they also show the amounts of payments side by side with those of the orders for
payments, but there will sometimes be appreciable differences between these two figures,
because all the orders for payment have not given rise to payments before the end of the
wexercice», Arrears of payment are included in the budget accounts for the following
years (Austria, Czechoslovakia, Hungary) or in special accounts (Belgium) and it will be
impossible to compare them directly with the original credits in virtue of which the
expenditure was incurred.

(¢) In some countriesin which the authorisation limits the commitments that may be
entered into during the financial year, the final accounts for the sexercice » show the commit-
ments entered into during the year, and the difference between credits and commitments
is in principle cancelled. With accountancy systems of this kind, the connection between
authorisations and payments is much looser. In order to ascertain the original purpose
of the payments made during any «exercice », the expenditure authorised for several
years must be interpreted. Such is the case in Albania, Italy and the United States of
America; but the difficulties are lessened owing to the fact that the accounts give each
year, opposite the remaining credits, the payments charged against them.

(d) Another factor arises when an attempt is made to determine how far payments
may -be compared with authorisations for expenditure. It must be ascertained for how
long a period it is possible to enter payments under the accounts for a particular year,
In some countries, all payments made during a year, irrespective of the origin of the credits,
are included in the accounts for the year in question.

Such is the case in Albania, Australia, Austria, the United Kingdom, Czechoslovakia, India,
the Irish Free State, New Zealand, Norway, South Africa, the U.S.5.R. and the United States
of America.

Comparison of the credits for any given year with the payments during that year will,
no doubt, be possible in certain instances only—viz., in countries where the credit limits
commitments or the issue of orders for payment (Albania, Austria, Czechoslovakia,
United States of America), as payments are necessarily made in the course of the year
which relate to commitments entered into under previous authorisations while payments
are not made in respect of all the commitments or orders for payment entered into or
issued in the course of the year.

In other countries there are additional periods varying from one to twelve months 1.
If the periods are fairly long, the comparison between the credits for the year and the

1 Belgium. . . . . 10 months Japan. . . . . . 1 month
Bulgaria. . . . . 3 » Netherlands . . . 12 months
Dienmark . . . . 1 month Poland . . , . . 3 v
Fnland . . . . . 2 months Roumania. . . 3 »
France . . . . . 4 ® Sweden ., . . . . 2
Germany . . . . 115 » Switzerland . . . 2
Italy . . . . .. 1 s Yugoslavia . . . 5 »



payments made out of those credits will be of greater signiﬁcance, for the longer the
period the less is there outstanding to pay at the end of the year.!

8. Date of It is also of interest to know at what moment the.authoris'a-
voting Annual tions to incur expenditure are given: before the beginning of the
Expenditure. financial year, during the year (at one single moment or successively)

or after the end of the year for the purpose of regulansmg or
rectifying the estimates,

The principle generally followed is that expenditure must be passed before the
beginning of the financial year. In certdin countries, such as Sweden and Italy, the esti-
mates are as a constant practice passed before the beginning of the financial year, but
circumstances may cause a more or less considerable delay in the passing or adoption of
the estimates.

In some countries, the estimates are systematically passed during the financial year. This
is the case in Australia, Belgium, the United Kingdom, India, the Netherlands, New Zealand, etc.

If occasionally, or owing to a constant tradition, the estimates may not be passed
at the beginning of the financial year, the public services must still be provided for.
For this purpose, however, very different methods are adopted. These must be known,
for we shall be led to a certain extent at least to look for the real significance of expenditure
in the provisional authorisations necessitated by the delay in passing the estimates.
In some countries, the executive is entitled to authorise expenditure until the estimates

are passed or adopted.

This is the case in Norway, where the Government may, without the authority of Parliament,
make the payments necessary for the working of the public services.

Sometimes the budget for the preceding year is automatically re-applied.

This is the case in the Netherlands, Poland and Sweden. In Roumania, the budget of the
previous year is re-applied by royal decree. In Japan, it is re-applied by Imperial decree and
in Switzerland by a decision of both houses of the Leglslature

But more often douziémes promscnres or monthly votes on account (Belgium, France,
Italy, Yugoslavia) are voted in various forms.

In the U.S.S.R., expenditure calculated from the budget estimates for the first quarter is
effected by a decree of the Central Executive Committee. In the United Kingdom, the working
of the administrative services is provided for from April 1st, when the financial year opens, until
about the month of August by means of a vote on account. An Appropriation Act is then passed
which gives the force of law to the appropriation of the supplies of money granted by resolution
of the House of Commons during the session to the services for which they were voted. The
procedure in regard to the estimates of the defence departments is different, but leads to a
similar result. In Norway the budget is in practice passed before the beginning of the financial
year. When the adoption of the budget is delayed in Germany, the Reichsrat and Reichstag
vote a preliminary budget (Nothaushait) which is replaced by a normal budget as soon as possible.
In quite exceptional cases, however, the President of the Reich can promulgate a prowsmnal
budget by decree under Article 48 of the Constitution.

In most countries, supplementary credits are granted or may be granted during the
financial year, and it is necessary to look into them to see the significance of the expen-
diture they authorise. In some countries, towards the ends of the year, excess credits are
voted if necessary; an examination of these may also be of interest.

This is the case in the United Kingdom (excess votes), France, India, Irish Free State,
the Netherlands, Switzerland. In Denmark, a veritable amending budget is passed towards
the end of the year.

1 On this subject, seo Chapter XIX.



9. Special In countries where the authorising of expenditure is a prero-
Prerogatives of gative of the national representative body, it must be ascertained
the Executive. whether still, in exceptional circumstances, the executive may not

on its own authority incur expenditure without authorisation of
Parliament. In such cases, the guarantees afforded by publicity may be lacking. In
almost all countries, when Parliament is prorogued, and in certain circumstances defined
by law, the Government is entitled to authorise expenditure, provided, however, that the
situation be put in order at the first meetings of the Chambers, In that case, the discus-
sions which take place in Parliament enable the purpose of the expenditure thus incurred
by the Government to be sufficiently determined. In some countries, however, the
Executive has special prerogatives.

Thus, in Germany, during the execution of the budget, expenditure not provided for in
the budget or not sufficiently covered may be incurred, exceptionally and in case of urgency,
with the consent of the Minister of Finance. Expenditure not authorised by law must be specially
mentioned and accounted for in the accounts and must subsequently be approved by Parliament.
Authorisations for such expenditure in the case of sums exceeding 10,000 marks must be notified
every quarter to the Reichstag. In Norway, the executive can exceed the expenditure authorised
by the budget on its own authority; the law, moreover, places no restriction on the extent to
which this right may be exercised. If, however, the sum is large and if Parliament is sitting,
the executive must obtain approval for such excess expenditure. In Yugoslavia, expenditure
for the current year may be met out of Treasury Funds (Treasury Working Capital Fund) apart
from the budget properly so called. Such expenditure may be authorised by law, but may also
be authorised by a decision of the executive approved by the Finance Law of the following year,
When it is added that such expenditure is given in aggregate figures in the accounts of this
Working Capital Fund annexed to the budgetary accounts, it will be realised that it will some-
times prove difficult to ascertain the exact purpose of such expenditure.

10. Budgetary The greater the number of subdivisions in the budgets and
Differentiation. accounts and the clearer these subdivisions are the easier it is to
ascertain the significance of the payments. In almost all countries,
nationalldefence expenditure is split up into a fairly large number of divisions and sub-
divisions the headings of which give a clear idea of the purpose of the expenditure. The
degree of differentiation in a budget or account cannot accurately be determined from the
mere number of headings composing it. The differentiation lies, not merely in the number
of divisions, but in the rational classification of expenditure according to its character
and purpose. Many examples might be cited of expenditure on a large scale entered
under a single heading of an account, and conversely other expenditure being divided
under various headings although the amount is relatively very small.

Thus, in the combined statement of the United States, one item of §3.44 is shown separately
as an appropriation, while another appropriation comprises in itself alone an aggregate sum
of $152,011,650 for pay or emoluments of officers, petty officers and other ratings in the service,
in the reserve or on pension. In Yugoslavia, the total sum for pay of officers and civilian personnel
employed in the army services is given in a single item (" positie "), the aggregate amount being
111,888,670 dinars, while the sums shown under some headings are no more than 10,000 or
15,000 dinars. Similar examples might be given for most countries.

Although differentiation does not depend solely on the number of subdivisions but
also on the clearness of the headings and the judicious allocation of expenditure, it is
nevertheless true that the number of headings constitutes an essential factor of differentia-
tion. In this connection, it will be noted that some budgetary accounts contain a very
large number of divisions.

This is so, for example, in the case of France. In Italy, the budgetary accounts are presented
under fairly numerous chapters, but the subdivisions are few, so that the grand totals of certain
chapters sometimes apply to rather different objects. The same is true of Japan and Norway.
In the United States of America, the accounts contain a very large number of subdivisions, some
of which, however—e.g., that referring to the pay of the Navy—give one single figure for different
items: pay of officers, petty officers and other ratings, expenditure on reserves, transport, etc,
In Yugoslavia, the budgetary accounts are very detailed, but some headings for the expenditure
on personnel or supplies only show lump sums affecting different categories of persennel or
supplies. If a limitation Convention were concluded, the Yugoslav delegation intimated that
its Government would consider the possibility of supplying the necessary specifications. The



published budgetary accounts of the U.S.S.R. only show one total figure for defence expenditure
which gives no idea whatever of the nature of the expenditure. The U.S.S.R. delegation, however,
gave the Committee much more detailed accounts than those published, and intimated further
that, if a Convention directed towards real disarmament were concluded, there would be no
obstacle to the introduction, into the budgetary system and public accounts of the US.S.R,,
of such amendments as would best ensure control of the performance of the obligations assumed
under the Convention.

The following table showing the number of subdivisions in the closed accounts of the
national defence ministries of States whose returns have been studied by the Committee
will give a clearer idea of the differentiation of accounts:

Albania. . . . . . .. Chapitres . . . . .. 47
Australia . . . . . . . Subdivisions . . . . 76
Austria. . . . . . . . Paragraphs and some-
times Posten . . 1y
Belgium. . . . . . .. Articles . . . . . . g8 plus the Colonies.
United Kingdom. . . . Sub-heads . . . .. 399 plusthe Colonies.
Bulgaria- . . . . . .. Paragrafs . . . . . 85
Canada.. ... ... Votes . . . . . .. 25
Czechoslovakia. . . . . Polozka . . . . . . 99
Denmark . . . . . .. Numre 78
Finland. . . . . . . . Monrenter . . . . . 52
France . . . . . . .. Chapters, Articles or :
Subdivisions . . 804 plusthe Colonies.
Germany . . . . . . . Titelm . . . . ... 300
India. . . ... ... Sub-heads . . . . . 658
Irsh Free State . . . . Sub-heads . . . ... 35
Italy . . . . .. ... Capitoli . . . . . . 232 plus the Colonies.
Japan . . . . . ... Articles . . . . . . 148
Netherlands. . . . . . Artikel. . . . . . . 220 plus the Colonies.
New Zealand . . . . . Items . . . . . .. 271
Norway. . . . . . .. Articles . . . . .. 147
Poland . . . . . . . . Rozdialy. . . . . . 8o
Roumania. . . . . . . Articolul . . . . . . 202
South Africa. . . . . . Sub-heads . . . . . 8o
Sweden. . . . . . .. Anslag. . . . . .. ‘170
Switzerland . . . . . . Postes. . . . . . . 353
United States of America Heads. . . . . . . 319
USSR. . .. .... Article. . . . ., . 11
Yugoslavia . . . . . . Posizie. . . . . . . 306

It should, however, be borne in mind that, though greater differentiation may make
it easier to supervise the execution of the budget, it causes administrative complications
and delay in submitting the accounts.

The Conference will have to take due note of this consideration. From the point of
view of the Convention, the ideal would of course be that, in each country, differen-
tiation should be carried to fairly great lengths, so as to enable the figures given in
the closed accounts to be transferred direct into the Model Statements, without any
need to compute specially the figures for any subdivision of the accounts.

11. Virements. The more strictly the divisions and subdivisions according

to which budgets are passed or submitted are adhered to during

the execution of the budget—i.e., the fewer the number of virements between the budgetary
headings—the more accurate will be the comparison between expenditure and credits

1 Divided into fifty-seven paragraphs in the reconciliation table.



passed. Where virements are possible, an endeavour will have to be made to trace in the
accounts any changes of allocation of credits made in the course of the execution of the
budget.

(a) Posstbility In this respect, wide differences exist between the various
of virements. countries. In some it is possible to make virements from one
national defence budget to another.

This is the case in South Africa, where such virements can be made only with the approval
of the Treasury. In India, virements between budgets can be made with the approval of the
Governor-General in Council or the Secretary of State for India. In some countries, more
particularly in the Irish Free State, this practice is allowed, but is in actual fact very restricted
and subject to special supervision. In the U.S.S.R., similar virements exist but are governed
by very strict rules.

In some countries, again, virements may be made between the divisions of each
budget. By “ division " in the varying terminology used in the different budget headings
is meant those headings on which a vote is taken in Parliament or by the legislative organ
which prepares the budget. The legal significance of such a vote consists in the assign-
ment to a particular object or service of a fixed amount which the Government must not
use for another object or service. That is the essence of differentiation. Virements
between “ divisions ” so defined are rarely possible, and when permissible are subject to
particularly restrictive rules, By a “ subdivision " will be meant all lesser catcgories
into which the Government divides the expenditure of each division, fixing the amounts
on the basis of the estimates for the various services. These headings are not passed
individually or by a special decision of the legislative organ, so that virements are generally
possible between these subdivisions under certain more or less restrictive conditions.

Virements between divisions of the budget are allowed, by various methods of application,
in Austria, Belgium (in exceptional cases), United Kingdom (but only in the case of the estimates
of the defence departments), Denmark, Germany (where viremenis are possible only in respect
of a few closely interconnected items specified in the budget), India, the Irish Free State, Norway,
Poland (though in this country votes for personnel cannot be increased out of votes for supplies),
South Africa and the U.S.S.R.

On the other hand, in Australia, Belgium, Czechoslovakia, Finland, France, Ttaly Japan,
the Netherlands, Roumania, Sweden, Switzerland and Yugoslavia, virements between budgetary
divisions are prohibited, The same applies to the United Kingdom as regards the Civil Estimates,

In almost all countries, virements can be made between subdivisions of the budget.

Only in Japan, the Netherlands, Roumania, Sweden, Switzerland and the United States
of America are virements entirely prohibited. Virements used not to be permissible in Yugoslavia,
but paragraph 36 of the Finance Act for the financial year 1931-32 authorises virements between
all the headings for expenditure on army and navy supplies subject to the approval of the Court
of Audit.

To obviate virements, some budgets have reserve funds which are drawn upon during
the year to cover deficiencies in certain credits. This is the case, for example, in Italy,
Japan and Yugoslavia; the practice entails no serious inconvenience as regards the
reconstitution of actual expenditure figures, since payments made by drawing on the
reserve funds are entered in the corresponding chapters of the closed accounts.

(b} Possibility of VWhere virements can be made in circumstances above described,
tracing expenditure it is generally possible to find in the accounts exact particulars of
accounts 1n the changes made in allocating expenditure during the execution

respect of of the budget.

which virements In Australia and South Africa, for example, these particulars can
have been made.  be found in the annual report of the Controller and Auditor-General.

In Denmark, the virements are authorised by the “ rectification budget ”

submitted at the close of the year. In France, the Irish Free State, Norway and
Yugoslavia, the closed accounts give all particulars and the necessary legal or statutory
provisions regarding changes made in the allocation of votes. In Poland, in the absence



in the budgetary accounts, the report of the Court of Audit mentions all

re-allocations. In the United Kingdom, the Treasury mus@ report to Parliamex.lt the vireme'nts
made between the votes of the defence departments’ estuna.te§, and th'ese virements receive
parliamentary sanction in a subsequent Appropriation Act. Only in Bulgaria and Czechoslovakia

do the accounts supply no information regarding virements.

It will therefore be seen that, as a general rule, it is possible to ascertain the changes
made in the allocation of expenditure and thus, by referring to the accounts or to the
reports drawn up by the various authorities on those accounts, to determine the real
purpose of the expenditure with a view to its being correctly transferred to the Model
Statement. For the execution of a Convention for the limitation of expenditure, however,
it would be desirable to restrict the power to make virements to a degree compatible with
the administrative needs of States.

of exact information

12. Publication In almost every country, the budgets passed are officially
of Budgets. published.

This is the case particularly in Albania, Australia, Belgium, the
United Kingdom, Bulgaria, Czechoslovakia, Denmark, Finland, France, Germany, Irish Free
State, Italy, Japan, the Netherlands and Netherlands Indies, New Zealand, Norway, Poland,
Roumania, South Africa, Sweden, Switzerland, the United States of America, U.S.S.R. and
Yugoslavia.

The extent to which these documents are distributed, however, differs in different
countries,

Thus, in the United Kingdom and Norway, the budgets passed are placed on sale to the
public. In the USS.R., the budget passed—which contains only one figure for expenditure

on national defence——is not placed on sale, but is sent free of charge to public libraries and to
certain institutions.



Chapter VI.

SUPERVISION OF THE EXECUTION OF THE BUDGET
'AND ACCOUNTS.

The greater part of payments are entered in the budget appropriation accounts, The
essential object of these accounts is to show, under the several budgetary divisions, the use
made by the public services of authorisations to incur expenditure. Certainty as to whether
the sums shown in the final accounts have been employed for the purposes defined in these
authorisations and whether their amount represents exactly the value of the services
rendered and of the deliveries efected obviously depends on the way in which the successive
acts for the settlement of the expenditure (commitment, liquidation, order for payment
and actual payment) have been supervised and checked—in a word, on the rules which
govern the whole financial administration of the States.

For these reasons the Technical Committee attached great importance to a knowledge
of the principles of organisation and of the rules for the working of internal supervision
over public finance.

The preparation of a Convention on limitation and publicity of expenditure calls for
a knowledge of the relative value of the internal guarantees of supervision; it involved for
the Committee the necessity for carrying out a study of the various systems of supervision
practised in the different States whose information was submitted to it, with a view to
determining the degree of efficacy of those guarantees and the extent to which reciprocity
in the matter of obligations contracted by States could be ensured.

Internal supervision of public finance presents in every country two aspects, which
will be dealt with in turn: previous or preventive supervision during the execution of the
budget and a ﬁosterion’ supervision—i.e., after payment has been made, subsequent
to the final act in the settlement of the expenditure,

These two methods of supervision, and the superposition of which is necessary to
ensure the proper execution of the budget, are of unequal value from the standpoint of
the actual object of the Committee’s work. From the point of view of a Convention for
the limitation of expenditure and publicity, the legal justification of which is based on
the payments effected during the financial year, the essential consideration must be to
deduce the guarantees offered by the system of supervision over the public accounts.

The production of the published accounts makes it possible to ascertain at the
close of the financial year the figures for actual payments. It also enables the payments
made to be compared with the credits passed. If States subscribe to a Convention for
the limitation of expenditure, it will be at the moment when these authorisations are
established, as the Committee of Experts on Budgetary Questions stated that, persumably,
“ the competent organs will take the necessary steps to explain publicly how the credits
which have been asked for may be reconciled with the limits fixed by the Convention”,
The credits, the amount of which ultimately determines the volume of payments, will have
to be calculated with sufficient accuracy to ensure that there is no risk of contractual
undertakings being violated. It is essential then to determine, for each country, whether
the national defence services might not disregard the limits thus traced out for them.
But the duty of the bodies responsible for preliminary supervision, whose action is extended
over the whole period of the execution of the budget, is in fact to prevent the various
administrations from exceeding the limits which Parliament has assigned to them. From
the standpoint, then, of the Convention itself, it is clear what importance attaches to
the rules wlnch govern supervision during the execution of the budget.
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The Committee was moved by a further consideration. t9 examine t.his question of
preventive supervision: the audit of the closed acc.ounts is in no ca.se.ln.dependent of
the various forms of supervision during th? execut.lon of the. budget; it is based to a
large extent on the results of the supervision carried out prior to pament over acts
relating to commitment, liquidation or orders for payment in reg.ard to publllc expenditure.
For example, should a comptroller refuse to endor§e a c?mnutment, this would eqable
the audit authority later to call to account the authority wh'xch had ‘e.ffected t.he expenditure
despite such veto. Preventive supervision stops any irregularity at its source and
prevents it, so that it may not be necessary to deal with the matter later.

» »

A. Preventive In order that the function of preliminary supervision may
Supervision prove effective, it must be entrusted to bodies independent of
during the the authorities whose acts are to be supervised. .

Execution (a) Degree of 1. In some countries, a Court of Audit

of the Budget. independence of the bodies ~possessing absolute independence as regards
responsible for supervision the executive and the Legislature is respon-
during the execution sible either wholly or in part for the exercise

of the budget. of preventive supervision.

This is the case in Albania, Belgium, Bulgaria, Italy, the Nethetlands, Norway,
Poland and Roumania. In Czechoslovakia and Yugoslavia, the Court of Audit exercises
supervision during the execution of the budget quite independently of the various ministries,
although its members come under the same regulations as other officials.

In the United States of America, this supervision is carried out by the Comptroller-
General, a high official who in practice cannot be removed from office. He takes high
position in the country and has special offices and agents to carry out his supervision. In
the United Kingdom, supervision over exchequer issues during the execution of the
budget devolves upon the Comptroller and Auditor-General, who is a statutory officer
and cannot be removed from office except by the Crown on an address from both Houses
of Parliament. Supervision is carried out in Sweden by the Central Accountancy Office,
the members of which are entirely independent both of the Government and of Parlia-
ment, and by Audit Sections, the officials of which, appointed by royal patent, may not
be dismissed except by judgment of a High Court. In the U.S.S.R., the People’s Com-
missary for Workers’ and Peasants’ Inspection carries out preventive supervision
during the execution of the budget; the Commissary is independent both of the People’s
Commissary for Military and Naval Affairs and of the People’s Commissary for Finance.

2. In various countries, Parliament or the legislative bodies participate in the super-
vision of the execution of the budget by delegating to some of their members or to a com-
mission the duty of supervising the financial administration as a whole either temporarily
or permanently (Austria, Czechoslovakia, Finland, Poland, Switzerland, U.S.S.R.).
In many States having a parliamentary system, the finance commissions share
in the exercise of preventive supervision, inasmuch as they have the right in certain

circumstances to ask the Minister for explanations of commitments in regard to certain
expenditure.

3. Almosté everywhere, the Minister of Finance possesses powers of sﬁpervision
over acts relating to the execution of the budget. In general, this power is tending
to increase, and this tendency inevitably becomes enhanced at periods of economic crisis,

when Phe necessity for balancing the budget calls for constant supervision of the whole
financial administration by a centralising organ.

In the United Kingdom, the Chancellor of the Exchequer su i i i
respect of‘ expenditure. The Treasury may always agree toqthe ini‘)::t‘;;sx?s i;otuh?tg:ﬁ:t?s
of expenditure relating to the operation of new services, but none of this éx diture can b
the subject of a commitment—even if Parliament has approved the estimatl:senin uesti °
without the special authorisation of the Treasury. The same powers are held b (%hesl!/lﬁx[i;
ter of Finance in the Irish Free State and in India. In the last-named cotuntry {he gﬁnistel-'



of Finance also exercises supervision, through agents directly responsible to him, over the Mili-
tary Acoountant_s-general, attached to the Ministry of Defence but entirely independent of the
heads of that Ministry. A similar organisation is found in France since the adoption of the
law of August 14th, 1922, where the Controllers of Commitments attached to each ministerial
department are appointed by the Minister of Finance and are directly responsible to him
alone; and In Germany, where the Minister of Finance can delegate a representative to the
various lelstpes to obtain from the officials responsible for financial supervision in those
Ministries any information he may require. The representative may demand that all financial
measures shall be submitted to him for approval. There are, however, no officials of this
kind attached to the Ministry of the Reichswehr, where the Minister of Finance nevertheless
has an information agent, in the person of the head of the Budget Section. In Yugoslavia,
Accountancy Sections, composed of representatives of the Minister of Finance, act on the
latter’s behalf in the various ministerial departments. In Italy, the Minister of Finance has
a General Accountancy Office, and also Accountancy Offices attached to the ministerial depart-
ments; by means of these Offices, the Minister of Finance also exerciscs supervision over all
budgetary operations. The Minister of Finance exercises higher supervision in the Nether-
lar_ld.s, Poland and Belgium, and, in the last-named country, he delegates to the several
Il:h:instnes representatives who exercise supervision independently over the execution of the
udget.

It may also happen that supervision over commitments is exercised by supervisory
bodies responsible both to the Minister of National Defence and to the Minister of Finance.

That is so in Denmark, in the case of the Auditors-General appointed by the King on the
proposal of the Minister of Finance, and in Germany in the case of the Rapporteur for the budget,
a special official appointed on the proposal of the Minister for National Defence,

4. The National Defence Ministers also have certain supervisory organs directly
responsible to them,

In the United Kingdom and the Irish Free State, there are Accounting Officers, permanent
heads of departments, individually responsible for the proper execution of the budget of their
particular ministerial departments. In the United Kingdom, these officials cannot be appointed
or dismissed except with the consent of the Prime Minister. They are responsible not only
to their Minister, but also to the Public Accounts Committee of the House of Commons. Inthe
Irish Free State, the Accounting Officer of the Department of National Defence is appointed
by the Minister of Finance.

.

In other countries, preliminary supervision is exercised on behalf of the Ministers
of National Defence by Supervisory and Accountancy Officers (e.g., in Czechoslovakia,
the Netherlands and Poland), or by supervisory bodies (Czechoslovakia, France
and Poland), who exercise, quite independently of the command, very strict supervision
over the whole administrative system. The general reports of these supervisory
bodies (e.g., in France) may even be communicated to Parliament. Similar independent
action devolves in Norway on the Intendance Service, which supervises the execution
of the budget directly on behalf of the Ministry of National Defence. In the USSR,
the Financial Administration of the Red Army is responsible for supervision over the use
of all funds placed at the disposal of the People’s Commissaries for the Army and the Navy.
Similar duties are entrusted in Switzerland to the Central War Commissariat.

5. In another system of preventive supervision, supervision is carried out by
certain banks entrusted with the duty of effecting payments (¢.g., the State Bank in the
U.SS.R. and the Bank of Japan), or by the public accountants financially responsible
(e.g., in France, Poland, Roumania or in Yugoslavia) over the issue of payment orders.
This last-named method of supervision is certainly no less effective than the other forms
of preventive supervision described above and is, moreover, often superposed uron the
latter with a view to supplementing their effects. The banks effecting payment exercise
supervision over the issue of payment orders quite independently, and ascertain whether
credits exist. The public accountants under the authority of the Minister of Finance
and financially responsible for the regularity of their payments are entirely independent
of the Ministers authorising the payments, in virtue of the fundamental principle stipula-
ting, in the countries concerned, that there shall be no connection between adminis-
trators and accountants and that no person may exercise both functions. They ascertain
the existence of vouchers, scrutinise the rights of creditors, and make sure that the services
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have really been rendered, that the deliveries have really been effected and that credi_ts
exist under the budgetary head to which payment is tobe charged. In some States, as will
be seen later, the Courts of Audit are responsible onl)f for audit sub.sequent to payment,
but they none the less exercise preventive action during the execution of the budget by
reason of the fact that the accountants are ultimately answerable to them a1.1d that
the Courts of Audit possess jurisdictional powers which are often employed against the
accountants, o )

Thus, in every country, though in varying forms, the principle of .the m(.iependence
of the bodies responsible for supervising the budget during execution is applied.

(b) Powers of the It is not, however, sufficient to determine the degree of
bodies responsible independence of the bodies responsible for supervision. In order
for supervision  to give a considered opinion on the efficacy of their action, it is

during the essential first and foremost to know the extent of their powers.
execution of The Committee accordingly sought to ascertain how supervision
the budget. was actually carried out during the execution of the budget.

1. The Minister of Finance, whose supervisory functions
are tending in every country to increase, mostly exercises supervision by means of an .
examination of the accounts of the Ministries, those accounts being sent to him on fixed
dates. In almost every country he periodically allocates funds among the ministerial -
departments, and this allocation constitutes a kind of intermediate preventive supervision
between supervision of commitments and that of the orders for payment, through the
general assignment of the funds so allocated to the various categories of expenditure,

2. Supervision, properly so-called, over commitments, liquidation and the issue of orders
for payment is carried out: in the United Kingdom and the Dominions by Accounting Officers,
whose degree of independence has been described above and, as regards certain commitments
{which are not expressly provided for under a budgetary law and the regularity of which may
be open to doubt), by the Treasury itself. In the United Kingdom, if the Accounting Officer
receives from the head of the Ministry for which he is responsible an order to make a payment
which he considers irregular, he must, if his objection is everruled, bring the matter to the notice
of the Treasury and the Comptroller and Auditor-General.

In Germany, the special official responsible for the budget has the right to object to any
commitment or any payment order. The Minister under whose authority he is placed may,
however, suppress this right on his own responsibility.

In Belgium, supervision over commitments is exercised by delegates of the Minister of Finance
attached to the various Ministries. These officials may call for any documents, particulars and
explanations relating to commitments, irrespective of the nature of the expenditure. They
transmit their observations both to the Minister of Finance and to the Court of Audit. Their
independence of the Ministry with which they work is fully assured by a special statute. No
disciplinary penalty may be imposed on them without the previous consent of the Court of
Audit. It is the duty of the supervisors of commitments to refuse endorsement when the expen-
diture is not in order. The Council of Ministers may, however, order these supervisors to comply,
but a copy of the decision of the Council of Ministers is sent to the Court of Audit. The Gourt
of Audit endorses payment orders after it has ascertained that the expenditure is in order and
that credits are available, When the Court refuses to sign, it informs the Council of Ministers
of the reasons for this refusal. If the latter considers that payment should be proceeded with,

the Court endorses the document with a reservation and at once reports the matter to the
Chambers.

In Denmark, the Auditor-General appointed by Royal letters patent to each ministerial
department supervises all acts connected with the execution of the budget; he may be authorised
to carry out administrative investigations. '

In the United States of America, all settlement warrants signed by the Secre -
sury or by officials appointed by him must be countersignedlgb?y theyComptmlkat‘i'ry-G:rfxetr}fl.Triall
accountable warrants issued to a Disbursing Officer are transmitted to the General Accounting
Office, which is immediately under the Comptroller-General, before any action is taken thereon
by the Secretary of the Treasury. Cheques issued under these settlement warrants and
accountable warrants are charged to the corresponding credits in the books of the General
Accounting Office. This office and the Comptroller-General are thus able to see that the credit
are not exceeded, N

In France, the supervisors of commitments may refuse t i i

\ 1 : men o authorise a commitment.
such case, the authority desirous of entering into that commitment usually gives wa;x.1 If Iilllz
refuses to do so, the supervisor of commitments sends back the dossier, without signing it, to the



Director concerned together with an explanato i

1 r X \ ry note. If an agreement is not reached, the
Director may either withdraw his application or refer the matter to the Minister, who submits
1t to the Minister of Finance: the latter’s decision is final.

In Italy, the Court of Audit is required to endorse commitments and payment orders and
also the cl’ecreee? prepared by the departments. It is entitled to refuse: in this case the text of
fhe COI.ll‘t s decision is transmitted by its President to the Minister concerned. 1f the Minister
is not in agreement with the Court, the decision is examined by the Council of Ministers I
the Council of Ministers is of opinion that the commitment should be entered into, the Court
is reqmrgd to reconsider the matter. If it maintains its opinion, the commitment or the decree
m question can only be registered “ with a reservation *. Commitments registered with a
Teservation are communicated periodically to Parliament. Moreover, in Italy, the heads of
the Accounting Office endorse the commitments and payment warrants prepared by the
administrative offices. If a commitment or payment warrant is not in order and the head of
the office does not feel able to endorse it, he notifies the Minister to whom he has been attached
by the Minister of Finance. If the Minister considers that the commitment or payment order
should be carried out, he must issue a written order to the head of the Accounting Office, to
which effect must be given. The order must be signed by the Minister himself, and the head of
the office must communicate it to the Court of Audit together with the commitment or payment
order. But the Minister may issue this order only if credits are available under the chapters
concerned and if the expenditure is not charged to a chapter other than that on which it should
properly be borne.

In Japan, the Bank of Japan, a private institution vested with the powers necessary to
effect State payments in accordance with the provisions of public law, makes sure that the
‘payment warrants {cheques) are in order and that the amount of the cheques charged to a credit
does not exceed the amount of that credit.

In Norway, the Court of Audit has the right at any moment to send supervisors to carry out
investigations on the spot. These supervisors are accompanied by a representative of the
Ministry concerned. They may carry out any investigations which they may consider expedient
during the execution of the budget.

In the Netherlands, all documents relating to expenditure are sent to the Court of Audit.
which keeps an account of and checks them; the results of its investigations are sent periodically
to the Ministers concerned. During the execution of the budget, the Court of Audit may order
local investigations to be carried out covering all accountancy documents and also the cash in
hand. It is the duty of the Minister of Finance to make provision for payments which are usually
effected through a postal transfer service. Before giving orders for payment, the Minister of
Finance satisfies himself that the expenditure is in order. Moreover, any document involving
a commitment relating to national Defence must be endorsed by the head of the Accounting
Office of the Ministry of National defence; before endorsing it, the latter must ascertain whether
the expenditure is provided for in the budget, whether the credit is sufficient and, in so far as
the amount of the expenditure is not determined by the legal or administrative provisions,
. whether it is expedient. All such claims paid direct by the Postal Transfer Service are also
checked in advance by the Accounting Office of the Ministry of National Defence. This office
keeps a special account of its supervisory operations.

In Poland, the supervision exercised by the Court of Audit covers the examination of con-
tracts and commitments, and the checking of cash in hand, inventories and accounts. It is
carried out by means of the local verification of all works and supplies. The Minister of Finance
also exercises a higher supervision over commitments.

In Roumania, the preventive supervision over commitments is exercised by auditor-
advisers representing the Court of Audit and attached to each Ministry. These supervisory
agents must refuse endorsement if credits have been exceeded or the expenditure is wrongly
appropriated.

In Sweden, supervision during the execution of the budget is exercised in the various minis-
terial departments by Audit Sections, which must make sure that the commitments have been
entered into in accordance with the existing laws and regulations, that they have been charged
to the corresponding credits and that the latter have not been exceeded.

In Switzerland, commitments are supervised by the Accounting Office and payment orders
by the Department of Finance.

In Czechoslovakia, the Accounting Office is responsible for the regularity of all payment
orders and must therefore examine all vouchers,

In the U.5.5.R., the Finance Department of the Red Army alone has the right to issue
warrants payable by the State Bank. Before issuing an order of this kind, the Finance Depart-
ment satisfies itself that the payment is formally in order. It may also carry out investigations
on the spot with a view to supervising the use made by local services of the funds placed
at their disposal. All payments are made by the State Bank; if the credits periodically assigned
to the officials issuing payment orders are exhausted, the Bank must refuse payment of bills.

*
. L
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3. In certain countries (France, Poland, Roumania, Yug?slavia), supervision over
payment orders assumes a particularly important form, to which reference' has alre.ady
been made. In those countries, the issue of payment orders and warfaflts 15' supem.sed
by Treasury agents on the principle of separation between the administrative officials
and the Public Accountants, Before being handed over to the creditor, the payment
warrant is sent by the official issuing it to the Accountant, together wit.h the vouche:rs
certifying that the service has been rendered. The Accountant r.nust on his own financial
responsibility satisfy himself that these documents are authentic and in order-and that
a budgetary credit is available. The financial responsibility of the Accountant is usually
guaranteed by means of the provision of security, mortgages or liens on his property.
He may be made responsible for any irregular payment. If the Accountant considers
that the payment order is illegal, he must refuse to affix the words which usually denote
his approval: * Seen "—*" Payment authorised.” .

When these words have been affixed, the warrant is returned by the Accountant to the
official who issued it. The efficacy of this supervision cannot be denied. The Accountant
makes sure that the credits placed at his disposal have not been exceeded and that the
documents concerning purchases, conditions attaching to the award of contracts,
memoranda, statements to the effect that works have been completed and accepted,
produced in support of the warrant, are in accordance with the wording thereof; he is thus
able to prevent improper appropriations and the overstepping of credits. He exercises
a real supervision over all the successive acts of the officials issuing payment orders.

The supervision exercised by the Public Accountants also afford valuable data
for final audit. The accounts of the officials issuing payment orders and the
accounts of the Treasury agents are kept separately. The Ministers issuing orders for
payment keep a general account of payment orders and payments. The Minister of
Finance keeps a general account of payments. Thanks to these two parallel accounts
based on the same data, the auditing of the accounts of the Ministers can easily be effected
by checking all payments with the Central Department of Finance.

Moreover, in view of the conflicting interests of the official issuing the payment order
and the Accountant, agreement between the accounts of these two classes of agents
constitutes very strong evidence in favour of their accuracy.

B. Final Notwithstanding the efficacy of the various forms of preveative

Audit. supervision and its valuable contribution to the work of final audit,

: it was to the audit of the closed accounts, however, that the Com-

mittee devoted its chief attention, since the object of the latter is to attest with the

greatest possible degree of certainty the accuracy of the payment figures which are to serve
as a basis for the Model Statements.

In the first place, the Committee endeavoured to define the degree of independence

of the organs responsible for final audit. Secondly, it attempted to define the

functions and means of action of the auditing bodies and to explain the broad outlines

of the process of investigation by which they are able to authenticate the figures entered
in the final accounts.

(a) Degree of I. The examination carried out by the Committee showed
tndependence of  that there are certain main types of auditing offices or organs
organs responsible some of the general features of which have already been mentioneci
for final in so far as they also apply to the systems of preventive supervision.
audil. In a number of countries, it was found that the independence

o of the Courts of Audit was assured by the situation of their members
and their irremovability in law or in fact, '

) Thus, in Germany, the Court of Audit, a high authorit i i i
independent both of the Government and of Parliamengt and, in acséor%{arg::ewiltzﬁlzl;tic‘lv: lIChS li
the Reich Regulations, is “ subject to the law alone ”. Its members presidents and adviI -
who are appointed by the President of the Republic with the appro'val of the Reichsrat Searrs .
irremovable; they cannot be deprived, permanently or temporarily, of their office agz:tins:

their will, judici isi i
o o, except by a judicial decision, and only for the reasons and in the forms determined



In Belgium, the Court of Audit, which is responsible both for supervision during the execution
of th_e budget and for final audit, is an organ of the Legislature, The advisers, who are
appointed by the Chamber of Representatives, can be dismissed by it at any time, but they
are completely independent of the Executive. '

In France, the Court of Audit is solely responsible for final audit. The members
of this Court_are appointed by decree of the President of the Republic, on the proposal of the
Minister of Finance. They are irremovable and cannot be suspended from or deprived of office
except for failure to carry out their duties.

In Ifaly, the Court of Audit, which is responsible for the greater part of the preliminary
supervision and for final audit, is the highest organ for the audit of accounts. Its presidents
and advisers, who are appointed by Royal Decree on the proposal of the Minister of Finance and
after a decision by the Cabinet, are in practice irremovable: they cannot be dismissed, pensioned
off or placed on the unattached list, except by Royal Decree issued in accordance with the decision
of a commission consisting of presidents and vice-presidents of the Senate and Chamber and on
the initiative of the President of the Court or of the Government.

In Japan, the Court of Audit is directly under the Emperor. It is completely independent
of the Government and Legislature. The members of the Court are irremovable. They can
be dismissed only by a criminal or disciplinary court. Members of the Court are forbidden to
hold any other public office or to seek political office.

In Norway, the Court of Audit is a body appointed directly by Parliament; it is responsible
both for the supervision of the budget and the auditing of the accounts. It consists of five
advisers elected for three years by one of the sections of Parliament (Odelsting), who cannot,
during this period, be dismissed from office. :

In the Netherlands, the Court of Audit, which is responsible both for supervision over the
execution of the budget and for auditing of the accounts after they have been made out, is a
higher assembly, whose members are independent of the Executive and the Legislature. They
can only be dismissed by judgment of the High Court and for the reasons determined by law,
This also applies to the members of the Court of Audit of Batavia, who supervise the accounts
of expenditure effected in the Dutch Indies,

In Poland, the members of the Court of Audit, whose activities cover preliminary supervision
and final audit, are answerable only to the President of the Republic; they cannot be dismissed
except by a resolution of the Diet adopted by a three-fifths majority.

. The irremovability of the members of the Courts of Audit is also assured in Portugal
Bulgaria, Greece, Roumania, Albania and Brazil. In Ciaechoslovakia, however, the Presiden,
of the Supreme Court of Audit is appointed by the head of the State, like other high officials;
the members of the Court are subject to the same regulations as the other high officials and are
not irremovable, but the Court of Audit is in fact completely independent of the ministerial
departments. This is also the case in Yugoslavia. In Ausiria, the magistrates of the Supreme
Court of Audit are directly under the National Council; they are independent of the Ministers.

Mention has already been made of the guarantees of independence enjoyed by the
officials in Anglo-Saxon countries who are responsible for supervision over the execution
of the budget and final audit.

In the United Kingdom, the Audit Office (the term ” audit " is reserved for the examination
of accounts subsequent to payment) is controlled by the Bolder of the combined offices of Comp-
troller-General of the Receipts and Issues of His Majesty’s Exchequer and Auditor-General
of Public Accounts, who is appointed by Royal letters patent. He may not at the same time
hold any other office under the Crown. He holds office “ during good behaviour ”, subject,
however, to removal by the Crown on an address from the two Houses of Parliament. The
Comptroller and Auditor-General thus possesses the degree of independence of the Government
necessary to enable him to exercise strict supervision over its expenditure. Audit by the
Comptroller and Auditor-General is carried out continuously throughout the year so that
irregularity can be discovered at once, and he has the right of access to official departmental
papers. His discretion in drafting his report is unfettered and he may draw attention, not only
to irregular, but also to uneconomical expenditure.

The position of the Comptroller and Auditor-General in the Irish Free State is similar, as is also
that of the two high officials responsible for the supervision of public accounts in India—one {the
Auditor of the Home Accounts) in respect of expenditure effected in the United Kingdom on behalf
of that country, and the other (the Auditor-General) in repect of expenditure effected in India.
A similar organisation exists in Australia, New Zealand and South Africa. In the United States
of America, the Comptroller-General is appointed for fifteen years by the President of the Republic,
with the consent of the Senate. This term of office of fifteen years is not renewable. The



ismi joi i the grounds of permanent
be dismissed only by a joint resc_)lutlon of Congress, on ;
ioggzgt[;eri:::)}r’npetence, negligence, malversation or the perpetration ofa .c1.-1me. .
In certain Scandinavian countries (Denmark, Sweden)}, §upem51on a‘ j.’osa:'mon
is also exercised by organs (high officials or offices) whose chief characteristic is the

possession of independent supervisory powers: .

In Denmark, State auditors are appointed 'by Parliament to audit the accour_lts drawn up by
the general auditors of the various ministerial departments. The State auditors also form,
with the general auditors and the chief accountant of the Ministry of Finance, the State Accounts
Board, which is required to give its opinion on the manner in which the accounts are rendered.

In Sweden, the Central Accounting Office, whose members are completely mdeper!dent
of the Executive and the Legislature, is responsible for final a_.udlt. The members are appointed
by Royal letters patent and cannot be dismissed without a judgment by a higher court (Svéa

1).

Cour;:notfheA %pga.%R, the People’s Commissary for Workers' and Peasants’ Inspection, who is a
member of the Central Executive Committee and is appointed and removed by it, performs these
duties on behalf of the Central Government. He is completely independent of the People’s
Commissariat, the Minister for Military and Naval Affairs and the People’s Con_lmissariat for
Finance. The People’s Commissary for Finance himself participates in final audit; at the en’d
of the year, he submits a general report on the execution of the budget to the Council of People’s
Commissaries. ,

Lastly, in Switzerland there is no supreme administrative organ responsible for the
auditing of accounts. The final accounts are examined and checked by Parliament itself.

These accounts are subdivided into administration accounts, drawn up with reference to
national defence expenditure by the Central Commissariat for War under the supervision of the
Department of Finance, and the capital account (final account and balance-sheet) drawn up
by the Department of Finance.

" 2. Parliament, moredver, has in almost every case a share in the audit of the final
accounts; but this participation occurs in a second phase which does not so much involve
the re-auditing of the accounts as the ascertainment, by examination of the audit carried
out by the higher supervisory bodies, whether the Ministers have complied with the
provisions of the budgetary law, and the forming of an appreciation of their financial
administration during the year. :

(b) Working of Generally speaking, the principal duty of the bodies responsible
final audit.  for final audit (Court of Audit, Comptrollers-General, Central
Accounting Offices, State Auditors) is to check the accounts relating

to the application of the budget, as prepared by the Ministers at the end of the financial
«exercices, and in many countries also at the end of each month of the «exercices.  This

is the case, with various differences in detail, in all the countries examined by the
Committee,

I. The methods employed for carrying out a final audit vary considerably. They
involve generally a right of investigation into the entire working of the departments
and a thorough examination of the departmental accounts, which are checked successively
by several sections or internal subdivisions of the higher supervisory bodies. Evidence
of authority to enquire into the whole field of administration is found in the right to make
enquiry on the spot (local inspections by the Court of Audit in Germany, High Court of
Supervision in Czechoslovakia), to call for all accounting documents, to examine all
books and papers of the various departments (Comptroller-General of the United States
of America, Auditor-General in the United Kingdom, India and the Irish Free State), to
request the Ministers or any Accounting Officer to furnish explanations (France, Norway,
US.SR.), and to demand the production, for purposes of verification, of any official
documents bearing upon the financial activities of the various administrative departments.

As a rule, the Courts of Audit and higher auditing offices audit the special accounts
as well as the other State public accounts. This is the case even when the special accounts
are not incorporated in the budget accounts. ' '

2. The final result of the auditing carried out b
varies in different countries; it may be the official
order (United Kingdom, India, South Africa, Australia,

Italy, Netherlands, Poland, United States of America) o
solemn guarantee that the accounts dealing with the ex

¥ bodies exercising a final audit
passing of the accounts as in
New Zealand, Irish Free State,
r the giving to Parliament of a
ecution of the past budget have



been properly prepared (Belgium, Czechoslovakia, Denmark, France, Germany, Japan,
Norway, Roumania, Yugoslavia). In order to check the accuracy of the Ministers’ accounts,
the Court of Audit compares the accounts of the officials ordering payment with those of
the public accountants which it examines. In Italy and in the Netherlands, the
Court of Audit checks the closed accounts of Ministers by means of their own entries,

including any observations which it may have made in the course of the exercise of its
preventive supervision.

3. Final accounts, drawn up when the execution of the budget is completed and

showing the use made by the Governments of the credits granted, are published in almost
all countries.

In Japan, the final accounts of the execution of the budget are submitted to Parliament;
they are not published, but the special committee’s report regarding the examination of the
final accounts by Parliament is reproduced in the Official Joursal. In Belgium, France, Grecce
and Roumania, where there is delay in the rendering of the accounts, a provisional summary
of the results is published in the account of the Treasury situation or other official documents.

In many countries the accounts are rendered in exactly the same form as the published
budget. This is the case in Bulgaria, Czechoslovakia, Denmark, Finland, France, Italy, Japan,
Norway, the Netherlands, Sweden, Yugoslavia and the U.S.S.R. In Germany, the accounts are
rendered in the same form as the budget as voted, but not as the published budget, the latter
being presented in a more summary form than the former. In India, the accounts contain more
details than the budget. In Yugoslavia, on the other hand, they are less detailed. Similarly,
in the United Kingdom and the Irish Free State, the accounts are less detailed than the estimates.
Lastly, in Canada and the United States of America, the accounts are not drawn up in a form
identical with that of the budget, but contain as many details.

The publication of adequately detailed accounts constitutes one of the best guarantees

of the integrity of financial management.

In the case, however, of three of the countries examined by the Committee—Belgium,
France and Roumania—there are at present long delays in the clearing and consequently
in the publication of the final accounts. In Belgium, for example, the last closed account,
published in 1932, refers to the year 1919. In France, the last final account published is
that for 1924. In Roumania, the last account goes back as far as 1913-14.

In view of the importance of the rendering of accounts for the operation of a
Convention on publicity and limitation of expenditure, the Committee considcred that
the various States signatory to the Convention should enter into a contractual undertaking
to provide for the publicity of their accounts within a sufficiently short period and in
such forms as would satisfy the requirements of the Convention. It is not within the
Committee’s competence to indicate what internal measures certain States will have to
take to fulfil the preliminary conditions necessary for the conclusion of the Convention,
but, in view of the time that might be required for regularising the periods within which
accounts must be rendered or their method of presentation, the Committee feels justified
in proposing that the attention of the Governments concerned should be drawn to the
necessity for making all arrangements for that purpose immediately. !

1NOTE. — Major-General BarBeris and M. Worss feel bound to draw the
attention of the Expenditure Commission to the following considerations,

The fact that at present the closed accounts of a number of Powers are not published
until after considerable delay is a matter for serious misgiving, because:

(1) The technical difficulties in the way of the rapid clearance of accounts in
arrears are very great; the very detailed laws that exist on the subject have been
found impracticable, and ad smpossibilia nemo tenetur;

{z) Until the new series of closed accounts is published, it cannot be determined
whether these accounts are satisfactory from the point of view of the establishment
of the Model Statement.

. In any case, there will be inequality of treatment as between the Powers whose
previous series of closed accounts are perfectly in order and those whose first closed
accounts are not presented until two or three years after the Convention is signed.
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The observations of the bodies entrusted with the audit qf accounts are
generally included in reports submitted to the Ministry of Finance, who in turn if)rwards
them to Parliament. The character, contents and length of this report vary considerably

from country to country. _ o .
In Germany, the report drawn up by the Court of Audit on the conclusion of its investi-
gation summarises the main results of its enquiries, mentions any. illegalities or irregularities
brought to light in the course of audit, and furnishes its observations and suggestions. It forwards
this document to the Minister of Finance, who presents it to the Reichsrat apd t.he Reichstag,
together with a request that the Government of the Reich may be granted its discharge.

Similarly, in France, the Court of Audit, when furnishing its annual report on the general
result of its activities, submits suggestions for reforms or improvements (Arti'cle 446 of the Decr_ee
of May 31st, 1862, on Public Accounting). The same is the case in Bfelglum, Czechoslovakia,
Italy, Japan, Netherlands, Norway, Poland, Roumania and Yugoslavia. ‘

In the United Kingdom, the Comptroller and Auditor-General prepares at the end of the
year a report which is forwarded to the Committee of Public Accounts. This report is fuller
and more comprehensive than the majority of the reports drawn up by Courts of Audit; it
draws the attention of Parliament to any irregularities observed and suggests measures for their
repression or their avoidance in the future. The Comptroller and Auditor-General has, moreover,
the right to be present at the meetings of the Committee of Public Accounts and to defend there
the conclusions contained in his report.

The same ideas have been put into practice in the Irish Free State and in India. In the
United States of America, the Comptroller-General in several reports, submitted either to the
President or to Congress, draws attention to any payments made or contracts entered into
contrary to the provisions of the law.

In the U.S.S.R., the People’s Commissary for Finance submits a general report on the
execution of the budget to the Council of People’s Commissaries, and the People’s Commissariat
for Workers' and Peasants’ Inspection gives a reasoned opinion regarding the accounts
dealing with the execution of the national defence budget.

5. It is worthy of note that these reports, and the observatioﬁs submitted by the
Court of Audit or by the high officials entrusted with final audit are in nearly every case
published. '

Such publicity takes place particularly in Belgium, France, Germany, Italy, Norway, the
Netherlands, Poland, Roumania and Yugoslavia. It is, however, in the Anglo-Saxon countries
where it is carried to the furthest extent; in those countries, the essential documents connected
with the budget and with the accounts are placed on public sale at low prices. In such cases,

publicity of audit does in actual fact amount to the enlisting of public opinion on the side of
sound public accounts. ’

_It may also be pointed out that Sweden publishes the observations submitted by the special
auditing officers appointed by the Riksdag for the auditing of the accounts of the past financial
year. }n the U.S.S.R., ordinances are issued every year by the Central Executive Committee
giving information regarding ascertained defects in the execution of the budget. The opinion
of the People’s Commissary for Workers' and Peasants’ Inspection on the accounts relating to the
execution of the national defence budget is, however, not published.

6.. Efficiency of supervision is further increased by the provision found in some
countries whereby the auditing body is invested with actual jurisdictional powers in
regard to administrative and accounting officials.

Such jurisdictional powers are exercised by the Courts of Audit in Belgium, Bulgari
’ aria,
Istalgé. the Netherlands, Poland, Roumania, and by the Central AccountinglgDepartmeit in
weden,
In Italy and in Poland, the Court of Audit possesses these powers over all
_ _ . rsons concerned
in the carrying out of the budget; the responsibility of these officials remains \I:netil a decla.rati:n
is mgde 1ll>y 1the Cosurt of Audit that the accounts are in order.
imilarly, in Sweden, the Central Accounting Department possesses jurisdicti
over the officials in the ausii!:ing departments and over all adnﬁnislt)l?ative an]d accofu:?ilt%l o%iog;?:
In Denmark, each Minister, upon receipt of the observations of the Chief Revising Officer,
may bring home to ‘administrative and accounting officials their responsibility. '
_ InBelgium the judicial authority of the Court of Audit extends only to Accounting Officers;
it may put‘ such officials on their trial and may issue orders-making them financially res nsible'
The ;an;g is the case in the Netherlands and in Roumania. po )
n France, it is the accounts which are submitted to examination by the i
and not t.he Acoou‘nting Officers. . The Court cannot, however, take action gpon itgzl:‘ftn gic?s;:g:;'
The Minister of Fx_na{lce. and not the Court, can alone bring the officials of the Treasury bef .
the law courts. Similarly, in Norway, the Court of Audit ei oot

‘ ther gives a discharge to the Account-
ing Officers, or sends them before the courts. The same system exists in Yugoslavia.



In Germany, the Court of Audit has, strictly speaking, no right of jurisdiction in regard to
Accounting Officers or over accounts; it cannot issue decrees with executive force nor even give
to the Accounting Officers a final discharge or declare their accounts as short or in excess, as
is the_ case with other Courts of Audit; it may, however, impose upon those responsible for the
carrying out_ of the budget, penalties which must be enforced by the departmental authorities:
it may, for instance, hold such persons financially liable for sums necessary to cover deficits
arising out of illegal or irregular action.

7. The conclusion to be drawn from the Committee’s examination is that the final
accounts are submitted to audit and certification by judicial, or at least by independent,
bOflies, and that the method of their appointment and the security of tenure which they
enjoy are guarantees of their integrity. The constant activity of these high officials in the
verification of the accounts and the very real supervision they exercise in every case
ensure the honesty of the financial administration.

8. An ultimate phase of final audit and one found in necarly every country is the
exercise by Parliament, on the basis of the final and audited accounts, of control
over the financial administration of Ministers. This action does not, generally speaking,
amount to an audit of the accounts; it is rather an estimate of the general results obtained
and of the efficiency of Governmental management, with a view to deciding whether
Ministers have complied with the provisions of the Finance Act and, if necessary, to making
them responsible, either politically or before the civil or even criminal courts, in the event
of any violation of these provisions. The Ministers are bound to submit accounts to
Parliament, and Parliament exercises one of its most important duties in comparing the
results with the provisions of the budget.

Unfortunately, in those countries which provide this additional and extremely
efficient guarantee, the Parliaments in some cases only undertake this examination after
considerable delay, which may amount in some cases to several years, If the supervision
exercised by Parliament over the financial action of Ministers is to be really effective,
it is essential that there should not be too long an interval between the closing of the
financial year and the approval of the accounts of the ministries by Parliament. If delays
of any length occur before this law comes under discussion, the result will be that, when the
vote is passed, the Ministers will in most cases no longer be in power, and the Parliament
criticising the use made of credits will not be the Parliament which granted those credits.
For this reason, while the adoption of a Convention for limitation or publicity of
expenditure might be expected to lead to reforms in the internal supervisory
system of financial admiunistration, the Committee is of opinion that certain Govern-
ments would do well to see whether it would not be possible to put an end to the delays
which hinder the voting of the law by which the accounts are finally passed.

In the Anglo-Saxon countries, on the other hand, parliamentary control is carried
out with admirable speed, and the periods laid down for the clearing of accounts are
scrupulously observed.

9. The work of Parliamentary supervision is generally prepared for by commissions
who undertake a preliminary examination of the accounts in the light of the observations
of the higher supervisory bodies, in order to place Parliament, which alone has authority
to pass a definite verdict on the management of the departments, in a position to form
an opinion as to whether the accounts are correct in form and accurate in context. The
powers of these commissions vary considerably. In some cases they play an important
part in the supervision exercised by Parliament, thus doing more than merely preparing
the way for the latter; this is, in particular, the case in Switzerland and Germany.

It may even happen that Parliament entrusts to some of its members, or to
a commission, the duty of supervising, on its behalf, the Government accounts, and of
taking the place of Parliament to some extent by furnishing a definite opinion regarding
the execution of the budget, this opinion being embodied in a report which Parliament
merely approves. This method of Parliamentary supervision is certainly in no way
inferior to that mentioned above, since it leaves to a small number of qualified national
representatives the duty of examining, on behalf of Parliament, the ministerial accounts,

Such duties are, in the United Kingdom, the Irish Free State and India, entrusted to the

Committee of Public Accounts. This body is the most important safeguard in the system of
British financial control; it exercises in the name of the House of Commons powers of supreme
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isi i ic accounts. It is composed of fifteen members appoiqtgd by the
;upe;\:fno; o:;f: tﬁiﬁ?: reaggbltllc]: Chairman is alw;);s a meml'ger 9f the _Opposmon; t_he
Cgrenamittee, moreover, contains a strong repre_sent:ation of the minority. I.t is entrustelcilm\;nth
very extensive powers for which no parallel exists in other s’)'rstems; thus it has an un ttec}
power of investigation; it can “ send for persons and papers necessary to the carrying out o

its investigations. . .
i 1{}‘;]? I;gublic Accounts Committee may, if it wishes, refuse to absolve an Accounting Officer

i is actions. In that event, the Committee would notify the fact in the report which
il?;r;irs)::l:so{:lls’:rﬁmnent and it would be for the latter, if it approved, to take the necessary
action, which would be directed to the ministerial head of the department goncemed.

This system of a Parliamentary commission, in favour of which Parliament renounces a_
portion of its supervisory powers, is found ina much weaker form in Sweden, where the Riksdag
appoints every year twelve members to examine the accounts of the previous budgetary year,
this examination taking place between September 16th and December 15th. The ol?servatl_ons
arising out of this examination are, however, considered by the Riksdag in the following session,

after the authorities concerned have been called upon to reply. _ ) )
In the U.S.S.R., the Budgetary Commission of the Central Executive Committee examines

the annual reports relating to the execution of the State budget. It appoints from among its
members sub-commissions for detailed examination of these reports, it can request the represent-
atives of the People’s Commissary for Finance, and the representatives of the Federated Republics
and of the various organisations, to supply it with any explanations desired regarding these
reports. :

10. In certain countries (Australia, Austria, Czechoslovakia, Germany, New Zealand,
Norway, Poland, South Africa, Sweden), the Parliament, on receipt of the observations
and reports of the auditing bodies, simply gives to the Government and the higher

“administrative authorities a discharge in respect of their management.

In other countries (Belgium, Bulgaria, Denmark, France, Italy, Netherlands,

Roumania, Switzerland), Parliament brings about the final settlement of the budget by a

law * for the setilement of the accounts ', this law being generally published. The publicity
given to the laws providing for settlement constitutes a very important guarantee for the
supervision of the Convention, because it enables due attention to be paid to all
Parliamentary criticism of the execution of the budget. But the value of that guarantee
is greatly reduced in the countries—mentioned above— where there is a long delay in the
clearing of accounts.

The decrees by which the Central Executive Committee of the U.S.S.R. annually issues
a declaration of approval of the final accounts can be regarded as equivalent to a law of the
kind mentioned above. These decrees, moreover, are not confined to the granting of this
approval; they contain information regarding the execution of the budget and any defects or
irregularities which have been observed; they also contain the igstructions given to the
Governments of the US.S.R. and of the Federated Republics regarding any improvements
which have been considered necessary in budgetary matters, ) , .

In the United States of America, Congress does not check the accounts and it is not the duty
of Congress to approve them. But it has, on the basis of the Comptroller-General’s report,
full authority to set up special commissions for the prosecution of enquiries regarding the
management of public funds.

CONCLUSIONS.

Publicity in the matter of authorisations of expenditure and budgetary documents -
is the only means of determining with sufficient accuracy the real purpose of the
expenditure. The application of the standing orders of the public accounting authorities
and the supervisory measures taken in the various countries regarding the execution
of the budget constitute a guarantee of the correctness of the accounts,

As regards publicity for authorisations of expenditure, it will be clear that the value
of the guarantee it provides varies in accordance with parliamentary traditions, customs
and practice and with the actual efficiency of the supervision perpetually exercised by the
national representative body over the granting of credits. In this regard, de facto situa-
tions exist, though sometimes only temporarily, with which budgetary technique is not
competent to deal and which must be duly allowed for when the Convention is signed
But the execution of a limitation Convention based on the payments made in the courst;
of a financial « exercices depends essentially on the accuracy of the figures relating to



payment. That accuracy is based primarily upon the rules governing the organisation
of public accounting. The observance of these rules is dependent on traditions which
continue irrespective of changes in the actual forms of Government, because they
meet the deep-seated and permanent needs of a public finance administration,
Administrative traditions and the general rules of public law are nearly always unaffected
by political changes. The reason for this is that sound financial administration constitutes
for all States, as for all business undertakings, the essential factor of prosperity and the
supreme guarantee of credit.

The Committee found that nearly all national defence expenditure within the meaning
of the Convention appears in the accounts of the various States. These accounts show
payments made under authorisations of expenditure granted by the public authorities,
The authenticity of the figures for payments entered in the accounts is based on the
application of the rules governing the preparation and execution of the budget, the
supervision of such execution and the preparation of the final accounts. Among these
rules, the Committee attaches particular importance to the working of the higher
auditing authorities and the fact that their members are independent of the Executive,

" The Committee found that the extent to which such authorities are inde-
“pendent is not the same in all States. But while it does not propose to give an
opinion as to whether any one system of accounting gives better results than another,
the Committee has found that, in all the countries covered by its enquiry, there are laws
and regulations governing the administration of finance and public accountancy, the
observation of which guarantees the authenticity of the figures entered in the closed
accounts,1? ’

The proper application of the provisions of the Convention naturally requires that
the laws and regulations, the existence of which the Committee has noted, are in practice
properly applied.

The closed accounts are a necessary part of all machinery ensuring the publicity or

. limitation of expenditure. For that reason, the Committee considers that the publication
of the closed accounts within sufficiently short periods for the purposes of the Convention
constitutes an indispensable condition for the conclusion of the Convention,

NOTE. — ()} As in one of the countries whose documentary information was
examined there is no higher auditing organisation independent of the Executive, M. ANDoO,
attaching particular importance to the independence of the higher supervisory bodies of
the various countries, accepts the conclusions reached, subject to the proviso that, in
the future, the independence of the higher supervisory organisations is adequately
ensured.

(3 M. HAGGLOF (Substitute for M. SANDLER) is of opinion that confidence must be
placed in the closed accounts audited by the proper auditing authorities and officially
published by the various States. He does not think that the correctness of those figures
officially prepared and submitted should be called in question.

The Committee, however, made it an essential condition that all States should be able
to submit within sufficiently short periods proper closed accounts audited by the competent
auditing authorities.

Once this principle is established, the Swedish expert considers that it is not necessary
either for the Conference or for the Permanent Commission to carry out investigations
—necessarily very difficult—regarding the advantages or disadvantages of the various
financial or administrative systems in force in the different countries of the world.
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ADDENDUM TO PART II.

-

THE BUDGETS AND ACCOUNTS
OF REGIONAL AND LOCAL COLLECTIVE ENTITIES.

A. GENERAL OBSERVATIONS.

It is a well-known fact that the national defence expenditure borne on the budgets of
regional or local collective entities (provinces, departments, districts, communes, Iocal bu'dgets ,
-of the colonies) represents only a small proportion of the total national defence expendltu.re.
From the point of view of principle, it is, however, important to ascertain the rules governing
the execution of the budgets and the audit of the accounts in which this expenditure is shown.
The Committee did not feel called upon to pursue such thorough investigations into the budgetary
systems of regional and local collective entities as into State budgets and accounts and, moreover,
this would have been impossible. Nevertheless, it collected on this matter certain data which
have served as a basis for the general considerations set forth below and for the description of
certain special cases which are given as examples. As in the previous chapter with regard
to State accounts, special efforts will be made to bring out the guarantees afforded by the rules
for the audit of the accounts of regional and local collective entities, with a view to ascertaining
the degree of authenticity of the payment figures, which will have to serve as legal proof of the
execution of the Convention. The fact will be mentioned that, in certain countries, the highest
organs for the verification of State accounts are also competent to audit the accounts relating
to the execution of regional or local budgets. In such cases, the authenticity of the payment
figures can be established with the same- degree of accuracy as the authenticity of the figures
in the final accounts of the State. It is true that the rendering of local accounts is not always
accompanied by the same guarantees of publicity as the audit of the general accounts of the State
and that the final audit of the departmental accounts by Parliament is in this case usually
replaced by audit by the regional or municipal assemblies, whose investigations do not receive
the same amount of attention from public opinion as Parliamentary audit. As indicated above,
however, more importance should be attached to the guarantees of efficacy afforded by the
actual audit than to the publicity by which it may be accompanied.

The execution of regional and local budgets is usually subject to more or less strict super-
vision by the Ministry of the Interior or its representatives attached to the administrative
groups; in countries applying the principle of the separation of the functions of administrators
and accountants, the latter may exercise, under the same conditions as the principal officials
with authority to make payments—that is to say, on their pecuniary responsibility—supervision
over the payment orders issued by the administrators of regional and local collective entities.

It is obviously impossible in this report to give a detailed description of the manner in
which the audit of regional and local accounts is organised in the different countries, owing to
the great diversity of their institutions. All that can be done is to give a few examples taken
from the documentary material submitted by States or collected from members of the Committee.

B. REGIONAL OR LocAL COLLECTIVE ENTITIES OF THE HOME COUNTRY.

In Germany, the estimates of expenditure of the various federated States (Lander) are
usually approved by the Parliaments of those States, and in the case of the other administrative
groups by the bodies representing regions and localities, constituted according to their respective
laws. As a general rule, the financial year in the Lander and communes is the same as for the
Reich. The budgets of the provinces are published as are most of the budgets of the other
regional groups. Supervision over the execution of the budgets of the Lander and regional
and local groups is established by various laws and regulations. The closed accounts of the

_ Lander are as detailed as those of the sovereign State and are reproduced in an official publication.

In France, the budget of each department is voted by the * Consei " isi

over the execution of the departmental budgets is exercized, as in &S:%agsin:;atlhe. Stiltlﬁ)r:clizgf

by the Treasurer Paymasters-General, who are pecuniarily responsible f ari
: * the regul
the payment orders issued by the Prefects, from the point ofy viewpzf theeactol:alit; (:fe the 5etry .g:



and the existence of vouchers. The operations of the Paymasters are checked by the Inspectorate

of I_“n'{a.noe and subsequently supervised by the Directorate of Public Accounts. The final

;u%l'ttxs carried out by the Departmental Commission, the * Conseil général ¥ and the Court of
udit. .

The budget of each commune is voted by the Municipal Council.

Preventive supervision over the execution of the communal budgets is exercised, as in the
case of the departmental budgets, by the Paymasters, as regards payment orders issued by the
Mayor of the commune, who is required to keep within the limits of the credits voted by the
Municipal Council and to use them for the purpose for which they were voted. The Mayor and
the Paymas.ter (the municipal collector) keep parallel accounts, which are audited by the Muni-
cipal Council and must agree. The administrative account of the Mayor drawn up at the close
of tl}e. “ exercice ¥ and accompanied by detailed explanations is discussed and voted by the
Municipal Council, the Mayor not being present; it is approved by the Prefect or Sub-Prefect
as the case may be. .

The cash account drawn up by the municipal collector is audited by an inter-departmental
Prefectural Council or by the Court of Audit, according to whether the resources of the commune
are under or over 250,000 francs.

In Italy, the budgets of the communes and provinces, before they can be executed, must be
approved by the Prefelito, representing the central Government. The final audit is carried out
by the Prefectural Council, which examines the accounts rendered by the Treasurers of the
communes and provinces. In the case of complaints, the decision rests with the Court of Audit,
Bfri;‘f' particulars of the finances of the communes and provinces are published by the Ministry
of Finance.

In Japan, the budgets of the departments are voted by the General Councils and those of the
municipalities by the Municipal Councils. The credits are voted at public meetings and a summary
of the adopted budget is published. In the municipalities the power to audit the accounts rests
with the Mayors, who exercise this function under the supervision of the Municipal Councillors.
In the departments, the Prefects delegate these powers to their subordinates. The highest super-
visory authorities of the State do not participate in the audit of the accounts unless the State
grants a subsidy to those administrative groups. The closed accounts of the departments and
communes are submitted to the Minister of the Interior and to the Prefect respectively, who
publish summaries.

In Poland, the budgets of the communes, which are voted at public meetings by the elected
representatives, are submitted, for purposes of audit, to the Minister of the Interior, who ascer-
tains whether the expenditure and receipts are legal and for what purpose they are intended.
The draft budget and accounts are published by being posted on public notice boards. The
Minister of the Interior and the Minister of Finance, after agreement with the Minister of
the Interior, are entitled to have the financial administration of the communes checked by their
own delegates. Where necessary, the State may order this to be done by the Court of Audit,

In Switzerland, where certain military expenditure is shown in the cantonal budgets, the
cantonal Parliaments, or Landsgemeinden, participate in the voting or determining of credits. The
discussions of the cantonal parliaments are public and the budgets are published. Supervision
during the execution of the cantonal budgets is more or less the same as in the case of the budget
of the Confederation. The final audit of the cantonal accounts is usually effected by the cantonal
Parliaments. The closed accounts are certified correct by those Parliaments and published.

C. BUDGETS AND GENERAL AND LocaL Accounts OF THE COLONIES.

As regards the colonies, the procedure followed for the preparation, execution and audit of
the regional or local budgets is usually the same, mulalis mulandis, as in the home country.

In Belgium, the general account of the Belgian Congo and of Ruanda-Urundi is verified
by the Court of Audit. It is then transmitted to Parliament with the Court’s observations.
The general account is finally approved by Parliament. The procedure followed for the closing
and rendering of the accounts of the African colonies is usually similar to that employed for the
accounts of the ministerial departments.

In French colonies, the audit of the final accounts is based on a comparison of the accounts
drawn up by the principal officials invested with authority to make payments (Governors-
General) with the accounts of the accountants (Treasurer Paymasters-General).

In the case of colonies with a “ Conseil général * (Martinique, Guadeloupe, Reunion, French
Guiana, French India, New Caledonia), the principal official possessing authority to make pay-
ments submits his administrative account to the “ Conseil général ¥, which approves it. A
committee of three members of the Governor’s Privy Council attests the fact that the books of the
principal official with authority to make payments and the books of the Treasurer Paymaster-
General are in conformity. The accounts are drawn up finally by the Governor-General in
Privy Council. The accounts of the colonies, whose budgets are approved by decree, are also
sanctioned by decree. Similarly, in the case of Algiers, the administrative account of the
Governor-General is regulated by decree.



_ Both the final accounts of the colonies administered by Governors-Geperal, and also the
accounts of the colonies whose loans are guaranteed by the State, are submitted to Parliament
for approval. : ) )

x ’lBll:e Treasurer Paymaster-General, who is accountable to the Audit Office for his accounts
of the colonial section of the budget of the home country, also renderg a special account for his

colony's local services. : . _
In Italy, the closed accounts of the colonies are audited by the Court of Audit under the same
conditions as the other ministerial accounts. They are approved by royal decrees.

In Japan, the procedure followed for supervising the execution of the budget and auditing
the accounts of the colonies is exactly the same as that applicable to the budgets and accounts.
of the ministerial departments. ,

In the case of the Duéch Indies, the budget is prepared, discussed and voted, executed and
audited under similar conditions to those applicable to the budget of the home country.?

The national defence expenditure borne by the Governments of the colonies of the United
Kingdom for the maintenance of the local forces is shown in the budgetary estimates for the .
territory in which those forces are stationed. These estimates are adopted by the local legislative
assembly (if there is one) in the form of an appropriation law which is allowed by the sovereign.
The other estimates are sanctioned by the Governor on his own responsibility, provided, however,
that they do not exceed a certain limit, do not infringe the laws and regulations and do not raise
grave questions of principle. The annual estimates are normally published. The execution of the
colonial budgets is supervised by the Treasurer of the colony, the Governor and, in some cases,
by the Legislative Council of the colony. The annual accounts of receipts and expenditure are
certified correct by the Director of Colonial Audit. In most colonies, a summary of the annual
accounts is published at the same time as the Treasurer’s annual report.

D,

In conclusion, it would appear that, in those countries regarding which the Committee
has been able to obtain information, supervision over the execution of the budgets of regional
and local groups is subject to definite rules and that the States concerned will be in a position to
extract from the accounts of those groups the national defence expenditure figures which may
appear therein,

! See Volume II, Summary of Information (Netherlands).



Part III.

IS IT POSSIBLE TO ESTABLISH AND CONTROL
THE TOTAL NATIONAL DEFENCE -
EXPENDITURE OF EACH STATE ?

INTRODUCTION.

Having laid down the legal foundations of the Convention for the publicity and
limitation of expenditure as based on payments actually effected, and having estimated
the degree of authenticity attaching to the figures of payments shown in the closed
accounts, the Committee proceeded to enquire as to whether it was possible for the States
to identify in their accounts all payments effected for the objects referred to in the
definitions of national defence expenditure and specified in the list drawn up by the
Committee for purposes of the Convention, and to show accurately the total amount.

Study of the documentary material supplied by the different States has made it
possible to particularise the procedure required in each case in order to arrive at the total
national defence expenditure.

It has already been shown why almost the whole of national defence expenditure is
borne by the central authority; but, in order that there may be no gap in the Convention,
it is necessary to apply the principle of publicity and limitation also to such national
defence expenditure as is borne by public bodies regional or local, associations and private
persons. The Comunittee was accordingly compelled, in the course of its enquiry, to
endeavour to determine the respective proportions of these categories of expenditure in
relation to the total national defence expenditure.

Having thus defined by whom and in what proportion national defence expenditure
is effected, the Committee proceeded to consider how such expenditure might be listed
in each case. It was thus enabled to indicate and to solve the difficulties involved in the
establishment by each State of a complete account of its national defence expenditure.

In this enquiry the Committee was led to give an interpretation to certain special
features of the different methods of public accounting. In each case it was able to lay
down rules the observance of which, in conjunction with that of the * Instructions"”
which the Committee will draw up later, should enable each State to reconstitute a
complete account of its national defence expenditure.

The Committee then proceeded to determine to what extent it would be possible for an
international organisation to verify the accuracy of the total national defence expenditure
of each State.

It will thus be clear what is the plan followed by the Committee in the double task
it assumed of listing all national defence expenditure appearing in the different accounts,



and making suitable provision to ensure the inclusion of all such expenditure in the

Model Statement.
The present part of the report will therefore be on the following lines:

Chapter VII. — A. By whom is national defence expenditure effected, and how
is such expenditure to be found in the accounts ?

B. Study of problems ansmg in connection thh certain special
features of the accounts.- =+ . ..

(a) Special funds;
() Autonomous establishments;
(c) Subsidies, loans and participations;
(d) Expenditure effected by loans;
(¢) Gross and net accounts; | ..
(/) Special case of deductions from" pay; T
() Donations and legacies.,
Chapter VII I — With what degree of accuracy is 1t possible by means of published
accounts, to verify the national defence expenditure of each State ?



Chapter VII.

IS IT POSSIBLE FOR EVERY STATE TO DRAW UP A
COMPLETE ACCOUNT OF ITS NATIONAL DEFENCE
EXPENDITURE ?

A. BY WHOM IS NATIONAL DEFENCE EXPENDITURE EFFECTED, AND
HOW IS SUCH EXPENDITURE TO BE FOUND IN THE ACCOUNTS?

In order to determine by whom national defence expenditure is effected and what
is the relative importance of the different sources of expenditure, the Committee drew
up tables (based on the documentary material submitted) which are reproduced in an
annex ! and are the basis of the diagram on page 58.

-

I. THE CENTRAL AUTHORITY.

It appears from the particulars contained in these tables that the proportion of
national defence expenditure borne by the central authority in relation to the grand total
of the Model Statement is from 91 to 100 per cent in the various States, as evidenced by the
documentary material submitted and completely examined, except in the Netherlands,
where the expenditure of the central authority is only 38 per cent of the total, the military
expenditure of the Dutch Indies accounting for 62 per cent.

It is hardly surprising that practically the whole of the military expenditure should
be borne by the State. In the past, the central authority, whose resources were very small,
was compelled, in order to wage war, to call in the assistance of the local authorities or
groups, which supplied it with troops and subsidies. But, as the concept of the State
developed, the central authority began to collect the greater part of public taxes and to
assume to an ever-increasing extent the responsibility for national defence., Thus national
defence has gradually become essentially and almost exclusively an attribute of the
sovereign State, Moreover, the defence of a country at the present date calls for an
organisation on so vast a scale, the employment of such powerful means and such costly
material that the funds of local organisations, associations or individuals cannot cover more
than a relatively small proportion of the expenditure involved.

Payments made for national defence by the central authority are shown:

(a) Inthe budget accounts of the ministerial departments of national defence;
(8) - In the budget accounts of ministries of the colonies;

{c) In the budget accounts of other ministerial dgpa}tments ;

(@) Sometimes in special accounts.

1 Annex §.



DIAGRAM SHOWING BY WHOM NATIONAL DEFENCE EXPENDITURE IS EFFECTED.

Ministries Extra-budgetary Regional and local
s, Al of the Cosies  Departments  (Special accounts Colosies B g
home country persons

Germany . 973%
Belgium . . . . . . 809% 0.3% 15%
Denmark . 93.7% 0.2%
United States 100%
France 88% 36% 62% 0.1% 6% 05%
India . - B> 56% a%
Irish Free State . . . 95.1% 49%
Italy . . . . . ... 81.7% 99% !75% 09%
Japan 996°% 03% 01% ]
Norway . 98.1% 19% 1T
Netherlands . . . . 09% 03% 24% 61?2 N
Poland . . . . . 98.4% 03% 1% B
Roumania . . . . . 100% i
United Kingdom . . [N 946% 01%
Sweden. , 929% 024
Switzerland . . . . . 873% 27%
Czechoslovakia . . . 779% - R

USSR. . ... .. 952% 165 e

Yugoslavia . . . . . 81% _[- S . 03%

Nole. — This diagram is based on the Model Statements submitted to the Committee by the different Governments. The figures given in the Model Statements cannot always be regarded as final (see especially the variou

observations in the “ Summary of Information supplied to the Technical Committee ", Volume IT of this report).



Tu{o cox}sidera.tions arise in connection with the investigation of national defence
expendxtu;e in these different accounts:

(1) Limitation and publicity should apply to all payments effected in the course
of any given financial year. It is necessary, therefore, to determine whether the
structure of the annual accounts of the States (the central authority) makes it possible
to find all payments effected in each financial year, whether payments against credits
Provide_d for the year or payments representing liabilities of the State originating
In previous years. The reply to this first question made it necessary for the Committee
to undertake a general study of the structure of the various accounts,

{(2) In the mass of payments efiected during the financial year, it is necessary
to know whether it is possible to identify the payments for the objects enumerated
in the conventional list of national defence expenditure drawn up by the Committee.!
It is also necessary to appreciate whether this identification of national defence
expenditure will be sufficiently accurate to enable the figures to be transferred to the
Model Statement without any uncertainty affecting the grand total of the statement.

These are the two problems which are now to be considered.

1. Structure of A certain number of States enter indiscriminately in their
State Accounts accounts all payments made during a given financial “exercice”
(Central Authority). irrespective of the date of origin of the corresponding expenditure
authorisations. This is the case in Australia, Austria, the United

.Kingdom, Czechoslovakia, Denmark, Germany, India, the Irish Free State, Japan,
New Zealand, Norway, Poland, Switzerland and the U.S.S.R. In these countries, the
duration of the financial “exercice” is in some cases twelve months only (Australia,
Austria, United Kingdom, Czechoslovakia, India, Irish Free State, New Zealand, Norway
and the United States of America), while in other cases it consists of twelve months plus
an additional period of varying length (Denmark, 1 month; Germany, 1% months;
Japan, 1 month; Poland, 3 months; Switzerland, 2 months), In all these cases there is no
difficulty in ascertaining the amounts of all payments made during the financial “exercice”.

In other countries, on the contrary, in order to bring out clearly the amounts of the
payments made against the credits for each year, the accounts show separately the
payments made out of the credits for the year just expired together with the arrear
payments—i.e., those relating to liabilities incurred during previous “exercices”. This is
the case in Belgium, Bulgaria, Finland, France, Italy, Netherlands, Roumania, United
States of America and Yugoslavia.

The accounts of these countries make its possible readily to find the payments debited
to the expenditure authorisations in each financial year; but it is not so easy to find the
arrear payments. The manner in which payments in arrears are shown in the account
in such countries varies considerably, and their interpretation sometimes gives rise to
certain difficulties. We may mention the most characteristic of these.

In Albania and Italy, for example, the vote of a credit by Parliament limits the
amount of the commitments which may be entered into by the public services during a
given year. The difference between the amount of the credits and the year’s commitments
is cancelled at the end of the year. The difference, however, between commitments
actually entered into and payments made during the financial “ exercice ” is transferredt o a
residuary (arrears) account which, after being credited with the amount of this difference,
is successively debited with the various payments made out of such residuary credits.
The accounts relating to such residuary credits as to those for the current year are on a
yearly basis. The accounts for a given year thus show payments out of the budget proper
(authorisation budget) and also payments chargeable to the arrears account. In order to

1 Appendix to Chapter II. See page 16.
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present a complete account of the payments of the “exercice”, it is nece;f»sary to adq the
payments made out of the credits for the year and those made out of residuary cr:edlts—-
an easy matter, as the two are shown separately. The total of such paym_ents is even
shown in the annual general account. It will be seen that, in a case of this kind, which is
perhaps one of those the interpretation of which presents the greatest diﬂi(.:ulties, -it is
perfectly possible to obtain a complete statement of payments made during a given
“ exercice " for national defence purposes.

But there are also other peculiarities worth noting. Thus, in Belgium, payments made
during a given year under payment orders issued during previous years and not cashed
before the end of the additional period are accounted for in a special account. To obtain
a complete statement of payments made during a given “ exercice ”, the payments made
out of this special arrears account must be added to the payments shown in the budgetary
accounts proper. As, however, the former is shown separately at the end of the budgetary
accounts, and contains a chapter for each ministry, it is possible to reconstitute the total
amount of payments made by the National Defence Ministry during the financial
* exercice ”. i :

In France, payments in arrear are accounted for in special chapters of the budgetary
accounts opened pour ordre, with the result that the budgetary account itself shows the
total payments made during the financial “ exercice ”. A similar system, apart from
variations in points of detail, is to be found in other countries, such as Finland and Yugo-
slavia. In these two countries, payments in arrear are shown in special Treasury accounts,
which do not always specify details. , L

As a general rule, moreover, the budgetary accounts in which arrears are
specially accounted for show the latter either en bloc or under comprehensive
headings; and, if the details are not always ascertainable, it is possible to arrive at the
total amount. ; T

In countries where the accounts show payments in arrears separately, the period
during which payments must be made in order to appear in the accounts of the year
includes, except in the United States, additional periods of varying length (Belgium,
10 months; Bulgaria, 3 months; Finland, 2 months; France, 4 months; Italy, 1 month;
Netherlands, 12 months; Roumania, 3 months; Switzerland, 2 months).

In the case of the special accounts, the whole object of which is to earmark particular
items of expenditure until the work for which the accounts were established is completed,
the Committee has found that, in general, payments effected in the course of the financial .

“ exercice " are shown therein en bloc, without any distinction as to the years in which the
obligations originated. Accordingly, there is no difficulty in ascertaining the annual
payments belonging to such accounts. ' '

It will be apparent from this analysis that the structure of the budgetary accounts
of all the States whose documentary material has been examined is such as to allow of

the amount of the expenditure effected by the central authority in each financial
** exercice ” to be ascertained.

2. Separate From the mass of payments effected each year by all the public
Indication of  services coming under the central authority, there have to be
National Defence  extracted the payments for the objects indicated in the conventional
Expenditure in the  list, and it should be determined with what degree of certainty
Accounts of the each State is able to proceed with this reconstitution of the

Central Authority. aggregate amount of its defence expenditure for the purpose of
the Convention. :

(1) Expenditure shown One essential point suggests itself at once. The National
#n the budgetary  Defence Ministries have separate accounts in which their several
accounts of the  expenditures are recorded. But almost all expenditure there shown
Na'tz'onal Defence is national defence expenditure within the meaning of the
Ministries (War, Convention—a fact which is intelligible enough, since the Committee
Navy and Air). unders.tands national defence expenditure to r'nean all expenditure
necessitated or caused through the upkeep of armed forces and
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th.e immediate preparation for mobilisation, and it is precisely such upkeep and preparation
with which National Defence Ministries are concerned.

It so happens, however, that expenditure which is not included in the conventional
list drawn up by the Committee appears in the budgets of National Defence Ministries.
Actual instances are due to tradition or administrative conventions. Sometimes the
amounts involved are relatively considerable. In the United States of America, for
example, the “ non-military activities * which are shown in the accounts of the War
Department total more than $100 million. In the Netherlands, some of the expenditure
connected with the Mercantile Marine is shown in the accounts of the Navy Department.
- In the United Kingdom and in Italy, the national defence budgets include service pensions

expenditure. In France, the reserve pay of general officers, which is in reality a retiring
pensions fund, appears in the budgets of the National Defence Ministries. In Norway,
the National Defence Ministry defrays the cost of the service for the training of pilots,
The Danish Marine Ministry includes a * Civil Section *, whose expenditure is non-military.
But in these cases the expenditure is generally shown under special headings and can be
deducted without any special difficulty.

Again, national defence budgets also sometimes contain expenditure on mixed services
which are both military and civil in character—e.g., the geographical, hydrographic,
cartographic, geodesic, topographical, meteorological and port and coastal services.
The amount of such expenditure is relatively so small that it might have been left out of
. account; but the Committee agreed to States including in their total expenditure such
- part of this special expenditure as represents the military value of all the services in
- question. The inclusion of this proportion of the expenditure on mixed services cannot
involve substantial mistakes. g

A more serious difficulty arises’ where military aviation and civil avialion are
administered by a single ministry. Such is the case in the United Kingdom, France and
Italy, where there is only one Air Ministry, which, in view of the relative importance of
military aviation, is regarded as a National Defence Ministry.

The existence of one common administration for civil and military aviation is not
in itself an obstacle to distinguishing between the two. In the United Kingdom and in
Italy, for example, in spite of the fact that there is a single ministry for both, the
respective expenditure on military and civil aviation is shown under separate headings
in the accounts with the exception of certain central departmental expenditure, On the
other hand, in France, the accounts for the Air Ministry do not always make an absolutely
clear distinction between the two classes of expenditure.

In France, the accounts of the Air Ministry show separately the purely military
expenditure (67.8 per cent of the total account) and the purely civil expenditure (10.1 per
cent), and there is accordingly no difficulty in distinguishing between them. But there
is also mixed expenditure (22.1 per cent of the total of the account). In the case of the
latter, the Air Ministry has made a very minute verification of its internal accounts and
has indicated the basis on which it has separated the military from the mixed expenditure,
During the examination of the returns, the French delegation gave detailed explanations
of the system of apportionment adopted. The total of the mixed expenditure in question
represents 3.49 per cent of the total of the Model Statement.

Although the States have in their possession all the information required to enable
them to apportion correctly the mixed (military and civil) expenditure, points of
uncertainty are liable to arise. The best means of eliminating any possibility of error in the
apportionment would be for the States concerned to do everything in their power to
distinguish in their accounts between expenditure on military aviation and expenditure
on civil aviation. '

As matters stand, in view of the fact that this mixed expenditure represents a very
small percentage of the total of the account, the errors liable to arise in its apportionment
cannot seriously affect the defence expenditure total. It is desirable, however, that the
States concerned should make their apportionment of the mixed expenditure in the same
way each year.
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The main conclusion arising out of what has been said is that the expenditure in the
accounts of National Defence Ministries which can be transfex:red en bloc to the N{odel
Statement constitutes a very large proportion of the total national defence expenditure
within the meaning of the Convention.

(2) Expenditure Certain States with colonies include a pa}'t of tht? expfan‘dit}ue
effected by on their defence in the budget accounts of thelr Colonlial.Mlnlstrles.
Colonial This is the case with France (to the extent of 485 million francs)
Ministries. and the Netherlands (r.7 million florins). In these cases, the

Committee has found that the colonial defence expenditure included
in the accounts of the Colonial Ministries is shown separately in the accounts and can be
transferred en bloc in the total of the Model Statement.

(3) National defence In nearly all States!,. certain national defence expenditure is
expenditure in  included in the accounts of civil ministries.
civil budgels. In the case of the States the examination of whose returns

has been completed by the Committee, the percentages of this
expenditure in relation to the total of the Model Statement are as follows (see diagram
on page 58):

Belgiuom . . . . . .« IL3 Netheilands . . . . . . 0.3

United Kingdom . . . 1.7 Norway . . . .. .. 1.9
Czechoslovakia . . . . 2o0.0! Poland . . . . . ... 035
Denmark . . . . . .. 61 = Roumania. . . . ... o

France . . . . .. ... 62 Sweden. . . . . . .. 2.4
Germany . . . . . . . 2.7 Switzerland . . . . . . 3.5
India ........ 5.6  United States of America o

Irish Free State . . . . 4.9 USSR. .. ... .. oI
Italy . . . . .. ... 9.9 Yugoslavia . . . . . . 1.5
Japan . . . .. ... 0.3

The proportion is comparatively large in certain countries, such as France and Italy,
for the reason that these countries have included technical formations, gendarmerie or
carabinieri, which may be regarded as constituting formations organised on a military
basis, all or part of whose expenditure is included in civil budgets.

The reasons why the civil departments bear a proportion of the national defence
expenditure are very varied. The joint purchase or manufacture of goods intended to
meet both the needs of the civil services and those of national defence is, for example,
entrusted to certain civil departments as a relic of old customs retained by administrative

tradition; or this practice is adopted on economic grounds or in order to avoid complicating
administrative machinery. ‘ '

Thus, expenditure on the purchase of horses for the army (France, Sweden), or on
recruiting and the billeting of military personnel (Czechoslovakia, France, Germany,
Italy, Sweden, U.S.S.R.), is included in the accounts of civil departments. Sometimes,

again, the cost-of-living allowances to military personnel are also paid out of credits -
appearing in the Finance Ministry’s accounts (Norway).

In Switzerland, expenditure for the upkeep, reconstruction and extension of military
buildings is included in the accounts of the Ministry of the Interior.2

In all these cases, it is necessary to extract from the budget accounts of the civﬂian
departments such national defence expenditure as they include. The operation presents

1 This represents expenditure connected with natio i ivi
 Other et ar vn o connected nal defence and included e» blo¢ in the civil budgets.



no difficulty where the expenditure to be extracted is clearly separated in the accounts,
as, for instance, in the case of the expenditure on the gendarmerie and Mobile Republican
Guard in France, which is included in the budget of the Minister of the Interior, and of
nearly all the expenditure on the carabinieri in Italy, and the greater part of the military
expenditure by civil ministries in Czechoslovakia (Military Chancery of the President;
treasury fund for the material requirements of national defence).

It sometimes happens, however, that military expenditure is combined in the accounts
with other expenditure. In order to ascertain the amount of military expenditure, it is
thus necessary to apportion the sums entered in the accounts. During its examination
of the material supplied by the various countries, the Committee has had occasion to
consider several cases of this kind: it has observed that the apportionment has been made
sometimes with the assistance of the internal documents of the administrations concerned,
sometimes by estimates based on past experience. A few examples will illustrate how the
problem has been solved by various countries. '

In France, the Ministry of Agriculture is entrusted for economic reasons with the breeding
and purchase of horses on behalf of the State: a proportion of these horses is intended for use
by the armed forces. It has therefore been necessary to split up certain credits shown in the
budget of the Ministry in question in order to establish the proportion of the expenditure relative
to national defence,

Thus, out of an aggregate credit of 15,800,000 francs in respect of the salaries and wages
of personnel attached to stud farms, and the remuneration of the Committees responsible for
purchasing horses and mules for the army, it has been possible, with the help of internal docu-
ments, reproduced in a published report of the Accountancy Office, to calculate at 508,743 francs
the sum representing national defence expenditure incurred out of the credit in question (pay
of officers seconded to the army remount purchase committees, 350,204 francs; and cost of tours
and missions of this committee, 158,539 francs).

In the accounts showing the application of the budget of Sweden, a credit entered under a
_special head for “ Unforeseen expenditure ” was observed: out of this credit, expenditure
totalling 1,271,601 Swedish crowns was incurred during the year 192g-30. With the assistance
of internal documents, it was possible to identify the exact amount of military expenditure
shown under this head—namely, 231,856 Swedish crowns.

Again, it sometimes happens that the mixed services referred toabove (e.g.,cartographic,
hydrographic, meteorological, geodesic services, etc.) are administered by civil ministries,
and their expenditure accordingly is shown in the accounts of these ministries. In such
case, the proportion of this expenditure representing the military activities of these
services should be shown in the Model Statement, and the States concerned should give
the reasons for the distinction when they are able to make it from their internal
documents. S

Much national defence expenditure appearing in the accounts of civil ministries
can therefore be shown separately in the accounts, Their expenditure calls for
apportionment, for which the States concerned have the necessary data. In the

. Committee’s opinion, the errors liable to arise from such apportionment are not calculated
to affect the accuracy of the total figure for defence expenditure, owing to the very small
amounts involved. '

The Committee recommends that military expenditure of any considerable amount
appearing in the mixed headings of the civil budgets should be shown in an official
document.

(4) Expenditure in It is thus established that by far the greater part of the
"special accounts. national defence expenditure effected by the States (central
authority) appears in the budget accounts; but the Committee
has found that, in certain countries, also national defence expenditure is shown in special
accounts. In a fairly large number of countries (Germany, Irish Free State, Italy, etc.),
there are no special funds for national defence; but in others (Belgium, Denmark, Fran.ce,
Japan, the Netherlands, Poland, Sweden, Switzerland, the U.S.5.R. and Yugoslavia),
there are such funds, though they are almost always included in the general State accounts
in a more or less detailed form. :



The following table shows the amount of national defence expenc}iture_ shown. in
special or extra-budgetary accounts with the percentage of such expenditure in relation

i lel Statements: ‘ o
to the totals in the Model percentage

-Special of the total’

Accounts . of the Model

Statement
Belgium . . .. .. . .. Francs 4,702,118 0.3
United Kingdom . . . . . £ 793 —
Czechoslovakia . . . . . . Korunas 37,500,000 2.1
Denmark . . . . .. ... Krone 107,921 0.2
*France . . . . . . . ... Francs 13,161,147 0.1
Japan ... Lo oL Yen - 637,333 ‘ 0.1
Netherlands. . . . . . . . Florins 4,607,100 2.4
Poland . . . .. .. ... Zlotys 9,869,500 1.1
Sweden. . . . . . . . .. Krone 6,156,206 4.5
Switzerland . . . . . . .. Francs 7,404,611 .. 65
USSR. . . ... .... ~Roubles 22,952,430 = = 2.1
Yugoslavia . . . . . . .. Dinars  -465,310,810 . 17.2

The accounts of these funds are generally subject to the same supervision as the
accounts in execution of the budget-—that is to say, to the scrutiny of the Courts of Audit
or other higher auditing authorities {see second part of the report). It should also
be observed that the explanations furnished by various delegations revealed a certain
tendency in favour of the abolition of these funds, or at least the insertion of the
expenditure charged to them in the general accounts. The interest which the Parliaments
and Governments themselves have in obtaining an exact balance-sheet of their income and
expenditure is an argument in favour of the abolition of funds of this kind. ‘

Subject to the considerations developed below on this subject, the Committee believes

it is possible to find in the accounts all national defence expenditure effected out of special
funds. -

II. EXPENDITURE EFFECTED BY REGIONAL OR LOCAL AUTHORITIES.

1. Colonies. It should be observed in the first place that the term * Colonies”

is understood by the Committee to refer solely to communities

not possessing a sovereignty of their own in the international domain, whose expenditure
has therefore to appear in the Model Statement of the Power representing them at the
Conference. The British dominions are States Members of the League and, as such, must
prepare separate Model Statements. o |
It is common knowledge that colonial defence expenditure is borne in proportions
which vary greatly in the different States, partly by the budgets of the home countries
and partly by the general budgets of the colonies. We are mainly concerned here with
the latter expenditure, the importance of which, in relation to the national defence

. expenditure totals of the States concerned, is shown in the following table drawn up on the
basis of the Model Statement: ”

Pereéntage

Expenditure of the total

by the Colonies? of the Mode]

' Statement
Belgium . . . ., .. ... " Francs 107,717,535 7.5
United Kingdom . . . .. £ 4,002,742 3.6
France . . . . ... ... Francs 209,023,410 1.6

* The expenditure shown above represents the amounts of sales of manure b .
there is no apecial account f ; : h ure by bodies of troops. Though
in the Gl Pocad 4o unt for such sales, the expenditure is shown in the table because it does not appear

There is a special fortifications account in France establi
No expenditure was entered to this sccount in 1930-31: ° shed under the Law of January 14th, 1930

* All the national defence expenditure of the Spanish colonies is b
: ) orne by the h

. (ll) F.xpgnd:hu’e borne by the various general or local colonial budgets fory theem:inn‘l;::::etrzf- military
personnel outside the cadres (77,572,350 francs); (2) expenditure included as contribution to the State
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Percentage

dit of the total

by the Colonest 9 the Model
Italy . . . . ... .... Lire 464,086,321 7.5
Netherlands. e e e e Florins 119,182,208 62.2
Portugal . . ... . ... Escudos 65,305,267 12.4

m e:::pt'enditure borne by the colonies may be found in their closed accounts.
Sometimes it is finally charged to the colonies (in Belgium, the United Kingdom, France,

Netherlands and Portugal), and sometimes it is in fact covered by subsidies from the
home country.

In the various cases considered, the Committee found that colonial defence
expenditure could easily be scheduled. In the special case of the Dutch East Indies,
where the expenditure is relatively very large, the national defence expenditure can be
found in the accounts of the colonies as easily as the national defence expenditure of the
home country can be found in the home country's accounts,

NortE.

The Committee devoted attention to national defence expenditure incurred by mandated
territories and some sovereign States having special links with certain Powers represented at the
Conference. With regard to expenditure of this nature, the Committee thinks it best to confine
itself to the following observations and recommendations:

(a) Military expenditure of Mandated Territories,

In the documentation, it was observed that the mandatory States had adopted different
rules. Certain States have included in their Model Statement all military expenditure relating
to the mandated territories and defrayed by the home country but have excluded military
expenditure borne on the local budgets of the mandated territories. Other Powers, on the
other hand, have included all expenditure without distinction. Whether a mandatory
State should include in its Model Statement the expenditure borne by the State under man-
date is a matter that cannot be settled by the Technical Committee; but a uniform rule should
be adopted on this point for all countries—that is to say, it should be decided whether all the
military expenditure of mandated territories is to be included in the mandatory Power's Modecl
Statement or whether mandated territories, which are legally sovereign States, should furnish
separate statements. The natureof the mandate will, of course, have to be taken into consi-
deration.

(b) Military expenditure defrayed by certain Stales having special links with the Powers signatory
to the Convention,

This head covers, for instance, the military expenditure of the Indian States, the Sultanates
of Johore, Sarawak and Zanzibar, the Sultanates of Sulu and Djokikarta in the Dutch Indies,
Outer Mongolia, the Bey's army in Tunis, the Black Guard of the Sultan of Morocco, etc.

According to the Committee’s present information, these troops are primarily intended to
maintain internal order and to form guards of honour; and the Committee therefore thinks
that unless any change takes place in the organisation or employment of these troops, it would
be better not to bring them under the machinery of limitation.

(¢} “ Partisan™ jorces.

In the possessions of certain Powers there are military organisations of a peculiar nature
—real “ partisan ” forces 3 which generally have an irregular military organisation and are
almost always employed to keep the peace on the frontiers of those possessions. The decision
to be taken on this point will depend on the definition the Conference gives of formations
organised on a military basis. Certain Powers have included such expenditure in their returns,

ture on the maintenance of land forces (89,497,970 francs}; (3} expenditure for the gendarmeries of Algeria
and Morocco (35,948,180 francs); (4) expenditure for naval forces paid out of credits entered in the general
and local budgets of distant colonies (6,004,910 francs),

1 All the national defence expenditure of the Spanish colonies is borne by the home country.

* “ Goums *, Sahara companies, nomad groups, Moroccan “ partisans “,
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2. Regional and The following table, extracted from the dlagram on page
Local Collective 5%, shows for the countries named the proportion qf natlorfal
Entities In the  defence expenditure borne by regional and local coll-ectlve entities
Home Country. (including the federated States in countries with a ft‘aderal
constitution) as a percentage of the total expenditure shown in the

Model Statement submitted to the Conference:

United Kingdom. . 01 % Switzerland . . . . 2.7 %
France . . . . . . 05 % USSR. . .... 189%
India....... 40% Yugoslavia . . . . 03 %
Italy . . . . ... 09% '

In the other countries whose documentation it examined, the Committee found no
national defence expenditure charged to regional and local collective entities. There is,
indeed, a general tendency to relieve regional and local entities from all expenditure in’
respect of national defence and to charge it to the central Government. This is a tendency
on which emphasis should be laid. In France, for example, expenditure on housing for the
gendarmerie, which was borne on the departmental budgets until 1931, is now charged
to the Ministry of War. In Italy, the Air Ministry has recently undertaken to defray
certain expenditure on landing grounds which until 193¢ had been borne by the provinces.

(a) Federated States An interesting illustration of this centralising tendency is to

in Countries with  be found in countries with a federal constitution in which formerly
a Federal each of the separafe States was responsible for organising and
Constitution. maintaining its own army. In Switzerland, for instance, down

to the middle of last century, the armed forces consisted almost
entirely of cantonal contingents organised, equipped and trained by the cantonal
authorities. Since that time, the direction and administration of national defence have
gradually become the responsibility of the federal authorities. To-day, the supreme
control of the army is vested in the Federal Council, The command, ! recruiting, armament
and training are provided by the federal services. The cantons can use the armed forces
of their respective territories only so far as the Confederation itself is not using them;
they sometimes avail themselves of this right in the event of natural disaster or internal
disturbances. The administrative powers that the cantons have retained consist in the
maintenance of certain barracks and arsenals and the keeping of certain registers; they
are also responsible for the preservation of certain material in good condition. The cost
of these services is, however, almost entirely refunded by the Confederation. On the
basis of the figures shown in the closed accounts of the cantons, after deducting
the above-mentioned refunds, it has been established that the total expenditure of the
cantons on national defence for the year 1930-31 amounted to 3,052,815 francs,

This amount, which has been shown in the Model Statement, represents only 2.7 per
cent of the total national defence expenditure,

A similar tendency has been displayed in the United States of America. During the
War of Independence and the War of 1812, most of the armed forces consisted of the State
Militias. Thus, in 1812, out of a total of 527,654 men, 458,463 belonged to the State
Militias (Report of the Secretary of War, 1930, pages 76 et seq.).

During the War of Secession, the forces of the Federal Army, in the strict sense of the
term, never numbered as much as 40,000 men, but the volunteers in the regiments of the
various States numbered 2,700,000 men. In these regiments, all the officers except those
on the Staff were appointed by the States and not by the Federal Government, '

Durin.g the war with Spain and the Great War, the ties between the Militias
of the various States and the Regular Army were constantly being drawn closer, and this
state of affairs was perpetuated by the National Defence Act of June 4th, 1920,

! But the cantons appoint the officers of infantry battalions and of certain cavalry squadrons.



- Certain expenditure in respect of National Guard formations is still borne by the
various States, but a large part of it will henceforth be borne by the Militia Bureau of the
Fed-eral War Department ($33,015,000 in 1930-31). The expenditure incurred by the
various Stafes was not communicated to the Committee, and the question whether the
abo.ve-mentioned formations should be regarded as formations organised on a military
basis has not yet been settled by the Conference It appears from the statements of the

American delegation, however, that the expenditure borne by the States is not very
great. -

" In .Germany, the Lander lost in 1919 their pre-war right to their own armies. Under
the Weimar Constitution, the central Government is responsible for the maintenance
of the armed forces properly so called.

In British India, the Native States defray certain more or less negligible expenditure,
the amount of which has been shown in the Model Statement.

(b) Other Regional . Other regional and local collective entities also sometimes
and Local share to some extent in the national defence expenditure. It
Collective Entities.  appears from the documentation that, in some countries, the

departments, provinces, communes, or other administrative units
supply certain funds for national defence.

In France, a proportion of the expenditure of the Republican Guard is borne on the
budget of the City of Paris. In France, too, municipalities sometimes pay to the State
contributions in aid of the construction of barracks. To provide for the funds contributed
by the departments and communes jointly with State funds for construction of military
buildings, a credit for a corresponding sum has been opened by decree, in addition to the
credits granted by Parliament for the same work.

In Germany, municipalities sometimes erect barracks at their own expense, and the
State pays the rent (interest and amortisation on the capital sunk), charging it to the
national defence credits. In the United Kingdom, some municipalities have laid out and
are maintaining landing-grounds, but, in so far as they are used for military purposes,
expenditure is refunded by the military authorities and is included in the returns. In
Switzerland, the communes provide premises for recruiting, rifle-ranges for sporting and
military practice, etc. In the U.S.S.R., the regional and local budgets provide funds
for the hire and upkeep of accommodation for certain troops and military administrations;
they defray part of the expenditure on pre-military training and mobilisation centres.
This expenditure amounts in all to 19,928,000 roubles-—only 1.8 per cent of the total
expenditure on national defence.

The Committee was able to study a considerable number of cases of this kind in the
light of the information and explanations supplied by the delegations concerned. Some
delegations, moreover, themselves corrected certain figures in the Model Statements in
consequence of the discussions in the Committee,

This' expenditure by regional or local collective entities appears in their respective
accounts. These accounts vary extremely in character. The accounts of the German
Lainder are as detailed as those of sovereign States; those of the Federated Republics in
the US.S.R. are fused with the accounts of the Central Government. The single
. budget of the U.S.S.R. and the relevant accounts contain separate figures for the
Central Government and for each Republic, as well as the total figures. In such
cases there is no greater difficulty in identifying the national defence expenditure
there shown than when the expenditure is entered in the general accounts of the
sovereign State. When, as frequently happens, the accounts of such regional collective
entities as provinces, departments, and communes are not very detailed, discrimination
is more difficult. In some countries, these collective entities are very numerous and,
in order to determine the expenditure borne by them, resort must be had to calculations
and estimates.

In conclusion, the Committee has had to admit that it is not always possible to compile
a perfectly accurate and full account of the national defence expenditure incurred by
regional or local collective entities. It is, however, clear that this expenditure
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is small, and there is a growing tendency to enter all national defence expenditu.re
in the State accounts. The Committee therefore con51de1"s.tha:t the errors that can arise
from the expenditure of regional or local collective en?ltles in the l_lome .country.are
almost insignificant. It should, however, be noted that, if the expenditure of formations
organised on a military basis were included in the Model Statements, the.p'ercentage
of expenditure borne on the budgets of regional or local collective entities would
undoubtedly be substantially increased, at any rate in federal States.

B. PROBLEMS RAISED BY CERTAIN PECULIARITIES OF ACCOUNTANCY.

The fact that it is possible to identify in the accounts the vast bulk of fxational defenc‘e
expenditure does not of itself solve the problem as to whether it is Poss1b1e to ascertain
with sufficient accuracy the total amount of national defence expenditure.

For this to be done, account must be taken of certain peculiar features of public
accountancy, and also of certain administrative methods. .

In this connection, the Committee found it must devote special attention to the
following questions:

(@) Special funds;

() Autonomous establishments;

() Subventions, loans and participations;

(@ Expenditure effected out of the proceeds of loans;

(¢) Gross and net accounts; '

{/ The special case of deductions from pay;

(¢) Amounts in respect of donations and bequests for national defence schemes.
(k) Losses on exchange.

(@) Special Funds, Expenditure effected out of special funds for national defence
purposes should be entered in the Model Statement in the same way
as expenditure cut of budgetary funds.

There are, however, cases of a special fund earmarked for national defence purposes
being wholly or partly financed out of credits granted by the public authorities to the
defence services. It would be impossible without duplication to show in the Model
Statement both the sums transferred from the budget to the special fund and the
actual expenditure met out of that fund. It is the expenditure actually effected out of the
special fund which makes it possible to achieve the fund’s objective or discharge the
services which it is actually bound to render to national defence, and therefore, as a general
rule, only the expenditure effected out of this fund during the year should appear in the
Model Statement. ‘

The accounts of the special funds are nearly always included in the closed accounts.
For example, the closed accounts of Switzerland and Norway include the expenditure
and revenue of a very large number of funds which are shown perfectly clearly. With the
help of the closed accounts, States are therefore always in a position to calculate the
total amount actually expended out of those funds in the course of each year. It will,
moreover, be remembered that the practice of special funds is not general, The Committee
has found only a small number of cases where the accounts of special funds are not included
in the closed accounts, and the material laid before the Committee does not in any case
give any grounds for assuming the existence of funds for national defence purposes which
do not come under the ordinary supervision of the higher auditing authorities. The

Technical Committee therefore believes that no special difficulties will be found in inserting
in the Model Statement the annual expenditure borne on special funds.

* Fonds de masses. ™ There is, however, one case where it would be difficult to enter

in the Model Statement the annual expenditure actually paid o
. ‘ ut
of special funds. In several countries, army units receive lump-sum grants (ﬁlzrged to



— 69 —

budgetary credits, out of which they pay the maintenance costs of their establishment of
men .a.nd mounts. These grants enable a unit to feed, clothe, billet and equip the soldiers,
pl'OV.lde. harness and food for the animals and pay for current barrack repairs, for the
furnishing, heating and lighting of premises and sometimes even for the current upkeep
of arms. These funds are administered by the units themselves, whose property they to
some extent are. Usually, there is no settlement of accounts at the end of the year between
the State and the units, whose balances are thus carried over from one year to the next,
If it were proposed, therefore, to ascertain the exact expenditure during a year out of these
funds, very complicated calculations would have to be made and would prove really
- useless in practice, as the lJump-sum grants are generally strictly calculated on the basis
of requirements and do not allow for the accumulation of large reserves. The Committee
thinks that in such cases the transfers made from the budget to these funds should be
entered in the Model Statement. These transfers are, after all, payments made by the
State to the unit; they appear in the closed accounts and they can be inserted in the
Model Statement with all the necessary accuracy. '

() Autonomous The Committee of Experts had already directed attention to
Establishments  the special character of certain autonomous State establishments
for for the manufacture or construction of material employed for
Manufactureor  purposes of national defence. The accounts of these autonomous
Construction establishments are kept on a virtually commercial basis, The
of Warlike national defence services pay them directly for articles or material
Equipment. delivered, as they would do in the case of a private firm. The

establishments in question thus effect the major part of their
expenditure by means of the sums paid to them by the national defence services for
the material delivered. The Technical Committee proceeded to study the actual situation
in the various States as it appears from the documents submitted to it. This enquiry
shows that, in several countries, no autonomous State establishments exist for purposes
of national defence (Belgium, Germany, India, Italy, Norway, Roumania, U.S.S.R,, United
States of America, Yugoslavia). There are, however, one establishment of this kind
in the United Kingdom, one in Czechoslovakia, three in Denmark, one in France (service
des poudres), four in Japan, one in the Netherlands, five in Poland, and seven in
Switzerland. Therefore, the practical importance of the problem raised by autonomous
establishments must not be exaggerated. But the Committee realised, notwithstanding,
that, as a matter of principle, it was important to study the problem.

The legal proof of the observance of undertakings in regard to limitation will
be supplied by entering in the Model Statement the payments included in the published
accounts. Now, the closed accounts of the national defence departments show the
payments corresponding to the supplies delivered by the autonomous establishments.
Any payments on capital account that might be made by the State to those establishments
for the improvement of their equipment or plant or payments to cover deficits are generally
shown in other sections of the closed accounts. From the point of view of accounts,
therefore, those establishments are treated as if they were simply private undertakings
-—that is to say, the payments in respect of the material delivered by them appear in the
closed accounts.

Since, however, the autonomous establishments are administered like private
industrial or commercial undertakings, it would be well to consider what will happen in
the event of their accounts showing a deficit or profit.

If a profit is made by an autonomous establishment engaged solely in the supply
of material to-the national defence services of the country in which it is situated, it may be
assumed that these services have paid a price higher than the cost of production. If the
establishment pays over the profit to the Treasury, this profit should be deducted from
the sums paid to the establishment by the defence services, since the former has actually
received only the difference between the value of the deliveries and the sum paid over
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to the Treasury. If, on the other hand, the profit is used for the benefit of the establishment
or for other national defence purposes, it should not be deducted.

But if, as is sometimes the case, the establishment also sells material to private
individuals, the profit shown may be explained by the charging of higher prices to private
individuals, and it might also be inferred that the State establishment sold its products
to the national defence services at a price below the cost of production. If, in such,cases
the establishment uses its profit for its own benefit or for other national defence purposes,
expenses paid out of that profit should be included in the statement. Cases of this nature
become of particular importance when it is remembered that some of these establishments
are in the nature of a monopoly, since a monopoly is free to fix its own prices.

If the autonomous establishments show a deficit and this deficit is made good by the
State, the total subvention accorded to the establishments by the latter should be stated
in the Model Statement.

In order to allow for all these factors, the Committee enquired into the possibility
of showing in the Model Statement, not payments made by the State as the counterpart
of deliveries, but the expenses of establishments engaged in the manufacture or
construction of material for national defence. It would appear that it would thus be
possible to include in the Model Statement any increase in stocks or capital and also to
allow for any advantage accruing to the State in cases in which such establishments sell
material to it at prices below the cost of production,

Any solution along these lines would, however, involve serious difficulties. It would,
in the first place, necessitate a minute examination of the accounts of autonomous
establishments, and the figures of expenditure shown would no longer be based entirely
on the figures appearing in the published closed accounts, except in cases where the
accounts of those establishments are inserted in the closed accounts. The checking
of the transfer to the Model Statement of figures appearing in the closed accounts would
thus be very much more difficult. : .

The Committee has come to the conclusion that, in reality, all the difficulties arising
in the case of autonomous establishments are due to the fact that some of these autonomous
establishments deliver material to the national defence services, and also sell to civil
services and to private individuals. But the data supplied and the evidence of
administrative experience have convinced the Committee that the materials manufactured
by autonomous State establishments working for national defence are not, as a
rule, materials of current use and that, in consequence, very little importance is to be
attached to sales to civil organisations and private persons. It is therefore improbable that,
by selling these materials to private individuals at very high prices, the State autonomous
establishments are enabled to supply materials to national defence services at prices
obviously below their cost of production and thus to decrease the volume of national defence
expenditure. Autonomous establishments are not, as a rule, organised with a view to
profit, and, if certain countries have organised these establishments upon a commercial
basis, they have done so in order to be able to supervise closely the management of the
establishments and the proper employment of the funds paid over to them by the defence
services in exchange for the material supplied. These autonomous establishments are,
moreover, subject to the same supervision as non-autonomous establishments.

The Committee has thus come to the conclusion that Governments should show in
the Model Statement payments made for the purchase of material and for supplies delivered
by. autonorpous establishments, as well as capital payments by the State in their favour.
With a view, however, ‘to the detailed supervision of the management of these
estabhshments,.the Committee suggests that there should be inserted in the Convention
a clause by which States possessing autonomous establishments will be bound to supply
each year a complete account of their receitpts' and expenditure. As the Committee has
included in the generl acoounts of the Stat o1 1 et momons s snd are

in the case of the Service des poudres in France) 'tln an%exe e G o for 1ns.t A
not at present produce accounts of this kind ol et e_rs t}}at GO.Vernmeths which do
would meet with little difficulty in supplying

the documentary material necessary in order to form an opinion on the activities of
autonomous establishments,
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In addition, in order to remove any apprehension lest a State should by means of
au.tonomous State establishments secure deliveries of material for national defence at
prices I?elow the cost of production, the Committee also suggests the insertion of a clause
by which States possessing autonomous establishments would undertake that such

establishments shall supply their materials for national defence services at rates based upon
the actual cost of their manufacture.

{c) Subventions, Ashas already been stated in Chapter I1, the Committee decided
Loans, and to regard as national defence expenditure subventions, loans, and
Participations,  participations granted by the State to private enterprises the
activities of which include the manufacture in time“of peace of

specifically military material. -

The State may grant such subventions directly. In that case, their amounts are to be
found in the closed accounts of the national defence or other ministries, and the transfer of
the State subsidy to the statements of expenditure occasions no difficulty. The, same is,
moreover, true when such subventions are granted in the form of an increase in the sale
price of materials delivered, as in this case the actual amounts of delivery invoices are

~entered in the closed accounts.

Subventions may also be granted through holding companies or banking institutions
in which State capital has been invested. In such cases, all that is shown in the closed
accounts is the payment made to the intermediary company or institution. If the State
receives interest or profits, it also comes to light in the public revenue account, But the
accounts do not make it possible to ascertain the precise amount of the subvention granted
by this intermediary to the undertakings concerned. In such cases, however, all States
can ascertain the amount of the subventions, and are required under the Convention to
insert them in the return. The balance-sheets and accounts of the private armament
undertakings also show the amounts of such subventions. The importance of this fact
will be shown further on, when the supervision of the application of the Convention is
considered. .

(d) Expenditure The Committee gave consideration to cases in which certain
effected by Means items of national defence expenditure are effected by means of
of Loans. the proceeds of loans. This question is of particular importance

because, in some budgets, a distinction is drawn between current
expenditure and extraordinary expenditure—that is to say, expenditure based on the
proceeds of loans. Following the fundamental rule governing its work, the Committee
took the view that the Model Statement should contain the annual expenditure met
from such proceeds. But the question then arose whether expenditure in respect of the
amortisation of and interest on such loans should be regarded as national defence
expenditure and included in the Model Statements.

If the Model Statement were made to include both the actual expenditure out of the
proceeds of loans and that in respect of amortisation and interest, duplication would
certainly occur.

The Committee therefore considers that only the expenditure actually met from the
proceeds of loans in the course of a given “exercice * must be included in the Model
Statement, to the exclusion of expenditure on amortisation and on interest paid by the
State on such loans.

The Committee ascertained during its examination of the documents that compliance
with such a rule could not occasion any difficulty.

{¢) Gross As indicated in Chapter III, it is known that, in certain States,
Accounts and  the national defence services receive, in addition to the budget
Net Accounts.! appropriations, certain revenues which they are authorised to
retain and utilise. In order therefore to determine the real

expenditure of those services, expenditure from revenues received by them must be added

3 The question of exemptions from taxation granted by Goveroments to autonomous establishments
or to private undertakings manufacturing war material may be considered in connection with the general



to the expenditure out of budget appropriations. In short, it is necessary to work out
the total of gross expenditure on national defence'. . .

In examining the information submitted to it, the Committee ascertained whethe.r,
in accordance with the recommendations of the Budgetary Experts, all the St?tes in
which the defence services are authorised to receive revenue h.ad included in .the
statement the expenditure met from such revenue. This task did not present serious
difficulties, as the closed accounts mostly enable expenditure out of budget appropnat%ons
to be distinguished from expenditure out of special revenue. Moreover, the delegations
supplied the fullest details on the subject. o

The gross expenditure cannot be accurately computed, however, l.lnlE.SS, as 1n‘d1cate_d
in the Budgetary Experts’ report, the utmost care is taken to avoid duphcatlc.m, which may
quite easily occur, Accordingly, the Committee adopted rules on the subject, of which
some account must be given.

Transfers of Let it be assumed, for example, that the Ministry of Marine
material from  of a State hands over material to the Ministry of War at a
ministry to specified price: if both ministries include that item in their

minislry. statements, it will be charged to the State twice over. To avoid

such duplication, the only logical course is to decide that the
item must be placed in the statement containing the expenditure of the ministry receiving
it and deducted from the statement of expenditure of the ministry handing it over.
If, therefore, one department of national defence hands material over to another, the
first department must deduct from the statement of its expenditure the price it paid
for the material, while the other ministry must include that price in its statement.

Transfers from Just as duplication of figures must be avoided in the statements
Government o regarding the three armed forces of one country, so steps must
Government.  be taken to preclude duplication in the statements of countries

signatories to the Convention on publicity or on the limitation of
expenditure. If, for example, a Government sells a ship to another Government, the
selling Government must deduct the cost of building the ship, since the ship was not built
for that Government; on the other hand, the Government receiving the ship must enter
the price paid in its Model Statement, since its fleet is thus increased by one unit. Moreover,
no distinction need be made between new material and used or obsolete material. The
problem is of particular importance in the Model Statement of the United Kingdom
and those of India and the Dominions, which are members of the British Commonwealth,
but are separately represented at the Conference and hence supply separate Model
Statements. In the course of examining the material supplied by these countries, the
Committee found, for example, that certain expenditure was entered in the Model
Statements of both India and the United Kingdom. The adoption of the rules which the
Committee has laid down will enable difficulties of this kind to be avoided in the future.
Moreover, it is obviously in the interests of the States themselves to provide all necessary

information on this subject in order that their statements of expenditure may not be
unduly increased.

Price of the " The prices of material transferred from one defence service to
malerial another or from one Government to another must of course
transferred. correspond to the real value of the materials transferred;

otherwise, the tables relating to the individual armed forces and the
Model Statements themselves of the various countries wouldn ot correctly represent their

problem of gross and net accountancy. If it exempts these establishments from taxation, a Go i

be able to‘obta.in war mat'eria.l more cheaply, since the amount of taxes and charges is ;nclud:;rix:lm:lf: c‘(v:slfl
of production of the material. The importance of this phenomenon may vary according to the conception ot
production in the various States. But the interest of this consideration is lessened by the impossibility,

admitted by the Committee, of comparing the military efforts of the various countri i

> , com| tries on the bacis of
expenditure figures. The chief point is that the ds facfe situation in each i i

is signed should not be changed in the course of its exec 't any changes atostd b the Conveation

ution, or tha
notice of the permanent supervisory body. fon, or t any changes should be brought to the
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respective expenditure. The fundamental clause whereby expenditure entered in the
statements must represent the actual and final utilisation of the sums in question would
thereby be infringed. At the same time, there are, in principle, exact rules for transfers,

which are generally effected at prices fixed by regulations or based on the accounts for the
manufacture of the material.

Nevertheless, in order to prevent any infringement likely to cause statements of
expenditure to be misleading, the Committee proposes a special clause whercby States
will undertake to include transfers for a consideration between the defence services or
between Governments on the basis of the cost of production or the purchase price, taking
into account the factors of depreciation, or, in the event of the replenishment of stocks,
the replacement value of the material transferred. Details as to the application of this
rule will be given when the “ Instructions * are drawn up,

Transfers by the . The cases of transfer as between military authorities of

national any one country and between the Governments of different
defence services  countries having thus been examined, we have now to consider the
to private cases in which the armed forces deliver material to private

sndividuals individuals or to civil authorities. It would a priori be logical to

or lo civil suppose that, if a military department sells material to private

organisations. individuals or civil authorities, it should have the right to deduct

from its expenditure the value of material which it has had

manufactured at its own expense, or the value of which has been refunded to it, and which

it does not itself use. Such would be the case if a military department sold clothing to
postmen or forest-rangers or even arms to private individuals or associations.

But the Committee of Experts of 1931, for sound reasons, took the view that such
deductions cannot be authorised. If a ministry of national defence, the services of which
are equipped to manufacture material of a specifically military kind, delivers arms or war
material to private individuals or civil authorities, it was, in the Budgetary Experts’
opinion, to be presumed that such material is intended for purposes of national defence.
Transfers of this kind might, if on a large enough scale, facilitate the equipment of the
nation for purposes of defence. In the view of the Committee of Experts, therefore, the
deduction of receipts derived from sales to civil authorities or private persons should
not be permitted.

The Technical Committee shares the misgivings of the Committee of Experts. It
has not, however, been able entirely to endorse the Experts’ conclusions. The rule of
non-deduction cannot be regarded as satisfactory unless it is qualified in certain respects.

It has been seen that State establishments may be of two kinds:

(1) They may be autonomous, in the sense that their accounts are kept on a
commercial basis; the national defence ministries pay for dcliveries made by such
. establishments exactly as if they were buying from private firms.

(2) They may be *non-autonomous “—i.e., their expenditure on material,
wages, equipment, plant, etc., is shown directly in the budget accounts and, unlike
autonomous or private establishments, they do not receive payment from the defence
ministries in return for the goods supplied.

The Budgetary Experts of 1931 expressed the opinion that, in the case of autonomous
establishments, the only expenditure to be regarded as national defence expenditure
was the price paid by the defence ministries for goods supplied, but that, in the second case,
the actual expenditure of the establishment itself should be regarded as national defence
expenditure.

It follows that, if an aufonomous establishment sells goods to a civil service or a
private person, the cost of manufacturing such goods will not appear in the Model
Statement; such is the case in France in regard to the sale of gunpowder to the Ministry of



— 74—

Finance by the * Service des Poudres ”, which is an autonomous service, I.f, on t}?e
other hand, the sale is made by a non-autonomous establishment, the expen_dlture wtll
appear in the Model Statement. Such is the case in Sweden in regg;d to clot_hmg §old to
civil servants by the non-autonomous State clothing factory, and in the Unifed Kingdom
in regard to the repair of merchant shipping in the Government naval dockyards. In tpe
first case, therefore, expenditure out of the receipts from transfers are deducted, while
in the second they are not. It seems difficult to agree to such an inconsistency of treatment.

The difficulty explained above is essentially a difficulty of principle. As a general
rule, the Committee cannot estimate the importance of sales made by military
establishments to private persons or civil ministries. In the United Kingdom, sales to
private persons and civil services by the autonomous establishments called the Royal
Ordnance Factories amountéd in 1929 to approximately £100,000, as compared with
£2} million total sales to the National Defence Departments. As regards the Royal Naval
Dockyard, orders executed for private and foreign customers amounted to £600,000 for
the same year, as compared with a total output of some £16 million for the National
Defence Departments, There were also orders executed elsewhere for private and foreign
customers amounting to some £270,000. In Sweden, the cost of clothing supplied to civil
servants by the non-autonomous establishment represented about 10 per cent of the
establishment’s total expenditure, though this percentage varies considerably from year
to year. In France, sales of powder and petrol to the Ministry of Finance and various other
customers by the “Service Autonome des Poudres ” amounted in 1930-31 to about
121,000,000 francs, as compared with about 300,000,000 francs, representing the cost of
material supplied to the National Defence Departments.

It is true that the volume of the expenditure under consideration is in no case very
great, The Committee has thought it desirable, however, to endeavour to find a solution
which will, as far as possible, eliminate the disparities that would result from the pure and
simple adoption of the rule laid down by the Experts, and to consider separately: (a) sales
of material to formations organised on a military basis; (b) sales of actual war material
to associations which are not considered to be formations organised on a military basis,

to private persons or civil organisations, and (c) sales of material other than actual war
material. '

(a) InChapterIl, it waslaid down as a principle that the expenditure of formations
recognised by the Conference as being organised on a military basis should be included in
the Model Statements. It follows from this rule that the expenditure of such formations
on purchases of supplies from Government establishments will be included in the Statement,
which should include the expenditure of formations organised on a military basis. To avoid
duplication, therefore, the ministries handing over the material must, following the ruleslaid

down above, deduct from the relevant Statement the amount of sales made to formations
organised on a military basis.

(b) This first point being settled, it is now necessary to consider sales to civil
authorities, private persons, and associations other than those recognised as formations
organised on a military basis. The Committee thinks that all the objections mentioned
can be met by laying down a rule that the deduction of such sales would not be authorised
in respect of sales of war material in the strict sense.

(c) On the other hand, the deduction of receipts would be permitted in the case of
sales of all other materials. In order, however, to prevent any improper use from being
made of these rules, the Committee thinks it desirable to provide that States making
such deductions should show in a publicity table the nature and value of materials other
than war material transferred for a consideration to civil organisations or private
persons. 1 '

The Committee has merely considered here the general rules to be applied in respect

c_)f deduct.ions. All the explanations necessary for the purpose of removing the difficulties
m_herent in the reconstitution of the gross expenditure to be inserted in the Model Statement
will be given in the “ Instructions " to be drawn up later.

1 Should a national defence service sell material which is ;10 longer of arces
the proceeds of the sale, expenditure out of such proceeds should nogt b: dl:leutt:ze:ll.m armed f 20d take



() Speclal Case It is customary in almost all countries to include in the gross
of Deductions amount of emoluments the contributions which the various
from Pay. personnel have to pay to pension funds. The personnel do not

- actually receive the total amount of their emcluments as shown
in th.e budget, part being paid by them direct into a pensions fund or being deducted by the
administration in compensation for the State's obligation to pay pensions arrears, As the
Committee is of opinion that the pensions themselves must be excluded from the Mode]
Statement in the event of a limitation Convention being established, the question might
arise whether the contributions to pensions funds should not be deducted from the
statement. The Committee realised the difficulties of making such deductions. It has therefore
laid down the principle that the gross amount of emoluments must be entered in the Model
Statement. Nevertheless, an examination of the documents submitted shows that, in the
U.S.S.R,, soldiers do not pay pension contributions, and that, in the Netherlands, certain
employees receive the total amount of their pay, while at the same time the State pays for
them into the pension fund a contribution proportionate to the amount they receive—that
is to say, a contribution corresponding in every way to those included in the total amount
of the pay in other countries. These differences of method should not, however, give rise
to any complications. The insertion of the gross amount of the emoluments in the Model
Statement will doubtless give rise to certain inequalities between States in respect of the
contents of their Model Statements, but this is of no importance, because the statements
cannot serve as a basis of comparison for the actual armaments of the various States.
Moreover, at the present time, there are only a few States which do not include
contributions to pensions in the budgetary amounts paid to the personnel,

(g) Treatment In certain countries, the credits granted for national defence

of Donations are amplified by donations and bequests from associations or private

and Bequests for persons. Such donations and bequests amount in every case to

National Defence.  very little compared with the total expenditure on national defence.

In a considerable number of countries, the armed forces cannot

accept donations and bequests without Government authority; the amount of such

donations and bequests is added to the credits granted, and expenditure effected out of

their proceeds is shown in the accounts on the same footing as expenditure out of budgetary
credits.

-In Germany, the law lays down no special procedure for accounting in respect of donations
and bequests. The German expert thinks that any receipts from such sources and any expenditure
out of such receipts would be entered in the closed accounts, simply owing to the principles of
the German budgetary system. .

As regards the United Kingdom, it may be said that, for the most part, the donations and
bequests are made to meet expenditure for social purposes (pensions, etc.). The only gift made
for the benefit of the national defence forces in recent times was a sum of {100,000 in 1931 for
the organisation of the Schneider Trophy flying contest. This sum was incorporated in the Air
Force appropriations, and the corresponding expenditure was entered in the audited and published
accounts. Most of the commands and units have private funds derived from subscriptions,
sales of tickets, and generally used for the organisation of military fétes. This expenditure has
not been regarded as national defence expenditure. It is not included either in the estimates
or in the accounts, . It is regarded as private expenditure, and on this account is privately audited.

In France, when bequests and donations are made to the State or to various Government
departments, a credit for 2 sum equal to their proceeds is opened by decree under a special head
of the budget entitled: “ Employment of funds derived from bequests or donations ", and the
corresponding expenditure is shown in the accounts of the National Defence Ministries.

In Italy, the military authorities cannot accept donations or bequests without authorisation
from the National Defence Ministers. If such donations or bequests are made for the purpose
of providing contributions of a permanent character, the status of legal personality is conferred
upon them. All the donations and bequests so far authorised are for the provision of assistance
for soldiers.. If any donations and bequests were made for national defence purposes, their
proceeds would be paid into the State budget, and the corresponding expenditure would appear
in the accounts of the National Defence Ministries.



In Japan, donations and bequests from private persons or associations, _for national d.efence
purposes, other than those earmarked for scientific research, are as a rule incorporated in the
Treasury‘ revenue and accounted for in the accounts of the ministries of national defence.

In Switzerland, expenditure out of the proceeds of glonations and bequests made for national
defence purposes appegrs in the State accounts. Mention may be made of the military air fund
established by national subscription in 1913.

In the U.S.S.R., the armed forces have the direct control of the proceeds of donations and

bequests. 'As has been mentioned in Chapter II, the sums paid by the “ Ossovikhin ” and
“ Avtodor ” associations have been included in the U.S.S.R. l\_lodel Statement.

Notwithstanding the relatively small size of the sums in question in the various
countries, it would be desirable, to avoid any possibility of error, that the Convention
should contain provisions to the effect that all States are required to include in their
accounts the proceeds of any donations and bequests received by the armed forcesand
the expenditure effected out of such special resources. '

(k) Losses on The budgets and accounts show the expenditure in the
Exchange. respective currencies of the countries concerned, including
expenditure for payments abroad. As the rates of exchange are
liable to fluctuate and, in certain cases, depart to a varying extent from par, the expenditure
shown in the accounts of the national defence departments will not represent the real
expenditure, so far as concerns payments abroad, unless the departments themselves
procured the necessary foreign exchange for those payments or bought it from the
Treasury at the actual rate that the Treasury paid for it. Otherwise, part of the expenditure
would appear, not in the national defence accounts, but in those of the Treasury. Where
there are only slight fluctuations, this difference can be ignored, but the question may be
of some importance in countries where, the national currency having substantially
depreciated, the Treasury charges the national defence departments only the amounts
exactly corresponding to par of exchange. It must also be mentioned that, in some
countries, transactions in foreign exchange are at present controlled, and that the rates
officially fixed do not always correspond to the rates ruling abroad, while their currencies
are not always quoted abroad.

It appears from the material laid before the Committee that the accounts and Model
Statements of the majority of countries show expenditure abroad at the rate of exchange
on the day on which the foreign currency was purchased or on the day of settlement.
In the U.S.S.R,, however, the amounts are debited at par according to the official rate
of exchange established by the State bank. In Austria, Spain, and Japan, the national
defence accounts show only expenditure calculated at par, and the difference between that
and the actual rate is not shown in the Model Statement.

The Committee is of opinion that the rule that all national defence expenditure
without any exception must be included in the Model Statement implies that expenditure
in respect of purchases and services obtained abroad must be shown in the national

currency at the rate of exchange ruling on the day when the currency used in settlement
was purchased.

#.i

Conclusion. Having found that by far the greater part of national defence
expenditure is shown in the accounts of the national defence

ministries and can therefore easily be traced, although there may be some difficulties
of interpretation as regards the real nature of certain expenditure shown in other accounts.
The Committee, as the conclusion of its investigations, considers that every country

will be in a position to compile, for practical purposes, a complete statement of its national
defence expenditure within the meaning of the Convention,
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Chapter VIII.

WITH WHAT DEGREE OF ACCURACY IS IT POSSIBLE BY
MEANS OF PUBLISHED ACCOUNTS TO VERIFY THE

TOTAL NATIONAL DEFENCE EXPENDITURE OF EACH
STATE ?

A. GENERAL OBSERVATIONS.

In the previous chapter, the Committee defined the obligations the execution of
which by the various States will ensure the insertion of the entire expenditure on national
defence in the Model Statement. The Committee considers it necessary to determine to
what extent it will be possible for the Permanent Disarmament Commission to verify
the complete account of national defence expenditure drawn up by each State.

This chapter deals purely and simply with the verification of the total expenditure
on the basis of the published and audited accounts—that is to say, with the method of
ascertaining that the latter are in order—but it is obvious that this verification constitutes
only one element of the supervision over the execution of the Convention. This supervision,
as will be seen later in Chapter XIX, will be based essentially both on the observation
of the financial effort devoted by each State to its national defence and also on a
knowledge of the military and administrative institutions of the various States. This
supervision will facilitate the verification operations and will enable correct conclusions
to be drawn from them. In view, however, of the importance which the Committee
attaches to the correctness of the complete account of the national defence expenditure
of each State, it considered it necessary to indicate at the present stage the degree of
exactitude which that verification may be expected to attain.

The first condition enabling an expenditure figure to be checked is that it should appear
in a published and audited account. The Committee found that, in the case of a number
of countries, all the national defence expenditure figures are entered in published and
audited accounts, while in other cases, although almost all the expenditure appears in
published and audited accounts, some of it does not. Although the first condition necessary
to enable expenditure figures to be verified is in general fulfilled, it cannot on that account
be inferred that the aggregate expenditure on national defence would be entirely
verifiable. The only figures in the accounts which can be strictly verified are those
which can be transferred en bloc to the aggregate figure for national defence expenditure.
On the other hand, if the sum given under a heading in the account comprises both
military and civil expenditure, that sum must be subdivided to show the part of the
expenditure to be included in the total amount of expenditure on national defence. This
subdivision, carried out by the individual States on the basis of internal documents or
estimates, may be correct, but it will not actually be verifiable by an international
supervisory body, if that body does not know and cannot ascertain the data on the basis
of which the subdivision was made.

B. NaTioNAL DEFENCE EXPENDITURE BORNE BY THE CENTRAL AUTHORITY.

By far the largest proportion of the national defence expenditure figures in the
accounts of the central authority. This is found:

(@) Mainly in the budgetary accounts of the ministries of national defence;



(5) Inafew special cases and in proportions var_ying according to the countries,
in the budgetary accounts of the ministry of the colonies;

(c) As regards a comparatively small proportion in the budgetary accounts
of the civil departments; _

(@) Lastly, a certain proportion of national defence expenditure of the centrla
authority is found in special accounts.

(a) Insertion in the ~ Expenditure It should be pointed out that, in certain
Model Statement appearing in the  budgetary accounts of these three defence
of National national defence  departments, expenditure is inserted which
Defence Expendi- budgets which is not is not national defence expenditure within
ture included in national defence  the meaning of the Convention and should
the Budgetary expenditure within therefore not be included in the Model
Accounts of the the meaning of the Statement. In every case which it has been
Ministries of Convention. possible to examine from the documen-
National Defence tary material - supplied, this expenditure
(War, Sea, Alr). is shown under. special items in the

accounts, and its deduction does not offer
any difficulty from the point of view of verification.

Mixed services. It has been seen in Chapters II and VII that the national

defence budgets include expenditure on mixed services such as the

cartographic, hydrographic, meteorological and fisheries supervision services. The

Committee adopted the principle that States should include in the Model Statement a

proportion of this expenditure corresponding to the military activities of those mixed

services and should state on what basis the proportion relating to national defence has
been estimated. .

Each State will thus make this distinction according to its internal documents and
the practical knowledge it may have of the services rendered by such institutions to
national defence. :

It will not be possible for the Permanent Disarmament Commission to supervise
merely by means of the closed accounts the insertion in the Model Statement of the
proportion of the expenditure of these mixed services which is of military value. But if the
relative importance of the proportion of this expenditure entered in the statement as
compared with the total expenditure on each mixed service varies from one year to another,
the Commission may ask the State concerned for explanations. It should also be pointed

out that the amount of this expenditure is small compared with the whole expenditure
on national defence. S

Military In the United Kingdom, France and Italy, there is only one .
aviation Air Ministry which administers both civil and military aviation.
and civil Since, unless a decision to the contrary is taken, only expenditure
avialion. on military aviation is to be included in the Model Statement,

B a very careful distinction should be made between expenditure on
military aviation and expenditure on civil aviation, the former being included in the
total national defence expenditure and the latter excluded. ' :

' The observance of this distinction will not cause any appreciable difficulty when,
as in the case of the United Kingdom and in Italy, the expenditure on civil aviation and
that on military aviation are, with a few trifling exceptions, shown separately in the
accounts. '

In France, it will be remembered, military expenditure on aviation and civil
expenditure, which are shown separately as such under separate sub-heads of the accounts
of the Air Ministry, amount to 67.8 and 10.1 per cent of the total account of the Air
Minis_try. In the case of this expenditure, there is no difficulty in supervising the transfer
of military expenditure to the Model Statement and the exclusion therefrom of purely
ClVl.!laP expenditure. But 22.1 per cent of the total account represents mixed expenditure.
A distinction between military expenditure and civil expenditure as regards this proportion



of aviation expenditure can be made only by means of internal documents and with a
practical knowledge of the actual institutions. It is therefore certain that the Permanent
Disarmament Commission will not be able, from the closed accounts alone, to form a correct
idea of the manner in which this apportionment has been efiected. The Permanent
Disarmament Commission will be able, however, to ascertain that from year to year the
apportionment of mixed expenditure is effected on the same basis and, if there is any
change, to ask for the necessary explanations. If the provisions of Article 37 of the draft
Convention came into operation and if a special publicity in regard to civil aviation
expenditure was accordingly instituted, this publicity, which should be accompanied by
every guarantee of accuracy, would facilitate supervision of the transfer to the Modcl
Statement of the expenditure on military aviation.

(b) National In some countries certain national defence expenditure is
Defence Expendi- borne on the budget of the Ministry of the Colonies, This
ture borne expenditure relates to the maintenance of the armed forces in

by the Ministry distant possessions. This is the case in France, where, the Committee

of the Colonies.  found, expenditure of this kind appears under special heads in the

budget of the Ministry of the Colonies; it is grouped together in

what is actually a military budget and consequently its insertion in the total shown
in the Model Statement presents no difficulty from the point of view of supervision.

(¢) National Where national defence expenditure is incorporated with civil
Defence Expendi-  expenditure in the accounts of ministries or civil services,
ture borne the proportion of the expenditure which is of military value will be

on the Budgets  determined by each State on the basis of internal documents which’
of the Civil are not published. It will not be possible for the Permanent Dis-
Ministries. armament Commission to verify this apportionment by means of

_ the closed accounts. It has been found, however, that in such cases
the delegations have furnished definite explanations. The Committee also observed that
expenditure of this kind was not very large. Nevertheless, certain special difficulties,
which it is advisable to mention, will be encountered in supervising this expenditure.

The Committee decided to exclude, in general, from its list of national defence
expenditure all expenditure relating to public works of general utility, the eflect of
which is to increase the war potential of the coun